Capital Outlay
Debt Financing

JLBC: LeattaMcLaughlin
OSPB: Bret Cloninger

FY 2011

BASELINE
DEBT FINANCED PROJECTS
Arizona Department of Administration
2010 Leaseback Financing 43,000,000
TOTAL - ALL PROJECTS 43,000,000
FUND SOURCES
General Fund 43,000,000
TOTAL - ALL SOURCES 43,000,000

DESCRIPTION — This section of the Capital Outlay Budget consists of one-time appropriations to make debt service

payments for state issued |ease-purchase agreements.

Debt Financed Projects

2010 L easeback Financing GF  $43,000,000
The Basdline includes $43,000,000 from the General Fund
for an interest only lease-purchase agreement debt service
payment in FY 2011.

The FY 2010 Criminal Justice Budget Reconciliation Bill
(BRB) (Laws 2009, 3 Specia Session, Chapter 6)
authorized the Arizona Department of Administration
(ADOA) to enter into 1 or more sade and simultaneous
lease-purchase agreements in FY 2010 for existing state-
owned facilities, including prison facilities. Any lease-
purchase agreements are required to: 1) result in proceeds
totaling $735,419,300 to the Genera Fund in FY 2010,
with not more than $250,000,000 prior to December 31,
2009; 2) be for afixed term of up to 20 years; 3) result in
an initial lease-purchase payment in FY 2011; and 4)
require the Arizona Department of Corrections (ADC) or
other state agencies and boards, including any private
contractors, to maintain operations at the facilities which
are sold and simultaneously leased back. The transaction
is required to be completed by June 30, 2010 and ADOA
will consult with ADC if a transaction involves a state-
owned prison facility.

According to ADOA, the lease-purchase agreement will be
issued in the middle of January 2010, and the proceeds will
be received by the end of January 2010. ADOA will try to
issue the entire $735,419,300 amount at one time, pending
market acceptance. ADOA plans to structure the debt
service so the initial FY 2011 payment will be an interest
only payment of $43,000,000, while the average annua
debt services payments are then expected to be
$64,000,000. The debt service schedule will not be
finalized until the debt has been issued. The following
properties will be used as collateral for the agreement: the
Arizona State Prison Complexes at Eyman and Florence,

the Executive Tower, the Senate and House of
Representatives buildings, the Polly Rosenbaum State
Archives building, the Department of Revenue building
and parking structure, the Department of Public Safety
Phoenix headquarters, the Arizona State Hospital, the
Coliseum and Exposition Center, and the Phoenix Day
School for the Deaf.

Long-Term Financing Summary

Privatized L ease-to-Own Facilities

Under a privatized lease-to-own (PLTO) agreement, a
private entity finances and constructs a building and leases
it to the state. At the end of the lease term, the state takes
possession of the building.

ADOA entered into PLTO agreements with private entities
for 3 office buildings on the Capitol Mall. The 3 buildings
house ADOA, the Department of Environmental Quality,
and the Department of Health Services. Table 1 provides
information on current lease-to-own agreements.

Tablel
Privatized L ease-to-Own
Summary
Original FY 2010 FY 2011 Lease
Fund Type Issue Appropriation Payment* Completion
General Fund NA $4,551,400 $4,806,400 FY 2027
Other Approp. NA 5,813,200 6,161,700 FY 2027
Non-Approp. NA 979,900 1,048,300 FY 2028
Total NA $11,344,500 $12,016,400 NA

* FY 2011 appropriation amounts to be determined.

L ease-Pur chase Facilities

Under a traditional lease-purchase agreement, the state
issues Certificates of Participation (COPs) to generate
proceeds to finance capital projects. ADOA and the
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universities have entered into lease-purchase agreements
for the acquisition and construction of state facilities.

The School Facilities Board (SFB) also entered into lease-
purchase agreements between FY 2003 and FY 2005 for
the construction of new schools. In FY 2006 and FY 2007,
new school construction was financed on a cash basis.
The FY 2009 Education BRB (Laws 2008, Chapter 287)
authorized SFB to enter into lease-purchase agreements
again in FY 2009 for most of FY 2008 and all of FY 2009
new construction costs, with the annual debt service
payments that began in FY 2010.

The state has also committed to participating in repayment
of $300,000,000 for the expansion of the Phoenix
Convention Center. The City of Phoenix issued
$600,000,000 in COPs in FY 2005. The project was
completed in January 2009. The state was not required to
begin repayment of its share of $300,000,000, plus
interest, until the following year in FY 2010.

Table 2 provides information related to current state lease-
purchase agreements.

Bonding Summary
ABOR, on behalf of the universities, the Arizona
Department of Transportation, and SFB have issued bonds
to renovate, acquire, and construct facilities, as well as
purchase equipment.

