HOUSE BILL REPORT
ESSB 5173

As Reported by House Committee On:
Civil Rights & Judiciary

Title: An act relating to property exempt from execution.
Brief Description: Concerning property exempt from execution.

Sponsors:. Senate Committee on Law & Justice (originally sponsored by Senators Stanford,
Hasegawa, Kuderer, Pedersen, Saldafia and Trudeau).

Brief History:
Committee Activity:
Civil Rights & Judiciary: 3/21/23, 3/28/23 [DPA].

Brief Summary of Engrossed Substitute Bill
(As Amended By Committee)

* Modifies and increases the maximum value of certain exemptions from
execution, attachment, and garnishment.

» Providesthat, in the case of married persons, each spouseis entitled to
their own exemptions, which may be taken separately or combined.

* Requires automatic adjustment to the maximum value of each exemption
every three years based on the Consumer Price Index.

HOUSE COMMITTEE ON CIVIL RIGHTS & JUDICIARY

Majority Report: Do pass as amended. Signed by 8 members. Representatives Hansen,
Chair; Farivar, Vice Chair; Walsh, Ranking Minority Member; Entenman, Goodman,
Peterson, Thai and Walen.

Minority Report: Do not pass. Signed by 1 member: Representative Graham, Assistant
Ranking Minority Member.

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Minority Report: Without recommendation. Signed by 2 members. Representatives
Cheney and Rude.

Staff: John Burzynski (786-7133).
Background:

Attachment, execution, and garnishment are legal procedures a creditor can use to enforce
their right to obtain payment of adebt. More specificaly:

» Attachment isalegal process by which aplaintiff may secure the property of a
defendant, at the time of commencing alegal action, to secure any judgment the
plaintiff may recover.

» Executionisalegal process by which ajudgment creditor may enforce ajudgment
against the judgment debtor by requiring payment of money or delivery of property.

» Garnishment isalegal process by which ajudgment creditor may recover funds owed
by ajudgment debtor by compelling third parties to divert to the creditor certain funds
owned by or owed to the debtor (e.g., funds held in bank accounts or wages paid by
an employer).

Washington law allows debtors to claim certain property and funds as exempt from
attachment, execution, and garnishment. A number of exemptions are available to
individuals or, for spouses maintaining a single household, to the marital community as a
whole.

Exemptions exist for:

» wearing apparel, not to exceed $3,500 in valuein furs, jewelry, and personal
ornaments;

* private libraries including electronic media, not to exceed $3,500 in value, and al
family pictures and keepsakes,

 acell phone, personal computer, and printer;

* households goods, appliances, furniture, home and yard equipment, and fuel for
comfortable maintenance, not to exceed $6,500 in value for an individual or $13,000
in value for amarital community, with no single item to exceed $750 in value;

« other personal property, excluding personal earnings, not to exceed $3,000 in value,
of which no more than $1,500 may consist of cash;

» amotor vehicle used for personal transportation for an individual, not to exceed
$3,250 in value; or two motor vehicles used for personal transportation for a marital
community, not to exceed $6,500 in value;

* past due, current, or future child support paid or owed to the debtor;

 professionally prescribed health aids;

* theright to or proceeds of a personal injury award, not to exceed $20,000, not
including pain and suffering or compensation for actual pecuniary loss; or the right to
or proceeds of a payment in compensation of loss of future earnings to the extent
reasonably necessary for support;
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* gpecific tools and supplies relevant to farmers, physicians, surgeons, attorneys,
clergy, and other professionals (e.g., farm equipment, seed, libraries, office
equipment, etc.) not to exceed $10,000 in value; and for all others, al tools,
instruments, and materials used to carry on atrade for the support of oneself or
family, not to exceed $10,000 in value;

* qualifying tuition units; and

» workers compensation payments, but only before the issuance and delivery of
payment.

In 2021 the underlying statute governing most exemptions was amended to temporarily
provide for automatic exemptions of certain funds, which a debtor is not required to apply
for to receive. These automatic exemptions are scheduled to lapse on July 1, 2025, after
which the 2019 version of the statute is scheduled to come back into effect.

Summary of Amended Bill:

Exemption Modifications.
Specific exemptions to execution, attachment, and garnishment are modified and increased:

» The exemption maximum for household goods, appliances, furniture, home and yard
equipment, and fuel for comfortable maintenance is maintained at $6,500. The
limitation that no single item may exceed $750 in value is removed.

» The exemption maximum for other personal property isincreased from $3,000 to
$10,000 in a bankruptcy case. The $3,000 maximum is retained outside of
bankruptcy. The limitation that no more than $1,500 in value may consist of cashis
removed.

