SENATE BILL REPORT
SB 5125

As Reported by Senate Committee On:
Human Services, January 26, 2023

Title: An act relating to the creation of the Washington future fund program.

Brief Description: Creating the Washington future fund program.

Sponsors. Senators Trudeau, Rivers, Cleveland, Dhingra, Frame, Hasegawa, Hunt, Kuderer,
Liias, Lovelett, Lovick, Nguyen, Nobles, Pedersen, Randall, Robinson, Saldafia, Stanford,
Valdez, Van De Wege, Wellman and Wilson, C.; by request of State Treasurer.

Brief History:
Committee Activity: Human Services: 1/16/23, 1/26/23 [DPS-WM, w/oRec].

Brief Summary of First Substitute Bill

» Directs appropriations from the state general fund to the Washington
Future Fund Account based on the number of those born into poverty in
aparticular year, available for eligible claimants at age 18 through 35 for
the purpose of education, purchasing a home, or starting a business in
Washington through the Washington Future Fund Program, in the Office
of the State Treasurer.

» Creates the Washington Future Fund Committee which will review
specified topics and report its findings to the Legislature and Governor.

SENATE COMMITTEE ON HUMAN SERVICES

Majority Report: That Substitute Senate Bill No. 5125 be substituted therefor, and the
substitute bill do pass and be referred to Committee on Ways & Means.
Signed by Senators Wilson, C., Chair; Kauffman, Vice Chair; Frame and Nguyen.

Minority Report: That it be referred without recommendation.

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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Signed by Senators Boehnke, Ranking Member; Warnick and Wilson, J.
Staff: Alison Mendiola, 786-7488

Background: Baby Bonds. Federally, the proposed baby bonds policy would provide
every child in the U.S. with a tax-free account up to $2,000, based on that child's family
income with the stated goal of substantially closing the wealth gap. Each subsequent year,
children would be eligible for additional payments based on family income until at age 18,
when they would be able to access these accounts for specified uses including education,
homeownership, and retirement. Other jurisdictions such as Connecticut and Washington
D.C. have recently enacted baby bond legislation.

Washington Future Fund. In 2022, SB 5752 was introduced which proposed creating the
Washington Future Fund Trust Fund in the custody of the State Treasurer to provide money
in a savings and investment account for individuals born into families with limited means
for the purpose of postsecondary education, purchasing a home, or starting a business,
provided the individual meets certain eligibility requirements and makes a claim for funds
at the age of 18 through 30. Through the 2022 supplemental operating budget, ESSB 5693,
the Legidature provided funding for the Office of the State Treasurer (OST) to establish the
committee on the program impacts of the Washington Future Fund Baby Bonds investment
model on wealth gaps. The committee was directed to study generational wealth inequities
in Washington and report its findings to the Legidature and the Governor. In December
2022, the Washington Future Fund Committee (WFFC) published its report which includes
anumber of key findings, including:
* poverty is persistent;
 if anindividual is going to move out of poverty, they are most likely to do so in their
late 20s or early 30s;
* the eligible uses of funds proposed in the 2023 Washington Future Fund policy can
help break the cycle of poverty—homeownership, business, and education; and
e without an intervention, it is anticipated that current inequities will persist and
worsen.

State Treasurer. The State Treasurer is a separately elected position within Washington
State government. The OST dates back to Washington's statehood and serves as the bank
for Washington's state government. It manages the debt, investments, banking, cash and
operations, and public deposit protection activities for state government.

Washington State Investment Board. The Washington State Investment Board (WSIB) was
created in 1981. The WSIB has over 100 employees that work across three organizational
teams—investments, operations, and institutional relations. The executive director is
appointed by the WSIB to oversee the staff, develop and recommend agency and investment
policies for WSIB adoption, and ensure adherence to state policies and laws. As of the end
of fiscal year 2022, the WSIB was managing $182.3 hillion in total assets.
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Caseload Forecast Council. The Caseload Forecast Council is charged with forecasting the
entitlement caseloads, and other caseloads, for the state of Washington. The Council meets
several times a year to adopt official forecasts that are the basis of the Governor's budget
document and used by the Legidature in the development of the Omnibus Biennial
Appropriations Act.

