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State Uses Traditional Bonds For Financing
Backed By Non-General Fund Sources

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

1 Bond debt service can be appropriated, but some
payments are non-appropriated

d In contrast, most lease-purchase financing has no

dedicated source of repayment and payments are
subject to annual appropriation by the Legislature



Bond Debt Service Typically Paid
With Revenue Source Related to Financing

J University fees and tuition support system
revenue bonds for University construction
projects

1 State Land Trust earnings, most of which support
K-12 system, fund debt service related to
correcting past school building deficiencies

d Highway user fees and fuel taxes pay for debt
service related to highway construction and
maintenance



Three Main Areas of Non-General Fund Bonding

J Highway maintenance and construction

® Bonds backed by proceeds from the Highway User
Revenue Fund (HURF) — HURF revenues consist of fuel
taxes and vehicle registration fees

® Short-term notes which are paid following federal
reimbursement for projects

J University capital projects
® System revenue bonds backed by student fees and
tuition
® SPEED bonds mainly funded through Lottery profits
J School Facilities Board deficiencies corrections

® Proposition 301 Sales Tax Bonds
® |land Trust Revenue Bonds



Total Outstanding Non-General Fund State Debt
Will Be $5.1 Billion At The End Of FY 2013

Outstanding Balances

School Facilities Board S 486 M

Lottery Revenue Bonds S 425 M

ADOT S$1.78B

Universities S2.48B
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FY 2013 Non-General Fund Debt Service

Is Projected To Be $511 Million

Universities

Outstanding Balances

School Facilities Board $S90 M

Lottery Revenue Bonds $21 M

ADOT $218 M

Universities S182 M
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Total Outstanding Highway Maintenance/Construction
Financing is $1.7 Billion

J Most outstanding financing is made up of long-term
HURF bonds ($1.4 billion)

HURF bond terms are typically 20-30 years

Recent $S108 M issuance had an interest rate of 3.4%
No legislative authorization needed for each issuance
Bonds are used to fund state highway construction

d Moody’s rating agency downgraded HURF bond rating
in September — analysis raised concerns about the
recent sweep of VLT revenues to the General Fund and
diversion for other uses



Total Outstanding Non-General Fund University Debt

Will Be $2.4 Billion At The End Of FY 2013

- 80% of SPEED Bonding Paid From Lottery Revenues
Which Would Have Otherwise Gone to the General Fund

Outstanding Balances

Arizona State Univ. S 980 M

Northern Ariz. Univ. S346 M

University of Ariz. S763 M

SPEED S$317 M
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University SPEED Bond Financing

(1 Universities have issued $317 M of SPEED bonds

® University system authorized to issue $800 M in total

® 80% of debt service paid from Lottery profits which would
otherwise go to the State General Fund — remaining 20%
paid from University system revenues

® Universities responsible for any shortfall in Lottery profits
d $122 M of issuances so far were to fund the Phoenix
Biomedical Campus

(d $195 M of issuances have financed building renewal
projects
e S38 M for building safety projects (fire alarms/sprinklers)

e S135 M for traditional building renewal projects — HVAC
and mechanical repairs, utility upgrades and renovations

® S22 M to renovate NAU Skydome



Recent University Bond Financing

. In addition to SPEED bonding, Universities will issue
$241 M of system revenue bonds this calendar year to
finance several projects

(1 S72 M for upgrades to the UofA football stadium
(d S55 M for a new business school at ASU-Tempe

(1 S51 M for new student recreation centers at both
ASU-East and ASU-West — paid with a new $S150
student fee
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School Facilities Board Deficiencies Corrections
Program Another Source of Significant Financing

d AZ Supreme Court decision in 1994 required the state to
provide minimum level of school facilities

J Inresponse, legislation was approved in 1998 creating the
School Facilities Board (SFB) — one of first SFB tasks was
completing a statewide Deficiencies Correction program to
bring every district up to minimum adequacy guidelines

(1 Program cost $1.3 B and primarily funded through the issuance
of revenue bonds

® Proposition 301 authorized the issuance of S800 M in revenue
bonds to be paid for with 0.6% sales tax increase

® FY 2004 budget legislation authorized the issuance of $250 M of
revenue bonds to be paid for with expendable Land Trust

earnings
JILBC ® .



$450 M of Lottery Revenue Bonds Were Issued in
FY 2010 To Help Solve Budget Shortfall

J FY 2010 budget legislation continued the State
Lottery until FY 2036 and authorized the issuance
of S450 M of Lottery revenue bonds

[ Legislation required that Lottery bond debt service
be given first priority for Lottery profits before
other distributions

(d Results in a loss of General Fund revenue - $21 M
initially, then increasing to $37 M annually
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