JLBC Staff Report - FY 2013 Debt and Lease-Purchase Financing Report

A.R.S. § 41-1277 requires the JLBC Staff to present to the House and Senate Appropriations Committees a report on state debt and obligations.
Due by January 31 of each year, the report is to include the following information from the prior fiscal year (FY 2013):

The statewide aggregate level of outstanding principal, by type of debt or obligation
The principal and interest payments on each of the state’s long-term obligations

e A description of the state’s payment deferrals (“rollovers™) by agency, including: the date the payment was originally scheduled to be
made, interest paid to date on the deferral, and interest paid in the prior and current fiscal years (FY 2013/FY 2014)

o Historical information on the state’s overall debt balance and per capita debt obligations, based on available data.

To the extent possible, A.R.S. § 41-1277 requires data contained in the report to be based on the Department of Revenue (DOR) Arizona Report of
Bonded Indebtedness, which is published annually along with an online searchable database.

This report provides a current and historical summary of the state’s outstanding financing obligations (Table 1 and Table 2). In addition, it
includes specific details on each of the individual financing issuances (Table 3) and the state’s payment deferrals (Table 4).

The report also contains a slideshow (Attachment A) which includes the above information and gives an overall view of the state’s methods and
process for using long-term financing. The presentation also contains the relative mix of uses for long-term financing (state government facilities,
local school district facilities, and operating shortfalls) and summarizes issues relating to debt retirement.

Total FY 2013 outstanding bond, lease-purchase and payments deferral balances were $9.77 billion, of which $1.17 billion was related to
payments deferrals. Excluding the payment deferrals, the outstanding FY 2013 balance was $8.60 billion. This equates to a per capita amount of
$1,298. In comparison to the FY 2013 level of $8.60 billion, the outstanding FY 2004 balance was $4.82 billion. The growth was due to several
factors: 1) the state’s use of long-term financing for the New School Facilities program; 2) An increase in Universities financing activity (both
under their general authority and specifically authorized programs such as Lottery-backed issuances); and 3) Operating financing used to solve to
the FY 2010 budget shortfall.

Of the total FYY 2013 outstanding balance of $8.60 billion, the General Fund share was $3.38 billion. In FY 2013, the General Fund made debt
services payments totaling $364 million, of which 45% was paid towards interest. This General Fund debt service amount represents both an
increase in General Fund payments, along with a shift in the relative mix of payments (principal vs. interest), as the state has begun to make
principal payments towards both the financing related to Operating shortfalls (building sale/leaseback and Lottery revenues bonds) and the
Phoenix Convention Center.

Table 1 below gives a brief summary of the report.
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Table 1

State Debt and Financing Summary
(As of FY 2013)

Total Outstanding Balance
Total Outstanding Balance (excludes Payment
Deferrals)

General Fund Outstanding Balance

FY 2013 General Fund Debt Service

Interest as a % of General Fund Debt Service
Total Outstanding Balance Per Capita

$9.77B

$8.60B
$3.38B
$364 M
45%
$1,298

Table 2
Per Capita State Debt Historical Summary
Outstanding Principal Per-Capita % Change from

Fiscal Year (Total Funds - $in B) Outstanding Prior FY
2004 4.82 852 19.2%
2005 4.98 853 0.1%
2006 5.17 858 0.6%
2007 4.89 793 (7.6)%
2008 5.96 949 19.7%
2009 7.29 1,150 21.2%
2010 8.33 1,300 13.0%
2011 8.64 1,336 2.8%
2012 8.71 1,330 (0.4)%
2013 8.60 1,298 (2.4)%
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Table 3

LEASE-PURCHASE SUMMARY

State Buildings

ADOA Building System
2002A Issuance (Health Laboratory)

2002A Issuance (HRIS) 5/
2004B Issuance (ADC Prison Expansion)

2008A Issuance (ADC Prisons
Expansions/DHS Forensic Hospital)

2013A Issuance (DHS Building Refinance) 5/

2013B Issuance (Health Lab Refinance/ADC
Prison Issuance Refinance) 5/

ABOR Building System
Avrizona State University
Northern Arizona University
University of Arizona
Subtotal - ABOR

