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OPEN SESSION 
AGENDA ITEM 
704 JULY 2021 
 
DATE:  July 23, 2021 
 
TO:  Members, Board of Trustees 
 
FROM:  Banafsheh Akhlaghi, Co-Chair, Legal Services Trust Fund Commission 
  Eric Isken, Co-Chair, Legal Services Trust Fund Commission  

Doan Nguyen, Program Manager, Office of Access & Inclusion 
 

SUBJECT: Approval of Interest on Lawyers' Trust Accounts (IOLTA) Grant Distribution for  
        2022 
 
 

EXECUTIVE SUMMARY 

Annually, the Board of Trustees sets the grant amount available for distribution from Interest 
on Lawyers’ Trust Accounts (IOLTA) to qualified nonprofit legal aid organizations in California. 
Interest revenue generated by these accounts is the main source of funding for these grants, 
referred to as IOLTA grants. Over the years, these funds have been supplemented by Justice 
Gap Fund donations and optional contributions from State Bar licensees as part of their annual 
licensing fee payments. 
 
After careful review of the revenue projections and consideration of the needs of low-income 
Californians and legal aid programs, the Legal Services Trust Fund Commission recommends a 
calendar year 2022 grant distribution of $35,487,840, which is a 48-percent increase over the 
2021 grant distribution of $23,951,697. With this distribution amount, a projected reserve of 
$11,747,500 would remain at the end of the 2022 calendar year. 
 
BACKGROUND 

IOLTA STATUTE  

In 1981, the California Legislature authorized the IOLTA program under Business and 
Professions Code section 6210–6228 (referred to as the IOLTA statute). The purpose of the 
program was to increase access to justice and improve the administration of justice through 
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expansion of legal services. In pursuit of those goals, the Legislature prioritized improving the 
quality of existing free legal services in civil matters to indigent persons and initiating new 
programs to provide such services.  
 
The IOLTA statute requires attorneys to place nominal client funds, or funds that are on deposit 
for short periods of time, into interest- or dividend-bearing accounts in which the interest or 
dividend is paid to the State Bar.1 Such accounts can only be kept at approved financial 
institutions, certified by the State Bar to ensure compliance with the IOLTA statute.  
 
The interest earned from pooled IOLTA accounts is remitted to the State Bar. The State Bar 
subtracts its administrative costs and then distributes the approved amount (based on the 
IOLTA statutory formula) to organizations that provide free civil legal aid in California to 
indigent persons, 2 or legal training, legal technical assistance, and advocacy support to the 
organizations that directly serve indigent persons. The Office of Access & Inclusion (OA&I) 
administers the Legal Services Trust Fund Program for the State Bar under the oversight of the 
commission and Board of Trustees. 
 
DISTRIBUTION OF IOLTA FUNDS  
 
Each year, the commission recommends for approval to the Board of Trustees the amount of 
IOLTA grants to be made available for distribution in the following calendar year. For many legal 
aid organizations, IOLTA funding provides their core support, meaning that organizations have 
the flexibility to use the funds where they need it most; many other funders impose specific 
restrictions on funds (e.g., salaries only, but no benefits or no overhead costs, specific projects, 
etc.). Unlike foundation funding that may not be as consistent, IOLTA grants generally offer 
stability to grantees by supporting all aspects of their operational need to provide free civil legal 
services to the indigent. Moreover, once a grantee’s eligibility is established, they are 
guaranteed funding for that year based upon a statutorily mandated formula.  
 
In the first eight grant years (1984–1992) the Legal Services Trust Fund Program recommended 
to the Board distribution of the total money projected to be “on hand” as of the end of the 
prior year, less administrative costs during the same period. In other words, the program 
collected money for a year and then gave it out in the following year, such that 100 percent of 
the money for grants was on hand for distribution throughout the year. Financial institutions 
continued to remit interest earned, so the program always had on hand about one full year’s 
revenue.  
 

