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SUBJECT/TITLE
An Act relating to Article 9 of the Uniform Commercial Code and declaring an emergency.

SPONSOR
Rep. Scott Brinkman

MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban County Government

Program/

Office(s) Impacted:
 local government

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 649 GA excludes public finance transactions and transfers by government or governmental units from Article 9 of the Uniform Commercial Code (UCC).

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

HB 649 GA will result in savings for local governments.  A revised version of Article 9 of the UCC was adopted by all 50 states in 1998 which changed the practice of exempting governmental issuers of assets and revenues from the perfection requirements.  Under the revised version of Article 9, governmental issuers are required to comply with perfecting requirements, even for bonds issued before the effective date of the adoption of the revised version.  In addition, UCC filing statements must be refiled every five years for any debt that is issued for less than 20 years.  If the perfection rules apply but are not met, bondholders will lose their perfection in the collateral pledged to them.  Loss of perfection means that in a bankruptcy of the governmental issuer, bondholders will be unsecured and will rank pari passu with other general unsecured creditors of the issuer.  By being a requirement under the revised Article 9, the perfected pledge of collateral is one of the criteria that rating agencies, such as Standard & Poor, use to evaluate governmental issuers.  If Standard & Poor is aware that perfection is lapsed, rating action may take place.  If a governmental issuer's bond rating is lowered, they may face higher interest rates on future debt.

By exempting governmental issuers from the perfection requirements, local governments would no longer be required to pay the $15 filing fee associated with UCC financing statements and would not have to revise old loan documents to make them comply with Article 9.  In addition, local governments would not have to refile UCC financing statements every five years on debt issued for less than 20 years.
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