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

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

J 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 guarantee of repayment



Uses For State Debt and
Lease-Purchase Financing

1 State owned capital facilities/uses

J School Facilities Board to fund local new school
construction

d Financing has recently been used for operating
expenses



In The Past Two Fiscal Years, State Has Used Debt/Lease-
Purchase Financing For $1.5 B Worth of Budget Solutions

FY 2010

(d $1.0 B from the sale and leaseback of 22 state properties

® Building titles transferred to 39 party — transfers back
after 20 years of lease payments

1 $450 M from the issuance of lottery revenue bonds

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

FY 2011

1 S60 M from the refinancing of outstanding SFB lease-
purchase agreements



Total Outstanding State Debt/Lease-Purchase
Financing is $8.5 Billion

- Reflects Multiple Payment Sources Including the State General Fund, Highway

User Fees, Lottery Proceeds and University Tuition

Lottery Bonds
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Capital Facilities/Uses S$5.1B
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Total Outstanding General Fund Debt/Lease-Purchase
Financing is $3.8 Billion

Outstanding Balances

Capital Facilities/Uses S$1.0B

School Facilities Board $1.3B

Operating S1.58B

SFB Refinance
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425.4 ADOA 255.7
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General Fund Debt Service/Lease-Purchase Financing
Will Cost $293 M in FY ’12

- Represents 7th Largest Budget Unit
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State Building
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State Will Retire $17 M of Outstanding General Fund
Lease-Purchase Financing in FY 2011

J Final payments being made on 6 state
ouildings in FY "11
J In FY’12, several other state buildings have

their final scheduled payment, some of which
declined from the prior year

[ In total, the FY "12 budget includes $16.8 M of
net savings related to the retiring of state
office building lease-purchase agreements




State Fiscal Policy As Measured By Its Credit Rating
- Rating is Lower Than Most Other States

[ Still Investment Grade — 4™ highest level (out of 10)
but only 2 states have lower Moody’s rating

J Last downgrade in July 2010 due to:
® Economic and financial weakness
® Structural imbalance and reliance on one-time solutions
® Constitutional limits on raising revenues and reducing
spending
d But outlook remains “negative” reflecting:

® Continued economic weakness and concerns about housing
sector

® Uncertainty regarding implementation of enacted FY "12

budget reductions
JLBC
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