 
1 If there is a large sum of money involved, or it will be held for a long time, an attorney can hold the client’s funds 
in an individual interest-bearing account, designated as a client trust account, and the interest earned will go to 
the client.  
2 Per the IOLTA statute, an “indigent person” is an individual (1) whose income is not higher than 125 percent of 
the federal poverty threshold, or (2) eligible for Supplemental Security Income or free services under the Older 
Americans Act (seniors 60+) or Developmentally Disabled Assistance Act (Business and Professions Code section 
6213(d)). 
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In 1992, in response to low interest rates and declining revenue, the then Board of Governors 
adopted a cash-on-hand policy to hold only 75 percent of a year’s cash on hand. Over the years, 
subsequent interest rate declines led to further distribution reductions bringing the target 
reserve range to 30 to 75 percent of the prior year’s projected revenue. 
 
IOLTA revenue remained flat between 2001 and 2004—approximately $10 million—but showed 
a steady increase beginning with the 2005 grant year. In 2006, the commission proposed, and 
the Board of Governors approved, a revision to the cash-on-hand policy described above (also 
known as the reserve policy, see Attachment A). The goal was to build reserve funds that could 
be distributed during lean years. Then, as now, the Board and the commission recognized that 
the ability to rely on stable IOLTA funding is critical to the health and survival of legal aid 
organizations that receive IOLTA funding. 
 
In applying the reserve policy over the past few years, a portion of increased receipts was held 
in reserve as a hedge against future declines in revenue. Under the policy, when revenue is 
higher than in the previous year, grants are increased incrementally while also increasing the 
reserve/cash on hand. The reserve policy works as follows where IOLTA revenue has increased 
from the previous year: 
 

1. The previous year’s grant distribution is established as the planned grant distribution 
base amount; 

2. Increased revenue is used to increase grant distribution by 5 percent over the prior 
year’s amount; 

3. If additional funds remain, 10 percent of the prior year’s grant distribution is added to 
the reserve/cash on hand;  

4. Any additional projected funds remaining are split equally, increasing both grant 
distribution and reserve/cash on hand.  

 
This prudent planning to build a reserve proved essential during the Great Recession of 2008 as 
well as in the latest 2020 recession. In 2019, IOLTA interest revenue reached a record high of 
$46.5 million, followed by an equally record-breaking distribution in 2020 of $55 million. During 
2019, 2020 IOLTA revenue was projected to be $39 million. However, due to the pandemic and 
a precipitous drop in interest rates beginning in March 2020, IOLTA revenue decreased to $26.2 
million at the close of 2020, a reduction of $12.8 million from original projections. Funds put 
aside because of the reserve policy (and additional revenue from sources such as the Justice 
Gap Fund and the Legal Services Assistance Fund) supplemented low IOLTA revenue and 
prevented the State Bar from having to reduce grants midyear in 2020.  
 
Unfortunately, the reserve policy does not provide a similar step-by-step formula for calculating 
the distribution amount when revenues are declining, rather than increasing, setting only the 
target that reserves remain between 30 and 75 percent of the prior year’s projected revenue. 
The commission is slated to update the reserve policy through the rules codification process in 
the first half of 2022.    
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Recertification Efforts and Leadership Bank Program to Increase Revenue 

In the past four years OA&I has engaged in an intensive bank recertification and negotiation 
effort, which has proven to be especially helpful in the past 15 months as interest rates have 
remained low. The State Bar receives interest from approximately 174 financial institutions 
offering IOLTA accounts. The recertification process confirms their compliance with the IOLTA 
statute, particularly ensuring that IOLTA accounts holding those assets are receiving 
comparable interest rates to similarly situated accounts.  
 
The recertification process, coupled with rising interest rates, allowed for higher distributions in 
2019 and 2020. Unfortunately, with the FFR dropping to near zero in March of 2020, some 
financial institutions have requested to be recertified at lower rates. As of April 2021, financial 
institutions in California held about $6.1 billion in IOLTA deposits, an 18 percent increase over 
2020. However, bank remittances collected through April 2021 show that the total average 
balance for the top 10 revenue-generating banks decreased by 10 percent, leading to a 
decrease of approximately $400 million in deposits between March 2021 and April 2021. While 
the average IOLTA interest rate of 0.54 percent for the top-10 revenue-generating banks is 
significantly higher than the FFR, the recent decrease in average balance may reduce the 
amount of interest collected for the remainder of the 2021 year.  
 