Other
Phoenix Convention Center 6/

Subtotal - State Building System

Operating Shortfall
2010 Sale/Leaseback A/B Issuance

School Facilities Board

New School Construction - FY 2003 - FY 2005

New School Construction - FY 2008 - FY 2009

2010 New Construction
2010 Refinance
Subtotal - SFB

TOTAL - Lease-Purchase

Ovwerall

Balance 2/

$0

200,895,000

23,930,000

32,170,000

243,220,000

65,630,000
400,720,000
709,570,000
260,124,400

1,226,689,400

962,995,000

501,920,000

488,575,000

85,617,200

58,785,000

1,134,897,200

$3,324,581,600

Lease-Purchase and Bonding Summary 1/

GF

Balance 2/

$0

200,895,000

16,080,000

172,935,000

65,630,000
162,715,000
401,280,000
260,124,400

878,379,400

962,995,000

501,920,000

488,575,000

85,617,200

58,785,000

1,134,897,200

$2,976,271,600

Ovwerall
FY 13

Payment 3/

$1,484,200
4,948,000
3,179,300

19,823,500

682,600

6,179,800

23,427,000
15,366,500
43,880,300
82,673,800
20,000,000

138,971,200

84,099,700

97,145,100

58,647,400

11,187,300
2,449,800
169,429,600

$392,500,500

FY 13
Principal
Payment 3/
$500,000
4,690,000
2,260,000

10,130,000

550,000

5,980,000

11,175,000
13,070,000
24,466,300
48,711,300

14,777,800

87,599,100

35,800,000

70,465,000

32,000,000

5,707,800

108,172,800

$231,571,900

FY 13
Interest

Payment 3/

$984,200
258,000
919,300

9,693,500

132,600

199,800

12,252,000
2,296,500
19,414,000
33,962,500
5,222,200

51,372,100

48,299,700

26,680,100

26,647,400

5,479,500
2,449,800
61,256,800

$160,928,600

FY 13
GF

Payment 4/

$0

3,179,300

19,823,500

317,900

14,429,200

1,617,200
13,488,300
29,534,700
20,000,000

72,855,400

84,099,700

97,145,100

58,647,400

11,187,300
2,449,800
169,429,600

$326,384,700

FY 13
GF Principal

Payment 4/

$0

2,260,000

10,130,000

230,000

6,010,000
0
5,950,000
11,960,000

14,777,800

39,357,800

35,800,000

70,465,000

32,000,000

5,707,800

108,172,800

$183,330,600

FY 13
GF Interest

Payment 4/

$0

919,300

9,693,500

87,900

8,419,200
1,617,200
7,538,300
17,574,700
5,222,200

33,497,600

48,299,700

26,680,100

26,647,400

5,479,500
2,449,800
61,256,800

$143,054,100
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Table 3 (Cont'd)

Owerall FY 13 FY 13 FY 13 FY 13 FY 13
Ovwerall GF FY 13 Principal Interest GF GF Principal GF Interest
Balance 2/ Balance 2/ Payment 3/ Payment 3/ Payment 3/ Payment 4/ Payment 4/ Payment 4/
Bonding Summary
School Facilities Board
Deficiencies Correction:
Proposition 301 $416,675,000 $0 $57,097,400 7/ $43,680,000 7/ $13,417,400 7, $0 $0 $0,
State Land Trust 109,847,300 0 25,856,200 7/ 19,853,500 7/ 6.002,700 7, 0 0 0l
Subtotal - SFB 526,522,300 0 82,953,600 63,533,500 19,420,100 0 0 0
Department of Transportation 8/ 2,180,640,000 0 224,885,900 122,660,000 102,225,900 0 0 0
ABOR Building System
Arizona State University 925,035,000 $0 85,055,800 42,330,000 42,725,800 0 0 0
Northern Arizona University 422,900,000 0 25,384,800 6,110,000 19,274,800 0 0 0
University of Arizona 811,285,000 0 56,452,000 21,895,000 34,557,000 0 0 0
Subtotal - ABOR 2,159,220,000 0 166,892,600 70,335,000 96,557,600 0 0 0
Operating Shortfall
Lottery Revenue Bonds 9/ 408,630,000 408,630,000 37,499,600 16,790,000 20,709,600 37,499,600 16,790,000 20,709,600
TOTAL - Bonding 5,275,012,300 408,630,000 512,231,700 273,318,500 238,913,200 37,499,600 16,790,000 20,709,600
TOTAL - Lease-Purchase & Bonding $8,599,593,900 $3,384,901,600 $904,732,200 $504,890,400 $399,841,800 $363,884,300 $200,120,600 $163,763,700
TOTAL - Payment Deferrals $1,165,727,700 $1,165,727,700
TOTAL ALL OBLIGATIONS $9,765,321,600 $4,550,629,300 $904,732,200 $504,890,400 $399,841,800 $363,884,300 $200,120,600 $163,763,700

