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INTRODUCTION TO DEBT

A comprehensive debt plan should be developed by all jurisdictions intending to issue debt.
The purpose of Maricopa County’s Debt Management Plan is to set forth the parameters for
issuing debt, to manage the debt portfolio and provide guidance to decision makers regarding
the timing and purposes for which debt may be issued.

Provisions of the debt plan must be compatible with the County’s goals pertaining to the capital
program and budget, the financial plan, and the operating budget. A debt plan should strike an
appropriate balance between establishing limits on the debt program and providing sufficient
flexibility to enable the County to respond to unforeseen circumstances and new opportunities
that may benefit the County. This document is not intended to review the County’s total
financial position. It is a study of the County’s current debt position, as growth in the County
could result in an increased need for capital financing. Revenues, as well as needs, should
drive the County’s debt issuance program.

Decisions regarding the use of debt will be based in part on the long-term needs of the County
and the amount of equity (cash) dedicated in a given fiscal year to capital outlay. A disciplined,
systematic approach to debt management should allow the County to enhance its credit ratings,
while at the same time meeting the growing demands of the County’s capital projects.

The information contained herein reflects the current debt status of Maricopa County for the
fiscal year ended June 30, 2006. The tables have been compiled by the Department of
Finance. Portions of this Debt Management Plan are contained in the Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2006. A copy of the CAFR can be
obtained at: http://www.maricopa.gov/finance.

Current Debt Situation

It is recognized that all debt, regardless of the source of revenue pledged for repayment,
represents some sort of cost to taxpayers or ratepayers. Therefore, all types of County
debt/obligations are considered herein. While lease-secured and certificates of participation
obligations may not be debt under strict legal definitions, they still require future appropriations
and are a fixed charge. These lease payments and other non-bonded obligations are added by
most security analysts when calculating an issuer's debt ratios.
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Debt Issuance History

The County has used debt financing for many years to finance capital projects. The following
chart illustrates the amount of debt, as well as, categories of outstanding debt for the fiscal year
ended June 30, 2006.

LONG-TERM LIABILITIES

All Categories of Debt (2)
Maricopa County, Arizona
As of June 30, 2006

Year Ending June 30
2003 2004 2005 2006
GOVERNMENTAL ACTIVITES:
Bonds, loans, and other payables:
General obligation bonds $ 58,370,000 $ 39515000 $ 20,165,000 $ 0$ 0
Lease revenue bonds (4) 104,355,000 91,558,756 93,569,382 101,101,501 81,188,067
Lease trust certificates 0 0 0 10,812,000 9,212,000
Stadium District revenue bonds (1) 58,225,000 57,225,000 55,225,000 52,735,000 50,050,000
Stadium District contractual
obligations (1) 0 7,888,888 6,428,888 4,428,888 2,428,888
Special assessment debt with
governmental commitment (1) 458,977 368,573 343,102 235,458 154,269
Housing Department bonds (3) 64,925 50,811 0 0 0
Housing Department loans (3) 1,754,922 1,641,310 0 0 0
Certificates of participation (4) 9,804,315 5,808,084 0 5,500,000 5,115,000
Installment purchase agreements (4) 0 0 0 892,254 546,202
Capital leases 19,442,376 19,414,904 10,820,105 13,507,633 16,320,381
Total Governmental activities $ 252475515 § 223,471,326 $ 186,551,477 $ 189,212,734 $ 165,014,807
BUSINESS-TYPE ACTIVITES:
Bonds and other payables:
Lease revenue bonds (4) $ 20,500,000 $ 17,986,244 $ 16,670,618 $ 43499 $ 36,933
Certificates of participation (4) 11,768,519 10,940,368 5,865,000 0 0
Installment purchase agreements (4) 2,607,815 2,350,524 1,252,049 0 0
Total Business-type activities $ 34876334 $ 31277136 $ 23,787,667 $ 43499 $ 36,933
Notes:

(1) Does not represent an obligation of the County.

(2) Long-term liabilities excludes claims and judgments payable, reported and incurred but not reported claims, and
liabilities for closure and postclosure costs.

(3) On July 1, 2003, the Housing Authority of Maricopa County became a legally separate entity and will be reported as a
discretely presented component unit. During fiscal year 2004, the Authority implemented HUD Flyer No. 4. As a result,
long-term debt (bonds and loans) were written off as the debt is ultimately secured by HUD.

2 Maricopa County, Arizona
Department of Finance
Debt Management Division



Debt Management Plan

(4) On January 1, 2005, the Medical Center was transitioned to the Maricopa County Special Health Care District, a
separate legal entity that is not part of the County's reporting entity. The long-term debt obligations, as previously
reported in the Medical Center Fund, a major enterprise fund, which include lease revenue bonds of $15,207,425,
certificates of participation of $5,500,000, and installment purchase agreements of $1,090,234, were transferred to
governmental activities as they are the responsibility of the County. The County will continue to pay the debt service
including principal and interest when due and will be reimbursed by the Maricopa County Special Health Care District
pursuant to the District's intergovernmental agreement with the County.

