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INDEPENDENT AUDITORS' REPORT

Director
Arizona Department of Transportation
Phoenix, Arizona

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Maricopa County Regional Area Road Fund, a special revenue fund of the Arizona
Department of Transportation, as of and for the year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the entity’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

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 from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Maricopa County
Regional Area Road Fund of the Arizona Department of Transportation as of June 30, 2014, and the
respective changes in financial position for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
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Other Matters
Required Supplementary Information

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 the 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.

Regarding Stand-Alone Report

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, 2014,
and the changes in its financial position for the year ended in conformity with accounting principles
generally accepted in the United States of America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we will issue our report 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 at a future date. 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 internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
Maricopa County Regional Area Road Fund’s internal control over financial reporting and compliance.

/4774511%401% L7
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Management's Discussion and Analysis
June 30, 2014

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, 2014. 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

e The assets of the Fund at the close of the fiscal year were $545,343,626 compared to
$601,542,927 for fiscal year 2013, a decrease of $56,199,301 (or 9.3 percent). The decrease in
assets is due to the restriction of cash on deposit with the State Treasurer and aid due from the
US Government.

e For fiscal year 2014, the Fund distributed $253,593,283 of capital assets to the Arizona
Department of Transportation, compared to $390,821,142 for fiscal year 2013, a decrease of
$137,227,859 (or 35.1 percent). The decrease is attributable to the American Recovery and
Reinvestment Act (ARRA) construction projects that are nearing completion.

¢ Maricopa County Transportation Excise Tax collections totaled $365.6 million, an increase of 7.0
percent compared to fiscal year 2013 of $341.6 million and 0.3 percent above the estimate.
However, the Transportation Excise Tax distributed to the Fund was $243,786,442 compared to
$227,800,355 for fiscal year 2013, an increase of $15,986,087 (or 7.0 percent). The moderate
increase of the transportation excise tax revenues and distributions are attributable to growth in
retail sales, contracting and the restaurant and bar sector. Even though Maricopa County
continues to have persistent high unemployment and slow job growth, the economy has
continued to improve but at a slower than normal rate.

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 position and the statement of activities and are prepared using the accrual basis of
accounting, which is similar to the accounting used by most private-sector 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 position combines and consolidates the Fund’s current financial resources with
capital assets and long-term obligations. This statement includes all of the Fund’s assets and
liabilities. The net position is the difference between the Fund’s assets and liabilities, and represents
one measure of the Fund’s financial health.

2014 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, 2014

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 revenues 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 as 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. Governmental funds 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 following 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 to 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 position 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, 2014.

2014 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, 2014

The following table reflects the statement of net position as of June 30:

Assets:

Receivables:

Other, net of allowance for doubtful accounts
Due from US Government for reimbursable costs
Deferred charges
Restricted cash on deposit with the State Treasurer

Total assets

Liabilities:
Accrued payroll and other accrued expenses
Contracts and retainage payable
Non-current liabilities:
Due within one year
Due in more than one year
Total liabilities
Net position:
Unrestricted
Net position

Governmental Activities

2014 2013
295,115 S 579,016
6,444,604 26,260,050
- 4,696,287
538,603,907 570,007,574
545,343,626 601,542,927
58,235 47,986
23,782,591 46,493,992
68,434,517 65,637,152
966,326,036 1,050,688,139
1,058,601,379 1,162,867,269
<513,257,753> <561,324,342>
<513,257,753> $  <561,324,342>

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 $545.3 million, while the liabilities were $1.1
billion, resulting in a negative net position of <$513.3> million. The decrease in negative net position
from fiscal year 2013 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 assets. As a
result, the net position of the Fund will typically be a deficit whenever there are bonds outstanding.

2014 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, 2014

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

Governmental Activities

2014 2013
Revenues:
Program revenues:
Capital grants and contributions 135,336,790 206,442,657
General revenues:
Transportation excise taxes 243,786,442 227,800,355
Interest Income 5,042,758 5,123,732
Rental income 1,383,197 1,089,604
Other 1,579,132 1,179,283
Total revenues 387,128,319 441,635,631
Expenses:
Administration 348,443 352,918
Highway 5,476,567 3,016,620
Distributions to other state agencies 290,577,428 461,206,783
Interest on long-term debt 38,354,361 41,087,561
Bond issuance costs 4,304,931 -
Total expenses 339,061,730 505,663,882
Changes in net position 48,066,589 <64,028,251>
Net position - July 1 <561,324,342> <497,296,091>
Net position - June 30 S <513,257,753> S <561,324,342>

The total revenues of the Fund were $387.1 million, while the expenses were $339.1 million,
resulting in the change in net position of 48.1 million. The decrease in revenues in fiscal year 2014
were the result of using federal funding on a smaller percentage of Maricopa County projects,
thereby decreasing the capital grants and contributions. The decrease in interest income was from a
decrease in invested proceeds of the Transportation Excise Tax Revenue Bonds.