using historical averages.

8/ Excludes Regional Area Road Fund (RARF) Bonds which are paid fromthe local Maricopa County regional transportation sales tax
9/ Debt service for the Lottery Revenue Bonds is paid for with Lottery profits which would have otherwise been revenues deposited into the General Fund.

1/ Pursuantto A.R.S. § 41-1277, all information listed is from the FY 2013 Department of Revenue (DOR) Debt Report database, except where noted. The DOR report does not delineate between
General Fund and non-General Fund financing. While most issuances have a distinct financing source, in circumstances where this source was unclear the table estimates the GF/Non-GF split

2/ Represents outstanding principal on the respective lease-purchase agreement or debt issuance, including the portion paid froma General Fund source, which is represented in the “GF Balance”
column. Balances are displayed as of the end of FY 2013.

3/ Represents total FY 2013 lease-purchase or debt service payments fromall fund sources, along with the portions of the payments consisting of principal and interest costs.

4/ Represents lease-purchase or debt service payments paid froma General Fund source in FY 2013, along with the portions of the payments consisting of principal and interest costs.

5/ Human Resources Information Solution (HRIS) and 2013 A/B lease-purchase payment information reflects debt service schedules provided by ADOA.

6/ Phoenix Convention Center financing was not included in the DOR Debt Report as the issuance was made by the City of Phoenix. However, the state’s portion of the financing is displayed above as
the payments are long-term obligations of the state. Displayed payment information reflects the actual debt service due on the issuance, as opposed to the statutory distribution schedule (as
modified by Laws 2011, Chapter 28).

7/ School Facilities Board (SFB) Proposition 301 and Land Trust bond payment information adjusted to reflect debt service schedules provided by SFB and official financing documents.
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Table 4
Payment Deferral Summary
overall Original Due Interest Paid to Infcerest Paid Int_er_est to be
Agency Deferral Balance Date(s) of Deferral Date for Deferral inFY 13 PaidinFY 14
$273 M in FY 2008, $330 M in FY 2009,
Department of Education 930,727,700 and $350 M in FY 2010. $21.9 M paid in 2,400,100 0 0
FY 2013.
Department of Economic Security 35,000,000 $25 M in FY 2009 and $10 M in FY 2010 0 0 0
Universities 200,000,000 $100 M in FY 2009 and $100 M in FY 2010 0 0 0
Total $1,165,727,700 $2,400,100 $0 $0
1/ Laws 2013, 1% Special Session, Chapter 1 reduced the outstanding payment deferral by $(21,900,000) by eliminating the deferral for school districts with
less than 600 pupils.
2/ Interest was paid for the ADE payment deferral in FY 2008 - FY 2010.

Explanation of Issuances

Lease-Purchase Summary

State Buildings

ADOA Building System — Lease-Purchase

2002 A — Contained issuances related to 2 separate projects:

e Laws 2001, Chapter 237 authorized ADOA to enter into a lease-purchase agreement to finance the construction of a new state
Health Laboratory. The COP issuance was limited to $30 million and is to be repaid over a 20-year period. This issuance was
refinanced through the 2013 B issuance, which was executed in January 2013.

