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HEINFELD, MEECH & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

Director
Arizona Department of Transportation

We have audited the financial statements of the governmental activities and each major fund of
the Maricopa County Regional Area Road Fund (Fund), a major special revenue fund of the
Arizona Department of Transportation (Department), as of and for the year ended June 30, 2011,
which collectively comprise the Fund’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the management of the Arizona
Department of Transportation. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements of the Maricopa County Regional Area Road
Fund are intended to present the financial position, and the changes in financial position of only
that portion of the governmental activities and the major fund of the Arizona Department of
Transportation that is attributable to the Maricopa County Regional Area Road Fund. They do
not purport to, and do not, present fairly the financial position of the Arizona Department of
Transportation, as of June 30, 2011, and the changes in its financial position for the year then
ended in conformity with accounting principles generally accepted in the United States of
America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Maricopa County Regional Area Road Fund, a major special revenue
fund of the Arizona Department of Transportation, as of June 30, 2011, and the respective
changes in its financial position thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

10120 N. Oracle Road, Tucson. Arizona 83704
Tel: {520} 742-2611  Fax: {520} 742-2718



As described in Note 3.A, the Fund implemented the provisions of the Governmental Accounting
Standards Board (GASB) Statement No. 54, Fund Balance Reporting and Governmental Fund
Type Definitions, for the year ended June 30, 2011, which represents a change in accounting
principle. '

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 7 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by Governmental Accounting Standards Board, who considers it to be an essential part
of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

In accordance with Government Auditing Standards, we have also issued our report dated
December 16, 2011 on our consideration of the Maricopa County Regional Area Road Fund’s
internal control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

Beiueidd iuaen 0o 20

HEINFELD, MEECH & CO., P.C.
Certified Public Accountants

December 16, 2011



Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Management’s Discussion and Analysis
June 30, 2011

As management of the Arizona Department of Transportation, Maricopa County Regional Area
Road Fund (Fund), we offer readers of the Fund’s financial statements this narrative overview
and analysis of the financial activities of the Fund for the fiscal year ended June 30, 2011. We
encourage readers to consider the information presented here in conjunction with the Fund’s
financial statements and the accompanying notes to the basic financial statements.

Financial Highlights

¢ The assets of the Fund at the close of the fiscal year were $569,602,529, compared to
$455,351,598 for fiscal year 2010, an increase of $114,250,931 (or 25.1 percent). The
increase in assets is due to the issuance of Transportation Excise Tax Revenue Bonds during
the year, ,

e For fiscal year 2011, the Fund distributed $403,680,812 of capital assets to the Arizona
Depariment of Transportation, compared to $551,390,690 for fiscal year 2010, a decrease of
$147,709,878 (or 26.8 percent). The decrease 1s attributable to the American Recovery and
Reinvestment Act (ARRA) construction projects that are nearing completion.

s Maricopa County Transportation Excise Tax collections totaled $309.2 million, an increase
of 3.4 percent compared to fiscal year 2010 and 2.7 percent above the sstimate. However, the
Transportation Excise Tax distributed to the Fund was $206,545,412 compared to
$199,672,233 for fiscal year 2010, an increase of $6,873,179 (or 3.5 percent). The increase of
the transportation excise tax revenues and distributions are attributable to the improvement in
the hospitality and tourism industries, along with modest increases i employment and
personal income. The RARF revenues finished the year with a positive gain for the first time
since FY 2007,

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction of the Fund’s basic financial
statements. The Fund’s basic financial statements consist of three components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to financial statements.

Government-wide Financial Statements The government-wide financial statements are
designed to present an overall picture of the financial position of the Fund. These statements
consist of the statement of net assefs and the statement of activities and are prepared using the
accrual basis of accounting, which is similar to the accounting used by most private-scctor
companies. All of the current year’s revenues and expenses are taken into account regardless of
when cash is received or paid.

The statement of net assets combines and consolidates the Fund’s current financial resources
with capital assets and long-term cbligations. This statement includes all of the Fund’s assets and
liabilities. Net assets are the difference between the Fund’s assets and liabilities, and represent
one measure of the Fund’s financial health.

2011 Annual Financial Report
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Management’s Discussion and Analysis (continued)
June 30, 2011

The statement of activities focuses on both the gross and net cost of various activities; the Fund’s
general tax and other revenues pay these costs. This statement summarizes the cost of providing
specific Fund services, and includes all current year revemzes and expenses. The Fund’s basic
services are reported here. Taxes and federal grants finance most of these activities.

Fund Financial Statements The Fund’s activities are reported in governmental funds. Reporting
for these funds focuses on how financial resources flow into and out of the funds, and the
amounts remaining at year-end for future spending. Governmenta! firnds are accounted for using
the modified accrual basis of accounting, which measures cash and other assets that can be
readily converted to cash. The governmental fund statements provide a detailed short-term view
of the Fund’s general governmental operations and the basic services it provides. This
information should help determine whether there are more or less current financial resources
available for the Fund’s programs. The reconciliation foliowing the fund financial statements
explains the differences between the government’s activities, reported in the government-wide
statement of activities, and the governmental funds.