The decrease in expenses of $166.6 million (or 32.9 percent) was due directly to the decrease in
payments to other state agencies.

Non-Current Liabilities (See Note 4 to the financial statements for additional information):

The Fund’s non-current liabilities as of June 30, 2014, amount to $1.0 billion, a decrease of $81.5
million from the previous fiscal year. The decrease in the Fund’s bonded indebtedness was due to a
new Transportation Excise Tax Revenue Bond issuance during fiscal year 2013. The decrease in
advances and notes payable in governmental activities was due to advances from the City of Mesa to

2014 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, 2014

accelerate projects in the Five-Year Transportation Facilities Construction Program in tandem with
the City of Phoenix being repaid for amounts that were due within fiscal year 2013.

2014 2013
Governmental Activities:
Bonds:
Transportation Excise Tax
Revenue Bonds S 867,375,000 S 925,975,000
Premium on bonds 77,276,111 84,301,212
Total bonds 944,651,111 1,010,276,212
Compensated absences 244,260 233,402
Advances and notes payable 89,865,182 105,815,677
Total S 1,034,760,553 $ 1,116,325,291

All bonds outstanding as of June 30, 2014, 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+/Aal 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
Controller, Arizona Department of Transportation, 206 S. 17" Avenue, Phoenix, Arizona, 85007, or by
visiting our web site at:

http://www.azdot.gov/about/Financial ManagementServices/transportation-funding/regional-area-
road-fund.
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Statement of Net Position
June 30, 2014

Exhibit 1

Assets
Receivables:
Other

Due from U.S. Government for reimbursable costs
Restricted cash on deposit with the State Treasurer

Total assets

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

Net position (deficit)
Restricted
Unrestricted

Net position

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

295,115

6,444,604
538,603,907

545,343,626

58,235
23,782,591

68,434,517
966,326,036

1,058,601,379

538,603,907
<1,051,861,660>

S

<513,25/,753>




Arizona Department of Transportation
Maricopa County Regional Area Road Fund

Statement of Activities

For the fiscal year ended June 30, 2014

Exhibit 2

Functions/Programs

Governmental Activities:
Administration
Highway
Distributions to other state agencies

Interest on long-term debt
Bond Issuance Costs

Total governmental activities

General revenues:
Transportation excise taxes (Note 6)
Interest Income

Rental income
Other

Total general revenues

Change in net position
Net position - July 1

Net position - June 30

Program Revenues

Charges for

Operating Grants and

Capital Grants and

Net <Expenses>

Expenses Services Contributions Contributions Revenues
S 348,443 S - S - S - S <348,443>
5,476,567 - - 135,336,790 129,860,223
290,577,428 - - - <290,577,428>
38,354,361 - - - <38,354,361>
4,304,931 - - - <4,304,931>
S 339,061,730 S - S - S 135,336,790 <203,724,940>
243,786,442
5,042,758
1,383,197
1,579,132
251,791,529
48,066,589
<561,324,342>

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

$ <513,257,753>
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Exhibit 3

Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Balance Sheet - Governmental Funds
June 30, 2014

Special Debt Capital
Revenue Service Projects
Fund Fund Fund Total
Assets
Receivables:

Other $ 295115 $ -8 -8 295,115
Amounts due from U.S. Government 6,444,604 - - 6,444,604
Restricted cash on deposit with the

State Treasurer 508,463,636 89,813 30,050,458 538,603,907

Total assets $ 515,203,355 $ 89,813 $ 30,050,458 $ 545,343,626
Liabilities and fund balances
Liabilities:
Accrued payroll and other accrued
expenditures S 58,235 § - S - S 58,235
Contracts and retainage payable 23,782,591 - - 23,782,591
Total liabilities 23,840,826 - - 23,840,826
Fund balances:
Restricted 508,463,636 89,813 30,050,458 538,603,907
Unrestricted deficit <23,801,107> - - <23,801,107>
Committed 6,700,000 - - 6,700,000
Total fund balances 491,362,529 89,813 30,050,458 521,502,800
Total liabilities and fund balances S 515,203,355 § 89,813 § 30,050,458 S 545,343,626

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 Balance Sheet of Governmental Funds
to the Statement of Net Position
June 30, 2014

Exhibit 3.1

Total fund balances - govermental funds (Exhibit 3)

Amounts reported for governmental activities in the Statement of Net

Position (Exhibit 1) are different because:

Long-term liabilities, including bonds payable, net of issuance costs are not due and

payable in the current period and, therefore, are not reported in
the funds (Note 3 Al).