e The Human Resources Information Solution (HRIS) is an enterprise system that processes human resources, payroll, and benefits
transactions for every state agency, with the exception of the universities. This includes processing information for over 40,000
employees and calculates the state’s annual payroll. HRIS was funded through the issuance of a Certificate of Participation (COP).
The first payment was made in FY 2002. The HRIS portion of the COP involved a 12-year agreement with a $35 million original
principal amount. The final debt service payment for the HRIS portion of 2002 A was made in FY 2013.
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2004 B — Laws 2003, Chapter 5, 2nd Special Session authorized the Department of Corrections to issue Certificates of Participation not to
exceed $37.5 million to build 1,000 new state beds. The total project cost was $33.3 million to be paid over a 15-year period, along with
interest totaling $11.7 million. The funding was used in the construction of 500 beds at the Perryville State Prison Complex (SPC), 300 beds
at Tucson SPC, and 200 beds at Douglas SPC. The beds house minimum security inmates and opened in December 2004. This issuance was
refinanced through the 2013 B issuance, which was executed in January 2013.

2008 A — Laws 2007, Chapter 261 authorized 4,000 new public prison beds through a $200.0 million lease-purchase agreement. Laws
2007, Chapter 257 authorized a $39.0 million lease-purchase agreement for the following 2 projects: $32.2 million for a new forensic
hospital unit at the Arizona State Hospital and $6.8 million for water supply projects at 4 prison complexes.

The total $239.0 million in agreements was issued in April 2008; the prison beds have a 20-year term while the forensic unit and water
projects have a 15-year term. While Chapter 261 authorized 4,000 beds, the department was able to construct and open 5,000 beds in FY
2011 - 1,250 beds at Perryville SPC, 1,250 beds at Tucson SPC, and 2,500 beds at Yuma SPC.

2013 A — Issued in January 2013, the 2013 A lease-purchase transaction refinanced the privatized lease-to-own (PLTO) agreement
(executed in 2001) which had initially funded the DHS office building at 150 North 18th Avenue. The refinancing transaction reduced the
existing payment schedule for the building by approximately $(330,000) annually through FY 2029. While a PLTO agreement usually
requires a private entity to maintain the building until the life of the agreement is complete, the conversion of this agreement into a
traditional lease-purchase has been accompanied by an agreement with a private entity that will continue to be responsible for the
maintenance of the DHS building through the end of the issuance in FY 2029.

2013 B — Issued in January 2013, the 2013 B transaction refinanced the 2 existing lease-purchase transactions (2002 A and 2004 B). The
refinancing transaction reduced the existing payment schedule for these buildings by approximately $(395,000) annually through FY 2019.

ABOR Building System — Lease-Purchase

Arizona Board of Regents (ABOR) — Laws 2003, Chapter 267 appropriated $34.6 million from the state General Fund to the universities
to be used to finance lease-purchase payments from FY 2008 to FY 2031 for research infrastructure project agreements entered into prior to
July 1, 2006. These projects include science and technology buildings and the debt service payments are made from annual General Fund
appropriations.

Other

Phoenix Convention Center — While not a state building, the Phoenix Convention Center represents a state obligation. Laws 2003,
Chapter 266 authorized the state to make distributions to provide for the debt service related to the financing of certain convention center
projects, provided that the state funding would account for no more than 50% of the total project cost and would not exceed $300 million.
Funding of the Phoenix Convention Center project was approved by Phoenix voters in 2001, and the renovation and expansion of the center
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subsequently qualified as an eligible project. In 2005, the City of Phoenix issued $600 million of bonds, 50% of which were to be paid from
the state share of funding, with payments beginning in FY 2012 for a term of 33 years. The state distribution occurs according to a statutory
schedule, which was modified by Laws 2011, Chapter 28. The Convention Center expansion was completed in 2009.

Operating Shortfall

2010 State Building Sale/Leaseback — FY 2010 budget legislation (Laws 2009, 3" Special Session, Chapter 6 and Laws 2010, 6™ Special
Session, Chapter 4) authorized the Arizona Department of Administration (ADOA) to enter into sale/lease-back agreements for 22 existing
state-owned facilities, requiring the funds to be deposited to the General Fund to subsidize state operating expenses. ADOA sold the
issuances in 2 series (January 2010 and June 2010) at a tax-exempt yield of approximately 4%. These issuances range up to 20 years in
period of time.