The Fund maintains three individual governmental sub-funds. Information is presented separately
in the governmental funds balance sheet and the governmental funds statement of revenues,
expenditures, and changes in fund balances for the Special Revenue Fund, Debt Service Fund,
and Capital Projects Fund, all of which are considered fo be major funds.

Notes to Financial Statements The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found beginning on page 14 of this report.

Government-wide Financial Analysis
As noted earlier, net assets may serve over time as a useful indicator of the Fund’s financial

health. The following tables and analysis discuss the financial position and changes to financial
position for the Fund as a whole as of and for the fiscal year ended June 30, 2011.

2011 Amnual Fmancial Report
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Management’s Discussion and Analysis (continued)
June 30, 2011

The following table reflects the net assets as of June 30:

(Governmental Activities
2011 2010
Assets:
Receivables: :
Other 2,076,407 2,365,747
Due from US Government ‘ 27,427,847 12,623,485
Deferred charges-issuarnce costs 4,703,841 3,943,715
Restricted cash on deposit with the State Treasurer 535,394,434 436,418,651
Total assets 569,602,529 455,351,598
Liahilities:
Accrued payroll and other accrued expenditures 150,009 116,870
Contracts and retainage payable 34,881,239 34,072,334
Non-current liabilities:
Due within one year 50,786,158 38,787,070
Due in more than one year 961,955,513 808,695,268
Total liabilities 1,047,772,919 881,671,542
Net assets:
Tnrestricted <478,170,390> <426,319,944>
Total net assets $ <478,170,390> $§ <426,319,044>

The purpose of the Fund is to provide a funding source for the construction of new freeways and
other routes, improvements to existing freeways and other routes, and improvements to the
arterial street system in Maricopa County. To be able to construct these roads, the Fund collects
excise taxes and issues bonds. The total assets of the Fund were $569.7 million, while the
liabilities were $1.1 billion, resulting in net assets of <§478.2> million. The decrease in assets
from fiscal year 2010 was due to the payment of the liabilities on the Transportation Excise Tax
Revenue Bonds and the payment for construction projects. The Fund distributes all capital assets
to the Department of Transportation when the Fund comes into possession of capital asscts. As a
Tesult, the net assets of the Fund will typically be a deficit whenever there are bonds outstanding.

2011 Annual Financial Report
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Arizona Department of Transportation
Maricopa County Regicnal Area Road Fund
Management’s Discussion and Analysis (continued)
June 30, 2011

The following condensed financial information was derived from the government-wide
Statement of Activities and reflects how the Fund’s net assets have changed during the year:

Governmental Activities

2011 2010
Revenues:
Program revenues:
Capital grants and contributions $ 220,432,548 § 78,444,263
General revenucs:
Transportation excise taxes 206,545,412 199,672,233
Income from investments 3,225,628 4,731,367
Rental income 1,240,770 -
Other 1,290,630 599,845
Total revenues 432,734,988 283,447 708
Expenses:
Administration 604,405 625,976
Highway 2,958,816 185,018
Distributions to other state agencies 443,734,304 595,549,451
Interest on long-term debt 37,287,905 35,264,355
Total expenses 484 585,434 631,624,800
Changes in net assets <51,850,446> <348,177,092>
Net assets - July 1 <426,319,944> <78,142,852>
Net assets - June 30 $ <478,170,36C> $§ <426,319,944>

The total revenues of the Fund were $432.8 million, while the expenses were $484.6 miltion,
resufting in the change in net assets of <$51.9> million. The decrease in revenues was the result
of the decline in the sales tax at the local level due to the protracted economic recession and the
overall reduction in refum on investments.

The decrease m expenses of $148.0 million (or 23.3 percent) was due directly to the decrease in
payments for construction projects and interest on long-term debt.

Non-Current Liabilities (See Note 4 to the financial statements for additional information):
The Fund’s non-current liabilities as of June 30, 2011, amount to $1.1 billion, an increase of

$165.3 million from the previous fiscal vear. The increase in the Fund’s bonded indebtedness
was due to a new Transportation Excise Tax revenue Bond issuance during fiscal year 2011. The

2011 Annual Financial Report
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Arizona Department of Transportation

Maricopa County Regional Area Road Fund
Management’s Discussion and Analysis {continued)

June 30, 2011

increase in advances and notes payable in governmental activities was due fo an increase in
advances from severzl cifies within the State to accelerate projects in the Five-Year

Transportation Facilities Construction Program.

2011 2010
Governmental Activities:
Bonds:
Transportation Excise Tax
Revenue Bonds $ 877,845,000 $ 743,815,000
Premium on borxds 77,616,628 56,736,565
Total bonds 955,461,628 800,551,565
Compensated absences 189,061 202,634
Advances and notes payable 57,090,982 46,728,139

Total $ 1,012,741,671

§ 847,482,338

All bonds outstanding as of June 30, 2011, are scheduled to mature on various dates, but not later
than July 1, 2025. The bonds are obligations of the Transportation Board of the State of Arizona
Department of Transportation (Transportation Board) and are not obligations of the State of

Arizona.