Net positon of governmental activities (Exhibit 1)

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

$

521,502,800

<1,034,760,553>

s

<513,257,753>
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Exhibit 4

Arizona 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, 2014

Special Debt Capital
Revenue Service Projects
Fund Fund Fund Total
Revenues:
Transportation excise taxes (Note 6) S 243,786,442 S -5 - S 243,786,442
Federal grants and reimbursements (Note 8) 134,735,136 - - 134,735,136
Reimbursements from Arizona counties
and cities 601,654 - - 601,654
Interest income 4,046,454 367,538 628,766 5,042,758
Rental income 1,383,197 - - 1,383,197
Other 1,579,132 - - 1,579,132
Total revenues 386,132,015 367,538 628,766 387,128,319
Expenditures:
Current:
Administration 269,467 25,427 42,691 337,585
Highway 945,210 - - 945,210
Distributions to other state agencies (Note 5) 215,064,136 - 80,044,649 295,108,785
Debt Service:
Principal 45,080,751 58,600,000 - 103,680,751
Interest - 44,988,106 - 44,988,106
Bond issuance costs - - - -
Total expenditures 261,359,564 103,613,533 80,087,340 445,060,437
Excess <deficiency> of revenues
over <under> expenditures 124,772,451 <103,245,996> <79,458,574> <57,932,119>
Other financing sources <uses>:
Transfers in - 103,252,009 - 103,252,009
Transfers out for debt service <103,252,009> - - <103,252,009>
Debt issuance 29,130,257 - - 29,130,257
Premium from debt issuance - - - -
Sale of capital assets - - - -
Total other financing <uses> sources <74,121,752> 103,252,009 - 29,130,257
Net change in fund balances 50,650,699 6,013 <79,458,574> <28,801,862>
Fund balances - July 1 440,711,830 83,800 109,509,032 550,304,662
Fund balances - June 30 $ 491,362,529 $ 89,813 § 30,050,458 S 521,502,800

The notes to the financial statements are an integral part of this statement.
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Exhibit 4.1

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, 2014

Net change in fund balances - total governmental funds (Exhibit 4) S <28,801,862>

Amounts reported for governmental activities in the Statement of Activities (Exhibit 2)

are different because:

Bond proceeds provide current financial resources to governmental funds.

However, issuing debt increases long-term liabilities in the statement

of net position. Governmental funds report the effect of issuance costs,

premiums, discounts, and similar items when the debt is first issued,

whereas these amounts are deferred and amortized in the statement

of activities (Note 3 B1). <29,130,257>
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 position (Note 3 B1). 106,009,565
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). <10,857>

Change in net position of governmental activities (Exhibit 2) S 48,066,589

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
Notes to Financial Statements
June 30, 2014

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 governor. The governor 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 intended 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 position 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 Position presents the reporting entity’s assets and liabilities, with the
difference reported as net position.

Restricted net position result when constraints placed on asset use are either externally 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 capital requirements of a
particular function. Taxes and other items not properly included among program revenues are
reported instead as general revenues.
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Notes to Financial Statements (continued)

June 30, 2014

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Fund Financial Statements

Major individual governmental funds 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 earned and expenses are
recorded when the liability is incurred, regardless of the timing of related cash flows. Transportation
excise taxes are recognized 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 purpose, 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 liability is incurred 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 monies 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 routes, and improvements 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.

The Capital Projects Fund administers the use of the net proceeds of any bonds issued
pursuant to the bond resolutions. The bond proceeds are applied to the payment of
certain bond related expenditures and construction expenditures.
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Arizona Department of Transportation
Maricopa County Regional Area Road Fund
Notes to Financial Statements (continued)

June 30, 2014

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Amounts reported as program revenues include: 1) charges for services, 2) operating grants and
contributions, and 3) capital grants and contributions. Internally-dedicated resources are reported
as general 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, Liabilities, and Net Position
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 Governmental Accounting
Standards Board (GASB) Statement No. 3, Deposits with Financial Institutions, Investments (including
Repurchase Agreements), 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 is determined by dividing the fair value
of the portfolio by the total shares outstanding. The State Treasurer 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, 2014, the State’s investment pool 2, pool 3, and pool 4 were not rated. The weighted
average maturity at year end for investment pool 2 was 5.76 years while for investment pool 3 it
was 4.46 years, and for investment pool 4 it was 6.61 years.
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NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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 invested by the State 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 functions 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

Outstanding balances between the Fund, the Department and Arizona counties, cities, and other state
agencies are reported as other receivables. The balance due from the US Government are reimbursable costs.