The transaction generated $1.04 billion of up front proceeds, in exchange for annual lease payments through the term of the agreements.
While the titles of the buildings were used as collateral for the financing, the state maintains operational control of the facilities. Upon the
expiration of the agreements, the legal titles to the buildings will be transferred back to the state.

Unless the state exceeds certain cash reserve limits, the certificates are not subject to optional prepayment by the state until FY 2020.
(Please see the FY 2015 JLBC Baseline Summary for more information on these requirements.)

School Facilities Board — Lease-Purchase

SFB - The School Facilities Board (SFB) is responsible for providing capital funding for K-12 school districts within the state.

A.R.S. § 15-2004 authorizes SFB generally to enter into lease-purchase financing agreements in order to provide funding for the agency’s
New School Facilities program. However, these transactions have been prohibited since May 2006, except in cases of specific legislative
authorization. SFB has entered into 3 broad types of lease-purchase financing agreements.

e New Construction Financing 2003 — 2005 and 2008 - 2009 — Both classes of financing were issued as traditional tax-exempt
Certificates of Participation. While in some years SFB New Construction has been paid for with cash financing, in certain years the
Legislature has authorized SFB to enter into lease-purchase agreements. During FY 2003 — FY 2005, SFB issued financing with a
principal amount totaling $854.0 million, with terms ranging from 11-16 years. In FY 2008/2009, SFB entered into a lease-purchase
agreement with a principal amount of $580.0 million for a term of 15 years.

e 2010 Qualified School Construction Bonds — Authorized by Laws 2010, 3" Special Session, Chapter 12, SFB entered into $91.3
million worth of lease-purchase financing through a federal program known as Qualified School Construction Bonds. This type of
financing entitles the state to interest rate subsidy from the federal government, which amounts to 4.86% of the 6.0% due on the
bonds, leaving the state with an effective interest rate of 1.14%. Beginning in FY 2015, this subsidy will be reduced due to federal
budget reductions.
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2010 SFB Refinance — Authorized by Laws 2010, 7" Special Session, Section 20, SFB entered into a refinancing agreement
whereby $58.8 million of new financing was issued, and the cash proceeds were used to lower the agency’s FY 2011 debt service
obligations to achieve one-time savings. Through FY 2018, the state will pay approximately $2.4 million of interest annually, until
the principal amount is paid in installments during both FY 2019 and FY 2020.

Bonding Summary

School Facilities Board

In addition to the agency’s general lease-purchase authority, SFB was authorized to issue revenue bonds, to be paid for with a dedicated
source of funding:

Proposition 301 Bonds (State School Improvement Revenue Bonds) — Proposition 301, approved by voters in 2000, authorized
SFB to issue up to $800 million of revenue bonds to finance its Deficiencies Correction program which made school repairs
statewide. The bonds were issued in this amount during FY 2001 — FY 2003, and are paid from the 0.6% sales tax enacted by the
ballot measure. The term of the bonds runs through FY 2021, which coincides with the expiration of the measure’s sales tax, at
which point the entire issuance will have been retired.

State Land Trust Bonds (School Trust Revenue Bonds) — Laws 2003, Chapter 264 authorized SFB to issue $246.6 million of
State School Trust revenue bonds to provide further funding for the Deficiencies Correction program. Debt service on the bonds is
paid from expendable earnings of the state’s land trust, which consists of monies received from the sale or lease of state school trust
lands and investment earnings in the fund. Earnings from this fund are first used to fund payments related to the SFB trust revenue
bonds, with any excess funds above this amount transferred to the Department of Education. The bonds were issued with a term of
15 years, and are scheduled to be retired in FY 2018.

Department of Transportation

Financing largely consists of 2 broad categories:

Highway User Revenue Fund (HURF) bonds are used to finance the State Transportation Board’s 5-year construction program.
HURF consists of monies received in the state from transportation-related licenses, taxes, fees, penalties and interest, such as the
motor vehicle fuel tax, vehicle license tax, vehicle registration, driver’s license, and others. In order for the department to

issue subordinate HURF bonds, State Highway Fund revenues must exceed 3 times the maximum annual debt service on current
outstanding debt. The State Highway Fund is the source of debt service for HURF bonds.
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e Grant Anticipation Notes (GAN) allow ADOT to issue debt secured by future federal aid for the purposes of accelerating or
advancing mostly large highway construction projects. Federal Funds are the source of debt service for GANSs.

