New Issue Ratings: Moody’s “Aal”; Standard & Poor’s “AA+”
See “MISCELLANEOUS—Bond Ratings” herein.

Subject to compliance with certain covenants by the Authority and the State, with respect to the 2004A Bonds, and by the Authority, the State,
the University of Utah, and the Huntsman Cancer Foundation, with respect to the 2004B Bonds, in the opinion of Chapman and Cutler LLP,
Bond Counsel, under present law, interest on the 2004 Bonds is not includible in gross income of the owners thereof for federal income tax pur-
poses and is not included as an item of tax preference in computing the federal alternative minimum tax for individuals and corporations, but
such interest is taken into account in computing an adjustment used in determining the federal alternative minimum tax for certain corporations.
In the opinion of Bond Counsel, under the existing laws of the State of Utah, as presently enacted and construed, interest on the 2004 Bonds is
exempt from taxes imposed by the Utah Individual Income Tax Act. See “LEGAL MATTERS—Tax Exemption,” and “-Original Issue Discount™
herein for a more complete discussion.

State of Utah, State Building Ownership Authority

$45,805,000 Lease Revenue and Refunding Bonds (State Facilities Master Lease Program), Series 2004A
$8,920,000 Lease Revenue Refunding Bonds (State Facilities Master Lease Program), Series 2004B

payable from annually renewable lease payments to be made by the

State of Utah

pursuant to a State Facilities Master Lease Agreement,
as amended and supplemented (the “Lease”)

The $45,805,000 Lease Revenue and Refunding Bonds (State Facilities Master Lease Program), Series 2004A (the “2004A Bonds”) and $8,920,000 Lease
Revenue Refunding Bonds (State Facilities Master Lease Program), Series 2004B (the “2004B Bonds,” and together with the 2004A Bonds, the “2004 Bonds™) are
issued by the State of Utah, State Building Ownership Authority (the “Authority”), a body corporate and politic of the State of Utah (the “State”), as fully—
registered bonds and, will be initially issued, in book—entry form through The Depository Trust Company, New York, New York (“DTC”), which will act as securi-
ties depository for the 2004 Bonds.

Principal of and interest on the 2004 Bonds (interest payable May 15 and November 15 of each year, commencing May 15, 2005) are payable by Wells Fargo
Bank, N.A., Corporate Trust Services, Salt Lake City, Utah, as Paying Agent, to the registered owners thereof, initially DTC. See “THE 2004 Bonds—Book—-Entry
System” herein.

The 2004A Bonds are subject to optional, mandatory sinking fund and extraordinary optional redemption (in the event of damage to, or destruction or condem-
nation of the Facilities, as defined herein) prior to maturity. The 2004B Bonds are not subject to optional redemption prior to maturity (but are subject to redemp-
tion in the event of damage to, or destruction or condemnation of the Facilities, as defined herein). See “THE FACILITIES—The 2004 Facilities” and “THE
2004 BONDS—Redemption Provisions For The 2004 Bonds™ herein.

The 2004A Bonds are being issued to finance a portion of the cost of refunding certain lease revenue bonds, the acquisition of real estate, and the acquisition,
construction and equipping of certain building facilities (as defined herein), pay capitalized interest and paying the costs associated with the issuance of the
2004A Bonds. The 2004B Bonds are being issued to refund a portion of the 1996B Bonds, as defined herein, and paying the costs associated with the issuance of
the 2004B Bonds. The 2004 Bonds and certain Bonds previously issued by the Authority are parts of an ongoing master lease and building program whereby all
Bonds issued thereunder are equally and ratably secured and cross—collateralized by the several facilities constructed through this program (the “Facilities™).

Under the Lease, the State has agreed to pay Base Rentals, as defined herein, which are sufficient to pay the principal of and interest on the 2004 Bonds and
the Prior Parity Bonds, as defined herein, coming due in each year, but only if and to the extent that the Utah State Legislature annually appropriates funds
sufficient to pay such Base Rentals plus such Additional Rentals as are necessary to operate and maintain the Facilities during each Renewal Term. The Lease
specifically provides that nothing therein shall be construed to require the State to appropriate moneys to pay the Base Rentals or Additional Rentals (collec-
tively, the “Rentals™) under the Lease, and the State is not obligated to pay such Rentals except to the extent appropriated. Neither the obligation of the State to
pay such Rentals nor the obligation of the Authority to pay the 2004 Bonds will constitute or give rise to a debt, general obligation or liability of, or a charge
against the general credit or taxing power of, the State or any of its political subdivisions. The issuance of the 2004 Bonds does not directly or contingently
obligate the State to pay any Rentals beyond those appropriated for the State’s then current fiscal year. The Authority has no taxing power.

Dated: Date of Delivery! Due: May 15, as shown on inside front cover

See the inside front cover for the maturity schedule of the 2004 Bonds.

This cover page contains certain information for quick reference only. It is not a summary of this issue. Investors must read the entire
OFFICIAL STATEMENT to obtain information essential to the making of an informed investment decision.

This OFFICIAL STATEMENT is dated October 6, 2004, and the information contained herein speaks only as of that date.

UBS Financial Services Inc. Wells Fargo Brokerage Services, LLC

1The anticipated date of delivery is Tuesday, October 26, 2004.



$45,805,000, Lease Revenue and Refunding Bonds

Series 2004A

(State Facilities Master Lease Program)

Dated: Date of Deliveryl

$42.015,000 Serial Bonds

Due: May 15, as shown below

Due CUSIP Principal Interest Due CUsIP Principal Interest

May 15 917547 Amount Rate Yield May 15 917547 Amount Rate Yield
2005..... QM6 $ 495,000 3.00% 1.80% 2015..... QX2 $3,085,000 5.00% 3.86*%
2006..... QN4 335,000 3.00 2.02 2016..... QYO0 3,245,000 5.00 3.95*
2007..... QP9 865,000 3.00 2.30 2017..... Qz7 3,405,000 5.00 4.05*
2008..... QQ7 895,000 3.00 2.58 2018..... RA1 2,450,000 5.00 4.14*
2009..... QR5 1,930,000 3.25 2.92 2019..... RB 9 2,230,000 5.00 4.21*
2010..... Qs3 2,405,000 5.00 3.20 2020..... RC7 2,345,000 5.25 4.16*
2011..... QT1 2,550,000 5.00 3.37 2021..... RD5 2,110,000 5.25 4.26*
2012..... QU 8 2,665,000 5.00 3.52 2022..... RE 3 1,665,000 5.25 4.32*
2013..... QV 6 2,795,000 5.00 3.67 2023..... RF O 1,755,000 5.25 4.40*
2014..... Qw4 2,945,000 5.00 3.77 2024..... RG 8 1,845,000 5.25 4.47*

$3,790,000 4.75% Term Bond due May 15, 2027—Price 98.365% (cusip: 917547 rRH 6

$8,920,000, Lease Revenue Refunding Bonds

Series 2004B

(State Facilities Master Lease Program)

Dated: Date of Deliveryl

Due: May 15, as shown below

Due CUsSIP Principal Interest Due CUsIP Principal Interest
May 15 917547 Amount Rate Yield May 15 917547 Amount Rate Yield
2005..... RJ2 $220,000 3.00% 1.80% 2010..... RP 8 $1,380,000 5.00% 3.20%
2006..... RK 9 85,000 3.00 2.02 2011..... RQ 6 1,455,000 3.30 3.37
2007..... RL7 90,000 3.00 2.30 2012..... RR 4 1,500,000 3.50 3.52
2008..... RM 5 1,295,000 3.00 2.58 2013..... RS 2 1,555,000 3.60 3.67
2009..... RN 3 1,340,000 3.25 2.92

1 The anticipated date of delivery is Tuesday, October 26, 2004.
* Priced at the stated yield to the May 15, 2014 optional redemption date at a redemption price of 100%.
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This OFFICIAL STATEMENT does not constitute an offer to sell, or the solicitation of an offer to buy,
nor shall there be any sale of, the 2004 Bonds (as defined herein) by any person in any jurisdiction in which it
is unlawful for such person to make such offer, solicitation or sale. No dealer, broker, salesman or other person
has been authorized to give any information or to make any representations other than those contained herein,
and if given or made, such other informational representations must not be relied upon as having been author-
ized by either the State of Utah, State Building Ownership Authority (the “Authority”); the State of Utah (the
“State™); Zions Bank Public Finance, Salt Lake City, Utah (as Financial Advisor); Wells Fargo Bank, N.A., (as
Trustee, Paying Agent and Escrow Agent); UBS Financial Services Inc., New York, New York and Wells
Fargo Brokerage Services LLC, Salt Lake City, Utah (collectively, the “Underwriters”) or any other entity. All
other information contained herein has been obtained from the State, The Depository Trust Company, New
York, New York and from other sources which are believed to be reliable. The information and expressions of
opinion herein are subject to change without notice and neither the delivery of this OFFICIAL STATEMENT
nor the issuance, sale, delivery or exchange of the 2004 Bonds, shall under any circumstance create any impli-
cation that there has been no change in the affairs of the State since the date hereof.

The Underwriters have provided the following sentence for inclusion in this OFFICIAL STATEMENT.
The Underwriters have reviewed the information in this OFFICIAL STATEMENT in accordance with, and as
part of, their respective responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of such
information.

The 2004 Bonds have not been registered under the Securities Act of 1933, as amended, in reliance upon
exemptions contained in such act. Any registration or qualification of the 2004 Bonds in accordance with ap-
plicable provisions of the securities laws of the states in which the 2004 Bonds have been registered or quali-
fied and the exemption from registration or qualification in other states cannot be regarded as a recommenda-
tion thereof.

These 2004 Bonds have not been recommended by any federal or state securities commission or regulatory
authority. Furthermore, the foregoing authorities have not confirmed the accuracy or determined the adequacy
of this OFFICIAL STATEMENT. Any representation to the contrary is a criminal offense.

In connection with the offering of the 2004 Bonds, the Underwriters may engage in transactions that stabi-
lize, maintain, or otherwise affect the price of the 2004 Bonds. Such transactions may include overallotments
in connection with the purchase of 2004 Bonds, the purchase of 2004 Bonds to stabilize their market price and
the purchase of 2004 Bonds to cover the Underwriters’ short positions. Such transactions, if commenced, may
be discontinued at any time.

Cautionary Statements Regarding Forward-Looking Statements. Certain statements included or in-
corporated by reference in this OFFICIAL STATEMENT constitute “forward-looking statements”
within the meaning of the United States Private Securities Litigation Reform Act of 1995, Section 21E of
the United States Securities Exchange Act of 1934, as amended, and Section 27A of the United States
Securities Act of 1933, as amended. Such statements are generally identifiable by the terminology used,
such as “plan,” “project,” “forecast,” “expect,” “estimate,” “budget” or other similar words.

77 77 e

The achievement of certain results or other expectations contained in such forward-looking statements in-
volve known and unknown risks, uncertainties and other factors which may cause actual results, performance
or achievements described to be materially different from any future resulting performance or achievements
expressed or implied by such forward—looking statements. The Authority and the State do not plan to issue any
updates or revisions to those forward—looking statements if or when their expectations, or events, conditions or
circumstances on which such statements are based occur.

This OFFICIAL STATEMENT has been designed to conform, where applicable, to the guidelines pre-
sented in Disclosure Guidelines for State and Local Government Securities, published by the Government Fi-
nance Officers Association in 1991, as revised.



OFFICIAL STATEMENT RELATED TO

State of Utah, State Building Ownership Authority

$45,805,000 Lease Revenue and Refunding Bonds
(State Facilities Master Lease Program), Series 2004A

and

$8,920,000 Lease Revenue Refunding Bonds
(State Facilities Master Lease Program), Series 2004B

payable from annually renewable lease payments to be made by the
State of Utah

pursuant to a State Facilities Master Lease Agreement,
as amended and supplemented (the “Lease™)

INTRODUCTION

This OFFICIAL STATEMENT, including the cover page, introduction and appendices, provides in-
formation in connection with the issuance and sale by the State of Utah, State Building Ownership Au-
thority (the “Authority”), a body politic and corporate of the State of Utah (the “State”), of its
$45,805,000 Lease Revenue and Refunding Bonds (State Facilities Master Lease Program), Series 2004A
(the “2004A Bonds”) and $8,920,000 Lease Revenue Refunding Bonds (State Facilities Master Lease
Program), Series 2004B (the “2004B Bonds,” and together with the 2004A Bonds, the “2004 Bonds™).

This introduction is only a brief description of the 2004 Bonds and the security and source of payment
for the 2004 Bonds and is qualified by more complete and detailed information contained in the entire
OFFICIAL STATEMENT, including the cover page and appendices hereto, and the documents summa-
rized or described herein. A full review should be made of the entire OFFICIAL STATEMENT. The of-
fering of the 2004 Bonds to potential investors is made only by means of the entire OFFICIAL STATE-
MENT.

See the following Appendices attached hereto and incorporated herein by reference:
“APPENDIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY IN-
FORMATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003;” “APPENDIX B—BASIC
DOCUMENTATION;” “APPENDIX C—DEMOGRAPHIC AND ECONOMIC DATA REGARDING
THE STATE OF UTAH;” “APPENDIX D—PROPOSED FORMS OF OPINIONS OF BOND COUN-
SEL;” “APPENDIX E—PROPOSED FORM OF CONTINUING DISCLOSURE UNDERTAKING” and
“APPENDIX F—BOOK-ENTRY SYSTEM.”

When used herein the terms “Fiscal Year[s] YYYY,” and “Fiscal Year[s] End[ed][ing]
June 30, YYYY” shall refer to the year ended or ending on June 30 of the year indicated and beginning
on July 1 of the preceding year. Capitalized terms used but not otherwise defined herein have the same
meaning as given to them in the hereinafter defined Lease and the Indenture. See “APPENDIX B—
BASIC DOCUMENTATION-DEFINITIONS OF CERTAIN TERMS.”



The Authority

The Authority was established and operates under the State Building Ownership Authority Act (the
“Building Ownership Act”), Part 3, Chapter 1, Title 63B, Utah Code Annotated 1953, as amended (the
“Utah Code™). The Authority was created in 1979 for the purpose of acquiring, constructing, improving or
extending one or more projects on behalf of the State and certain state bodies pursuant to the Building
Ownership Act. See “STATE BUILDING OWNERSHIP AUTHORITY” below.