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

Restricted Net Position

Proceeds of the Fund’s governmental revenue bonds are classified as restricted 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.

Capital Assets

When the Fund comes into possession of capital assets, the assets are distributed to 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
liabilities. 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 expensed as
incurred as per GASB Statement No. 65 which was implemented in the current fiscal year. The provisions of
GASB 65 are required to be applied retroactively. Therefore, net assets as of June 30, 2013 would have
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June 30, 2014

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

been re-stated to $4.7 million in 2013 and $4.3 million in 2014. However, the Department’s
adoption of GASB 65 was not material to the financial statements for the governmental activities.
Other long-term obligations also include amounts that other governmental entities advance the
Fund for highway road construction projects. Other long-term obligations also include amounts that
other governmental entities advanced to the Fund for highway road construction projects.

In the fund financial statements, 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 liability for these amounts is reported
as non-current liabilities.

Effective July 1, 1998, state employees are eligible to receive payment for an accumulated sick leave
balance of 500 hours or more with a maximum 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 maximum 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.

Employees are allowed to accumulate 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 Position/Fund Balance

The difference between assets and liabilities is “Net Position” on the government-wide statements
and “Fund Balance” on the governmental fund statements.

Fund Balances

Fund balances for governmental funds may be classified as nonspendable, restricted, committed,
assigned, or unassigned in the fund financial statements. Nonspendable fund balance describes that
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June 30, 2014

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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 externally enforceable legal
restrictions; committed fund balance describes that portion which has self-imposed limitations;
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, within 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 governed by appropriations of the state legislature and therefore
are not subject to the limitations of a legally adopted budget.

NOTE 3—-RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanations of Reconciling Items of the Balance Sheet of Governmental Funds to the
Statement of Net Position

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

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)

Long-term Liabilities

Debt obligation S <867,375,000>
Premium on debt <77,276,111>
Compensated absences <244,260>
Intergovernmental advance <89,865,182>

S <1,034,760,553>

B. 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 in fund balances — total governmental funds and
changes in net position of governmental activities as reported on the government-wide Statement
of Activities. 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 issuance of long-term debt (e.g. bonds) provides current financial resources to
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 position. 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:

Debtissued or incurred
Intergovernmental advances S <29,130,257>

Principal repayment

Transportation Excise Tax Revenue Bonds S 58,600,000
Advances & Notes Payable 45,080,751
Amortization of premium and discount 7,025,101
Amortization of deferred charges <4,304,931>
Amortization of bond issuance costs <391,356>

$ 106,009,565
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June 30, 2014

NOTE 3—RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (continued)
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 S 10,857
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 Transportation Board. These bonds are secured by transportation excise taxes collected
by the Arizona Department 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 $925,975,000.

All Transportation Excise Tax Revenue Bonds mature no later than July 1, 2025. Transportation Excise
Tax Revenue Bonds currently outstanding are as follows:

Purpose Interest Rates Amount
Governmental activities 2.0%-5.25% S 867,375,000

Annual debt service requirements to maturity for the Transportation Excise Tax Revenue Bonds are
as follows:

Fiscal year Transportation Excise Tax Revenue Bonds
ending June 30 Principal Interest Total

2015 $ 61,395,000 S 42,198,107 S 103,593,107
2016 64,355,000 39,233,431 103,588,431
2017 67,495,000 36,096,681 103,591,681
2018 70,790,000 32,801,481 103,591,481
2019 74,295,000 29,297,231 103,592,231

2020-2024 430,085,000 87,867,757 517,952,757
2025 98,960,000 4,632,219 103,592,219

$ 867,375000 $ 272,126,907 S  1,139,501,907

Bonds aggregating $534,885,000 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 interest to the date fixed for redemption. Bonds aggregating
$332,490,000 are not subject to redemption.
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NOTE 4-NON-CURRENT LIABILITIES (continued)

The Department has pledged future transportation excise taxes to repay $867,375,000 in outstanding
Transportation Excise Tax Revenue Bonds issued since 2007. Proceeds from the bonds pay the costs
of design, right-of-way purchase, or construction 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 $1.1
billion. Principal and interest paid for the current year and total pledged revenues were $103.6
million and $243.8 million, respectively. The annual principal and interest payments on the bonds
required 42.5 percent of the pledged revenues.

Intergovernmental 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.