ABOR Building System

A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and certificates of participation of up to 8%
of each institution’s total projected annual expenditures. Universities fund revenue bond debt service payments with university system
revenues. While tuition represents the primary source of these revenues, they may also be directly related to the capital project. For
instance, the debt service payments for renovations to a student recreation center may be paid for with student recreation fees.

Laws 2008, Chapter 287, as amended by Laws 2009, 1st Special Session, Chapter 6 and Laws 2009, 3rd Special Session, Chapter 9,
authorized ABOR to enter into lease-to-own and bond transactions up to $800 million to pay for building renewal projects and new facilities
with university lottery bonds (also known as SPEED bonds). ABOR is required to allocate $376.0 million of the $800.0 million for the
Phoenix Biomedical Campus. Of the remaining $424.0 million in proceeds, ABOR plans to allocate $16.0 million to ASU’s School of
Construction and $136.0 million to each of the 3 universities for building renewal, deferred maintenance, and new construction projects.
Under Chapter 287, the annual debt payments are comprised of up to 80% lottery revenues and at least 20% university system revenues.
(Please see the Arizona Board Regents Building Systems narrative pages in the FY 2015 JLBC Baseline for more information.)

Operating Shortfall

Lottery Revenue Bonds — FY 2010 budget legislation (Laws 2010, 6™ Special Session, Chapter 4) authorized the department to issue
Lottery revenue bonds, which generated $450 million of up front proceeds for the state, in exchange for fixed payments over a 20-year term.
Under A.R.S. § 5-572, the funds necessary to make debt service payments relating to the lottery revenue bonds receive the first priority in
the distribution of lottery profits, and are taken from monies that would have otherwise been transferred to the General Fund.

Unless the state exceeds certain cash reserve limits, the bonds are not subject to optional prepayment by the state until FY 2020. (Please see
the FY 2015 JLBC Baseline Summary for more information on these requirements.)
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Attachment A

Report on State Debt and
Lease-Purchase Financing



Debt Overview



Statute Requires JLBC to Annually Report on
State Debt and Other Obligations

 Outstanding principal on State debt, along with

principal and interest payments in the prior fiscal
year (FY 2013)

d Summary of payment deferrals (“rollovers”) by

J

pudget unit and the cost of these deferrals
nformation on per-capita State debt and other

ong-term obligations

J A 10-year history of State debt and long-term

financing based on available data



Arizona Constitution Limits General Fund
Backed Debt to $350,000

. This limit has been interpreted as applying to
debt secured by General Fund revenues

. This interpretation does not apply to debt
secured by non-General Fund revenues

® State has outstanding bonds supported by
transportation, lottery and University revenues

J Lease-purchase financing has also been viewed
as not applying to the limit — unlike bonds,
there is no dedicated source of repayment



Lease-Purchase Financing vs. Bonds

J Lease-purchase financing has no dedicated source
of repayment

® |ease agreements typically have language that
payments are “subject to annual appropriation by the
State Legislature” and are not “a general obligation or
indebtedness of the State”

® Non-payment would terminate lease and cause loss of
property/project

. Bonds have a dedicated funding source and are
secured by non-General Fund source, such as:
® |ottery Revenue
® Highway User Fees

® University Tuition
JLBC



Rating Agency Perspectives on Arizona —

Revised from Stable to Positive Outlook
— Aa3 Moodys/AA- Standard and Poors

J Strengths

Improving economy in terms of job and housing growth
$1.3 B budget balance and Rainy Day Fund at the end of ‘13
Below average debt and pension liabilities

(J Weaknesses

Structural shortfall with expiration of 1 cent sales tax

Constitutional restrictions on flexibility — Propositions 105
and 108

Lack of financial “best practices” — statutory consensus

forecasting and Executive mid-year budget reduction
authority



Uses For State Debt and
Lease-Purchase Financing

L State owned capital facilities/uses

J School Facilities Board to fund local new school
construction

J During budget shortfalls, financing has been used
for operating expenses



State Used Operating Financing For $1.5 B of

Solutions To Budget Shortfalls in 2010
- Included Certain Mandatory Repayment Provisions