Apple Headlth. Apple Heath is an umbrella term for al Washington State medical
assistance programs, including Medicaid. Medicaid is the federally matched medical aid
program under the federal Social Security Act and includes the Children’s Health Insurance
Plan

Summary of Bill (First Substitute): Washington Future Fund. The Washington Future
Fund Program (WFFP) is created, implemented, and administered by the OST with the
stated goal of reducing capital barriers inhibiting the potential for those born into poverty to
alter their financia future.

When a claimant, who is a member of a funded cohort, is 18 through 35, the claimant, or the
clamant's legal guardian, may apply for a disbursement from the Washington Future Fund
Account to adesignated institution to be used for an eligible expenditure which includes:
 education, training, and professional development of the claimant at an institution of
higher education in Washington;
* purchase of aresidence in Washington; or
e creation or purchase of a business in Washington.

The OST is authorized to establish rules necessary to implement the program, including, but
not limited to:

* an application and application process,

 fund distribution to designated institutions,

» promotional campaigns to increase public awareness of the program; and

* definition of terms as they relate to claimant requirements

The OST shall issue a disbursement amount to a designated institution after approving an
application from the claimant. The OST shall only make one disbursement on behalf of
each claimant during the claimant's lifetime. Disbursements are not considered income for
the purposes of state public assistance programsor financial aid. The legal guardian of a
claimant may act on behalf of the claimant.

The Health Care Authority (HCA) is to assist the OST in verifying that a claimant is a
member of funded cohort. The Department of Health is allowed to share birth and death
data with the HCA to verify eligibility of the WFF program.

If aclaim isdenied, the OST isto issue a written notice identifying the reason for the denial

and the process for appeal. The appea is to be resolved through the adjudicative
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proceedings process provided by law.

Washington Future Fund Account. The Washington Future Fund Account (account) is
created in the custody of the State Treasurer. Except as otherwise provided, the account may
only be used for issuing disbursement amounts to designated institutions. Except as
otherwise provided, cohort principals and associated investment earnings for the WFFP
must be deposited into, and retained within, the Account.

Only the State Treasurer, or the State Treasurer's designee may authorize expenditures from
the Account.

Beginning in 2025, the OST must report the status of the Account, including the balance
and activity on behalf of each funded cohort, in an annual report. The State Treasurer and
OST are not considered an insurer of the Account.

Funding. Beginning September 2023, and every year thereafter, the Caseload Forecast
Council (CFC) shall estimate cohort populations. For 2023, the CFC is to estimate the
2024 cohort population. Beginning in 2024, and prior to each regular legidative session in
an odd-numbered year, the CFC must:
 estimate the anticipated population of the next two cohorts, beginning on January 1st
of the preceding calendar year; and
* if necessary, increase or decrease the previous funded cohort population estimates to
reflect updated available data.

The Legidlature shall appropriate funds for the WFFP from the state general fund to the
Account in an amount equal to the population estimate for a given year multiplied by
$4,000.

Moneys that are not awarded because a claimant is deceased or has not submitted a valid
application is to be retained within the Account and used to fund the principal for a future
cohort.

Washington Future Fund Committee. The Committee on the WFFP (Committee) is
established. The Committee is chaired by the State Treasurer, who must convene the initial
meeting of the Committee by September 1, 2024. Subsequent meetings will be held on at
least:

» an annual basis through 2034;

* twice annually between 2035 and 2040; and

» quarterly between 2041 and 2042.

The Committee is to review the following topics or make recommendations on:
* the efficient distribution of funds;
* the adequacy of the dligibility criteria to fulfill the intent of the program set forth in
this chapter, periodically evaluating the potential of incorporating wealth-based
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qualification requirements,

* the eligible expenditures, periodically reviewing additional wealth- building activities
to consider adding to the definition of eligible expenditures,

* the status of the fund and performance relative to the programmatic objectives and
godls,

» whether the initial investment amount is enough to achieve the intent of the program
in this chapter and, if it isnot, an initial investment level that is anticipated to achieve
the intent of the program for future cohorts;

 opportunities to establish public-private partnerships; and

» other policy considerations that may arise and be pertinent to the programmatic
elements of the program.