The Department’s Transportation Excise Tax Revenue Bonds are rated AA+/Azl by Standard &
Poor’s Ratings Services and Moody’s Investors Service, respectively.

Requests for Information

This financial report is designed to provide our citizens, taxpayers, customers, investors, and
creditors with an overview of the Fund’s finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to the
Controlier, Arizona Department of Transportation, 206 S. 17® Avenue, Phoenix, Arizona, 85007,

or by visiting our web site at www.azdot.gov/Inside ADOT/FMS/PDFE/rarfinl1.pdf.

2011 Annual Financial Report
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Arizona Depariment of Transportation
Maricopa County Regional Area Road Fund
Statement of Net Assets
June 30, 2011

‘Exhibit 1

Assets
Receivables:
Other
Due from U.S. Government for reimbursable consfruction costs

Deferred charges - issuance costs
Restricted cash on deposit with the State Treasurer

Total assets

Liabilities
Accraed payroll and other accrued expenses
Contracts and retamage payable
Non-current liabilities (Note 4):
Due within one vear
Due in more than one year
Total liabilities

Net assets
Unrestricted

Total Net Assets

The notes to the financial statements are an integral part of this statement.

$ 2,076,407
27,427,847
4,703,841

535,394,434
569,602,529

150,609
34,881,239

50,786,158

961,955,513

<478,170,390>

$<478,170,390>

2011 Annual Financial Report
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Arizona Department of Transportation

Maricopa County Regional Area Road Fund

Balance Sheet - Govermmental Funds
Jume 30, 2011

Exhibit 3

Assets
Receivables:
Interfund (Note 9)
Other
Amounts due from T.S. Government

Restricted cash on deposit with the
State Treasurer

Total assets

Liabilities and fund balances
Liabilities:
Acerued payrell and other accrued
expenditures

Contracts and retainage payable
Interfund payables (Note 9)

Total Habilities

Fund balances:
Restricted
Committed

Total fund balances

Total Labilities and fund balances

Special Debt Caprtal
Revenue Service Projects
Fund Furd Fund Total
§ 1,626,600 $ -3 - 1,626,600
2,076 407 - : 2,076,407
27,427,847 - - 27,427,847
411,303,936 208,971 123,881,527 535,394,434
442 434 790 208,971 123,881,527 566,525,288
150,009 - - 150,009
34,881,239 - - 34,881,239
- - 1,626,600 1,626,600
35,031,248 - 1,626,600 36,657,848
400,703,542 208,971 122,254,927 523,167,440
] 6,700,000 - - £,700,600
407,403,542 208,971 122,254,927 529,867,440
$ 442434790 $§ 208,971  $ 123,881,527 § 566,525,288

The notes to the financial statements are an infegral part of this statement.

2011 Annual Financial Report
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Fxhibit 3.1

Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets
June 30, 2011

Total fund balances - govermental funds (Exhibit 3) § 529,867,440

Amounts reported for governmental activities in the Statement of Net
Assets (Exhibit 1) are different because:

Long-term liabilities, including bonds payable, are not due and

pavable in the current period and, therefore, are not reported in..
the funds (Note 3 Al). <],008,037,830>

Net assets of governmental activities (Exhibit 1) § <478,170,390>

The notes to the financial statements are an integral part of this stafement.

2011 Annual Firancial Report
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Artizona Department of Transportation
Maricopa County Regional Area Road Fund
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds

For the fiscal year ended June 30, 2011

Exhibit 4

Special Debt Capital
Revenue Service Projects
Fund Fund Fund Total
Revenues:
Transportation excise taxes (Note 6) 206,545,412 - - F 206,545,412
Federal grants and reimbursements (Note 8) 218478 41C - - 218,478,410
Retmbursements from Arizona counties
and cities 1,954,138 - - 1,954,138
Income from invesiments 2,127,157 200,672 897,799 3,225,628
Rental income 1,240,770 - - 1,240,770
Other 1,290,630 - - 1,290,630
Total revenues 431,636,517 200,672 897,799 432,734,988
Expenditures:
Current:
Administration 479,831 20,201 117,950 617,982
Highway 2,958,816 - - 2,958,816
Digtributions to other state agencies (Note 5) 256,554,194 - 187,180,110 443,734,304
Debt Service:
Principal 732,242 45,970,000 - 46,702,242
Interest 42,495 961 - 42,495,961
Bond issuance costs - - 1,096,115 1,096,115
Total expenditures 260,725,083 88,486,162 188,394,175 537,605,420
Excess <deficiency> of revenues
over <under™ expenditures 170,911,434 <88,285,490>  <187.496376> <104,870,432>
Other financing sources <uses>;
Transfers in - 88,261,828 - 88,261,828
Transfers out for debt service <88,261,828> - <R8,261,828>
Debt issuance 11,095,085 - 180,000,000 191,095,085
Prenmum from debt issuance - - 26,424,108 26,424,108
Sale of capital assets - - - -
Total other financing <uses™> sources <77,166,743> 88,261,828 206,424,108 217,519,183
Net change in fund balances 93,744,691 <23,662> 18,927,732 112,648,761
Fund balances - July 1 313,658,851 232,633 103,327,195 417,218,675
Fund balances - June 30 $ 407,403,542 208,971 § 122254927 § 529867440