Changes in non-current liabilities

The activity for the fiscal year ended June 30, 2014, was as follows:

Balance Retirements Balance Due Within
July 1, 2013 Additions /Refundings June 30, 2014 One Year
Transportation Excise Tax
Revenue Bonds:
2007 Series S 275,185,000 S - § 17,385,000 S 257,800,000 S 18,220,000
2009 Series 358,935,000 - 22,695,000 336,240,000 23,740,000
2010 Series 151,115,000 - 9,600,000 141,515,000 10,065,000
2011 Series 140,740,000 - 8,920,000 131,820,000 9,370,000
Premium on bonds 84,301,212 - 7,025,101 77,276,111 7,025,101
Intergovernmental advances 105,815,677 29,130,257 45,080,751 89,865,183 -
Compensated absences 233,402 - <10,858> 244,260 14,417

S 1,116,325,291 § 29,130,257 S 110,694,994 S 1,034,760,554 $ 68,434,518

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 30, 2014, related to the Maricopa County Regional Area Road Fund Arizona
Transportation Board Transportation Excise Tax Revenue Bonds are comprised of the following
individual issues:
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NOTE 4-NON-CURRENT LIABILITIES (continued)

2007 Series, issued by the Transportation Board on Novermber 1, 2007, due in varying
annual installments plus semiannual interest at rates ranging from 4.0 percent to 5.0 percent,

through July 1, 2025.

2009 Series, issued by the Transportation Board on June 23, 2009, due in varying
annual installments plus semiannual interest at rates ranging from 2.0 percent to 5.25 percent,
through July 1, 2025.

2010 Series, issued by the Transportation Board on October 14, 2010, due in varying
annual installments plus semiannual interest at rates ranging from 1.5 percent to 5.0 percent,
through July 1, 2025.

2011 Series, issued by the Transportation Board on October 14, 2011, due to varying

annual installements plus semiannual interest at rates ranging from 2.0 percent to 5.0 percent,
through July 1, 2025.

NOTE 5-DISTRIBUTIONS

257,800,000

336,240,000

141,515,000

131,820,000

867,375,000

The distributions to the Department and other state agencies primarily represent the distributions

when the Fund comes into possession of capital assets.

Distributions to the Department and other state agencies for the year ended June 30, 2014, were as

follows:

2014
Distribution to Arizona Department of Transportation $ 253,593,283
Distributions to Arizona counties and cities 32,092,635
Distribution to Regional Public Transit Authority 9,422,867
Total S 295,108,785

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, contracting,
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
Maricopa 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.
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NOTE 6-TRANSPORTATION EXCISE TAX (continued)

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 through 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
such as light rail. The collections of the Maricopa County Transportation Excise Tax will be distributed
as follows: freeways and other routes 56.2%, public transportation 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.

NOTE 7-COMMITMENTS

The Fund had outstanding commitments, primarily for construction contracts, of $160,618,153 at
June 30, 2014.
Remaining
Expenditures To Date Commitment

Construction contracts:

Rural roadways S 1,294,677 S 9,709,573

Small urban roadways 33,185,669 712,332

Urban roadways 85,627,504 7,441,181

Large urban roadways 49,845,820 79,561,765
General roadways 2,300,924 27,481,876
Sub-total 172,254,594 124,906,727

Design contracts 184,892,865 24,661,145
Other commitments 54,881,048 11,050,281
Total S 412,028,507 S 160,618,153

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 disallowed claims, including amounts already
collected, may constitute a liability of the applicable funds. The amount, if any, of expenditures which
may be disallowed by the grantor cannot be determined at this time although the Fund expects such
amounts, if any, to be immaterial.

NOTE 9—-INTERFUND TRANSFERS

The Special Revenue Fund made transfers of $103,252,009 to the Debt Service Fund to pay bond
debt service.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Director
Arizona Department of Transportation
Phoenix, Arizona

We have audited, in accordance with the 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, the financial statements of the governmental
activities and each major fund of the Maricopa County Regional Area Road Fund, a special revenue
fund of the Arizona Department of Transportation, as of and for the year ended June 30, 2014, and the
related notes to the financial statements, which collectively comprise Maricopa County Regional Area
Road Fund’s basic financial statements, and have issued our report thereon dated December 18, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Maricopa County
Regional Area Road Fund's internal control over financial reporting (internal control) to determine the
audit procedures that are appropriate in the circumstances for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
Maricopa County Regional Area Road Fund’s internal control. Accordingly, we do not express an
opinion on the effectiveness of Maricopa County Regional Area Road Fund'’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of Maricopa County Regional Area Road Fund's financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Maricopa County Regional Area Road Fund's
financial statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
Maricopa County Regional Area Road Fund’s internal control or on compliance. This report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
Maricopa County Regional Area Road Fund’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.
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Phoenix, Arizona
December 18, 2014
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