Authorization For And Purpose Of The 2004 Bonds; Prior Parity Bonds

The Authority may issue bonds and fund projects only as authorized by the Utah State Legislature
(the “Legislature™). The 2004 Bonds are being issued pursuant to: (i) the Building Ownership Act and
Title 63B, Chapter 13, Part 2 of the Utah Code (the “2004 Bonding Act”); (ii) the Utah Refunding Bond
Act, Chapter 27 of Title 11, Utah Code (the “Refunding Bond Act” and together with the Building Own-
ership Act and the 2004 Bonding Act, the “Act”); (iii) certain authorizing resolutions adopted by the Au-
thority on September 17, 2004 (the “Parameters Resolution”) and on October 6, 2004 (the “Final Bond
Resolution” and together with the Parameters Resolution, the “Resolutions”) which provide for the au-
thorization, issuance and delivery of the 2004 Bonds; and (iv) an Indenture of Trust, Assignment of State
Facilities Master Lease Agreement and Security Agreement dated as of September 1, 1994, as amended
and supplemented (collectively, the “Indenture™) between the Authority and Wells Fargo Bank, N.A.,
Corporate Trust Services, Salt Lake City, Utah, as Trustee (the “Trustee”).

The 2004A Bonds are being issued to finance a portion of the cost of refunding certain lease revenue
bonds, the acquisition of real estate, and the acquisition, construction and equipping of certain building
facilities (as defined herein), pay capitalized interest and paying the costs associated with the issuance of
the 2004A Bonds. The 2004B Bonds are being issued to refund a portion of the 1996B Bonds, as defined
herein, and paying the costs associated with the issuance of the 2004B Bonds. See “THE 2004 BONDS—
Estimated Sources And Uses Of Funds” “—Plan Of Refunding” and “THE FACILITIES—The
2004 Facilities” below.

The Authority has previously issued 13 series of Bonds under the Indenture (collectively, the “Prior
Parity Bonds”) to finance and refinance the cost of various projects (collectively, the “Facilities” or
“Leased Property”) under the Building Ownership Act.

As of October 26, 2004 (the anticipated closing date of the 2004 Bonds), the outstanding aggregate
principal amount of the Prior Parity Bonds will be $314,054,238 (not including the 2004 Bonds).

The 2004 Bonds will be issued on a parity basis, and will be equally and ratably secured under the In-
denture with (i) the Prior Parity Bonds, and (ii) any Additional Bonds which may be issued from time to
time under the Indenture. The 2004 Bonds, the Prior Parity Bonds, and any Additional Bonds issued un-
der the Indenture are sometimes collectively referred to herein as the “Bonds.” See “THE
2004 BONDS—Security And Sources Of Payment For The 2004 Bonds—Additional Bonds; Refunding
Bonds” and “APPENDIX B—BASIC DOCUMENTATION-THE INDENTURE-Additional Bonds.”

The Authority has leased all of the Facilities to the State, acting through its Division of Facilities
Construction and Management (“DFCM?”), a division of its Department of Administrative Services pursu-
ant to a State Facilities Master Lease Agreement, dated as of September 1, 1994, as amended and supple-
mented (collectively, the “Lease™).

Pursuant to certain mortgages, the Authority has granted to the Trustee mortgages and security inter-
ests in each of the Facilities (other than certain facilities financed for the University of Utah (the “U of U
1998B Facilities™)) as security for the Bonds. See “THE 2004 BONDS—Security And Sources Of Pay-
ment For The 2004 Bonds” below.



Security; Cross Collateralization
Security for the 2004 Bonds

The 2004 Bonds are limited obligations of the Authority, payable solely from the revenues and re-
ceipts received pursuant to the Lease and other funds or amounts held by the Trustee under the Indenture
as security for the 2004 Bonds. See “THE 2004 BONDS—Security And Sources Of Payment For The
2004 Bonds” below.

Under the Lease, the State has agreed to make payments in stated amounts which are sufficient to pay
interest on the 2004 Bonds and the principal amount thereof coming due in each year (collectively, the
“Base Rentals™), but only if and to the extent that the Utah State Legislature (the “Legislature™) annually
appropriates funds sufficient to pay the Base Rentals coming due during each succeeding Renewal Term
(as described herein) under the Lease plus such additional amounts (the “Additional Rentals”) as are nec-
essary to operate and maintain the Facilities during such period. The Lease specifically provides that
nothing therein shall be construed to require the Legislature to appropriate any money to pay any Base
Rentals or Additional Rentals (collectively, the “Rentals”) thereunder and that neither the State nor any
political subdivision thereof shall be obligated to pay such Rentals except to the extent of funds appropri-
ated for that purpose. Neither the obligation of the State to pay Rentals nor the obligation of the Authority
to pay the 2004 Bonds will constitute or give rise to a debt, a general obligation or liability of, or a charge
against the general credit or taxing power of, the State or any of its political subdivisions. The issuance of
the 2004 Bonds does not directly or contingently obligate the State to pay any Rentals beyond those ap-
propriated for the State’s then current fiscal year. The Authority has no taxing power. See in this section
“Risks Inherent In The Ownership Of The 2004 Bonds” below and “THE 2004 BONDS—Security And
Sources Of Payment For The 2004 Bonds” below.

Cross Collateralization

Pursuant to the Indenture, the Authority has mortgaged, pledged and assigned to the Trustee, among
other things, its right, title and interest in and to all of the Facilities except any exempted property and its
right to receive the Base Rentals (as defined below) as lessor under the Lease, as security for the payment
of the principal of, premium, if any, and interest on the 2004 Bonds (collectively, the “Mortgages”). The
mortgages and security interests created by the Mortgages secure all Bonds issued and outstanding under
the Indenture on a parity basis, see “THE FACILITIES—Cross—Collateralization” below, subject to the
release of any of the Facilities upon the terms and conditions described under “THE FACILITIES—
Release Of Portions Of Facilities” below.

Redemption Provisions

The 2004A Bonds are subject to optional, mandatory sinking fund and extraordinary optional re-
demption (in the event of damage to, or destruction or condemnation of the Facilities, as defined herein)
prior to maturity. The 2004B Bonds are not subject to optional redemption prior to maturity (but are sub-
ject to extraordinary optional redemption prior to maturity in the event of damage to, or destruction or
condemnation of the Facilities, as defined herein). See “THE FACILITIES” and “THE 2004 BONDS—
Redemption Provisions For The 2004 Bonds” below.

Registration, Denominations, Manner Of Payment Of The 2004 Bonds

The 2004 Bonds are issuable only as fully—registered bonds and, when issued, will be registered in
the name of Cede & Co., as nominee for The Depository Trust Company, New York, New York
(“DTC”). DTC will act as securities depository of the 2004 Bonds. Purchases of 2004 Bonds will be made
in book—entry form, in the principal amount of $5,000 or any whole multiple thereof not exceeding the
amount of each maturity, through brokers and dealers who are, or who act through, Direct Participants.
Beneficial Owners of the 2004 Bonds will not be entitled to receive physical delivery of bond certificates



so long as DTC or a successor securities depository acts as the securities depository with respect to the
2004 Bonds. “Direct Participants,” “Indirect Participants” and “Beneficial Owners” are defined under
“APPENDIX F—BOOK-ENTRY SYSTEM.”

Principal of and interest on the 2004 Bonds (interest payable May 15 and November 15 of each year,
commencing May 15, 2005) are payable by Wells Fargo Bank, N.A., Salt Lake City, Utah, as Paying
Agent (the “Paying Agent”) and the Registrar (“Bond Registrar”), to the registered owners of the
2004 Bonds. So long as Cede & Co. is the sole registered owner, as nominee of DTC, it will in turn remit
such principal and interest to its Direct Participants, for subsequent disbursements to the Beneficial Own-
ers of the 2004 Bonds, as described under “APPENDIX F—BOOK-ENTRY SYSTEM.”

So long as DTC or its nominee is the sole registered owner of the 2004 Bonds, neither the Authority,
the State, and UBS Financial Services Inc., New York, New York and Wells Fargo Brokerage Services
LLC, Salt Lake City, Utah (collectively, the “Underwriters”) nor the Trustee will have any responsibility
or obligation to any Direct or Indirect Participants of DTC, or the Persons for whom they act as nominees,
with respect to the payments to or the providing of notice for the Direct Participants, Indirect Participants
or the Beneficial Owners of the 2004 Bonds. Under these same circumstances, references herein and in
the Indenture to the “Bondowners’ or “Registered Owners™ of the 2004 Bonds shall mean Cede & Co.
and shall not mean the Beneficial Owners of the 2004 Bonds.

Transfer Or Exchange Of The 2004 Bonds

No transfer or exchange of any 2004 Bonds shall be required to be made (i) during a period beginning
on the Regular Record Date immediately preceding any interest payment date and ending on such interest
payment date, (ii) during a period beginning at the opening of business 15 days before the date of the
mailing of a notice of redemption of the 2004 Bonds selected for extraordinary optional redemption and
ending at the close of business on the day of such mailing, and (iii) for any 2004 Bond selected for ex-
traordinary optional redemption in whole or in part, except the unredeemed portion of the such
2004 Bond being redeemed in part. Regular Record Date shall mean the first day of the month in which
such Bond Interest Payment Date occurs.

Tax-Exempt Status For The 2004 Bonds

Subject to compliance with certain covenants by the Authority and the State, with respect to the
2004A Bonds, and by the Authority, the State, the University of Utah (the “University”), and the Hunts-
man Cancer Foundation (the “Foundation”), with respect to the 2004B Bonds, in the opinion of Chapman
and Cutler LLP, Bond Counsel (“Bond Counsel™), under present law, interest on the 2004 Bonds is not
includible in gross income of the owners thereof for federal income tax purposes and is not included as an
item of tax preference in computing the federal alternative minimum tax for individuals and corporations,
but such interest is taken into account in computing an adjustment used in determining the federal alterna-
tive minimum tax for certain corporations. In the opinion of Bond Counsel, under the existing laws of the
State, as presently enacted and construed, interest on the 2004 Bonds is exempt from taxes imposed by
the Utah Individual Income Tax Act. See “LEGAL MATTERS—Tax Exemption,” and “~Original Issue
Discount” herein for a more complete discussion.

Professional Services

As of the date of this OFFICIAL STATEMENT, the following have served the State in the capacity
indicated in connection with the issuance of the 2004 Bonds:



Independent Auditors Bond Counsel

Utah State Auditor Chapman and Cutler LLP
Utah State Capitol Complex 50 S Main St Ste 900
East Office Bldg Ste E310 Salt Lake City UT 84144
(PO Box 142310) 801.536.1401—Fax 801.533.9595
Salt Lake City UT 84114-2310 scott@chapman.com

801.538.1025—Fax 801.538.1383
austonjohnson@utah.gov

Trustee, Escrow Agent, Bond Registrar and Paying Agent Escrow Verification Agent
Wells Fargo Bank, N.A. Grant Thornton LLP
Corporate Trust Services Accountants and Management Consultants
299 S Main St 12" FI 500 Pillsbury Center
Salt Lake City UT 84111 Minneapolis MN 55402
801.246.5930—Fax 801.246.5996 612.332.0001—Fax 612.332.8361
laurel.r.bailey@wellsfargo.com stephanie.seroogy@qgt.com

Financial Advisor

Zions Bank Public Finance
215 S State St, Ste 700
Salt Lake City UT 84111-2336
801.524.2100—Fax 801.524.2109
epehrson@zionsbank.com

Conditions Of Delivery, Anticipated Date, Manner, And Place Of Delivery For The 2004 Bonds

The 2004 Bonds are offered, subject to prior sale, when, as and if issued and received by the Under-
writers, subject to the approval of legality by Chapman and Cutler LLP, Bond Counsel, and certain other
conditions. Certain legal matters will be passed on for the State by its Attorney General. Certain legal
matters will be passed on for the Underwriters by Snell & Wilmer LLP, Salt Lake City, Utah. It is ex-
pected that the 2004 Bonds, in book—entry form, will be available for delivery in Salt Lake City, Utah, for
deposit with DTC or its Agent on Tuesday, October 26, 2004.

Risks Inherent In The Ownership Of The 2004 Bonds

The purchase of the 2004 Bonds involves certain investment risks which are discussed throughout
this OFFICIAL STATEMENT. Accordingly, each prospective purchaser of the 2004 Bonds should make
an independent evaluation of all of the information presented in this OFFICIAL STATEMENT in order to
make an informed investment decision. Certain of these risks are described below.

Limited Obligations

The 2004 Bonds are payable from amounts due under the Lease on a parity basis with all other Bonds
that may be outstanding under the Indenture. The State’s obligation under the Lease does not constitute a
general obligation or other indebtedness of the State, the Authority or any agency or political subdivision
of the State within the meaning of any constitutional or statutory debt limitation. The Authority has no
taxing power.

The initial term of the Lease expired on June 30, 1995 (the “Initial Term™). The State has the option
to extend the term of the Lease for consecutive one-year renewal terms, which it has done since 1995
through June 30, 2005. This annual renewal option will continue through June 30, 2026 with a final re-
newal term commencing July 1, 2026, and ending May 16, 2027 (each renewal term, and all of the exist-
ing renewals are referred to herein as the “Renewal Terms”).



There is no assurance that the State will, in its sole discretion, exercise its option to extend the term of
the Lease for any future Renewal Term. Accordingly, the likelihood that the State will extend the term of
the Lease for any Renewal Term and that there will be sufficient funds to pay the principal of, premium,
if any, and interest on the 2004 Bonds as the same become due depends upon a number of factors, includ-
ing, but not limited to:

(a) the economic and demographic conditions within the State,
(b) the ability of the State to generate sufficient tax or other revenues in any year,

(c) the willingness of the Legislature in any future year to appropriate moneys to pay the Rentals,
which decision of the Legislature could be affected by many factors, including the continuing need of
the State for the Facilities, and

(d) the value of the Facilities if relet or sold in a foreclosure or other liquidation proceeding insti-
tuted by the Trustee in the event of the termination or expiration of the Lease if the Legislature does
not appropriate sufficient funds to extend the term of the Lease as provided therein.

General Economic Conditions

The State relies on tax revenues and fees as the primary source of funds to operate state government
and to pay its obligations. Regional and national economic conditions, such as weather—related economic
effects, business cycles, unemployment, and consumer confidence, are outside of the control of the Au-
thority or the State, and can have material adverse effects on the State’s revenues, and its ability to pay
Base Rentals on the 2004 Facilities. See “FINANCIAL INFORMATION REGARDING THE STATE
OF UTAH—Current Economic Overview” “—Recent Developments” “—~Future Considerations” and
“—Management’s Discussion And Analysis Of Financial Statements” below.

No Reserve Fund for the 2004 Bonds or any other Bonds

No debt service reserve fund has been established to secure any of the Bonds issued under the Inden-
ture, including the 2004 Bonds.