The notes to the financial statements are an integral part of this statement.
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Reconciliation of the Statement of Revenues,
Expenditures and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the fiscal year ended June 30, 2011

Exhbit 4.1

Net change in fund balances - total governmental fands (Exhibit 4) $

Amounts reported for governmental activities in the Statement of Activities (Exhibit 2)
are different because: '

Bond proceeds provide current financial resources to governmental furds.
However, issuing debt increases long-term habilities in the statement
of net assets. Governmental funds report the effect of issuance costs,
premiums, discounts, and similar iterns when the debt is first issued,
whereas these amounts are deferred and amortized in the statement
of activities (Note 3 B1).

Repayment of long-term debt is reported as an expenditure in governmental
funds, but the repayment reduces long-term liabilities in the statement of

net assets (Note 3 B1).
Some items reported in the statement of activities do not require the use of

current financial resources and, therefore, are not reported as expenditures
in governmental funds (Note 3 B2).

112,648,761

<217,519,193>

53,006,413

13,573

Change in net assets of governmental activities (Exhibit 2) $

<51,850,446>

The notes to the financial statements are an integral part of this statement.

2011 Annual Financial Report
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Arizona Department of Transportation
Maricopa County Regional Area Read Fund
Notes to Financial Statements
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

The Maricopa County Regional Area Road Fund (Fund) is a part of the Arizona Department
of Transportation (Department) and is not a legally separate entity. The Fund was established
under Title 28, Chapter 17, Article 1 of the Arizona Revised Statutes. The Fund has no
component units. The Director of the Department serves as the Chief Administrative Officer
and is directly responsible to the Govermnor. The Govemor appoints a seven-member
Transportation Board of the State of Arizona Department of Transportation (Transportation
Board) which has responsibility for establishing a complete system of state highway routes
and approving all highway construction contracts.

The Fund is responsible for funding the construction and distribution of assets to the
Department by issuing revenue bonds and by the collection of an excise tax. The Fund
cooperates with various governmental entities within Maricopa County in the construction
and maintenance of roads.

The financial statements present only the funds comprising the Fund and are not mntended to
present fairly the financial position or results of operations of the Department. The
accounting policies of the Department conform to generally accepted accounting principles
in the United States of America (GAAP) as applicable to governmental units.

B. Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement
of activities) report information on all of the activities of the reporting entity. For the most
part, the effect of interfund activity has been removed from these statements. Governmental
activities normally are supported by federal reimbursement, taxes, and intergovernmental
revenues. ‘

The Statement of Net Assets presents the reporting entity’s assets and liabilities, with the
difference reported as net assets.

Restricted net assets result when constraints placed on asset use are either extemnally
imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation.

The Statement of Activities demonstrates the degree to which the direct expenses of a given
function are offset by program revenues. Direct expenses are those that are clearly identified
with a specific function. Program revenues include: 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function
and 2) grants and contributions that are restricted to meeting the operational or

2011 Annual Financial Report
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Notes to Financial Statements (continued)
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

capital requirements of a particular function. Taxes and other items not properly included
among program revenues are reported instead as general revenues.

Fund Financial Statements

Mzjor individual governmental finds are reported as separate columns in the fund financial
statements.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when eamed
and expenses are recorded when the liability is incurred, regardless of the timing of related
cash flows. Transportation excise taxes are recogmized as revenues in the year they are
levied.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpese, the Fund considers revenues to be available if they are
collected within 60 days of the end of the fiscal year (e.g. federal revenue reimbursements
and transportation excise taxes.) Expenditures generally are recorded when a lLiability is
mcwrred as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded only
when payment is due and payable.

Financial Statement Presentation
The Fund reports the following major governmental funds:

The Special Revenue Fund receives a portion of the Maricopa County
transportation excise tax momnies collected by the Arizona Department of
Revenue. These monies are expended for the construction of new freeways and
other routes, improvements to existing freeways and other roufes, and
tmprovements to the arterial street system, which are included in the Maricopa
County Regional Transportation Plan, after the monthly debt service requirements
are fully satisfied.

The Debt Service Fund administers the payment of principal and interest on all
bonds outstanding under the bond resolutions.

2011 Annual Financial Report
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Notes to Financial Statements {continued)
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The Capital Projects Fund administers the use of the net proceeds of any bonds
issued pursuant to the bond resolutions. The bond proceeds are apphed to the
payment of certain bond related expenditures and construction expenditures.

Amounts reported as program revenues include: 1) charges for services, Z) operating grants
and contributions, and 3) capital grants and contributions. Internally-dedicated resources are
reported as gereral revenues rather than program revenues. Likewise, general revenues
include all taxes.