SFB has aso issued Qualified Zone Academy Bonds
(QZABs). The QZAB program, enacted through federal
legidlation, alows state and local agencies to issue QZABs
a low interest rates by providing federal tax credits to
bond holders. SFB issued $20,000,000 in QZABs in
FY 2003. The debt service on QZABs is paid from
Permanent State School Fund revenues.

The FY 2010 Education BRB (Laws 2009, 3 Specia
Session, Chapter 12) required SFB to issue up to
$100,000,000 of Qualified School Construction Bonds in
FY 2010 as authorized by the American Reinvestment and
Recovery Act of 2009 to be spent on new construction
projects only. This bond is expected to be issued in the
spring of 2010. (Please see the SFB budget narrative
pages for more information.)

Table 2 aso shows the outstanding bond balances and the
payment for FY 2011 for current bond issuances.

* % %

FORMAT — Lump Sum by Project by Fund
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Table?2

ADOA Building System
2001 A/B Issuance/Refinance
Prisond ENSCO
Revenue Building
DES Homes
Capital Center
Subtotal
2002A |ssuance:
Health Laboratory
2002B | ssuance/Refinance
16th Ave. Parking
Courts Building
Historical Museum
ASDB Food Service
DES West
Tucson Building
Subtotal
2004A |ssuance/Refinance
Records Management
Library for the Blind
ASDB Projects
1616 West Adams
Tonto Natural Bridge
Subtotal
2004B | ssuance
ADC Prison Expansions
2008A |ssuance
ADC 4000 Prison Beds,
Water, and Wastewater
DHS Forensic Hospital
Subtotal
2010 I ssuance
Sale/leaseback
Subtotal - ADOA

School Facilities Board
New School Construction -
FY 2003 - FY 2005
New School Construction -
FY 2008 - FY 2009
Subtotal - SFB

ABOR Building System
Arizona State University
Northern Arizona University
University of Arizona

Subtotal - ABOR

Phoenix Convention Center

TOTAL - Lease-Purchase

QNI

L ease-Purchase Summary
Balance EY 2011 Pymt
1,400,400 2,862,800
539,100 1,101,800
68,900 140,800
401,600 820,800
2,410,000 4,926,200
20,885,000 2,319,500
0 933,500
0 8,355,400
0 3,074,000
0 928,400
0 7,365,100
0 5,296,900
0 25,953,300
305,000 182,200
5,000 10,700
1,975,000 1,257,600
5,000 10,700
590,000 373,800
2,880,000 1,835,000
20,800,000 3,194,300
16,719,900
192,105,000
28,625,000 3,113,700
220,730,000 19,833,600
735,419,300 43,000,000
1,003,124,300 101,061,900
64,872,500
666,755,000
580,035,000 58,647,700
1,246,790,000 123,520,200
388,765,000 33,028,000
134,938,000 7,201,000
489,859,000 37,885,000
1,013,562,000 78,114,000
300,000,000 10,000,000 ¥
3,563,476,300 312,696,100

pay this portion of the debt service.

=

19 107 I8

School Facilities Board
Deficiencies Correction:
Proposition 301
State Land Trust - FY 2004
Qualified School Construction Bonds
Subtotal - SFB

Department of Transportation

ABOR Building System
Arizona State University
Northern Arizona University
University of Arizona
FY 2009 Capital Bond

Subtotal - ABOR

TOTAL - Bonding

TOTAL - Lease-Purchase & Bonding

Represents principa balances. ADOA balances are as of June 30, 2011. All other balances as of June 30, 2009.
The agreements have not been issued yet but are expected to be by the end of FY 2010.
The Convention Center debt service will eventually increase over a number of years to a maximum of $30,000,000. Monies are given to the City to

Bonding Summary

BalanceV EY 2011 Pymt
512,297,700 65,841,200
154,405,000 24,249,300
100,000,000 0¥
766,702,700 90,090,500

2,966,000,000 ¢ 363,850,000
553,755,000 53,951,000
187,270,000 15,400,000
498,650,000 47,704,000
800,000,000 ¢ 6,285,700 2

2,039,675,000 123,340,700

5,772,377,700 577,281,200

9,335,854,000 889,977,300

Even though this debt will be issued by the end of FY 2010, SFB does not plan on making a payment until FY 2012.
Includes $1,740,000,000 for HURF bonds, $777,000,000 for MRARF bonds, and $449,000,000 for GANS.
Includes $376,000,000 for construction of the University of Arizona Phoenix Biomedical Campus. Laws 2008, Chapter 287 originally authorized

$1,000,000,000 of debt including $470,000,000 for the Biomedical Campus, however, Laws 2009, 1% Special Session, Chapter 6 reduced the total
bonding authority from $1,000,000,000 to $800,000,000. Laws 2009, 3“ Special Session, Chapter 9 restricts Lottery distributions in FY 2010 and
FY 2011 for debt service payments by not allowing Lottery revenues to exceed 80% of the required annual debt service for the $167,671,200, which has been
favorably reviewed by JCCR, in both years.
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