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Another State engty which might be crvered by SCA 13 is the University of California, Moreover,
the defininon of “biomedieal research” 1o which Secton 9 applies would seem to cover mach pemne
than stem cell rescarch. 1f “other resources™ inchudes laboratrey buildings, this new Section 9 could
indirectly impact State bonds 1ssved for UC construction of research faciliics, The sarme could
apply o the Colifornin State Umiversides. Some of the difficaldes we note above with eespect to the
specific provisions of Secton 9 15 applicd to the Prapesiton 71 bonds muight thus apply o other
Stute bonds,

PART LI - TAXN LAW ISSUES

As you arc aware from our bacfings for your office from time to time, une of the poncipal rules {or
tax-exempt bonds is thet the bonds may not be “private aceiviy bonds,™ Among other imiradens,
bonds are povare aetvity bonds if more than 10% of the sssers Gnanced by the bonds are used in
povare business and if the issuer of the bonds receivis payments with respect 1o the poavately wied
assets of more than 10% of the debe sarvice on the bonds, on & present value basis., In many
ciccumstances, these 10% amounts ace lisnited 1o 5%, and fuc large bund issues (larper dhap $150
milkien), dhese 10% amounts are capped at eo appregare amount (of assers or payments) of §15
million for the codre bond jssue.

In an eadier memomadum outlining our mital analysis of Proposition 71, we advised you that it was
likely dhar intellectual property righes (e.g. patents) deeived from research which was financed from
proceeds of State bonds would be treared 25 assers financed by the bonds. Therefore, if privare
industry licenses the patents to prodoce domgs ar therapics and the State receives royalties, we have a
’% sitaation where bond Ananced sssets are arguably used in a privare trade or business, and the Smre
will receive a payment in respect of that azset from private industry. In our earlier memarandum, we
identified this 1ssue but indicated the cxact impact on futere bonds would depend on the demils of
the inrellectual property arangement which CIRM weuld include in its grants. Among other things,
Proposition 71 us ongnally enacted did not appens to mandate that the State receive moyalties in all
cases, nor did it indicate any “warget” for how mnch money the State would seck o recover from

ntellectual propesty dghts.

SCA 13 would make it clear that royalty provisions i favor of the State would be standard i sl
grants, and that subsmantial private payments could result from  successful discovery. This weuld
definitely make it more difficult to strocture bonds under Propositon 71 which would bear wx-
exemptinterest.  We note thar the pardculirs of each bond issue, both in terme of the cxpected uses
af bond procecds (not all of the Praposition 71 moneys will fond researeh gants leading 1o patenes)
and structunng demils (such as the $15 millicn slowahbls private actvicy use for any sinple bond
sale), will have to be exarmuned, so that some bonds possibly could be issued on a t=x cxempr basis,
We might, furthermore, seek Inteenal Reveavs Senica guicance on certain aspeees of the bond
progeam. However, ar this time we can give you no assorsace that the bulk of Proposition 71

bonds can be issued on a tax-exempr basis if SCA 13 is adepred,