To generate additional revenue, the State Bar also established a Leadership Bank program in 
2019. Leadership Banks are required to pay at least the established compliance rate (ECR) on 
IOLTA accounts and waive fees and charges on all IOLTA accounts, regardless of the account’s 
size. The State Bar’s ongoing efforts to maintain enrollment in the Leadership Bank program has 
successfully mitigated some of the loss in IOLTA revenue that would have otherwise occurred 
over the past year (see next section). Two of the three highest revenue- generating banks 
maintained their compliance rate at the leadership level throughout the pandemic, and the 
three highest revenue-generating banks represent 70 percent of the monthly IOLTA revenue.   
 
The chart below illustrates the IOLTA grant distributions over the past five years.3  
 

Year Total IOLTA 
Revenue 

(including 
donations) 

Percent Change 
Over Prior Year 

IOLTA Grant 
Distribution (in 

millions) 

Percent Change 
over Prior Year 

2021 23.5 
(projected) 

(35.3%) $24 (57%) 

2020 36.3 (34.1%) $55.3 101% 
2019 55.1 102.6% $27.5 98% 
2018 27.2 94.3% $13.8 26% 
2017 14.0 9.4% $11 (1%) 

 
 

 
3 As noted earlier, in years of rising revenue, the grant distribution is increased based on the formula set forth in 
the cash on hand policy. 
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CHANGES TO THE FEDERAL FUNDS RATE (FFR) AND ONGOING FUNDING CHALLENGES 

Through most of 2019, the FFR was 2.5 percent, the highest it had been in over 10 years. By the 
end of 2019, the FFR decreased to 1.75 percent, but actual IOLTA revenues still exceeded the 
amount previously projected for 2019 by $5 million. Unfortunately, in March 2020, the FFR fell 
precipitously to 0.25 percent in an attempt to offset the dramatic impact of COVID-19 on the 
economy.4 The FFR remains at 0.25 percent and is likely to remain low for quite some time.5  
 
The consequence of these changes has been and will continue to be significantly lower IOLTA 
revenue than the high watermark experienced in 2019. Fortunately, the drop in IOLTA revenue 
has not been as sharp as previously forecasted. This time last year, OA&I staff and the 
Commission projected total revenue to drop to approximately $27 million for the 2020 calendar 
year and $14 million in 2021. Actual 2020 revenue totaled approximately $36 million at the 
close of the year and, as noted below, we project $23.4 million for 2021. While the forecast for 
IOLTA revenue is much better than originally projected, there remains a decline of 
approximately $20 million from 2019 levels.  
 
DISCUSSION 

RECOMMENDED 2022 IOLTA DISTRIBUTION AND TARGET RESERVE 

After careful review of the revenue projections and consideration of the needs of low-income 
Californians and legal aid programs, the commission and staff recommend a 2022 grant 
distribution of $35,487,840, leaving a projected reserve of $11,747,500 at the end of 2022. This 
represents 50 percent of projected 2021 revenue, approximately in the middle of the 30 to 75 
percent reserve mandated by our present policy. 
 
Forecasting IOLTA Revenue 

Based on the current revenue trends and analysis of bank remittances in the past 15 months, 
the Commission adopted a moderate approach to revenue projections, forecasting $23,495,000 
in total IOLTA revenue for 2021, which is a reduction of $12.8 million from 2020 IOLTA revenue. 
To make this projection, the commission and staff focused on actual bank remittances collected 
through April 2021 and tracked shifts in revenue collected from the top 10 revenue-generating 
banks, which represents 87 percent of total IOLTA revenue.  
 
The commission assumed that the top revenue-generating bank will maintain its average IOLTA 
rate of 0.68 percent and that the remaining nine banks will provide comparable rates between 
0.10 percent to 0.20 percent. This scenario estimates that the change in the average IOLTA 
rates for the top 10 revenue-generating banks will decrease from 0.57 percent to 0.36 percent. 
The projection also assumes: the federal funds rate will remain at its lowest rate through 2022; 
the State Bar will not be able to generate more revenue through the recertification process or 
leadership bank program; and voluntary donations through fee statements and the Justice Gap 

 
4 The FFR represents a target range of interest rates, in this case zero to 0.25 percent. When negotiating with 
financial institutions, the industry standard is to use the higher end of the range as the target.  
5 In the case of the recession starting in 2008, interest rates did not increase for seven years—until December 
2015—and the increase was gradual. 
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Fund will decrease slightly. In addition, the projection also assumes that total IOLTA deposits 
will not decrease or increase from the current $6.1 billion. Other factors the commission 
considered in projecting revenue include: the ongoing pandemic and increase in vaccines; the 
opening of courts and businesses; and the Federal Reserve’s continued strategy on quantitative 
easing and low interest rates. 
 