Expiration or Termination of the Lease

In the event that the Legislature does not extend the term of the Lease in any year by failing to appro-
priate sufficient funds to pay Rentals due thereunder for the succeeding fiscal year, the State’s obligation
to pay Rentals under the Lease will terminate on the June 30 occurring at the end of the then—current Re-
newal Term. Upon (a) the expiration of any Renewal Term of the Lease during which an Event of Non-
appropriation occurs or (b) an Event of Default under the Lease and an election by the Trustee to termi-
nate the possessory interest of the State under the Lease, the State’s right of possession of the Facilities
under the Lease will expire or be terminated, as appropriate.

A Bondowner should not anticipate that it will be possible to foreclose on the Leased Property and
liquidate, relet or sell the Leased Property (subject to the Site Leases) after the occurrence of an Event of
Nonappropriation or an Event of Default for an amount equal to the aggregate principal amount of the
Bonds then Outstanding plus accrued interest thereon.

Certain of the Facilities financed under the Indenture will be, or are now under construction. If the
possessory interest of the State under the Lease were to be terminated by reason of an Event of Nonap-
propriation or an Event of Default under the Indenture or otherwise pursuant to the Building Ownership
Act and the Lease prior to the acquisition and construction of these Facilities, the payment of principal of,
premium, if any, and interest on the 2004 Bonds would depend, in part, on the ability of the Trustee to
complete any unfinished construction, foreclose on the Facilities, and liquidate, relet or sell one or more



partially constructed Facilities. See “APPENDIX B—BASIC DOCUMENTATION-THE INDENTURE-
Events Of Default And Remedies.”

Possible Difficulties in Selling or Re-letting the Facilities

In the event that the State’s right of possession of the Facilities under the Lease expires or is termi-
nated for any of the reasons described in the Indenture, the obligation of the State to pay Rentals under the
Lease will continue through the then—current Renewal Term, but not thereafter, and the 2004 Bonds will
be payable from, among other sources, such moneys as may be available by way of recovery from the
State of the Rentals which are due through the then—current Renewal Term. As set forth in the Building
Ownership Act and the Lease, if the State fails to pay any Rentals due to the Authority under the terms of
the Lease, the State shall immediately quit and vacate the Facilities, and the rental or lease obligation un-
der the Lease shall then cease. Should the Lease expire at the end of a Renewal Term without any exten-
sion for the next succeeding Renewal Term, or if an event occurs pursuant to which the Trustee termi-
nates the State’s right of possession of the Facilities under the Lease, the Trustee may recover, complete
construction, and relet or sell the affected Facilities as provided in the Indenture.

No assurance can be given that the Trustee could relet or sell the Facilities for the amount necessary
to pay the principal of and the interest due on the 2004 Bonds. The Facilities constitute facilities to be
used in connection with the operation of certain divisions of State government and institutions of higher
education and may not be readily usable by other types of tenants. See “THE FACILITIES” below. The
net proceeds of any reletting or sale of the Facilities, together with certain other moneys then held by the
Trustee under the Indenture, if any, are required to be used to pay the 2004 Bonds to the extent of such
moneys. No assurance can be given as to the amount of funds available from any such source for the
payment of the aggregate principal amount of the 2004 Bonds then outstanding plus accrued interest
thereon. Furthermore, no assurance can be given that any amount realized upon any liquidation of the Fa-
cilities will be available to provide for the payment of the 2004 Bonds on a timely basis.

Delays in Exercising Remedies; Limitations on Enforceability

The enforceability of the Lease and the Indenture is subject to applicable bankruptcy laws, equitable
principles affecting the enforcement of creditors’ rights generally and liens securing such rights, the po-
lice powers of the State, the exercise of judicial authority by state or federal courts and the exercise by the
United States of America of the powers delegated to it by the federal constitution. Because of the unique
uses to which the Facilities may be suited and the delays inherent in obtaining foreclosure upon real prop-
erty and judicial remedies, no assurance can be given that these remedies could be accomplished rapidly.
Any delays in or failure of the ability of the Trustee to obtain possession of or to foreclose the lien on the
Facilities, of necessity, will result in delays in any payment of principal of or interest on the 2004 Bonds.

Possible Shortfall in Costs of Acquisition and Construction of the Facilities

The design, acquisition, construction and equipping of the Facilities being refinanced with a portion
of the proceeds of the 2004 Bonds has been completed. The design, acquisition, construction and equip-
ping of certain of the Facilities being financed with the Prior Parity Bonds and with the 2004 Bonds has
been commenced and is expected to be completed at various times within the next several years. See
“THE FACILITIES—The Facilities As Security For The Bonds,” “—The 2004 Facilities” and “—The
Facilities Financed With Prior Parity Bonds”.

In the interim, the Authority has capitalized interest on the Prior Parity Bonds, and will capitalize in-
terest on the 2004 Bonds, to the expected completion date of the Facilities financed with the proceeds of
such bonds. Regardless of the sufficiency of the capitalized interest, however, once the capitalized interest
has been fully applied, the State is required to commence lease payments pursuant to the Lease to the ex-
tent, in the amounts and at the times necessary to pay debt service on the Bonds.



The Authority and the State believe, but there can be no assurance, that the proceeds of sale of the
2004 Bonds and the Prior Parity Bonds, together with certain investment earnings thereon and other
sources of construction funds described in “THE FACILITIES—The Facilities Financed With Prior Par-
ity Bonds” below, will be sufficient to complete the acquisition, construction and equipping of the Facili-
ties which are yet to be completed. In the event such proceeds are insufficient, the Authority is authorized,
pursuant to the Lease, to complete the acquisition, construction and equipping of those certain Facilities
from legally available funds, but only in connection with the issuance of Additional Bonds (as defined
hereinbelow) issued pursuant to the Indenture or from moneys otherwise legally available for that pur-
pose. The Indenture provides that Additional Bonds may be issued for the purpose of completing the Fa-
cilities or making additions or improvements to the Facilities or acquiring or constructing Additional Fa-
cilities (as that term is defined in the Lease), subject to satisfaction of certain conditions provided in the
Indenture. There can be no assurance that such Additional Bonds will be permitted under applicable law
or that the Legislature will agree to the issuance of Additional Bonds at that time. If issued, Additional
Bonds will be secured under the Indenture on a parity with the Bonds previously issued, including the
2004 Bonds and the Prior Parity Bonds. See “THE 2004 BONDS—Security And Sources Of Payment
For The 2004 Bonds—Additional Bonds; Refunding Bonds” below and “APPENDIX B—BASIC
DOCUMENTATION-THE INDENTURE-The 2004 Bonds—Additional Bonds.”

Destruction of the Facilities

The Lease requires the Facilities to be insured by policies of insurance (including casualty and prop-
erty damage insurance) as described in “APPENDIX B—BASIC DOCUMENTATION-THE LEASE-
Insurance Provisions.” In the event of damage to or destruction of all or any part of the Facilities, the
State is nevertheless required to continue to make payments under the Lease during the period for which
the Legislature has appropriated moneys to do so. In such event, the State will decide whether the pro-
ceeds from available insurance (and any other legally available source) are sufficient to repair and rebuild
such Facilities or whether to apply the available proceeds to redemption or payment of the applicable Se-
ries of Bonds. If the net proceeds from insurance or certain other sources are insufficient to repair or re-
place such Facilities, the State may terminate its obligations under the Lease with respect to such Facili-
ties and cause such proceeds to be distributed for the redemption of the applicable Series of Bonds in
whole or in part as provided in the Indenture. See “THE 2004 BONDS—Redemption Provisions For The
2004 Bonds—Extraordinary Optional Redemption in the Event of Damage, Destruction or Condemna-
tion” below. There can be no assurance as to the adequacy of a timely payment under property damage
insurance in effect at that time. Furthermore, there can be no assurance that such insurance proceeds will
be sufficient to redeem the applicable Series of Bonds in whole or that the Trustee will be able to realize
any additional funds from such Facilities at that time. See “APPENDIX B—BASIC DOCUMENTA-
TION-THE LEASE-Damage Or Destruction; Condemnation.”

Depreciation and Lack of Residual Value

Certain components of the Facilities may depreciate in value during the time that the 2004 Bonds are
outstanding. In addition, various components of the Facilities may be difficult or impossible to remove
from their points of service or use. Consequently, following an Event of Nonappropriation, an Event of
Default under the Lease or the termination of the Lease for any reason, it is possible that any revenues
realized by the Trustee from a reletting or sale, as appropriate, of the Authority’s interest in the Facilities
may be insufficient to pay all outstanding Bonds in full.

Tax—Exempt Status; Continuing Compliance with Certain Covenants

Failure by the Authority or the State and other applicable departments and divisions of the State with
respect to any of the 2004A Bonds and by the Authority, the State, the University or the Foundation and
any other applicable departments and divisions of the State with respect to any of the 2004B Bonds to
comply with certain covenants relating to the Indenture, the Lease and the 2004A Bonds or 2004B Bonds,
as applicable, on a continuous basis, so long as any of the 2004A Bonds or 2004B Bonds, as applicable,



are outstanding under the Indenture and thereafter as required by such document provisions and applica-
ble law, could result in interest on the 2004A Bonds or 2004B Bonds, as applicable, becoming includible
in federal gross income of the owners thereof, retroactive to the date of their original issuance. See “LE-
GAL MATTERS—Tax Exemption” below. The Indenture and the 2004 Bonds do not provide for pay-
ment of any additional interest or penalty in the event that interest on the 2004A Bonds or 2004B Bonds,
as applicable, becomes includible in federal gross income.

Other Factors Regarding the Facilities

The ownership or operation of the Facilities creates a potential for environmental liability on the part
of both the owner or operator of the Facilities as well as any party secured by mortgages, deeds of trust or
other encumbrances, such as the Mortgages. If hazardous substances are discovered at the Facilities’ sites
or discovered to be emanating from the Facilities’ sites, the State and the Authority may be held strictly
liable for all costs and liabilities relating to the disposing of or dealing with such hazardous substances.
This liability could be for an amount far in excess of the value of the Facilities. The existence of such
hazardous substances could hinder the Trustee in exercising certain of its remedies or rights under the
Lease and the Indenture upon the occurrence of an Event of Default thereunder.

The Authority has agreed and represented in the Lease that it has carried on, and will carry on, the
business and operations at the Facilities in a manner that complies in all respects, and will remain in com-
pliance, with all applicable federal, state, regional, county or local laws, statutes, rules, regulations or or-
dinances concerning public health, safety or the environment.

Changes in State Government

The State has agreed in the Lease to (a) request in its budget request all moneys that are necessary to
fulfill the State’s obligations under the Lease for each successive Renewal Term and (b) seek an appro-
priation of such funds in a timely fashion so as to allow the State to pay its obligations under the Lease
when due. The decision to renew or not to renew the term of the Lease is to be made solely by the Legis-
lature at the time it considers for adoption the final budget relating to each Renewal Term and not by any
official of the State, acting in his or her individual capacity.

The obligation of the State to make payments under the Lease is subject to annual appropriation by
the Legislature, which consists of the Utah Senate (the “Senate”) and the Utah House of Representatives
(the “House™), based upon a budget initially presented to the Legislature by the Governor of the State (the
“Governor), and which appropriation bill is signed by the Governor. The members of the Legislature and
the Governor are elected officials. Members of the Senate and the Governor serve four—year terms while
members of the House serve two-year terms. As of the date of this OFFICIAL STATEMENT, the Gov-
ernor and her administration support the construction and continued operation of the Facilities. However,
the individuals elected to serve as Governor and as members of the Legislature will change during the
period when the 2004 Bonds are outstanding. There can be no assurance that a future Legislature or a fu-
ture Governor will not take a policy position against the continued appropriation of payments under the
Lease for the Facilities.

Continuing Disclosure

The State will enter into a Continuing Disclosure Undertaking (the “Undertaking”) for the benefit of
the Owners of the 2004 Bonds to send certain information annually and to provide notice of certain events
to certain information repositories pursuant to the requirements of paragraph (b)(5) of Rule 15¢2-12 (the
“Rule”) promulgated by the Securities and Exchange Commission pursuant to the Securities Exchange
Act of 1934. The information to be provided on an annual basis, the events which will be noticed on an
occurrence basis and other terms of the Undertaking, including termination, amendment and remedies, are
set forth in the proposed form of Undertaking in “APPENDIX E—PROPOSED FORM OF CONTINU-
ING DISCLOSURE UNDERTAKING.”



The State is in compliance with each and every undertaking previously entered into by it pursuant to
the Rule. A failure by the State to comply with the Undertaking will not constitute a default under the In-
denture and Owners of the 2004 Bonds are limited to the remedies provided in the Undertaking. See “AP-
PENDIX E—PROPOSED FORM OF CONTINUING DISCLOSURE UNDERTAKING.” A failure by
the State to comply with the Undertaking must be reported in accordance with the Rule and must be con-
sidered by any broker, dealer or municipal securities dealer before recommending the purchase or sale of
the 2004 Bonds in the secondary market. Consequently, such a failure may adversely affect the transfer-
ability and liquidity of the 2004 Bonds and their market price.

Basic Documentation

This OFFICIAL STATEMENT speaks only as of its date, and the information contained herein is
subject to change. Brief descriptions of the Authority, the State, the 2004 Bonds, the Indenture and the
Lease are included in this OFFICIAL STATEMENT. Such descriptions do not purport to be comprehen-
sive or definitive. All references herein to the Indenture and the Lease are qualified in their entirety by
reference to such documents, and references herein to the 2004 Bonds are qualified in their entirety by
reference to the forms thereof included in the Indenture, the Lease and the information with respect
thereto included in the aforementioned documents, copies of which are available for inspection at the
principal office of the Trustee on or after the delivery of the 2004 Bonds. Descriptions of the Indenture,
the Lease and the 2004 Bonds are qualified by reference to bankruptcy laws affecting the remedies for the
enforcement of the rights and security provided therein and the effect of the exercise of the police power
by any entity having jurisdiction. See “APPENDIX B—BASIC DOCUMENTATION.” The “basic docu-
mentation” which includes the Resolutions, the closing documents for the 2004 Bonds, the Indenture, the
Lease and other documentation, authorizing the issuance of the 2004 Bonds and establishing the rights
and responsibilities of the Authority, the State and other parties to the transaction, may be obtained from
the “contact persons” as indicated below.