When both restricted and unrestricted resources are available for use, the Fund generally
expends the restricted resources first, and then unrestricted resources, as they are needed to
maintain appropriate cash balances and finance the construction program.

The expenditures of the Fund are not governed by appropriations of the state legislature, and
therefore, are not subject to the limitations of a legally adopted budget.

The Transportation Board annually approves the Five-Year Transportation Facilities
Construction Program for the Special Revenue and Capital Projects Funds. This program lists
all planned construction projects for the next five years and the related program budget. Debt
service payments are made in accordance with the requirements under the relevant bond
resolutions.

D. Assets, Liahilities, and Net Assets
Deposits and Investments

The Fund’s cash includes bank accounts and deposits with the State Treasurer for pooled
investments. All investments are carried in the name of the State of Arizona. State statutes
require the State Treasurer to invest these pooled funds in collateralized time certificates of
deposit, repurchase agreements, obligations of the U.S. Government, and other permitted
investments. All investments are carried at fair value. These balances are not subject to
GASB Staiement No. 3, Deposits with Financial Institutions, Investments (including
Repurchase Agreemenis), and Reverse Repurchase Agreements, and GASB Statement No.
40, Deposit and Investment Risk Disclosures — an amendment of GASB Statement No. 3,
classification because they are included in the state’s investment pool.

The investment pool is not required to register (and is not registered) with the Securities and
Exchange Commission under the 1940 Investment Advisors Act. The activity and
performance of the pool is reviewed monthly by the State Board of Investment in accordance
with ARS §35-311. The fair value of investments is measured on a monthly basis. Participant
shares are purchased and sold based on the Net Asset Value (NAV) of the shares. The NAV
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Maricopa County Regional Area Road Fund
Notes to Financial Statements (continued)
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

is determined by dividing the fair vatue of the portfolio by the total shares outstanding. The
State Treasurcr does not contract with an outside insurer in order to guarantee the value of
the portfolio or the price of shares redeemed. As of June 30, 2011, the State’s investment
pool 5 was rated AAAF/S1+ by Standard & Poor’s Ratings Service. The weighted average
maturity at yvear end for investment pool 5 was twenty-seven days while for investment pool
7 it was forty-seven days.

State statutes require the State Treasurer to maintain separate investment accounts for the
portion of the Maricopa Regional Area Road Fund Bond Proceeds relating to the
Transportation Excise Tax Revenue Bond issues. These funds may be invesied by the
Treasurer in the state’s investment pool.

The Fund’s investments are included in the state investment pool and these investments are
not shown in the Fund’s name. From the perspective of the Fund, the pool finctions as both a
cash management pool and a demand deposit account. Therefore, the Fund presents its equity
in the internal pool as required in GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools, and carries the
investments at amortized cost, which approximates fair value.

The Fund has restricted cash for payment of capital projects and for future debt service
payments.

Receivables and Payables

Qutstanding balances between the Fund, the Department and Arizona coundies, cities, and
other state agencies are reported as other receivables. All balances between the Fund and the
US Govemment are reported as due to/from due.

Notes receivable represents loans made to parties who purchased assets previously owned by
the Fund for highway construction purposes.

Restricted Assets

Proceeds of the Fund’s governmental revenue bonds are classified as restricted assets on the
balance sheet because they are maintained in separate bank accounts and their use is limited
by applicable bond covenants or state statutes. The debt service fund is used to report the
resources set aside for payment of future debt service payments. The revenue bonds proceeds
are deposited in the capital projects fund for the cost of design, right-of-way purchase, or
construction of certain freeways and routes within Maricopa County.
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Maricopa County Regional Area Road Fund
Notes to Financial Statements (continued)
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Capital Assets

When the Fund comes into possession of capital assets, the assets are distributed fo the
Arizona Department of Transportation.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations
are reported as labilities. Bond premiums and discounts are deferred and amortized using the
straight line method. Bonds payable are reported net of the applicable bond premium or
discount. Bond issuance costs are reported as deferred charges and amortized over the term
of the related debt. Other long-term obligations also include amounts that other governmmental
entities advance the Fund for highway road construction projects.

In the fund financial stalements, governmental fund types recognize bond premiums and
discounts, as well as issuance costs, during the current period. The face amount of the debt
issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as debt service expenditures. Advances from other governmental
entities are recorded as debt issuance in other financing sources. '

Compensated Absences

It is the Department’s policy to permit employees to accumulate earned but unused sick leave
and vacation benefits. There is no liability for unpaid accumulated sick leave. All vacation
pay is accrued when incurred in the proprietary fund financial statements. A Hability for
these amounts is reported as non-current Habilities.

Effective July 1, 1998, state employees are eligible to receive payment for an accumulated
sick leave balance of 500 hours or more with a maxtmum of 1,500 hours, upon retirement
directly from state service. The benefit value is calculated by taking the state hourly rate of
pay at the retirement date, multiplied by the number of sick hours at the retirement date,
times the eligibility percentage. The eligibility percentage varies based upon the number of
accumulated sick hours from 25 percent for 500 hours to a maxinmum of 50 percent for 1,500
hours. The maximum benefit value is $30,000. The benefit is paid out in annual installments
over three years. The Retiree Accumulated Sick Leave Fund is accounted for on the State’s
financial statements as an Internal Service Fund.
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NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)-

Employees are allowed to accurnulate up to 240 hours of vacation leave (320 hours for
uncovered employees) which is paid when vacation is taken or upon termination of
employment at the individual’s then-current rate of pay.