If revenue is insufficient to cover the projected grant distribution, the State Bar has no 
obligation to fund the grants beyond the revenue received. However, the commission 
recognizes that it would be an immense hardship to grantees were the State Bar to be unable 
to meet grant obligations. For this reason, the commission strongly believes that it would be 
prudent planning to adopt a moderate approach along with a 50 percent reserve amount, 
which is discussed more below.    
 
Target Reserves 

As noted in the background section, above, the reserve policy describes a target reserve 
amount that is 30 to 75 percent of the prior year’s projected revenue. It provides a formula for 
determining the distribution and reserve amounts when revenues are increasing, but it does 
not identify a formula for calculating the total distribution and reserve amounts when, as we 
are faced with now, revenue is declining. 
 
The larger the reserve as a percentage of the prior year’s revenue, the less funds available for 
distribution. Establishing a larger reserve could allow for more stable funding in subsequent 
years if revenue continues to decrease, but it would reduce the total funds available for 
distribution now, during a time when programs have reported increased demand for services. 
In contrast, a smaller reserve reflects a decision to distribute more funds currently. It maximizes 
the available funding but may leave grantees in a more difficult position in succeeding years if 
funding decreases more dramatically than anticipated.  
  
While the Board has discretion to adopt a reserve between 30 to 75 of the prior year’s revenue, 
the commission recommends a 50 percent reserve, which is roughly in the middle of the range. 
As discussed above, the economy is in transition, and the trend of lower IOLTA rates may 
continue through 2021 and into 2022. With so much economic uncertainty, the commission 
strongly encourages the Board to build a slightly higher reserve to buffer against any revenue 
shortfalls and provide for more funding stability for grantees. 
 
Reserves for 2022 are calculated by multiplying the reserve percentage by the projected full-
year revenue for 2021. A 50 percent reserve based on the commission’s moderate approach to 
revenue projections would leave approximately $11,747,500 at the end of 2022.  
 
The formula for grant distribution is:  
 
(net assets/cash on hand from the prior year) + (projected revenue during the grant year) – 
(reserve amount) 
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Funds Available Projected Reserve/ 
Ending Net Assets 

Total Grants 

2021 net 
assets/cash 
on hand 

 2022 projected 
revenue (based 
on 2021 revenue 
and after 
administrative 
expenses 
deducted) 
 

 Target 
reserve (50 

percent) 

        2022 distribution 

 
$25.8million 

 
+ 
 

 
$21.4 million 

 
– 

 
     $11.7 million 

 
= 

 
$35.5 million 

 
Adopting a moderate approach to revenue projections, coupled with a 50 percent target 
reserve, will yield a 2022 distribution of $35.5 million, which is a 48 percent increase from the 
2021 distribution of $23.95 million. If the Board wishes to establish a smaller or larger reserve 
amount, the distribution will increase or decrease by the same amount that the reserve 
increases or decreases. 
 
Additional Funding to Legal Aid 

There is a substantial increase to legal aid funding adopted in the 2021–2022 state budget. The 
2021 Budget Act provides a $50 million increase to the Equal Access Fund, with $45 million of 
that amount being administered by the State Bar and the commission. It is expected that the 
$50 million increase will be reduced to a $20 million increase after the first year. In addition, 
the budget act includes an additional $40 million per year for three years for homelessness 
prevention, which would also be administered by the State Bar and the commission.  
 
We do not believe the prospect of additional funding should impact the proposed 2022 IOLTA 
distribution. Organizations are already reporting an increase in service requests; yet as noted 
above, the proposed IOLTA distribution represents a 52 percent decrease from IOLTA funding 
levels as recently as 2019. Thus, IOLTA funding does not permit organizations to maintain 
pre-pandemic service levels, much less the anticipated increase in service requests brought on 
by the pandemic. In addition, the proposed IOLTA distribution incorporates a 50 percent 
reserve, well within the range contemplated by the current reserve policy and higher than the 
reserve rates recommended in the most recent prior year. The commission maintains that a 50 
percent reserve is sufficient to cover a shortfall in IOLTA revenue, and thus, it is unnecessary to 
be overly conservative to maintain a larger reserve.  
 