Contact Persons

As of the date of this OFFICIAL STATEMENT, the chief contact person for the Authority and
DFCM concerning the 2004 Bonds is:

Alyn C. Lunceford, Real Property and Debt Manager
alunceford@utah.gov

DFCM
4110 State Office Building
Salt Lake City UT 84114
801.538.3799—Fax 801.538.3267

As of the date of this OFFICIAL STATEMENT, the chief contact person for the State concerning the
2004 Bonds is:

Edward T. Alter, Utah State Treasurer, and
Board Member and Secretary of the Authority
ealter@utah.gov

Utah State Treasurer
Utah State Capitol Complex
East Office Bldg Ste E315
(PO Box 142315)
Salt Lake City UT 84114-2315
801.538.1042—Fax 801.538.1465
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As of the date of this OFFICIAL STATEMENT, additional requests for information may be directed
to Zions Bank Public Finance, Salt Lake City, Utah (the “Financial Advisor”):

Carl F. Empey, Vice President and Sales Manager, cempey@zionshank.com
Jon Bronson, Vice President, jbronson@zionsbank.com
D. Kent Michie, Vice President, kmichie@zionsbank.com
Eric John Pehrson, Vice President, epehrson@zionsbank.com

Zions Bank Public Finance
215 S State St Ste 700
Salt Lake City UT 84111-2336
801.524.2100—Fax 801.524.2109

THE 2004 BONDS
General

The 2004 Bonds will be dated the date of delivery! thereof (the “Dated Date”) and will mature on
May 15 in the years and in the amounts as set forth on the inside cover page of this OFFICIAL STATE-
MENT.

The 2004 Bonds shall bear interest from the Dated Date at the rates set forth on the inside cover page
of this OFFICIAL STATEMENT. Interest on the 2004 Bonds is payable semiannually on each May 15
and November 15, commencing May 15, 2005. Interest on the 2004 Bonds shall be computed on the basis
of a 360—day year of twelve 30—day months. Wells Fargo Bank, N.A., Salt Lake City, Utah, is the initial
Bond Registrar, Paying Agent and Trustee with respect to the 2004 Bonds.

The 2004 Bonds will be issued as fully—registered bonds, initially in book—entry form, in the denomi-
nation of $5,000 or any whole multiple thereof, not exceeding the amount of each maturity.

The 2004 Bonds are being issued within the statutory debt limits imposed on the Authority. See
“STATE BUILDING OWNERSHIP AUTHORITY—Legal Borrowing Debt Capacity” below.

(The remainder of this page has been intentionally left blank.)

1 The anticipated date of delivery is Tuesday, October 26, 2004.
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Estimated Sources And Uses Of Funds

The proceeds from the sale of the 2004 Bonds are estimated to be applied as set forth below:

2004A Bonds
Sources of Funds:
Par amount of the 2004A BONGS.........cceciiiiiiiiiie ettt v $45,805,000.00
Original ISSUE PIEMIUIM .....cveiviiieitieeceeie et e e ste e te e e e e st et e s be st e s resaeerae e ebeseesnesre e ~3,154,417.95
LI ]| ISP $48,959,417.95
Uses of Funds:
Deposit to CONStIUCLION FUNC.........ccoiiieieieiese e $25,672,000.00
Deposit t0 ESCrOW FUNM ......c.ooiiieiecic sttt 20,444,536.95
Deposit to Capitalized INtereSt FUNG .........cccovviiiiiiiinieeee e e 2,217,318.81
COSES OF ISSUANCE (L) .vveeeeieeeeie ettt ettt b e bbbt e e e b e 358,341.68
UNAErWIItErS” diSCOUNL .......oviiiiei ittt ettt ettt e e s be e sre e srbeeeaee e e 205,254.01
Original ISSUE ISCOUNT ........vitiitiitieieeeeie ettt bbb e sbe e 61,966.50
LI ]| IO $48,959,417.95
2004B Bonds
Sources of Funds:
Par amount of the 2004B BONGS.........c.cccoiiiiieiiirie ettt e saee e $8,920,000.00
Original ISSUE PIEMILUIM ........iiviiiiitieieeeeite ettt st bbbt e e e b b e 166,733.15
LI ] | IR $9,086,733.15
Uses of Funds:
Deposit t0 ESCOW FUNG ........ociiiiiciiiieececee ettt st $8,984,363.31
COStS OF ISSUANCE (L) ..vrveeveereeieiesiesie s e ste e st e ettt sttt et st e b e sreereene e e e e e see e e 51,672.09
UNAerWriters” diSCOUNT .......civiirieite ettt sttt et ebe e be e be e e sreesbeesbeennas 34,760.65
Original 1SSUE ISCOUNT ......c.veviieieieieeieie ettt sttt see e sre e e 15,937.10
1] | $9,086,733.15

(1) Costs of issuance include legal fees, Financial Advisor fees, trustee fees, escrow fees, escrow verification fees,
rating fees, printing, rounding amounts and other miscellaneous expenses.

Security And Sources Of Payment For The 2004 Bonds
The Lease and the Indenture

The 2004 Bonds are payable from amounts due under the Lease, as may be appropriated by the Legis-
lature, and certain other moneys as provided in the Indenture. The Initial Term of the Lease commenced
as of September 1, 1994, and expired on June 30, 1995. The State has exercised its option to extend the
term of the Lease, which term will expire June 30, 2005, subject to the further exercise by the State, in its
sole discretion, of its option to extend the term of the Lease for consecutive additional one—year Renewal
Terms commencing July 1 of each of the years 2005 through 2025, and a final Renewal Term commenc-
ing July 1, 2026, and ending May 16, 2027, unless terminated earlier. For circumstances under which the
Lease may be terminated, see “APPENDIX B—BASIC DOCUMENTATION-THE LEASE-Term Of
The Lease.”

The Authority, as lessor under the Lease and pursuant to the Indenture, will assign to the Trustee its

rights to receive Base Rentals under the Lease for the benefit of the Owners of the 2004 Bonds. In addi-
tion, the Authority has granted or will grant a mortgage and security interest in all of its right, title and
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interest in and to the Facilities. See “APPENDIX B—BASIC DOCUMENTATION-THE INDEN-
TURE.”

Pursuant to the provisions of the Lease, the State may, in its sole discretion, purchase all or a portion
of the Facilities (other than the U of U 1998B Facilities) by payment of the applicable Option Price as
defined in the Lease. Neither DFCM, the State, nor the Legislature may be compelled to exercise the pur-
chase option provided in the Lease. See “APPENDIX B—BASIC DOCUMENTATION-THE LEASE-
Lessee’s Options To Purchase The Leased Property.”

The continuation of the term of the Lease and the obligation of the State to pay Base Rentals after
June 30, 2005, are subject to the appropriation by the Legislature of sufficient funds to extend the term of
the Lease for each succeeding Renewal Term. Neither the Lease nor the 2004 Bonds constitute a general
obligation or indebtedness of the State or any political subdivision thereof, or the Authority, within the
meaning of any constitutional or statutory debt limitation. Neither the State nor any agency, department or
division of the State has pledged its credit to the payment of the Lease or the 2004 Bonds, and neither the
State nor the Authority is directly or contingently obligated to apply money from, or to levy or pledge,
any form of taxation to the payment of the Lease or the 2004 Bonds. The Authority does not have any
taxing power. See “INTRODUCTION—RIisks Inherent In The Ownership Of The 2004 Bonds” above.

So long as the Lease does not expire on June 30, 2005, by its terms, and thereafter in the event the
Legislature appropriates sufficient funds to extend the term of the Lease for each successive Renewal
Term, the State is required by the provisions of the Lease to pay semiannually to the Trustee specified
Base Rentals for the Facilities which are sufficient, in both time and amount, to pay, when due, the prin-
cipal of and interest on the 2004 Bonds.

The State has covenanted in the Lease to cause to be included in its annual tentative budget submitted
to the Governor a request for appropriation, in accordance with applicable law, of an amount necessary
(after taking into account any moneys then legally available for such purpose) to pay the Base Rentals and
any reasonably anticipated Additional Rentals under the Lease for the Facilities during the next succeed-
ing Renewal Term. See “APPENDIX B—BASIC DOCUMENTATION-THE LEASE-Rentals Payable—
Covenant to Request Appropriations.”

The Governor’s Office of Planning and Budget reports that the budget adopted by the Legislature at
its 2004 Legislative General Session included an appropriation of funds sufficient to pay Base Rentals
and Additional Rentals due under the Lease during Fiscal Year 2004 (which commenced on July 1, 2004
and will end on June 30, 2005), thereby extending the term of the Lease for the current (10™) Renewal
Term.

If the amounts otherwise legally available to be paid by the State to the Authority under the Lease are
insufficient to pay the principal of and interest on the 2004 Bonds as and when due, as provided in the
Building Ownership Act, the Governor may request the Legislature to appropriate additional funds for the
payment of amounts due thereunder. The State covenants to request that the Governor include in the
budget submitted to the Legislature a request or requests for appropriation as and when necessary to as-
sure full and timely payments on the 2004 Bonds; provided, however, that nothing in the Lease shall be
construed as requiring the Governor to make such a request or the Legislature to appropriate such
amounts.

In the event that the Legislature does not budget and appropriate sufficient funds prior to June 1 next
preceding the beginning of any Renewal Term for the payment of (i) the Base Rentals becoming due dur-
ing such Renewal Term, and (ii) reasonably estimated Additional Rentals payable during such Renewal
Term with respect to the Lease, then an Event of Nonappropriation shall be deemed to have occurred pur-
suant to the Lease, and the State shall not be obligated to make payment of the Base Rentals or Additional
Rentals provided for in the Lease beyond the last day of the Renewal Term during which such Event of
Nonappropriation occurs, except for the State’s obligation to pay Rentals that are payable prior to the
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termination of the Lease; provided, however, that the State shall continue to be liable for the amounts
payable pursuant to the Lease during such time when the State continues to use, occupy and operate the
property leased pursuant to the Lease. Once the State has elected to continue a Lease for a new Renewal
Term by the Legislature budgeting and appropriating sufficient moneys to pay Base Rentals and Addi-
tional Rentals as provided in the Lease, the State shall, as of the first day of such Renewal Term, be obli-
gated to pay such Base Rentals and Additional Rentals during such Renewal Term. Pursuant to the provi-
sions of the Building Ownership Act, if the State fails to pay any Rentals due to the Authority under the
terms of the Lease, the State shall immediately quit and vacate the Facilities. The Trustee shall, upon the
occurrence of an Event of Nonappropriation, have all rights and remedies to take possession of the Facili-
ties as trustee for the benefit of the Owners of the 2004 Bonds as provided in the Lease and the Indenture
and shall be further entitled to all moneys then on hand and being held in all funds created under the In-
denture (except the Rebate Fund), less any moneys then due and owing to the Trustee for services per-
formed as trustee thereunder. However, due to the nature of the Facilities, it is unlikely that revenues from
such remedies and sources would be sufficient to pay in full all then outstanding Bonds if payment were
then due by acceleration or otherwise. Should such a shortfall occur, the then outstanding Bonds would be
paid on a pro rata basis as provided in the Indenture. See “INTRODUCTION—RIsks Inherent In The
Ownership Of The 2004 Bonds” above.

Insurance on the Facilities

The Facilities are required to be insured by the State to the extent described in “APPENDIX B—
BASIC DOCUMENTATION-THE LEASE-Insurance Provisions.” All Net Proceeds of performance
bonds, proceeds (including any moneys derived from any self-insurance program) from policies of insur-
ance (except the policy of public liability and property damage insurance) required by the Lease or con-
demnation awards which are received by the Trustee will be deposited into a separate trust fund under the
Indenture. Such Net Proceeds will be used either (a) to repair, restore, modify or improve the applicable
Facilities or (b) to redeem or defease the related Bonds, as more fully described in “APPENDIX B—
BASIC DOCUMENTATION-THE LEASE-Damage Or Destruction; Condemnation.” See “INTRO-
DUCTION—RIsks Inherent In The Ownership Of The 2004 Bonds™” above and “FINANCIAL INFOR-
MATION REGARDING THE STATE OF UTAH—RIisk Management And Insurance” below.

No Reserve Fund for the 2004 Bonds

The Authority has not created a debt service reserve fund for the 2004 Bonds issued under the Inden-
ture.

Additional Bonds; Refunding Bonds

Additional Bonds may be issued pursuant to the Indenture on a parity with the 2004 Bonds and the
Prior Parity Bonds upon the terms and conditions of the Indenture for the purpose of providing funds to
pay one or more of the following: (i) the costs of completing the acquisition and construction of any of
the Facilities financed under the Indenture; (ii) the costs of making such additions, improvements, exten-
sions, alterations, relocations, enlargements, expansions, modifications or changes (hereinafter in this
paragraph collectively called the “improvements”) in, on or to the Facilities as the State may deem neces-
sary or desirable and as will not impair the excludability from gross income for federal income tax pur-
poses of interest on the 2004 Bonds or reduce the fair rental value of the Facilities, including any repair-
ing, restoring, modifying, improving or replacing pursuant to the Lease to the extent that such costs ex-
ceed the insurance or condemnation proceeds out of which such costs are to be paid pursuant to the Lease;
(iii) the costs of Acquiring or Constructing any Additional Facilities for the use and benefit of the State
and any State Bodies, but only to the extent that (A) the inclusion of such Additional Facilities as part of
the Leased Property will not, in the opinion of Bond Counsel, adversely affect the excludability from
gross income for federal income tax purposes of interest on the Bonds then outstanding and (B) the Lease
is amended to include such Additional Facilities thereunder; (iv) the refunding of a Series of Bonds;
(v) the costs of the issuance and sale of the Additional Bonds; (vi) interest during the estimated period of
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Acquisition and Construction of such Additional Facilities and for a period of up to 12 months thereafter;
and (vii) any combination of such purposes. Any such Additional Facilities shall become a part of the
Leased Property and shall be included under the Lease to the same extent as if originally included there-
under. All Additional Bonds will be secured by the lien of the Indenture pursuant to which such bonds are
issued and will rank pari passu with Prior Parity Bonds issued, the 2004 Bonds and all further Additional
Bonds that may be issued under the Indenture, will be in such form, will bear such date or dates, bear
such interest rate or rates, will have such maturity date or dates, redemption dates and redemption premi-
ums, and will be issued at such prices as provided in the Supplemental Indenture authorizing the same and
in accordance with the provisions of the Indenture.

