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Assumptions Used in Arriving at Fiscal Estimate

This legislation would create “baby bonds” for Wisconsin children born to families that meet certain income
thresholds. After receiving notice of an eligible child’s birth from the Department of Health Services, the
Department of Financial Institutions must deposit $3,000 into a baby bond fund administered by the Investment
Board and credit it to an account in the child’s name. After turning 18, the child can obtain distribution of the
funds from DFI if the child meets certain residency requirements, passes a financial literacy course, and
certifies that the funds will only be used for eligible expenses, which include costs associated with education,
child care, the purchase of a home, starting a business, or saving for retirement.

This bill will require DFI to incur several categories of costs, as follows:

(1) Funding baby bond accounts for eligible newborns. The primary expense of the program is the cost to fund
the initial $3,000 contribution to each baby bond account. According to data provided by the Department of
Health Services, approximately 26,000 to 29,000 newborns each year would be eligible to receive a baby bond
under the income criteria set forth in the bill. Assuming that these numbers remain stable in future years, there
would be an annual cost of $78 million to $87 million to fund the accounts.

Once the program is fully mature, it may realize some cost offsets attributable to accounts that are terminated
due to a beneficiary’s death or failure to meet the requirements for disbursement by age 30. In addition, the bill
also authorizes DF! to solicit and apply charitable donations to help offset the state’s expenses in funding the
program. At this time, however, the amount of any potential offsets is too speculative to be accounted for in this
fiscal estimate.

(2) Developing and administering the required financial literacy course. The bill requires DF| to develop and
administer an online, interactive financial literacy course, which participants must pass as a condition of
receiving the funds in their baby bond accounts. Existing DFI staff members possess the expertise to help
develop course content, but the agency will need to incur outside vendor costs to develop the online,
interactive modules. DF| estimates that it would incur one-time software development costs of $100,000, plus
ongoing maintenance and update costs of $20,000 per year.

(3) Recordkeeping, account and website maintenance, statements to participants, and other program tasks to
be performed by outside vendors. The bill requires DF| to open new accounts for eligible newborns; keep
records of investment performance; send account statements to participants; give notices to participants upon
certain events; and review eligibility and process requests for withdrawals. These are specialized functions,
and DFI anticipates outsourcing these tasks to an outside vendor that specializes in recordkeeping functions
for financial institutions and others that administer similar account-based programs.

The cost to retain a qualified vendor to perform these functions for a program of this nature is uncertain.
Connecticut's baby-bond legislation, which its treasurer touted as the first in the nation, was signed into law in
June and its costs have not yet been reported. (Administrative costs for that program are paid for out of
investment gains, rather than the state budget, so the costs were not estimated in advance.) DFI does not
believe it would be appropriate to borrow numbers from different Wisconsin programs that involve similar tasks,
such as the college savings program, because those programs tend to be more complex and likely have
shallower pools of qualified vendors to draw from than this one. For these reasons, DFl is unable to fairly
estimate of the costs to carry out the recordkeeping tasks required of this program at this time.

(4) General program administration and vendor oversight. Though certain program responsibilities may be best
delegated to vendors, DFI will need qualified staff members to oversee and direct their performance, to
coordinate information sharing and promotional efforts with other state agencies, to address questions of
participants and the public at large, and to ensure that all aspects of the program are functioning properly. DFI
estimates that these duties will require at least two full-time employees with relevant knowledge and



experience, with an estimated salary, fringe, and supply costs of $236,300.

Long-Range Fiscal Implications
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