Before June 30, 2036, the Committee shall recommend to the Legidature criteria that a
clamant must meet at the time of application to demonstrate financial need. While
devel oping the recommendation, the committee must consider:

e maximizing program participation among funded cohort members;

* current economic conditions, including the cost of eligible expenditures,

» genera requirementsto qualify for areal estate, student, or business loan;

* minimizing impact to a claimant's ability to qualify for local, state, and federal public

assistance programs;, and
» feasibility of awealth-based qualification requirement.

It is the intent of the Legislature to consider the recommended criteria prior to the
conclusion of the 2038 legidative session. Staff support for the Committee shall be
provided by the OST. The Committee shall participate in wealth inequity studies and related
data collection efforts necessary to perform the work required.

The Committee shall submit the following electronic reports to the appropriate committees
of the Legidlature:
e an annua status update, including any legidative recommendations, starting
December 1, 2024, through December 1, 2041; and
« afina report of its findings and recommendations by December 1, 2042.

The members of the Committee include:

* two Senators, representing one member from each of the two largest caucuses of the
Senate as appointed by the President of the Senate;

* two members of the House of Representatives, representing one member from each of
the two largest caucuses of the House of Representatives as appointed by the Speaker
of the Housg;

* the State Treasurer, or the State Treasurer's designee; and

The State Treasurer must appoint:

* three members from communities with lived experience of poverty;
* three members representing economic empowerment organizations,
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» a least one member representing individuals with developmental disabilities; tribal
communities with tribal lands located west of the crest of the Cascade mountains;
tribal communities with tribal lands located east of the crest of the Cascade
mountains; higher educational institutions; trades and apprenticeship training; and at
least one member who was enrolled in a medical assistance program under chapter
74.09 RCW and Title XIX of the federal Social Security Act or the Children's Health
Insurance Program (CHIP) under chapter 74.09 RCW and Title XXI of the federal
Socia Security Act, before the member's first birthday and experienced poverty as a
young adult; is a claimant;

» one member representing a financia institution and one member representing a
chamber of commerce or an associated devel opment organization; and

» from state agencies—the Director of the Heath Care Authority, or the director's
designee; the Executive Director of the Washington Housing Finance Commission, or
the executive director's designee; and the Director of the Department of Commerce,
or the director's designee.

The work of the Committee ends December 31, 2044.

Definitions. Claimant means a person who is a member of a funded cohort, successfully
completed the financial education requirement, and at the time of application to the OST, is
a Washington state resident that is at least 18 years old and less than 36 years old, and
demonstrates financial need.

Cohort means all people born in Washington in a calendar year who received medical
services Apple Health or s CHIP, before their first birthday.

Cohort principal means the amount appropriated by the Legislature as the principal for a
funded cohort and any additional funds designated by the OST to be added to the principal
for afunded cohort, including but not limited to gifts, grants, and donations.

Designated institution means an entity that may receive a distribution amount from the state,
on behalf of an approved claimant, after an application to the OST is approved. Claimants
identify their selected designated institution during the application process.

Allowable designated institutions are based on a claimant's chosen eligible expenditure and
are asfollows:
» for education, training, and professiona development of the claimant:
1. the educational, training, or professional development institution providing
services to the claimant;
2. the financia institution that issued, or isin the process of issuing, student loans
to the claimant; and
3. additional institutions defined by rule by the OST.
for purchase of aresidence in Washington state: The financial institution that issued, or isin
the process of issuing, the claimant a mortgage or other real estate loan, and additional
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institutions defined by rule by the OST.
« for the creation or purchase of abusinessin Washington state:
1. The financial institution that issued, or isin the process of issuing, the claimant
abusiness loan, and
2. additional institutions defined by rule by the office.

Disbursement amount means:
 cohort principal and associated investment earnings for a funded cohort divided by
the population of the cohort 18 years after the cohort's birth year; and
 any additional investment earnings associated with the amount provided, calculated at
the time of application approval.

Eligible expenditure means an expenditure associated with any of the following:
 education, training, and professional development of a claimant at an institution of
higher education in Washington;
 purchase of aresidence in Washington State by a claimant; or
* creation or purchase of a business in Washington State by a claimant.