Plan Of Refunding
The Authority has previously issued its:

(i) $16,875,000 Lease Revenue Bonds (State Facilities Master Lease Program), Series 19968,
dated as of November 1, 1996, currently outstanding in the aggregate principal amount of
$11,555,000 (the “1996B Bonds”) the original proceeds of which were used for a portion of the
cost of acquisition, construction and equipping the Huntsman Cancer Institute, a cancer research
center adjacent to the University of Utah’s Health Sciences Center (the “1996B Facilities”);

(if)  $4,150,000 Lease Revenue Bonds (State Facilities Master Lease Program), Series 1997A, dated
as of December 1, 1997, currently outstanding in the aggregate principal amount of $3,350,000
(the “1997A Bonds™) the original proceeds of which were used for a portion of the cost of ac-
quisition, construction and equipping of five retail buildings for the Department of Alcoholic
Beverage Control (the “1997A Facilities”);

(iii) $25,710,000 Lease Revenue Bonds (State Facilities Master Lease Program), Series 1998A,
dated as of July 1, 1998, currently outstanding in the aggregate principal amount of $14,080,000
(the *1998A Bonds™) the original proceeds of which were used for a portion of the cost of the
acquisition, construction and equipping an corrections facility for the Department of Human
Services, a warehouse building for the Division of Fleet Operations, acquisition of property
rights for the Utah Department of Transportation, and a retail building for the Department of
Alcoholic Beverage Control (the “1998A Facilities™); and

(iv) $9,455,000 Lease Revenue Bonds (State Facilities Master Lease Program), Series 1999A, dated
as of August 1, 1999, currently outstanding in the aggregate principal amount of $8,525,000 (the
“1999A Bonds™) the original proceeds of which were used for a portion of the cost of acquisi-
tion, construction and equipping an administration building and correctional building for the
Department of Corrections and two retail buildings for the Department of Alcoholic Beverage
Control (the “1999A Facilities™).

2004A Bonds

A portion of the proceeds of the 2004A Bonds in the aggregate amount of $20,444,536.95 shall be
deposited with Wells Fargo Bank, N.A., Salt Lake City, Utah, as Escrow Agent (the “Escrow Agent”),
pursuant to an Escrow Agreement dated as of the delivery date of the 2004 Bonds (the “Escrow Agree-
ment”) to establish an irrevocable trust escrow fund (the “Escrow Fund”), consisting of cash and noncall-
able direct full faith and credit obligations of the United States of America. Funds in the Escrow Fund
shall be used to refund in advance of their stated maturity portions of the 1997A Bonds, the
1998A Bonds, and the 1999A Bonds as follows:
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(i) Amounts in the Escrow Fund shall be used to redeem on May 15, 2008 all of the callable portions of
the 1997A Bonds maturing on and after May 15, 2009 (the “1997A Refunded Bonds”), at a redemp-
tion price of 100% of the principal amount thereof plus accrued interest thereon to the redemption
date. The 1997A Refunded Bonds mature on the dates and in the amounts, and bear interest at the
rates, as follows:

Scheduled Redemption

Maturity Date CUSIP Principal Interest ~ Redemption

(May 15) (May 15) 917547 Amount Rate Price
2009, 2008 JAO $ 205,000 480 % 100%
2010 2008 B8 215,000 4.80 100
2011 e 2008 JC6 230,000 4.90 100
2012 2008 JD4 240,000 5.00 100
2013 2008 JE2 250,000 5.00 100
2014 .. 2008 JF9 265,000 5.10 100
2018, 2008 JK 8 1,210,000 5.125 100
TOAIS ..o $2,615,000

The cash and investments held in the Escrow Fund will bear interest and mature in amounts sufficient
to pay (a) the interest falling due on the 1997A Refunded Bonds through May 15, 2008 and (b) the re-
demption price of and principal on the 1997A Refunded Bonds, as such becomes due and payable on
May 15, 2008.

(i) Amounts in the Escrow Fund shall be used to redeem on May 15, 2008 all of the callable portions of
the 1998A Bonds maturing on and after May 15, 2009 (the “1998A Refunded Bonds”), at a redemp-
tion price of 100% of the principal amount thereof plus accrued interest thereon to the redemption
date. The 1998A Refunded Bonds mature on the dates and in the amounts, and bear interest at the
rates, as follows:

Scheduled Redemption

Maturity Date CUSIP Principal Interest ~ Redemption

(May 15) (May 15) 917547 Amount Rate Price
2009, 2008 KN O $ 805,000 4.60% 100%
2010 2008 KP 5 840,000 4.70 100
2011 2008 KQ3 885,000 4.80 100
2012 2008 KR 1 920,000 4.90 100
2020 2008 KZ 3 5,800,000 5.25 100
TOAIS ..o $9,250,000

The cash and investments held in the Escrow Fund will bear interest and mature in amounts sufficient
to pay (a) the interest falling due on the 1998A Refunded Bonds through May 15, 2008 and (b) the re-
demption price of and principal on the 1998A Refunded Bonds, as such becomes due and payable on
May 15, 2008.

(iii)Amounts in the Escrow Fund shall be used to redeem on November 15, 2009 all of the callable por-
tions of the 1999A Bonds maturing on and after May 15, 2010 (the “1999A Refunded Bonds™), at a
redemption price of 100% of the principal amount thereof plus accrued interest thereon to the redemp-
tion date. The 1999A Refunded Bonds mature on the dates and in the amounts, and bear interest at the
rates, as follows:
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Scheduled Redemption

Maturity Date CUsSIP Principal Interest ~ Redemption

(May 15) _(November 15) 917547 Amount Rate Price
2010 2009 MD 0 $ 425,000 5.25% 100%
2011 ., 2009 ME 8 450,000 5.25 100
2012, 2009 MF 5 470,000 5.25 100
2013 2009 MG 3 495,000 5.25 100
2014 ..o, 2009 MH 1 525,000 5.30 100
2021 ..o, 2009 MQ 1 4,335,000 5.50 100
TOAIS ..o $6,700,000

The cash and investments held in the Escrow Fund will bear interest and mature in amounts sufficient
to pay (a) the interest falling due on the 1999A Refunded Bonds through November 15, 2009 and
(b) the redemption price of and principal on the 1999A Refunded Bonds, as such becomes due and
payable on November 15, 20009.

2004B Bonds

Proceeds of the 2004B Bonds in the aggregate amount of $8,984,363.31 shall be deposited into the
Escrow Fund (consisting of cash and noncallable direct full faith and credit obligations of the United
States of America). Funds in the Escrow Fund shall be used to refund in advance of their stated maturity a
portion of the 1996B Bonds, as follows:

Amounts in the Escrow Fund shall be used to redeem on May 15, 2007 all of the callable portions of
the 1996B Bonds maturing on and after May 15, 2008 (the “1996B Refunded Bonds”™), at a redemp-
tion price of 100% of the principal amount thereof plus accrued interest thereon to the redemption
date. The 1996B Refunded Bonds mature on the dates and in the amounts, and bear interest at the
rates, as follows:

Scheduled Redemption

Maturity Date CUSIP Principal Interest Redemption

(May 15) (May 15) 917547 Amount Rate Price
2008......ccoiiriieieea 2007 HJ 3 $1,205,000 5.10% 100%
2009, 2007 HK 0 1,270,000 5.20 100
2010 2007 HL 8 1,335,000 5.30 100
2013 2007 HP 9 4,460,000 5.40 100
0] 2| $8,270,000

The cash and investments held in the Escrow Fund will bear interest and mature in amounts suffi-
cient to pay (a) the interest falling due on the 1996B Refunded Bonds through May 15, 2007 and
(b) the redemption price of and principal on the 1996B Refunded Bonds, as such becomes due and
payable on May 15, 2007.

The 1996B Refunded Bonds, 1997A Refunded Bonds, 1998A Refunded Bonds, and 1999A Refunded
Bonds, are known collectively herein as the “Refunded Bonds.”

Certain mathematical computations regarding the sufficiency of and the yield on the investments held

in the Escrow Fund will be verified by Grant Thornton LLP, Minneapolis, Minnesota. See “MISCELLA-
NEOUS—Escrow Verification” below.
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Redemption Provisions For The 2004 Bonds

Optional Redemption of the 2004A Bonds. The 2004A Bonds maturing on or before May 15, 2014,
are not subject to redemption prior to maturity, except that, the 2004A Bonds are subject to extraordinary
optional redemption in the event of damage to, or destruction or condemnation of the Facilities.

The 2004A Bonds maturing on or after May 15, 2015, are subject to redemption (i) in whole on any
business day on or after May 15, 2014, in the event that the State exercises its option pursuant to the
Lease to purchase all the Leased Property (other than State—Owned Sites) thereunder or (ii) in part on
May 15, 2014, or on any date thereafter from such maturities or portions thereof designated by the State
in the event that the State prepays additional Base Rentals pursuant to the Lease or purchases a portion of
the Leased Property representing the Facilities pursuant to the Lease, all as provided in the Indenture. If
called for redemption as described in this paragraph, the 2004 Bonds to be redeemed, in whole or in part,
shall be redeemed at a redemption price, expressed as a percentage of the principal amount of the
2004 Bonds to be redeemed, equal to 100% of the principal amount thereof plus accrued interest thereon
to the date fixed for redemption.

Mandatory Sinking Fund Redemption of the 2004A Bonds. The 2004A Bonds maturing on
May 15, 2027, shall be subject to mandatory sinking fund redemption prior to their stated maturity, in
part, by lot in such manner as the Trustee shall determine to be fair and equitable, on May 15 of each year
described below, at a redemption price equal to 100% of the principal amount to be redeemed, together
with accrued interest thereon to the redemption date, but without premium, in the principal amounts as set
forth below:

Mandatory Sinking Fund Sinking Fund
Redemption Date Requirements
May 15, 2025 .....oooiiiiiieiieee e $1,830,000
May 15, 2026 .......ccoeveiriiiiriiiiieese e 1,250,000
May 15, 2027 (Stated Maturity)........cccceevrererenereennnn 710,000
TOMAl ..o $3,790,000

Optional Redemption of the 2004B Bonds. The 2004B Bonds are not subject to optional redemption
prior to maturity, except that, the 2004B Bonds are subject to extraordinary optional redemption in the
event of damage to, or destruction or condemnation of the Facilities.

Extraordinary Optional Redemption in the Event of Damage, Destruction or Condemnation. The
2004 Bonds shall be subject to redemption prior to maturity in whole or in part from time to time, from
such maturities or portions thereof designated by the State in its notice described below, on such date or
dates as the Trustee shall determine as hereinafter described, at a redemption price equal to 100% of the
principal amount to be redeemed, together with accrued interest thereon to the redemption date (to the
extent that funds are available for such purpose as described herein), but without premium, in the event
that (i) any of the Facilities are damaged or destroyed, in whole or in part, or the Leased Property or any
portion thereof is taken in a condemnation proceeding, or certain events occur with respect to the title to
such Leased Property or construction defects in any of the Facilities as described in the Lease, (ii) the Net
Proceeds of any insurance policy, performance bond or condemnation award, or the Net Proceeds re-
ceived as a consequence of defaults under any Project Contract (excluding liquidated damages), plus all
amounts required to be paid as deductibles thereunder, made available by reason of one or more such oc-
currences, and any other legally available moneys, shall be insufficient to pay in full the cost of rebuild-
ing, replacing or repairing Leased Property and (iii) the Lessee elects, pursuant to the Lease, to waive its
obligation to rebuild, repair or replace the affected portion of such Leased Property by depositing such
Net Proceeds into the Redemption Fund for application to the redemption of the then Outstanding Bonds
in accordance with the Lease and the Indenture and provides written notice of such election to the Trustee
and the Authority. If 2004 Bonds are called for redemption pursuant to this extraordinary optional re-
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demption, the 2004 Bonds to be redeemed shall be redeemed on such date or dates as the Trustee may
determine to be in the best interests of the Owners of the 2004 Bonds.

On such redemption date or dates determined as provided in the preceding paragraph, the Trustee
shall transfer all moneys into the Redemption Fund in accordance with the provisions of the Indenture to
be used by the Trustee to redeem the 2004 Bonds on such redemption date or dates to the extent necessary
after giving effect to all moneys transferred to the Redemption Fund. The Trustee shall credit automati-
cally against the State’s obligation under the Lease an amount equal to the amount in the Redemption
Fund.

Notice of Redemption. Notice of the call for any redemption, identifying and stating, among other
things, the 2004 Bonds or portions thereof to be redeemed, the redemption date and price, and that the
interest on such Bonds will cease to accrue from and after the redemption date, shall be given by the Trus-
tee, upon being satisfactorily indemnified as to expenses, by mail at least 30 but not more than 60 days
prior to the date fixed for redemption to the registered Owner of each 2004 Bond to be redeemed in whole
or in part at the address shown on the registration books; provided, however, that failure to give such no-
tice by mailing, or any defect therein with respect to any 2004 Bond, shall not affect the validity of any
proceedings for the redemption of any other 2004 Bond. Any notice mailed as provided above shall be
conclusively presumed to have been duly given, whether or not the registered Owner receives the notice.

In addition to the foregoing notice, certain further notice of any redemption of 2004 Bonds shall be
given by the Trustee as provided in the Indenture. Any defect in such further notice or failure to give all
or any portion of such further notice shall not in any manner defeat the effectiveness of a call for redemp-
tion.

On or prior to the date fixed for any redemption of 2004 Bonds, the moneys required for such re-
demption shall be deposited with the Trustee by the State in accordance with the Lease. The principal of
the 2004 Bonds called for redemption shall cease to bear interest after the specified redemption date, pro-
vided that sufficient funds for redemption are on deposit with the Trustee at that time.

If at the time of mailing of any notice of redemption there shall not have been deposited with the
Trustee moneys sufficient to redeem all the 2004 Bonds called for redemption, which moneys are or will
be available for redemption of 2004 Bonds, such notice shall state that such redemption is subject to the
deposit of the redemption moneys with the Trustee not later than the opening of business on the redemp-
tion date and that such notice shall be of no effect unless such moneys are so deposited.

Redemption Payments. All moneys to be used for redemption of 2004 Bonds (other than mandatory
sinking fund redemptions, if any) shall be deposited in the Redemption Fund established under the Inden-
ture. Said moneys shall be set aside in the Redemption Fund solely for the purpose of redeeming the prin-
cipal of the 2004 Bonds in advance of their scheduled maturity date, except as may otherwise be required
by any Tax Certificate (as defined in “APPENDIX B—BASIC DOCUMENTATION-DEFINITIONS OF
CERTAIN TERMS”), and shall be applied on or after the Bond Payment Date or other date designated
for redemption to the payment of the principal of, and premium, if any, and interest on, the 2004 Bonds to
be redeemed, upon presentation and surrender of such 2004 Bonds.