Net Assets/Fund Balance

The difference between assets and liabihties 15 “Net Assets” on the government-wide
statements and “Fund Balance” on the governmental fund statements.

Reservations

Fund balances for govemmental funds may be classified as nonspendable, restricted,
cominitted, assigned, or unassigned in the fund financial statements. Nonspendable fund
balance describes that portion of fund balance that cannot be spent because of its form,
restricted fund balance describes that portion of fund balance that reflects resources that are
subject to extemally enforceable legal restrictions; committed fund balance describes that
portion which has self-imposed linmtations; assigned fund balance describes that portion of
fund balance that reflects a governments’ intended use of resources; and unassigned fund
balance represents net resources in excess of what can properly be classified in one of the
other categories.

The State applies restricted resources first when expenditures are incurred for purposes for
which either restricted or unrestricted (committed, assigned, and unassigned) amounts are
available. Similarly, withit unrestricted fund balance, committed amounts are reduced first
followed by assigned, and then unassigned amounts when expenditures are incurred for
purposes for which amounts in any of the unrestricted fund balance classifications could be
used.

E. Revenues and Expenditures/Expenses

Other Financing Sources <Uses>

Other financing sources are additions to the governmental fund balances in the fund financial
statements and include resources and financing provided by bond issuance, sale of capital
assets, and transfers from other funds. Other financing uses are reductions of governmental
fund resources in fund financial statements normally resulting from transfers to other funds.

NOTE 2-STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

The expenses of the Fund are not govemed by appropriations of the state legislature and
therefore are not subject to the limitations of a legally adopted budget.
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NOTE 3-ACCOUNTING PRONOUNCEMENTS AND RECONCILIATION OF
GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. New Accounting Proncuncement
Statement No. 54 Fund Balance Reporting and Governmental Fund Type Definitions

The objective of this Statement is to enhance the usefulness of fund balance information by
providing clearer fund balance classifications that can be more consistently applied and by
clarifying the-existing governmental fund type definitions. This Statement establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to which a
government is bound to observe constraints imposed uporn the use of the resources reported
in governmental funds. The imitial distinction that is made in reporting fund balance
information is identifying amounts that are considered nonspendable, such as fund balance
associated with inventories. This Statement also provides for additional classification as
restricted, committed, assigned, and unassigned based on the relative strength of the
constraints that control how specific amounts can be spent. Governments also are required to
classify and report amounts in the appropriate fund balance classifications by applying their
accounting policies that determine whether restricted, committed, assigned, and unassigned
amounts are considered to have been spent. Disclosures of the policies in the notes to the
financial statements are required. The requirements of this Statement are effective for
financial statements for periods beginning after June 15, 2010, The Department has
implemented this Statement as appropriate.

B. Explanations of Reconciling Items of the Balance Sheet of Governmental Funds to
the Statement of Net Assets

The governmental funds Balance Sheet includes reconciliation between total fund balances —
governmental funds and net assets of governmental activities as reported on the government-
wide Statement of Net Assets. The following explanations are necessary to clarify these
differences between the governmental fund Balance Sheet and the government-wide
Statement of Net Assets:

1. Long-term liabilities, including bonds payable, are not due and payable in the current
period and are not reported in the current period on the fund statements. The detail for
the difference is as follows:
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NOTE 3-RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS (continued)

Debt obligation $ <877,845,000>
Premium on debt <77,616,628>
Compensated absences <189,061>
Intergovernmental advance <57,090,982>
Deferred charges-issuance costs 4,703,841

$ <1,008,037,830>

C. Explanations of Reconciling Items of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental Funds to the Statement of Activities

The governmental funds Statement of Revenues, Expenditures, and Changes in Fund
Balances includes a reconciliation between net change m fund balances — total governmental
finds and changes in net assets of governmental activities as reported on the government-
wide Statement of Activitics. The following explanations are necessary to clarify these
differences between the governmental fund Statement of Revenues, Expenditures, and
Changes in Fund Balances and the government-wide Statement of Activities:

1. The issaance of long-term debt (e.g. bonds) provides current financial resources fo
governmental funds, while the repayment of principal of long-term debt consumes
current financial resources of the governmental funds. Neither transaction, however,
has any effect on net assets. Also, the government reports the effect of bond issuance
costs, premiums, discounts, and similar items when debt is first issued, whereas these
amounts are amortized in the Statement of Activities. The details of this difference
are as follows:

Debt issued or incurred:
Bond proceeds $ <180,000,000>
Premium on debt §  <26,424.108>
Intergovernmental advances <11,095,085>
§ <217,519,193>
Principal repayment
Transportation Excise Tax Revenue Bonds $ 45,970,000
Amortization of premium and discount 6,640,160
Amortization of bond issuance costs <335,989>
Intergovemmental advances 732,242