Recommendation to the Board of Trustees 

In summary, the commission recommends a calendar year 2022 IOLTA distribution of 
$35,487,840, leaving a projected reserve of $11,747,500 at the end of 2022. At a time when the 
need for free legal services is more critical than ever, this sizable increase from 2021 will enable 
grantees to increase services and help more indigent Californians. Moreover, the reserve will 
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provide grantees with some funding stability beyond 2022 and into 2023, which may enable 
grantees to adopt long-term strategies for recruitment and retention.  
 
FISCAL/PERSONNEL IMPACT 

Administration of the IOLTA program is fully funded through IOLTA revenue. The recommended 
distribution is net of the $2.1 million projected cost to administer the program; the actual 
amount distributed to grantees in 2022 will be the same as the distribution amount stated 
herein. Should staff determine that the amount is insufficient to cover the share of staff salaries 
and other expenses necessary to administer this program, staff will return to the commission 
and Board to request approval to allocate additional amounts from the cash on hand. This 
recommendation does not affect the general fund budget. No additional staff or other 
expenses will be incurred as a result of this recommendation.   
 
AMENDMENTS TO RULES OF THE STATE BAR 

None 
 
AMENDMENTS TO BOARD OF TRUSTEES POLICY MANUAL  

None 
 
STRATEGIC PLAN GOALS & OBJECTIVES 

Goal: 4. Support access to legal services for low- and moderate-income Californians and 
promote policies and programs to eliminate bias and promote an inclusive environment in the 
legal system and for the public it serves, and strive to achieve a statewide attorney population 
that reflects the rich demographics of the state’s population. 
 
Objective: a. Support increased funding and enhanced outcome measures for Legal Services 
 
RECOMMENDATIONS 

Should the Board of Trustees concur in the proposed action, passage of the following 
resolution is recommended:  
  

RESOLVED, that the Board of Trustees approve the 2022 IOLTA distribution in the 
amount of $35,487,840, leaving a projected reserve of $11,747,500 as of the end of 
2022. 
 

ATTACHMENT(S) LIST 

A. State Bar 2006 Cash-on-Hand Policy/Reserve Policy  
 

B. Distribution Spreadsheet of Revenue and Expenses Since 2008 
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C. IOLTA 2020 and 2021 Revenue Projections vs. Actual Detail   
 

D. IOLTA 2022 Revenue Projections and Grant Distribution Detail  
 
 



Attachment A



Attachment A



Attachment A



Attachment A



Attachment A



Attachment A



Attachment A



Attachment A



The STATE BAR of CALIFORNIA - OFFICE of ACCESS & INCLUSION 6/23/2021
Bank Settlement, Equal Access, Justice Gap, & Legal Services Trust Funds
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1Legal Services Trust (IOLTA) Net Position includes Justice Gap Fund balance.

ATTACHMENT B



Attachment C 
Legal Services Trust Fund (IOLTA) 2020 Projections vs. Actual 

 









































   

 


































































    






























    

     



















    

ATTACHMENT C



Attachment D 
Legal Services Trust Fund (IOLTA) 2021-2022 Grants Distributions 

 




 
 

  



  
 

 
 

 




 
 

 
 

 

  



 
 

 

Projection for Distribution and Reserves 

E. Projected Revenue & Administration Expenses 

IOLTA Revenue 

Justice Gap Fund Donations 

Legal Services Voluntary Fee Donations 
Interest Income & Tax Intercept Funds 

Administration, Net of EAF & Bank Settlement 

Gross Income less Administration Expenses: 

Prior Year Ending Net Assets: 

Funds Available: 

F. Grants 

Prior Year Grant distribution (baseline) 

Total Grants: 

Percentage Change vs Prior Year Grant Allocation: 

G. Reserve/Cash on Hand/Net Assets 
Projected Reserve/Ending Net Assets•: 

Reserve as Percentage of Prior Year Revenue: 

'BIZ: 
Projections for 2022 Distribution 

$ 15,750,000 

$ 1,440,000 

$ 6,300,000 

$ 5,000 

$ (2,100,000) 

$ 21,395,000 

$ 25,840,340 

$ 47,235,340 

$ 23,951,697 

s 35,487,840 

48% 

$ 11,747,500 

50% 
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