Partial Redemption of 2004 Bonds. In the case of a partial redemption of 2004 Bonds when
2004 Bonds of denominations greater than $5,000 are then outstanding, then for all purposes in connec-
tion with such partial redemption, each $5,000 of face value shall be treated as though it were a separate
2004 Bond of the denomination of $5,000. If it is determined that one or more, but not all, of the $5,000
units of face value represented by any 2004 Bond is to be called for redemption, then upon notice of in-
tention to redeem such $5,000 unit or units (given by the Trustee), the Owner of such 2004 Bond shall
forthwith surrender such 2004 Bond to the Trustee (a) for payment of the redemption price (including the
premium, if any, and interest to the date fixed for redemption) of the $5,000 unit or units of face value
called for redemption and (b) for exchange, without charge to the Owner thereof, for a new 2004 Bond or
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2004 Bonds of the same Series, designation, maturity and interest rate and in any of the authorized de-
nominations, at the option of the Owner thereof, of the aggregate principal amount of the unpaid balance
of the principal amount of the 2004 Bond to be so redeemed. If the Owner of any such 2004 Bond of a
denomination greater than $5,000 shall fail to present such 2004 Bond to the Trustee for redemption and
exchange as aforesaid, the principal amount of such 2004 Bond to be redeemed shall, nevertheless, be-
come due and payable on the redemption date to the extent of the $5,000 unit or units of face value called
for redemption (and to that extent only); interest shall cease to accrue on the portion of the principal
amount of such 2004 Bond to be redeemed represented by such $5,000 unit or units of face value on and
after the redemption date and (funds sufficient for the payment of the redemption price having been de-
posited with the Trustee and being available for the redemption of said unit or units on the redemption
date) such 2004 Bond shall not be entitled to the benefit or security of the Indenture to the extent of the
portion of its principal amount (and accrued interest thereon after the redemption date) represented by
such $5,000 unit or units of face value nor shall new 2004 Bonds be thereafter issued corresponding to
said unit or units. 2004 Bonds shall be redeemed only in the principal amount of $5,000 each or any
whole multiple thereof.

With respect to any partial redemption of 2004 Bonds of less than all of a particular maturity of
2004 Bonds, the particular 2004 Bonds to be redeemed shall be selected by the Trustee by lot in such
manner as the Trustee shall determine to be fair and equitable.

Debt Service On The 2004 Bonds
The Lease requires semi—annual Base Rental Payments to be made by the State to the Authority (or
May 1 and November 1 of each year), which Base Rentals have been assigned to the Trustee pursuant to

the Indenture (2004 Bond principal and/or interest payments are then paid by the Trustee on May 15 and
November 15).

(The remainder of this page has been intentionally left blank.)
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The following table shows scheduled debt service on the 2004A Bonds through Base Rental Pay-

ments.

Due Date (Base
Rental Payment)

May 1, 2005.......cccccevrvrnnn.
November 1, 2005 ............
May 1, 2006.........cccvevrnenn.
November 1, 2006 ............
May 1, 2007 .....cc.ccceeevuenens
November 1, 2007 ............
May 1, 2008...........cerurnen.
November 1, 2008 ............
May 1, 2009.......c.cceerurnen.
November 1, 2009 ............
May 1, 2010.......ccccevrvneen.
November 1, 2010 ............
May 1, 2011....c.ccccevevenenn
November 1, 2011 ............
May 1, 2012.......cccevveueneen.
November 1, 2012 ............
May 1, 2013.....c.cccevervennne
November 1, 2013 ............
May 1, 2014.......ccccvenneen.
November 1, 2014 ............
May 1, 2015.......cccceverenen.
November 1, 2015 ............
May 1, 2016.......ccccevvneen.
November 1, 2016 ............
May 1, 2017....c.cceevrurnnn.
November 1, 2017 ............
May 1, 2018.....c.ccccevvennene
November 1, 2018 ............
May 1, 2019.....c.ccccevvrnene
November 1, 2019 ............
May 1, 2020.......cccccveurnen.
November 1, 2020 ............
May 1, 2021.......ccccevrveneen.
November 1, 2021 ............
May 1, 2022.......ccccccveuenee.
November 1, 2022 ............
May 1, 2023.......cccccevrvennn.
November 1, 2023 ............
May 1, 2024........cccceeuennene
November 1, 2024 ............
May 1, 2025.......cccccvevernen.
November 1, 2025 ............
May 1, 2026.......ccccverernen.
November 1, 2026 ............
May 1, 2027 .......cccoeevruennnn.

TotalS....oooveieeeevieees

Debt Service Through Base Rental Payment Schedule

The 2004A Bonds
Principal Interest Period Total Fiscal Total
$ 495,000.00 $ 1,226,890.28 $ 1,721,890.28 $1,721,890.28
0.00 1,102,325.00 1,102,325.00
335,000.00 1,102,325.00 1,437,325.00 2,539,650.00
0.00 1,097,300.00 1,097,300.00
865,000.00 1,097,300.00 1,962,300.00 3,059,600.00
0.00 1,084,325.00 1,084,325.00
895,000.00 1,084,325.00 1,979,325.00 3,063,650.00
0.00 1,070,900.00 1,070,900.00
1,930,000.00 1,070,900.00 3,000,900.00 4,071,800.00
0.00 1,039,537.50 1,039,537.50
2,405,000.00 1,039,537.50 3,444,537.50 4,484,075.00
0.00 979,412.50 979,412.50
2,550,000.00 979,412.50 3,529,412.50 4,508,825.00
0.00 915,662.50 915,662.50
2,665,000.00 915,662.50 3,580,662.50 4,496,325.00
0.00 849,037.50 849,037.50
2,795,000.00 849,037.50 3,644,037.50 4,493,075.00
0.00 779,162.50 779,162.50
2,945,000.00 779,162.50 3,724,162.50 4,503,325.00
0.00 705,537.50 705,537.50
3,085,000.00 705,537.50 3,790,537.50 4,496,075.00
0.00 628,412.50 628,412.50
3,245,000.00 628,412.50 3,873,412.50 4,501,825.00
0.00 547,287.50 547,287.50
3,405,000.00 547,287.50 3,952,287.50 4,499,575.00
0.00 462,162.50 462,162.50
2,450,000.00 462,162.50 2,912,162.50 3,374,325.00
0.00 400,912.50 400,912.50
2,230,000.00 400,912.50 2,630,912.50 3,031,825.00
0.00 345,162.50 345,162.50
2,345,000.00 345,162.50 2,690,162.50 3,035,325.00
0.00 283,606.25 283,606.25
2,110,000.00 283,606.25 2,393,606.25 2,677,212.50
0.00 228,218.75 228,218.75
1,665,000.00 228,218.75 1,893,218.75 2,121,437.50
0.00 184,512.50 184,512.50
1,755,000.00 184,512.50 1,939,512.50 2,124,025.00
0.00 138,443.75 138,443.75
1,845,000.00 138,443.75 1,983,443.75 2,121,887.50
0.00 90,012.50 90,012.50
1,830,000.00 (1) 90,012.50 1,920,012.50 2,010,025.00
0.00 46,550.00 46,550.00
1,250,000.00 (1) 46,550.00 1,296,550.00 1,343,100.00
0.00 16,862.50 16,862.50
710,000.00 (1) 16,862.50 726,862.50 743,725.00
$45,805,000.00 $27,217,577.78 $73,022,577.78

(1) Mandatory sinking fund principal payments from a $3,790,000 4.75% term bond due May 15, 2027.
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The following table shows scheduled debt service on the 2004B Bonds through Base Rental Pay-
ments.

Debt Service Through Base Rental Payment Schedule

Due Date (Base The 2004B Bonds
Rental Payment) Principal Interest Period Total Fiscal Total

May 1, 2005.......cccccevrvenenn. $ 220,000.00 $ 176,747.93 $ 396,747.93 $ 396,747.93

November 1, 2005 ............ 0.00 156,572.50 156,572.50

May 1, 2006.........cccvevrnenn. 85,000.00 156,572.50 241,572.50 398,145.00

November 1, 2006 ............ 0.00 155,297.50 155,297.50

May 1, 2007.....c..ccccevvvennnns 90,000.00 155,297.50 245,297.50 400,595.00

November 1, 2007 ............ 0.00 153,947.50 153,947.50

May 1, 2008..........cccevernnne 1,295,000.00 153,947.50 1,448,947.50 1,602,895.00

November 1, 2008 ............ 0.00 134,522.50 134,522.50

May 1, 2009........cccccevvennnne 1,340,000.00 134,522.50 1,474,522.50 1,609,045.00

November 1, 2009 ............ 0.00 112,747.50 112,747.50

May 1, 2010.......ccccevrvnee. 1,380,000.00 112,747.50 1,492,747.50 1,605,495.00

November 1, 2010 ............ 0.00 78,247.50 78,247.50

May 1, 2011....c.ccccvvevennnn. 1,455,000.00 78,247.50 1,533,247.50 1,611,495.00

November 1, 2011 ............ 0.00 54,240.00 54,240.00

May 1, 2012.......cccevveeennen. 1,500,000.00 54,240.00 1,554,240.00 1,608,480.00

November 1, 2012 ............ 0.00 27,990.00 27,990.00

May 1, 2013.....c.ccceervrnene 1,555,000.00 _27,990.00 ~1,582,990.00 1,610,980.00
Totals...coooveereereenne, $8,920,000.00 $1,923,877.93 $10,843,877.93

See “STATE BUILDING OWNERSHIP AUTHORITY—Debt Issuance” below.
Book-Entry System

DTC will act as securities depository for the 2004 Bonds. The 2004 Bonds will be issued as fully—
registered securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other
name as may be requested by an authorized representative of DTC. One fully-registered 2004 Bond cer-
tificate will be issued for each maturity of the 2004 Bonds, each in the aggregate principal amount of such
maturity, and will be deposited with DTC or a “fast agent” of DTC. See “APPENDIX F—BOOK-
ENTRY SYSTEM?” for a more detailed discussion of the book—entry system and DTC.

Manner Of Payment, Registration, Transfer And Exchange

The Trustee will keep or cause to be kept sufficient books for the registration, exchange and transfer
of the 2004 Bonds (as Bond Register). In all cases in which the privilege of exchanging or transferring the
2004 Bonds is exercised while the book—entry system is in effect, or in the event that the book—entry sys-
tem is discontinued and 2004 Bonds are transferred or exchanged, the Authority shall execute, and the
Trustee shall authenticate, register and deliver, 2004 Bonds in accordance with the provisions of the In-
denture. In such cases, any 2004 Bond may, in accordance with its terms, be transferred upon the Bond
Register by the Person in whose name it is registered, in person or by such Person’s duly authorized at-
torney, upon surrender of such registered 2004 Bond for cancellation, accompanied by delivery of a writ-
ten instrument of transfer, duly executed in a form approved by the Trustee. Similarly, 2004 Bonds may
be exchanged in such instances at the principal corporate trust office of the Trustee for a like principal
amount of 2004 Bonds of other authorized denominations. The Trustee will require the Beneficial Owner
requesting such transfer or exchange to pay any tax or other governmental charge required to be paid with
respect to such transfer or exchange, and the Trustee may in addition require the payment of a reasonable
sum to cover expenses incurred by the Authority or the Trustee in connection with such transfer or ex-
change.
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Neither the Authority nor the Trustee shall be required to issue, register the transfer of or exchange
any 2004 Bond (i) during the period from the Regular Record Date or the Special Record Date, whichever
the case may be, for a Bond Interest Payment Date or special interest payment date to such interest pay-
ment date, and (ii) during a period beginning at the opening of business 15 days before the date of the
mailing of a notice of redemption of 2004 Bonds selected for redemption under the Indenture and ending
at the close of business on the day of such mailing. Neither the Authority nor the Trustee shall be required
to register the transfer or exchange of any 2004 Bond selected for redemption in whole or in part, except
for the unredeemed portion of such 2004 Bond.

STATE BUILDING OWNERSHIP AUTHORITY
Establishment And Statutory Powers

The Authority was created in 1979 as a body politic and corporate of the State. The Authority is em-
powered, among other things, to issue its bonds (with the prior approval of the Legislature) to finance the
acquisition and construction of facilities to be leased to State agencies and their affiliated entities at rent-
als paid out of budget appropriations or other available funds for the lessee agencies, which in the aggre-
gate will be sufficient to pay the principal of and interest on the Bonds as they become due and to main-
tain, operate and insure the facilities. The necessary prior approval of the Legislature for the issuance of
such bonds is given by specific acts, which acts are passed upon during a General Session of the Legisla-
ture.

The Authority is also empowered, among other things, to: (i) contract with others for needed services;
and (ii) cause to be executed mortgages, trust deeds, indentures, pledge agreements, assignments, security
agreements, and financing statements encumbering property acquired, or constructed by the Authority.

Organization
The Authority is comprised of three members: the Governor or designee, the State Treasurer and the

Chair of the State Building Board. The Building Ownership Act directs DFCM to construct and maintain
any facilities acquired or constructed for the Authority.

Expiration
Office/Position Person Time in Office  of Current Term
Lieutenant Governor/Chair ............c.cc.c...... Gayle F. McKeachnie 1 year January 2005
State Building Board Chair/Vice Chair ..... Larry L. Jardine 1 year May 2005
State Treasurer/Secretary ..........cccoecevevernnnns Edward T. Alter, CPA 1 year January 2005

State Building Board

The State Building Board consists of seven voting members who are appointed by the Governor. In
addition, the director of the Governor’s Office of Planning and Budget of the State is a non—-voting mem-
ber of the board. The board acts as a policy—making board for DFCM. The board’s current statutory re-
sponsibilities include the preparation and maintenance of a five—year building plan for submission to the
Governor and the Legislature, the establishment of design and construction standards for State facilities,
the establishment of procurement rules for the design and construction and leasing of State facilities, and
the establishment of policies and procedures regarding the functions of DFCM.
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Division Of Facilities Construction And Management

DFCM was created in 1981 as part of a reorganization which brought several administrative functions
under the Department of Administrative Services. Prior to that time, DFCM’s functions were handled by
the State Building Board. DFCM currently acts as staff to the State Building Board and assists it in carry-
ing out its functions.

DFCM is responsible for the design and construction of the facilities used by all state agencies and in-
stitutions. DFCM contracts with private architectural, engineering, and construction firms for the design
and construction of facilities. DFCM reviews plans prior to bidding and supervises the design and con-
struction processes. DFCM also assists the State Building Board in the analysis of facility needs and the
prioritization of capital projects.

DFCM is responsible for the leasing of all facilities for state agencies with some exceptions. Informa-
tion regarding leases is submitted annually to the Legislature for its review and approval. Other responsi-
bilities of DFCM include the management and maintenance of many State facilities, the allocation of
space among State agencies, and the ownership of much of the State’s real property.