3 53,006,413
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NOTE 3-RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS (continmed)

2. Some expenses reported in the Statement of Activities do not require the use of
current financial resources and therefore, are not reported as expenditures in the
governmental funds. The details are as follows:

Compensated absences $ <13,573>

NOTE 4-NON-CURRENT LIABILITIES

Arizona Transportation Board Transportation Excise Tax Revenue Bonds

The Maricopa County Regional Area Road Fund is used to record all payments of principal and
interest for Transportation Excise Tax Revenue Bonds (Maricopa County Regional Area Road
Fund) issued by the Transportaticn Board. These bonds are secured by transportation excise
taxes collected by the Arizona Pepartment of Revenue on behalf of Maricopa County. The
original amount of Transportation Excise Tax Revenue Bonds issued in prior years and
outstanding at the start of the fiscal year was $743,815,000.

All Transportation Excise Tax Revenue Bonds mature ne later than July 1, 2025. Transportation
Execise Tax Revenue Bonds currently outstanding are as follows:

Purpose Interest Rates Amount
Govermmental activities 2.0% - 5.25% § 877,845,000

Annual debt service requirements to maturity for the Transportation Excise Tax Revenue Bonds
are as follows:
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NOTE 4-NON-CURRENT LIABILITIES {continued)

Fiscal year Transportation Excise Tax Revenue Bonds

ending June 30 Principal Interest Total
2012 $ 45235000 $§ 43232307 $ 88,467,307
2013 47,375,000 41,093,757 88,468,757
2014 49,680,000 38,785,307 88,465,307
2015 52,025,000 36,441,307 88,466,307
2016 54,525,000 33,945,131 88,470,131
2017-2021 315,225,000 127,111,793 442,336,793
2022-2025 313,780,000 40,090,426 353,870,426

$ 877,845.000 $ 360,700,028 $ 1,238.545,028

Bonds aggregating $479,330,000 are subject to redemption prior to their maturity dates at the
option of the Transportation Board in whole or in part, at any time, on or after July 1, 2017.
These bonds may be redeemed at par, plus accrued inferest to the date fixed for redemption.
Bonds aggregating $398,515,000 are not subject to redemption.

The Department has pledged future transportation excise taxes to repay $877,845,000 in
outstanding Transportation Excise Tax Revenue Bonds issued since 2007. Proceeds from the
bonds pay the costs of design, right-of-way purchase, or consiruction of certain freeways and
other routes within Maricopa County, Arizona. The bonds are payable solely from transportation
excise taxes and are payable through 2025. The total principal and interest remaining to be paid
on the bonds is $1.3 billion. Principal and interest paid for the cwrrent year and total pledged
revenues were $88.5 million and $206.6 million, respectively. The anmual principal and interest
payments on the bonds required 42.8 percent of the pledged revenues.

Intercovernmmental advances

Intergovernmental advances represent construction loans (advances) from Arizona counties and
cities to advance the construction of certain projects. These advances are recorded as the Fund
draws monies from an escrow account, usually held by the State Treasurer, and are evidenced by
a Joint Project Agreement (JPA). The advances are payable according to the terms of the JPA
and occur as funds become available in the Five-Year Transportation Facilities Construction
Program.
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NOTE 4-NON-CURRENT LIABILITIES {continued)

Changes in non-current liabilities

The activity for the fiscal year ended June 30, 2011, was as follows:

Balance Retirements Balance Due Within
July 1, 2010 Additions Refindings June 30, 2011 One Year
Transporiation Excise Tax
Revenue Bonds:

2007 Series $ 322,685,000 % - § 15,085,000 3 307,590,000 § 15,820,000
2009 Series 421,130,000 - 19,905,000 401,225,000 20,665,000
2010 Series - 180,000,000 10,970,000 169,030,000 8,750,000
Pramium on bonds 56,736,565 26,424,108 5,544,045 77,616,628 5,544,045
Intergovernmental advances 46,728,139 11,095,085 732,242 57,090,982 -
Compensated absences 202,634 <13,573> - 189,061 7,113
§ 847482338 8§ 217,505,620 § 52,246,287 § 1,012,741,671 § 50,786,158

Bonds issued by the Fund require compliance with a number of covenants. The Fund believes
that it is in compliance with all such covenants. In addition, certain of the Fund’s obligations are
subject to Internal Revenue Service regulations pertaining to issuance of tax-exempt debt by
governmental entities. The Fund does not have and has not accrued a liability under these

regulations.

Bonds payable at June 36, 2011, related to the Maricopa County Regional Area Road Fund
Arizona Transportation Board Transportation Excise Tax Revenue Bonds are comprised of the

following individual issues:

2007 Series, issued by the Transportation Board on Novermber 1, 2007, due in varying

annial nstallments plus semiannual inferest at rates ranging from 4.6 percent to 5.0 percent,

through July 1, 2025,

§ 307,590,000

2009 Series, issued by the Transportation Board en June 23, 2009, due in varying
anmnal installments phis semiannual interest at rates ranging from 2.0 percent o 5,25 percent,

through July 1, 2025.

