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SUBJECT: State Finance: warrants.

SUMMARY: Updates and modernizes existing law @i@rhg to registered warrants (RWSs).
Specifically,_this bill:

1) Revises and recasts current law that authorizaspayer who has a tax liability with the
respect to personal income taxes or bank and catiportaxes who is a payee named in a
RW to pay the tax liability with the RW.

2) Establishes a procedure whereby a RW may be igsudélte payment of principal or interest
due on a state bond.

3) Authorizes the State Controller to promulgate rajohs to establish a procedure where a
RW may be issued for the payment of principal ¢erest due on a state bond.

EXISTING LAW

1) Authorizes holders of warrants to use RWs to paieshcome and corporation tax liabilities,
including estimated payments. (Government Codeti@el17280.1)

FISCAL EFFECT: Unknown.

BACKGROUND:

Warrants are the government equivalent of checid age issued by the Controller to pay for the
state's obligations. There are three types ofamésr RWs, registered reimbursement warrants,
and registered refunding warrants.

A registered warrant is a “promise to pay,” witleirest, that is issued by the State when there is
not enough cash to meet all of the State’s paymieligations. RWs bear interest and are
redeemable by the State Treasury only when ther@eRend has sufficient money. RWs are
presently considered legal investments for allttfwsds, insurance funds, saving and loan funds,
and funds of all counties, municipal corporatiatistricts, public corporations, political
subdivisions, and state agencies. When availaske falls below liabilities, the Controller pays
its creditors with RWs. The controller has nouss RWs since 2009, due to the states lack of
cash at that time. This measure would not beergd unless the Controller had to issue RWs
again. This is rare.

According to the Author, existing law is defectivecause it does not recognize the way bonds
are issued today. When the law was enacted, @abfesssued physical bonds to investors. The
state now distributes bonds through financial tasbins that hold bonds on the investor's behalf.
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This has left uncertainty over who the bondholderAs a result, any tax benefits from state
issued warrants would accrue to the financial tnstin rather than the true investor in California
debt.

AB 506 adds clarification that RWs can be offsetiagt the taxes of true investors, rather than
those of financial intermediaries. AB 506 hasititention of paving the way for additional
investment in California debt if California eversi® issue RWSs again.

RELATED LEGISLATION

AB 1044 (Butler, 2011 Legislative Session) woulduiee the Board of Equalization to accept
RWs from a taxpayer with any tax, surcharge, omfgleggation owed when the RW has been
paid directly to that tax, surcharge, or fee payer.

SB 11 (Anderson, 2011 Legislative Session) woutthinit a state entity from assessing a fine,
interest, or penalty on a debt owed to the statéhpayee of a RW if the debt owed to the state
was imposed between January 1, 2006 and Decemp203d and would change the due date of
a state debt to 30 days after the payable daté\f.R

SB 120 (Anderson, 2011 Legislative Session) woetfliire a state agency to accept a RW, or
other similar evidence of indebtedness issued éthte controller, for payment of any state
obligation.

PREVIOUS LEGISLATION

AB 1506 (Anderson, 2010 Legislative Session) wddde required a state agency to accept
from a person or entity a RW issued by the Statet©ller that is endorsed by that payee, at
full face value, for the payment of any obligatiavged by that payee to that state agency, as
specified, until July 1, 2012. This measure waseetby Governor.

REGISTERED SUPPORT / OPPOSITION:

Support

Apple, Inc.

Cisco Systems, Inc.
eBay Inc.

Google Inc.

Oracle Corporation
Qualcomm Inc.
TechAmerica
TechNet

Opposition
None on file.
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