Legal Borrowing Debt Capacity

The Authority may not issue any bonds or other obligations under the Building Ownership Act in an
amount which would exceed the difference between the total outstanding indebtedness of the State and
1.5% of the fair market value of the taxable property of the State, plus certain add—back indebtedness
provided by legislative directive. As of October 26, 2004 (the anticipated closing date of the 2004 Bonds),
the legal debt limit and additional debt incurring capacity of the Authority are calculated as follows:

Fair Market Value of Ad Valorem Taxable Property (1).......ccccccevviieeieneieeiese e, $164,567,249,587
Fees in lieu of Ad Valorem Taxable Property (2).....cccccoeveieniieiese e 11,973,726,252
Total Fair Market Value of Taxable Property (1) .......ccoceoeiriirininiieieieieisesie e $176,540,975,839
1.5% Debt LImit AMOUNL .....ooviiiieieieieese et eenes $2,648,114,638
Less: Currently outstanding State General Obligation Debt (Néet) (3).....ccccoveveveivicieviennn. (1,598,073,206)
Less: The Authority’s outstanding Lease Revenue Bonds (Net) (4) .....ccocovvvviviiienenienns (389,718,653)
Plus: Statutorily exempt State General Obligation Highway Debt (Net) (3)......cccccceevveeee. 961,277,574
Plus: Statutorily exempt Authority Lease Revenue Bonds...........cccocveveeveeveeiiesiesiinsnns _ 1,945,000
The Authority’s Estimated Additional Debt Incurring Capacity .........ccccovcvviveveviveieiennnas $1,623,545,353

(1) Based on 2003 taxable values. See “FINANCIAL INFORMATION REGARDING THE STATE OF UTAH—
Property Tax Matters—-Taxable Value Compared with Fair Market Value of All Taxable Property in the State”
below.

(2) Based on 2003 “age based” values. For purposes of calculating debt incurring capacity only, the value of all
motor vehicles and state—assessed commercial vehicles (which value is determined by dividing the uniform fee
revenue by 1.5%) is added to the fair market value of the taxable property in the State.

(3) Reflects unamortized original issue bond premium and deferred amount on refunding that was treated as princi-
pal for purposes of calculating the applicable constitutional and statutory debt limits.

(4) Reflects unamortized original issue bond premium and deferred amount on refunding that was treated as princi-
pal for purposes of calculating the applicable constitutional and statutory debt limits.

See “DEBT STRUCTURE OF THE STATE OF UTAH—Legal Borrowing Authority” below.

24



The State’s Limited Lease Rental Obligation

The Building Ownership Act provides that, except as otherwise provided therein, bonds issued by the
Authority thereunder shall be payable solely out of rentals or lease payments received by the Authority
for the facilities constructed or acquired thereunder, and that, if the rentals paid by a lessee State agency
to the Authority, from its own appropriated budget or other revenue sources, are insufficient to pay the
principal and interest on such bonds, the Governor may request the Legislature to appropriate additional
funds to that agency for the payment of increased rentals. The Legislature may, but is not required to,
make such an appropriation. Bonds issued pursuant to authorizing legislation of this type are sometimes
referred to herein as ““State Lease Rental Obligation Bonds.”

Debt Issuance

Current Lease Revenue Obligation Bonds Outstanding. The 2004 Bonds of the Authority will be the
fourteenth series of bonds to be issued under the State Facilities Master Lease Program. Under the State
Facilities Master Lease Program, no debt service reserve fund is created for any bonds issued under the
Indenture and Lease. Under this program, all Bonds are issued on a parity basis and are cross—
collateralized by the facilities subject to the lien of the Indenture and the Mortgages.

The 2004 Bonds and all other Bonds issued under the State Facilities Master Lease Program are not
classified as State Moral Obligation Bonds as defined in “DEBT STRUCTURE OF THE STATE OF
UTAH—Covenant Regarding Legislative Appropriations; State Financing Consolidation Act; ‘Moral
Obligation Bonds’”” below. However, the Bonds are considered to be State Lease Rental Obligation
Bonds.

(The remainder of this page has been intentionally left blank.)
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The Authority has the following bonds outstanding:

Issued (On A Parity Basis) Under The State Facilities Master Lease Program

Current
Original Principal
Principal Final Outstanding
Series Purpose Amount Maturity Date (13)

2004A (1)(2) ..... Refunding/various purpose ~ $ 45,805,000  May 15, 2027 $ 45,805,000
2004B (1) (2)..... Refunding 8,920,000 May 15, 2013 8,920,000
2003 (2) ..cvvennne Refunding/various purpose 22,725,000 May 15, 2025 22,725,000
2001C (3) .......... University of Utah 30,300,000 May 15, 2022 30,300,000
2001A (2).......... University of Utah 69,850,000 May 15, 2021 69,850,000
2001B (2) .......... Various purpose 25,780,000 May 15, 2024 25,355,000
1999A (4)(5) ..... Various purpose 9,455,000 May 15, 2009 (11) 1,825,000
1998C (4) .......... Refunding 105,100,000 May 15, 2019 104,860,000
1998A (4)(5) ..... Various purpose (10) 25,710,000 May 15, 2008 (11) 4,830,000
1998B (4)(6)...... University of Utah 23,091,478  May 15, 2005 30,799,238
1997A (5)(7) ..... DABC 1997A Facilities 4,150,000 May 15, 2008 (11) 735,000
1996A (2)(8) ..... Various purpose 44,725,000 May 15, 2007 (12) 5,735,000
1996B (5)(9)...... University of Utah 16,875,000 May 15, 2007 (11) 3,285,000
1995A (2)(8) ..... Various purpose 93,000,000 May 15, 2007 (12) 11,860,000
1994A (2)(8) ..... Various purpose 30,915,000 May 15, 2005 (12) _ 1,895,000

Total Principal amount of outstanding State Facilities Master Lease Program Bonds.............. $368,779,238

(1) For purposes of this OFFICIAL STATEMENT, the 2004 Bonds will be considered issued and outstanding.

(2) Rated “Aal” by Moody’s Investors Service, Inc. (“Moody’s”); and “AA+” by Standard & Poor’s Ratings
Group, a division of The McGraw-Hill Companies, Inc. (“S&P”), as of the date of this OFFICIAL STATE-
MENT. No rating was requested from any other rating agency.

(3) These bonds bear interest at a variable interest rate. Rated “Aaa/VMIG1” by Moody’s and “AAA/A-1+" by
S&P, as of the date of this OFFICIAL STATEMENT.

(4) These bonds are rated “Aaa” (FSA Insured; underlying “Aal”) by Moody’s, and “AAA” (FSA Insured; under-
lying “AA+") by S&P, as of the date of this OFFICIAL STATEMENT.

(5) Portions of this bond have been refunded by the 2004 Bonds.

(6) The Authority has received payments of approximately $29.6 million, which it has caused to be invested in
United States Treasury STRIPS that mature on May 15, 2005 in an amount sufficient to pay debt service due
on May 15, 2005 of $31,585,000, which amount will retire this debt. The current principal outstanding amount
is preliminary and subject to change.

(7) These bonds are rated “Aaa” (Ambac Insured; underlying “Aal”) by Moody’s and “AAA” (Ambac Insured;
underlying “AA+") by S&P, as of the date of this OFFICIAL STATEMENT.

(8) Portions of this bond have been refunded by the 1998C Lease Revenue Bonds.

(9) These bonds are rated “Aaa” (MBIA Insured; underlying “Aal”) by Moody’s and “AAA” (MBIA Insured;
underlying “AA+") by S&P, as of the date of this OFFICIAL STATEMENT.

(10) $1,945,000 of these bonds are exempt from the Authority’s borrowing capacity statutory limit.

(11) Final maturity date after portions of this bond were refunded by the 2004 Bonds.

(12) Final maturity date after portions of this bond were refunded by the 1998C Lease Revenue Bonds.

(13) As of October 26, 2004, the scheduled issuance date for the 2004 Bonds.

Other series of bonds issued by the Authority, as listed below under the caption “Issued Under Sepa-
rate Stand Alone Legal Documents,” are not issued on a parity basis with the 2004 Bonds and all Bonds
issued under the State Facilities Master Lease Program or each other. Separate debt service reserve funds
have been established and funded for each of these other series of bonds.
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Issued Under Separate Stand Alone Legal Documents

Original Current

Principal Final Principal
Series Purpose Amount Maturity Date Ouitstanding_(3).
1993A (1).. Human Services Building $ 6,230,000  January 1, 2013 $ 3,650,000
1992A (1).. Employment Security (2) 26,200,000  August 15, 2011 12,945,000
1992B (1).. Youth Corrections 1,380,000  August 15, 2011 705,000
Total Authority’s Other BONAS ...........ccoiiieiiiiie s $17,300,000

(1) Rated “Aal” by Moody’s, and “AA+” by S&P, as of the date of this OFFICIAL STATEMENT. No rating was
requested from any other rating agency.

(2) Refunding issue.

(3) As of October 26, 2004, the scheduled issuance date for the 2004 Bonds.

Summary
Total State Facilities Master Lease Program Bonds ...........cccocveveiiiiiinniesic e, $368,779,238
Total Authority’s other bonds outsStanding .........cccccevieiiii i 17,300,000
Total Authority’s Lease Revenue BONds (4) .....cooveveieieiieeie e se s seesee e $386,079,238

(4) For accounting purposes, the outstanding debt as shown above must be increased by the premium associated
with debt issued and reduced by deferred amounts on refundings that are reported in the long—term debt notes of
the State’s financial statements. Thus, for accounting purposes, the total unamortized bond premium as of Octo-
ber 26, 2004 (the expected closing date of the 2004 Bonds) is $6,233,315 and the total deferred amount is
$2,593,900, resulting in total outstanding net direct debt of $389,718,653.

Authorized Lease Revenue Bonds and Future Bonds Issuance. Notwithstanding the legal debt issuing
capacity of the Authority discussed in this section under “Legal Borrowing Debt Capacity” above, the
Authority may only issue bonds for facilities authorized by the Legislature. Under existing legislative au-
thorization, the Authority has approximately $13 million of remaining bonding authority comprised of
$10.5 million for capital projects from a 2000 authorization and $2.5 million for capital projects from a
1999 authorization, for future projects that may be undertaken solely by vote of the Authority.

No Defaulted Authority Bonds Or Failures By State To Renew Lease
As of the date of this OFFICIAL STATEMENT, neither the Authority nor the State has ever failed to
pay when due the principal of and interest on its bonded indebtedness and other payment obligations re-

lated thereto. As of the date of this OFFICIAL STATEMENT, the State has never failed to renew an an-
nually renewable lease with the Authority.

(The remainder of this page has been intentionally left blank.)
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Debt Service Schedule of Outstanding Lease Revenue Bonds (State Building Ownership Authority) By Fiscal

Year
Issued under the State Facilities Master Lease Program

Fiscal Series 2004A Series 2004B Series 2003 Series 2001C Series 2001A
Year Ending $45,805,000 $8,920,000 $22,725,000 $30,300,000 $69,850,000

June 30 Principal Interest Principal Interest Principal Interest Principal (2) Interest (3) Principal Interest
2005........... $ 495,000 $ 1,226,890 $ 220,000 $ 176,748 $ 115,000 $ 874,493 $ 2,100,000 $ 821,515 (4) $ 2,000,000 $ 3,472,500
2006........... 335,000 2,204,650 85,000 313,145 1,125,000 872,193 1,100,000 916,500 3,175,000 3,392,500
2007........... 865,000 2,194,600 90,000 310,595 1,180,000 849,693 1,300,000 880,750 3,125,000 3,233,750
2008........... 895,000 2,168,650 1,295,000 307,895 1,210,000 823,143 1,400,000 838,500 3,250,000 3,077,500
2009........... 1,930,000 2,141,800 1,340,000 269,045 1,240,000 789,868 1,500,000 793,000 3,375,000 2,915,000
2010. 2,405,000 2,079,075 1,380,000 225,495 1,275,000 752,668 1,500,000 744,250 3,500,000 2,746,250
2011. 2,550,000 1,958,825 1,455,000 156,495 1,325,000 711,230 1,600,000 695,500 3,650,000 2,571,250
2012. . 2,665,000 1,831,325 1,500,000 108,480 1,375,000 663,530 1,700,000 643,500 3,800,000 2,388,750
2013........... 2,795,000 1,698,075 1,555,000 55,980 1,440,000 594,780 1,800,000 588,250 3,975,000 2,198,750
2014........... 2,945,000 1,558,325 - - 835,000 537,180 1,800,000 529,750 4,175,000 2,000,000
2015........... 3,085,000 1,411,075 - - 875,000 503,780 1,900,000 471,250 4,400,000 1,791,250
2016........... 3,245,000 1,256,825 - - 900,000 468,780 1,900,000 409,500 4,625,000 1,571,250
2017. 3,405,000 1,094,575 - - 940,000 432,780 2,000,000 347,750 4,850,000 1,340,000
2018. 2,450,000 924,325 - - 980,000 394,240 2,100,000 282,750 5,100,000 1,097,500
2019. . 2,230,000 801,825 - - 1,020,000 353,080 2,100,000 214,500 5,350,000 842,500
2020........... 2,345,000 690,325 - - 1,065,000 310,240 2,200,000 146,250 5,600,000 575,000
2021........... 2,110,000 567,213 - - 1,110,000 264,978 2,300,000 74,750 5,900,000 295,000
2022........... 1,665,000 456,438 - - 1,160,000 216,415 - - - -
2023........... 1,755,000 369,025 - - 1,210,000 165,375 - - - -
2024........... 1,845,000 276,388 - - 1,265,000 110,925 - - - -
2025........... 1,830,000 (1) 180,025 - - 1,080,000 54,000 - - - -
2026. 1,250,000 (1) 93,100 - - - - - - - -
2027. 710,000 (1) 33,725 - - - - - - - -
Totals.......... $45,805,000 $27,217,578 $8,920,000 $1,923,878 $ 22,725,000 $10,743,368 $ 30,300,000 $ 9,398,265 $69,850,000 $35,508,750

Fiscal Series 2001B Series 1999A Series 1998C Series 1998A Series 1998B
Year Ending $25,780,000 $9,455,000 $105,100,000 $25,710,000 $23,091,478

June 30 Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest
2005........... $ 865,000 $ 1,170,603 $ 330,000 $ 95813 $ 55,000 $ 5,737,930 $ 2,615,000 $ 229,720 $30,341,205 $ 1,243,795
2006........... 895,000 1,136,003 345,000 78,488 1,120,000 5,735,675 705,000 98,970 - -
2007........... 935,000 1,100,203 365,000 60,375 1,170,000 5,688,635 735,000 67,950 - -
2008. 965,000 1,062,803 380,000 41,213 7,715,000 5,638,325 775,000 34,875 - -
2009. 1,005,000 1,024,203 405,000 21,263 8,130,000 5,214,000 0 0 (6) - -
2010. . 1,055,000 984,003 0 0 (6) 8,575,000 4,766,850 0 0 (6) - -
2011........... 1,090,000 941,803 0 0 (6) 9,065,000 4,295,225 0 0 (6) - -
2012........... 1,135,000 898,203 0 0 (6) 8,995,000 3,796,650 0 0 (6) - -
2013........... 1,175,000 852,803 0 0 (6) 9,490,000 3,301,925 0 0(9) - -
2014........... 1,225,000 804,628 0 0 (6) 10,010,000 2,779,975 0 0(9) - -
2015. 1,280,000 753,178 0 0(7) 9,540,000 2,229,425 0 0(9) - -
2016. 1,335,000 698,138 0 0(7) 9,950,000 (8) 1,704,725 0 0(9) - -
2017. . 1,400,000 631,388 0 0(7) 9,835,000 (8) 1,157,475 0 0(9) - -
2018........... 1,465,000 561,388 0 0(7) 8,940,000 (8) 616,550 0 0(9) - -
2019........... 1,550,000 488,138 0 0(7) 2,270,000 (8) 124,850 0 0(9) - -
2020........... 1,620,000 410,638 0 0(7) - - 0 0(9) - -
2021........... 1,705,000 329,638 0 0(7) - - - - - -
2022........... 1,760,000 (5) 244,388 - - - - - - - -
2023........... 1,850,000 (5) 151,988 - - - - - - - -
2024. 1,045,000 (5) 54,863 - - - - - - - -
2025. - - - - - - - - - -
2026. . - - - - - - - - - -
2027........... — = — = — — - = = —
Totals.......... $25,355,000 $14,299,000 $1,825,000 $ 297,150 $104,860,000 $52,788,215 $ 4,830,000 $ 431,515 $30,341,205 $ 1,243,795

(1) Mandatory sinking fund payments from a $3,790,000 4.75%, term bond due May 15, 2027.