401,225,000

2010 Series, issued by the Transportztion Board on October 14, 2010, due in varying
annual installments plus semiarmual interest at rates ranging from 1.5 percent to 5.0 percent,

through July 1, 2025,

169,030,000
$ 877,845,000
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NOTE 5-DISTRIBUTIONS

The distributions to the Department primarily represent the distributions when the Fund comes
mnto possession of capital assets.

Distributions to the Department and other state agencies for the year ended June 30, 2011, were
as follows:

2011
Distribution to Arizona Department of Transportation  $ 403,680,812
Distributions to Arizona counties and cities 30,941,262
Distribution to Regional Public Transit Authority 8,845,117
Total $ 443,467,191

NOTE 6-TRANSPORTATION EXCISE TAX

The Maricopa County Transportation Excise Tax, often referred to as the “1/2 cent sales tax,” is
a tax which may equal up to ten percent of the State transaction privilege tax rates. This
transportation excise tax is levied upon business activities in Maricopa County, including retail
sales, confracting, utilities, rental of real and personal property, restaurant and bar receipts, and
other activities. Under Proposition 300 (passed¢ by the voters in 1985 becoming effective on
January 1, 1986), the transportation. excise tax revenues are deposited in the Maricopa County
Regional Area Road Fund (RARF) which is administered by the Arizona Department of
Transportation. The revenues deposited into the RARF account are the principal sources of
funding for the Regional Freeway System in Martcopa County and are dedicated by statute to
the purchase of right-of-way, design, and construction of controlled access highways. In
addition, these revenues were an important source of funding for the Regional Public
Transportation Authority and were dedicated through December 31, 2005,

In November 2004, Maricopa County’s voters approved Proposition 400, Maricopa County
Transportation Excise Tax, which became effective January 1, 2006, and extends the “1/2 cent
sales tax” for another 20 years throngh December 31, 2025. The sales tax extension will be used
for construction of new freeways and other routes, improvements to existing freeways and other
routes, improvements to the arterial street system, regional bus service, and high capacity transit
services suck as light rail. The collections of the Maricopa County Transportation Excise Tax
will be distributed as follows: freeways and other routes 56.2%, public fransportation 33.3%,
and arterial streets 10.5%. Only the portion of the tax revenues that relate to freeways and other
routes, and arterial streets is deposited into the Fund; the remaining portion is sent directly to the
Regional Public Transportation Authority.
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NOTE 7-COMMITMENTS

The Fund had outstanding commitments, primarily for construction contracts, of $100,402,409 at
June 30, 2011.

Expenditures To Remaimng

Date Commitment

Construction contracts:
Rural roadways $ 113,277,107 $ 16,961,013
Small urban roadways 92,551,570 452,113
Urban roadways 958,734 2,616,265
Large urban roadways 565,420,650 52,141,209
General roadways 3,711,324 -
Sub-total 775,919,385 72,170,600
Design contracts 97,807,982 389,993
Other commitments 85,623,848 27,841,816
Total $ 959,351,215  § 100,402,409

No construction in progress is recorded in the Fund. All capital assets are transferred to the
Arizona Department of Transportation’s General Fund (State Highway Fund).

NOTE 8- CONTINGENT LIABILITIES

Amounts received or receivable from grant agencies are subject to audit and adjustment by
grantor agencies, principally the federal government. Any disaliowed claims, inclnding amounts
already collected, may constitute a liability of the applicable finds. The amount, if any, of
expenditures which may be disallowed by the grantor cannot be determined at this tume although
the Fund expects such amounts, if any, to be immmaterial.

NOTE 9-INTERFUND TRANSFERS

The Special Revenue Fund made transfers of $88,261.828 to the Debt Service Fund to pay bond
debt service.

The $1,626,000 interfund receivable and payable between the Special Revenue Fund and the
Capital Projects Fund was required to remedy billing issues that incorrectly charged the Special
Revenue Fund for project costs that should have impacted the Capital Projects Fund.
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NOTE 10-SUBSEQUENT EVENTS

On September 15, 2011, the Transportation Board adopted the Third Supplemental Resolution
authorizing the issuance of the fourth series of bonds under the Master Resolution in an amount
rot to exceed $159,460,000.

On October 13, 2011, the Transportation Board issued $159,460,000 in Transportation Excise
Tax Revenue Bonds (Maricopa County Regional Area Road Fund) 2011 Series to pay (i) the
costs of design, right-of-way purchase, or construction of certain freeways and other routes
within Maricopa County, Arizona and (ii} the costs of issuing the 2011 Series Bonds. The 2011
Series Bonds were issued as senior lien bonds and mature from July 1, 2012 through July 1,
2025. Net proceeds totaled $180,164,786 (after receipt of $20,734,786 reoffering premium and
payment of $778,369 in underwriting fees and costs of issuance). The bonds were rated AA+ and
Azl by Standard & Poor's Ratings services and Moody's Investors Service, respectively.
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