Financial education means financial coaching, specifically related to one or more eligible
expenditures, as defined by rule by the OST.

Funded cohort means a cohort that has had an amount appropriated by the Legislature as
principal for the cohort. Each cohort is funded independently of other cohorts, with a few
exceptions.

Washington State Investment Board. The WSIB has the full power to invest, reinvest,
manage, contract, sell, or exchange investment money in the Account. All investment and
operating costs associated with the investment of money shall be paid pursuant to statute.
With the exception of these expenses, al of the earnings from the investment of the money
shall be retained by the Account. As deemed appropriate by members of the WSIB, moneys
in the Account can be comingled for investment with other funds subject to investment by
the WSIB. Members of the WSIB are not considered an insurer of the Account or assets,
and they are not liable to the state, to the Account, or any other person as a result of their
activities as members, except for willfull dishonesty or intentional violations of the law.
The WSIB maybe purchase liability insurance for members. The WSIB is to routinely
consult and communicate with the OST on the investment policy, earnings of the Account,
and related needs of the WFFP.

EFFECT OF CHANGES MADE BY HUMAN SERVICES COMMITTEE (First
Substitute):

» Corrects references to Apple Heath—Medicaid & Children’s Health Insurance

Program.
» Provides flexibility to the Caseload Forecast Council to forecast Washington Future
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Fund cohorts similarly to their current forecasts.

» Clarifiesthat the first cohort includes people born in calendar year 2024.

» Specifies that Washington Future Fund disbursements shall not be considered income
for the purposes of state public assistance program, or financial assistance or financial
aid digibility, and calculation of benefit amount

* Moves the new Caseload Forecast Council duties related to the Washington Future
Fund program to RCW 43.88C.010—Casel oad forecast council — Duties.

» Adds the Department of Health to the information sharing agreement with the OST
and HCA.

» Permits the Department of Health to share birth and death data with HCA to verify
participant eligibility.

» Adds one member representing a financial institution, and one member representing
either a chamber of commerce or an associated development organization to the
Washington Future Fund Committee.

Appropriation: Section 3 requiresthe Legislature to appropriate funds for the program.
Fiscal Note: Available.

Creates Committee/Commission/Task Forcethat includes L egislative members. Yes.
Effective Date: Ninety days after adjournment of session in which bill is passed.

Staff Summary of Public Testimony on Original Bill: The committee recommended a
different version of the bill than what was heard. PRO: We all want young people to thrive
regardless of the family they are born into and this bill gives every kid a chance at asset
building which can change the trajectory of their life. All 39 counties were visited over the
interim, the result is this bipartisan bill which addresses the needs of those across the state,
including addressing the rural wealth gap. The bill provides economic security, ensuring the
next generation has less obstacles. Investing now helpsin the future. Gifts and inheritances
represent over 50 percent of wealth, this will help disrupt the cycle of poverty by providing
wealth opportunities for children born into poverty. Poverty is preventable.

CON: People need to be treated equally, thisbill is giving away taxpayer money.

Persons Testifying: PRO: Senator Yasmin Trudeau, Prime Sponsor; Steve Segall,
Thurston-Lewis-Mason Central Labor Council; Efrem Fesaha; Jennifer Bereskin; Gabriela
Quintana, Economi Opportunity Institute; Arlen Harris, State Board for Community &
Technical Colleges, Mike Pellicciotti, State Treasurer; David Radcliffe, Institute on Race,
Power and Political Economy; Jennifer Black, President, Sumner-Bonney Lake Education
Association; Clifford Cawthon, Habitat for Humanity Sesttle-King & Kittias; Tracy Y eung,
Washington State Budget and Policy Center; Sybill Hyppolite, Washington State Labor
Council, AFL-CIO; Alegjandra Montoya-Boyer, Prosperity Now; Kristin Ang, Faith Action
Network.
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CON: Va Mullen; Margaret Lee; Suzanne Rohner.

Persons Signed In To Testify But Not Testifying: PRO: Baydaa Alshatee, Everett
Community College; Karim Lessard; Paula Sardinas, FMSGS/WBBA.
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