(] S1.0 B from the sale and leaseback of 22 state
properties

e Building titles transferred to 3" party — transfers
back after 20 years of lease payments

d S450 M from the issuance of lottery revenue bonds

® Debt service paid from General Fund portion of
lottery revenues — represents foregone revenues



Debt Balance and Payment
Information



Total Outstanding State Debt/Lease-Purchase

Financing is $8.6 Billion

- Reflects Multiple Payment Sources

Outstanding Balances

Capital Facilities/Uses S$5.6B

School Facilities Board $1.6B

Operating S1.48B

State Building  SFB Refinance

Sale/Leaseback 58.8
963.0 SFB
Lottery Bonds New Construction
408.6 1,076.1

Phoenix SFB Repairs
Convention 526.5
Center
260.1

Capital SFB [ ] Operating

10
End of FY 2013 - $ in Millions




Arizona Overall Debt Obligations Have

Increased Significantly Since FY '07
- Increase Is Mostly Due to Universities, SFB and Operating Financing
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Arizona Per Capita Debt Obligations Since FY 03
- State’s Assumption of Financing K-12 Construction and Recent

Operating Financing Played A Major Role In Growth
|
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State Also Defers $1.2 B of Payments Annually
- Interest Is Not Paid By the State For Rollovers

J Used for one-time solutions during recent years
with significant budget shortfalls.

FY 2013 budget eliminated rollover associated with
payments to AHCCCS health plans. (5112.6 M cost)

FY 2014 budget eliminated K-12 rollover for school
districts with less than 600 pupils ($21.9 M cost)

J Current level of payment deferrals:

K-12 State Aid payments: $931 M
Universities: S200 M
DES: S35 M
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General Fund Share of Outstanding

Balances Is $S3.4 B

State Building
Sale/Leaseback

Outstanding Balances 963.0

Capital Facilities/Uses S 0.9B

School Facilities Board $1.1B

Operating S1.48B

408.6

Lottery Bonds

Phoenix Convention

SFB Refinance
58.8

SFB
New Construction
1,076.1

Universities

Center 401.3

260.1

Capital SFB [ ] Operating

14

End of FY 2013 - S in Millions




General Fund Debt Service Cost $364 M
- Represented 7th Largest Budget Unit

Annual Payments

Capital Facilities/Uses  S73 M

School Facilities Board S 167 M

Operating S124 M

SFB
- Refinance SEB
State Building 2.4
New
Sale/Leaseback - .
341 L Construction
' 167.0

Lottery

Phoenix Convention ‘ R
Center g

20.0 Universities
295 23.3

Capital SFB [ ] Operating

FY 2013 - S in Millions
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Annual General Fund Debt Service/Lease-Purchase
Financing Costs Will Be Stable Through FY 2015

S in Millions
FY’13 FY'14 FY’15
Capital Facilities/Uses 73 77 72
School Facilities Board 167 172 168
Operating 124 124 124
Total $364 M S$373 M $364 M
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Potential Issues for Debt Retirement

J Laws 2013, Chapter 99 created an annual report
from ADOA on debt retirement options

. Variety of factors when selecting which issuances
should be retired early

® (Call date — Most financing agreements have a time period
where the state is prohibited from paying off the
outstanding balance, typically 10 years from issuance

® Principal amount/interest rate — Both of which affect the
level of annual debt service

® |ength of term — As financing period become longer, the
state generates more savings from avoided payments

J Transaction costs may affect whether debt retirement
occurs in one transaction or over several years

:



$1.5 B 2010 Operating Financing Had Debt
Buyback Provisions

2010 financing terms require buyback if state
generates large cash balance and Rainy Day reserves

d The ‘15 reserves require the buyback of $210 M in ‘17

J The Executive could change the terms and eliminate
the buyback if it limits the investment yield to 4%

J Executive has not decided to change the terms, but
includes no buyback
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