» The exemption maximum for a motor vehicle isincreased from $3,250 to $15,000.
The requirement that the vehicle be used for personal transportation is removed.

» The exemption maximum for qualifying personal injury awards and compensation for
loss of future earningsis removed in a bankruptcy case. Such awards and
compensation are free from the claims of creditors, except to satisfy liens or
subrogation claims arising out of the claims for personal injury or death.

» The exemption maximum for trade tools, instruments, and materialsis increased from
$10,000 to $15,000. The exemption is extended to cover supplies. The requirement
that the trade be carried on for the support of oneself or family is removed.
Exemptions for certain kinds of property for specific professions are removed.

» The exemption for workers compensation payments is extended to apply after
issuance and delivery of payment.

Separate and Combined Exemptions for Spouses.

Each spouse is entitled to his or her own exemptions to execution, attachment, and
garnishment. A couple may combine exemptions or take them separately. Distinct
maximum exemption values for marital communities are removed.
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Whenever a debtor claims a combined exemption with their spouse, a creditor may demand
evidence that the debtor is married and their spouse has agreed to the combined exemption.
In response to such a demand, the debtor must send the creditor within 30 days evidence of
their marriage and their spouse's consent to combine exemptions. If the debtor failsto
timely respond or the creditor concludes the debtor is not married or their spouse has not
consented to combine exemptions, the creditor may seek a declaratory judgment that the
debtor is not entitled to a combined exemption. The declaratory judgment must be sought
from the superior court of the county in which the debtor resides or from the court wherein
the exemption claim is at issue. If the court finds a combined exemption was claimed in
bad faith, the court may award costs and attorney's fees to the creditor. If the court finds the
creditor objected to the combined exemption or sought declaratory judgment in bad faith,
the court may award costs and attorney's fees to the debtor. A creditor may not seek to
execute, attach, garnish, or otherwise collect funds or property a debtor has claimed as
subject to a specific combined exemption unless a court has issued a declaratory judgment
that the debtor is not legally entitled to claim the combined exemption at issue.

Automatic Adjustment of Exemptions.

Beginning in April 2026 and every three years thereafter, the Department of Revenue must
adjust the dollar value of each exemption based on changes in the Consumer Price Index
seasonally adjusted for all urban consumers, unless the adjustment would reduce the
exemption amounts.

Notice and Exemption Forms.

The garnishment notice sent to garnishees is modified to instruct the garnishee to double
automatic exemption values for specified funds if the garnishee has documentation that the
funds in the account are the community property of married persons or domestic partners.
This provision is scheduled to |apse alongside the temporary automatic exemptions for
certain funds on July 1, 2025.

The garnishment exemption notice and form sent to debtors is modified to state and list the
doubled value of specific exemption maximums for spouses who combine their exemptions.

Amended Bill Compared to Engrossed Substitute Bill:

The amended bill:

» providesthat, if adebtor claims a combined exemption with their spouse, a creditor
may demand evidence that the debtor is married and the spouse has consented to
combine exemptions;

* establishes a procedural framework for an evidentiary demand, response, and request
for declaratory judgment regarding a debtor's combined exemption claim;

* prohibits creditors from seeking to execute, attach, garnish, or otherwise collect funds
or property a debtor has claimed as subject to a specific combined exemption unless a
court has issued a declaratory judgment that the debtor is not legally entitled to claim
the combined exemption at issue;
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» providesfor cost and fee shifting in the event of a bad-faith combined exemption
claim, bad-faith objection to such claim, or bad-faith request for declaratory
judgment;

» maodifies the garnishment notice sent to garnishees by instructing the garnishee to
double automatic exemption values for specified fundsif the garnishee has
documentation that the funds in the account are the community property of married
persons or domestic partners; and

» modifies the garnishment exemption notice and form sent to debtors by stating and
listing the doubled value of specific exemption maximums for spouses who combine
their exemptions.

Appropriation: None.
Fiscal Note: Available.

Effective Date of Amended Bill: The bill contains multiple effective dates. Please see the
bill.

Staff Summary of Public Testimony:

(In support) Thisbill increases incredibly low exemption amounts and brings them morein
line with the twenty-first century and rapid inflation resulting from the pandemic. The
failure to update this bill has created real life challenges for some. While bank account
exemptions were increased four years ago, the world has changed and both rent and interest
rates have increased. Two thousand dollars in a bank account is not enough to pay one's
bills. It isinhumane to think afamily going through bankruptcy does not deserve a modest
vehicle.