Financing Alternatives

The County should evaluate all potential funding sources before considering which method of
financing may be the most appropriate. Sources of funding may include: current revenues and
fund balances; intergovernmental grants from federal, state or other sources; state revolving funds
or loan pools; private sector contributions through impact fees or public/private partnerships; and
leasing.

There are many sources of funding, depending on the type of debt to be incurred and the length of
time for repayment. Short-term financing is defined as debt maturing not later than one year after
the date of its issuance. There are basically three reasons for using short-term debt:

e A vehicle to deal with temporary cash flow difficulties. This situation arises when cash receipts
do not follow the same pattern as cash outlays.

o To handle unexpected costs resulting from natural emergencies or other significant unexpected
events.

e In anticipation of issuing a long-term bond for capital financing. This form of financing offers an
opportunity to borrow for short periods until the true, final costs of a project are known.

Pay-As-You-Go Financing

This method means that capital projects are paid for from the government’s current revenue base.
The County does not issue bonds and does not have to repay the borrowings over time.

There are several advantages to this method. For example, pay-as-you-go financing will save the
amount of interest which otherwise would be paid on bonds issued to finance the program. The
government is not encumbered by as much debt service when economic conditions deteriorate
due to normal business cycles. Since the use of current revenues can be adjusted in a given
budget year, pay-as-you-go financing can provide greater budgetary flexibility than does a debt
issue. The jurisdiction’s long-term debt capacity is preserved for the future. Finally, lower debt
ratios may have a positive effect upon the jurisdiction’s credit rating.

Relying on current revenues to finance capital improvements also presents several disadvantages.
Exclusive reliance upon pay-as-you-go funds for capital improvements means that existing
residents are obliged to pay for improvements that will benefit new residents who relocate to the
area. If the jurisdiction is forced to finance the improvements within a single budget, the large
capital outlay required for some projects may result in an onerous tax burden. The County must be
careful to ensure that the use of current revenues for capital projects does not diminish its
availability to respond to emergencies and ongoing mandated services.
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Grants

Government grants stem from a variety of sources, but the majority of grant revenues for capital
projects come from federal and state governments. Grants often require a County matching
contribution. Most grants require an application from the County, identifying specific improvements
or equipment that will be purchased with the grant money.

Short-Term Borrowing (Notes)

Tax Anticipation Notes (TANs) are notes issued in anticipation of the collection of taxes, as
referenced in the Arizona Revised Statutes (A.R.S.), Title 35, Chapter 3, Article 3.1. They provide
operating funds to meet regular payroll and other operating expenses. During the fiscal year when
tax payments are received, sufficient sums are used to retire the note. The timing of the note sale,
the note’s due date, and repayment of funds are all components of cash flow and cash
management analysis.

The County last issued a TAN in August 1995 for $40 million, which matured on July 31, 1996.
The TAN was retired and the County has not needed to issue additional TANSs.

Lines and Letters of Credit — Where their use is judged by the Chief Financial Officer to be prudent
and advantageous to the County, the County has the power to enter into agreements with
commercial banks or other financial entities for purposes of acquiring lines or letters of credit. The
Board of Supervisors must approve any agreement with financial institutions for the acquisition of
lines or letters of credit.

On July 1, 2001, the County entered into a $35,000,000 municipal revolving line of credit with an
interest rate of 65% of the bank’s prime rate and a maturity date of June 30, 2006. The municipal
revolving line of credit was renewed to July 1, 2007, for $35,000,000. Outstanding principal and
interest is due on June 30 of each year. During fiscal year 2008, the County had not borrowed
against the line of credit.

On July 1, 2005, the County entered into an $8,031,435 irrevocable standby letter of credit issued
to the Industrial Commission of Arizona for unfunded workers’ compensation claims. The
irrevocable standby letter of credit matured on July 1, 2006. The letter of credit was reserved
against the municipal revolving line of credit. During fiscal year 2006, the letter of credit had not
been drawn upon. The irrevocable standby letter of credit was renewed to July 1, 2007 for
$9,797,315.

On September 30, 2005, the County entered into a $7,000,000 irrevocable standby letter of credit
issued to AHCCCS for the benefit of the Maricopa County Special Health Care District, a separate
legal entity, to guarantee contractual obligations. The irrevocable standby letter of credit matures
on June 30, 2007. The letter of credit was reserved against the County’s municipal revolving line of
credit.

General Obligation Bonds (GO)

Bond security is the taxing power of the state or local government, as referenced in the A.R.S.,
Title 35, Chapter 3, Article 3, for new GO bonds and Title 35, Chapter 3, Article 4 for refunding
bonds. An issuer selling a GO bond secured by its full faith and credit attaches to that issue its
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