The state's exemption laws should provide a basic safety net. Many people who need to use
these exemptions are on the financial edge and food insecure. Many renters are surviving
primarily on debt via payday loans and credit cards. Thisbill is measured and designed to
prevent people from losing their property because of an inability to pay credit card or
medical bills. The personal property of Washingtonians should be off-limits for creditors,
and they should be able to maintain their wages so they can pay down their debts. Thisbill
provides afiscal shelter to vulnerable working people.

The National Consumer Law Center currently grades Washington's safety net lawsasa C.
Thislaw will increase protections of family cars worth up to $15,000, taking Washington's
gradefromaCtoanA.

The changesin this bill are modest but will make a meaningful difference. The bill

provides specific protections for creditors. Subrogation and medical lien holders are
protected. Nothing in thisbill prevents creditors with secured loans from repossession and
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starting areplevin action if aborrower isin default and not paying. Debtorswill still need
to pay off loans to keep cars or other property.

Existing bankruptcy laws are outdated and prejudiced against debtors. Taxpayers should
not be forced to fund creditors and their attorneys. The spirit of bankruptcy law isto
provide persons with a fresh start free from crippling debt.

The bill corrects a gender inequality present in current law. Moreover, communities of
color are disproportionately burdened by debt and wage seizure. There are long-standing
racial wealth gaps in the nation.

The provisions of the bill allowing for automatic adjustments of exemption values based on
inflation are meritorious. Without this provision, exemption amounts become meaningless
over time.

One couple previously owned a store they were forced to shut down during the pandemic.
They declared bankruptcy, forcing them to live paycheck to paycheck. Current exemptions
failed to meet their needs.

Oneindividual was forced to go on disability after adrunk driver struck their vehicle,
causing severe injuries that prevented them from returning to work. Theindividual's
deteriorating finances and the state's low exemption amounts compelled them to take out
predatory loans to survive. If higher exemption amounts had existed, the individual could
have declined predatory loans and covered necessities like food and rent.

(Opposed) This bill needs more stakeholder work. Concerns are not being addressed.
Many of the issues addressed in this bill are already the subject of recent reforms. 1n 2019
exemptions were increased fourfold, from $500 to $2,000. Automatic exemptions were
then added in 2021. Further increasing exemptions regardless of need is premature. The
Legislature should wait and see how its prior increases to exemptions play out.

Emergency options and relief that applied during the pandemic should not continue to apply
today outside that context. Bankruptcy protections and automatic exemptions can be
important tools but they should not be expanded without consideration of unintended
consequences. Some entities may stop their credit policies and impose cash-up-front
requirements because laws are making it impossible to enforce their agreements. This bill
will increase the cost of credit.

The bill does not amend garnishment forms, forcing them out of sync with the exemption
statute. Consumer attorneys want a conflict in the law. The forms must match.

The automatic inflation of exemption amounts based on the Consumer Price Index is not

recommended. It isan essential function of the Legislature to carefully consider increases.
Some price categories increase while others may fall. Under this bill, the exemption values
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will keep going up. It is better for the Legislature to review exemption levels periodically,
rather than automatically increase them without thought.

This bill doubles exemptions for married consumers. Tying exemptions to marriageis
problematic because banks do not necessarily know when a consumer is married. Many
married couples have separate bank accounts. The bill should be amended to require
consumers to self-identify as married. Doubling for marital communitiesis aso
unnecessary when not all expenses double for amarried couple. Some costs increase while
othersfall, e.g., housing. Current law doubles exemptions for some assets, but not all. That
approach makes more sense.

This bill requires no proof of need and fails to differentiate between those who need help
and those with the means to support themselves.

(Other) Personal property exemptions protect fundsin bank accounts and vehicles so a
debtor is not wiped out financially when they face collection on ajudgment. During the
pandemic, many struggled with debt and families relied on exemptions to protect property
and housing. Outdated laws put financial stability out of reach. Carsare acritical lifeline.
The existing exemption of $3,250 for avehicle is grossly outdated, and the proposed update
reflects the current average price of vehicles. The doubling of marital exemptionsisa
necessary update to old laws drafted in the 1800s.

Persons Testifying: (In support) Mark Fredrich; Emilie Padiernos; Samia El-Moslimany;
Christina Henry, Northwest Consumer Law Center; John Webber, Washington State
Association for Justice; Shaun Scott, Statewide Poverty Action Network; and Michael Best,
National Consumer Law Center.

(Opposed) Kevin Underwood and Kelsi Hamilton, Washington Collectors Association;
Sonia Gibson, Receivables Management Association International; Mindy Chumbley,
Solverity; and Andrew Roskam, Accounts Receivable Incorporated.

(Other) Fadi Assaf, Northwest Justice Project.

Persons Signed In To Testify But Not Testifying: None.
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