(2) These principal payments are based on the Authority’s current expectations for the redemption of the 2001C Lease Revenue Bonds. The Authority is
not required by the Indenture to provide for such payment in advance of the maturity date of the 2001C Lease Revenue Bonds. The maturity date for
the 2001C Lease Revenue Bonds is May 15, 2022.

(3) The 2001C Lease Revenue Bonds are variable rate interest bonds. Interest has been estimated at an average coupon rate of 3.25% per annum.

(4) Includes $82,952 of actual interest paid from July 1, 2004 to September 30, 2004. From October 1, 2004 through June 30, 2005, interest has been
estimated at 3.25% per annum ($738,563).

(5) Mandatory sinking fund payments from a $4,655,000 5.25%, term bond due May 15, 2024.

(6) Principal and interest have been refunded by the 2004A Bonds.

(7) Principal and interest have been refunded by the 2004A Bonds ($4,335,000 5.50%, term bond which was due May 15, 2021).

(8) Mandatory sinking fund payments from a $30,995,000 5.50%, term bond due May 15, 2019.

(9) Principal and interest have been refunded by the 2004A Bonds ($5,800,000, 5.25%, term bond which was due May 15, 2020).
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Debt Service Schedule of Outstanding Lease Revenue Bonds (State Building Ownership Authority) By
Fiscal Year—continued

Issued under the State Facilities Master Lease Program

Fiscal Series 1997A Series 1996A Series 1996B Series 1995A Series 1994A
Year Ending $4,150,000 $44,725,000 $16,875,000 $93,000,000 $30,915,000
June 30 Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest

$170,000 $34,005 $1,820,000 $315,425 $1,040,000 $164,250 $ 3,760,000 $ 610,942 $1,895,000 $106,120

180,000 26,185 1,905,000 215,325 1,095,000 112,250 3,945,000 418,242 0 0 (3)
190,000 17,905 2,010,000 110,550 1,150,000 57,500 4,155,000 216,060 0 0 (3)
195,000 9,165 0 0 (3) 0 0 (6) 0 03 0 0 (3)
0 0 (1) 0 0 (3) 0 0 (6) 0 03 0 0 (3)
0 0 (1) 0 0 (3) 0 0 (6) 0 03 0 0 (3)
0 0 (1) 0 0 (3) 0 0 (7) 0 0(3) 0 0 (3)
0 0 (1) 0 0 (3) 0 0 (7) 0 03 0 0 (3)
0 0 (1) 0 0 (3) 0 0(7) 0 03 0 0 (3)
0 0 (1) 0 0 (3) - - 0 03 0 0 (3)
0 0(2) 0 0 (3) - - 0 03 0 0 (3)
0 0(2) 0 0 (4) - - 0 03 0 0 (3)
0 0(2) 0 0 (3) - - 0 03 0 0 (3)
0 0(2) 0 0 (3) - - 0 0(8) 0 0 (9)
- - 0 0 (5) - - - - - -
Totals.......... $735000  $87,260  $5735000  $641,300  $3,285000  $334000  $11.860,000  $1,245244  $1895000  $106,120

(1) Principal and interest have been refunded by the 2004A Bonds.

(2) Principal and interest have been refunded by the 2004A Bonds ($1,210,000, 5.125%, term bond which was due May 15, 2018).

(3) Principal and interest have been refunded by the 1998C Lease Revenue Bonds.

(4) Principal and interest have been refunded by the 1998C Lease Revenue Bonds ($5,140,000, 6.00%, term bond which was due May 15,
2016).

(5) Principal and interest have been refunded by the 1998C Lease Revenue Bonds ($7,960,000, 6.00%, term bond which was due May 15,
2019).

(6) Principal and interest have been refunded by the 2004B Bonds.

(7) Principal and interest have been refunded by the 2004B Bonds ($4,460,000, 5.40%, term bond which was due May 15, 2013).

(8) Principal and interest have been refunded by the 1998C Lease Revenue Bonds ($18,555,000, 5.75%, term bond which was due May 15,
2018).

(9) Principal and interest have been refunded by the 1998C Lease Revenue Bonds ($3,425,000, 6.25%, term bond which was due May 15,
2018).
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Debt Service Schedule of Outstanding Lease Revenue Bonds (State Building Ownership Authority) By Fiscal
Year—continued

Issued Under Stand Alone Legal Documents

Fiscal Series 1993A; $6,230,000 Series 1992B; $1,380,000 Series 1992A; $26,200,000
Year Ending Total Debt Total Debt Total Debt

June 30 Principal Interest Service Principal Interest Service Principal Interest Service
2005........... '$ 330,000 $ 187,443 $ 517,443 $ 80,000 $ 43373 $ 123,373 $ 1,460,000 $ 784,445 $ 2,244,445
2006.. 345,000 171,355 516,355 85,000 38,669 123,669 1,545,000 699,533 2,244,533
2007.. 360,000 154,105 514,105 90,000 33,638 123,638 1,640,000 608,350 2,248,350
2008.. 380,000 136,105 516,105 95,000 28,319 123,319 1,735,000 511,319 2,246,319
2009.. 400,000 116,725 516,725 100,000 22,713 122,713 1,835,000 408,681 2,243,681
2010.. e 425,000 96,125 521,125 105,000 16,819 121,819 1,945,000 300,006 2,245,006
2011........... 445,000 (1) 74,025 519,025 110,000 10,500 120,500 2,060,000 184,863 2,244,863
2012........... 470,000 (1) 50,663 520,663 120,000 3,600 123,600 2,185,000 62,819 2,247,819
2013........... 495,000 (1) 25,988 520,988 - - - - - -
2014........... - - - - - - - - -
2015........... - - - - - - - - -
2016........... - - - - - - - - -
2017........... - - - - - - - - -
2018........... - - - - - - - - -
2019.. - - - - - - - - -
2020.. - - - - - - - - -
2021.. - - - - - - - - -
2022.. - - - - - - - - -
2023.. e - - - - - - - - -
2024........... - - - - - - - - -
2025........... - - - - - - - - -
2026........... - - - - - - - - -
2027........... - — — — — — — — —
Totals......... $ 3,650,000 $ 1012534 $ 4,662,534 $ 785000 $ 197,631 $ 982,631 $ 14,405,000 $ 3,560,016 $ 17,965,016

Total Bonds issued Total Bonds issued Total
under State Facilities under Stand Alone All

Fiscal Master Lease Program* Legal Documents Lease Obligations*

Year Ending Total Total Total Debt Total Total Total Debt Total Total Total Debt
June 30 Principal Interest Service Principal Interest Service Principal Interest Service
2005........... $ 47,821,205 $ 16,280,748 $ 64,101,953 $ 1,870,000 $1,015,261 $ 2,885,261 $ 49,691,205 $ 17,296,009 $ 66,987,214
2006........... 16,010,000 15,520,125 31,530,125 1,975,000 909,557 2,884,557 17,985,000 16,429,682 34,414,682
2007........... 17,270,000 14,788,566 32,058,566 2,090,000 796,093 2,886,093 19,360,000 15,584,659 34,944,659
2008........... 18,080,000 14,002,068 32,082,068 2,210,000 675,743 2,885,743 20,290,000 14,677,811 34,967,811
2009........... 18,925,000 13,168,178 32,093,178 2,335,000 548,119 2,883,119 21,260,000 13,716,297 34,976,297
2010........... 19,690,000 12,298,591 31,988,591 2,475,000 412,950 2,887,950 22,165,000 12,711,541 34,876,541
2011........... 20,735,000 11,330,328 32,065,328 2,615,000 269,388 2,884,388 23,350,000 11,599,716 34,949,716
2012........... 21,170,000 10,330,438 31,500,438 2,775,000 117,082 2,892,082 23,945,000 10,447,520 34,392,520
2013........... 22,230,000 9,290,563 31,520,563 495,000 25,988 520,988 22,725,000 9,316,551 32,041,551
2014........... 20,990,000 8,209,858 29,199,858 - - - 20,990,000 8,209,858 29,199,858
2015.. 21,080,000 7,159,958 28,239,958 - - - 21,080,000 7,159,958 28,239,958
2016.. 21,955,000 6,109,218 28,064,218 - - - 21,955,000 6,109,218 28,064,218
2017.. e 22,430,000 5,003,968 27,433,968 - - - 22,430,000 5,003,968 27,433,968
2018........... 21,035,000 3,876,753 24,911,753 - - - 21,035,000 3,876,753 24,911,753
2019........... 14,520,000 2,824,893 17,344,893 - - - 14,520,000 2,824,893 17,344,893
2020........... 12,830,000 2,132,453 14,962,453 - - - 12,830,000 2,132,453 14,962,453
2021........... 13,125,000 1,531,578 14,656,578 - - - 13,125,000 1,531,578 14,656,578
2022........... 4,585,000 917,241 5,502,241 - - - 4,585,000 917,241 5,502,241
2023........... 4,815,000 686,388 5,501,388 - - - 4,815,000 686,388 5,501,388
2024........... 4,155,000 442,676 4,597,676 - - - 4,155,000 442,676 4,597,676
2025........... 2,910,000 234,025 3,144,025 - - - 2,910,000 234,025 3,144,025
2026........... 1,250,000 93,100 1,343,100 - - - 1,250,000 93,100 1,343,100
2027........... 710,000 33,725 743,725 — — — 710,000 33,725 743,725

Totals... $368,321,205 $156,265,437 $524,586,642 $18,840,000 $4,770,181 $23,610,181 $387,161,205 $161,035,618 $548,196,823

*  Preliminary; subject to change. The Authority has variable interest rate demand bonds outstanding.
(1) Mandatory sinking fund payments from a $1,410,000, 5.25%, term bond due January 1, 2013.
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THE FACILITIES
The Facilities As Security For The 2004 Bonds

The 2004 Bonds are equally and ratably secured by the lien of the Indenture and the Lease, subject to
the terms, conditions, limitations and exceptions set forth therein. Upon the occurrence of an Event of
Default under the Indenture or the occurrence of an Event of Nonappropriation under the Lease, the State
shall be required to vacate the Facilities, the Trustee shall have all rights and remedies to take possession
of the Facilities as trustee for the benefit of the Beneficial Owners of the 2004 Bonds, and the Trustee
may exercise various remedies against or with respect to the Facilities under the Indenture and the Lease
for the proportionate benefit of the Beneficial Owners of the 2004 Bonds, subject to the limitation on
remedies and acceleration during acquisition and construction of any of the Facilities. See in this section
“Cross—Collateralization” below. See “THE 2004 BONDS—Security And Sources Of Payment For The
2004 Bonds—The Lease and the Indenture” above. Under the Lease, an Event of Nonappropriation will
occur if the Legislature fails or refuses to specifically appropriate moneys sufficient to pay the Rentals
with respect to a portion of the Facilities coming due in any fiscal year under the Lease.

Certain of the Facilities are part of larger projects, additional funding for which has come from
sources other than Bonds issued under the Indenture (“Non-Bond Financed Projects”). Facilities do not
include any Non-Bond Financed Project portions except to the extent, if any, covered by the appropriate
Site Leases where necessary to provide requisite structural support for the respective Facilities.

The 2004 Facilities
The 2004 Facilities include:

(i) the acquisition and construction of an approximately $8.9 million office building in Ogden
City and related facilities, property and improvements on land located in Ogden City, for use by the
Department of Human Services and the Office of Rehabilitation (construction is expected to be com-
pleted by January 2007);

(ii) the acquisition, construction, replacement and remodeling of five State—operated alcoholic
beverage outlets (approximately $8.2 million) for the Department of Alcoholic Beverage Control of
the State and related facilities, property and improvements. The retail outlets to be located in Park
City, Salt Lake County, Weber County and Provo City (construction is expected to be completed by
January 2006);

(i) the acquisition and construction of an approximately $7.1 million courthouse building for the
Tooele County Courts Complex of the State and related facilities, property and improvements on land
located in Tooele City (construction is expected to be completed by November 2006); and

(iv) the acquisition of a building and purchase of additional land of approximately $1.5 million
for various State agencies use in Moab City.

The Facilities Financed With Prior Parity Bonds

Set forth below is a brief description of the Facilities financed through the proceeds of the Prior Parity
Bonds.

The Facilities consist of approximately 47 separate facilities, located in various counties within the
State, that are used by various departments of State government and state bodies including the Depart-
ment of Alcoholic Beverage Control, the University, the University’s Health Sciences Center, the College
of Eastern Utah, various District and Juvenile Courts, the Department of Corrections, the Department of
Community and Economic Development, the Department of Human Services, the Department of Natural
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Resources and its Division of Parks and Recreation, the State Office of Education, the Department of En-
vironmental Quality, the Department of Transportation and others. The 10 most significant of these facili-
ties include:

)

(2)

©)

(4)

()

(6)

(7)

(8)

(9)

(10)

The Huntsman Cancer Institute expansion, a $105 million dollar cancer research hospital adja-
cent to the existing Huntsman Cancer Institute (a 214,000 square—foot, six-story facility), lo-
cated on the campus of the University’s Health Sciences Center. This approximate 272,000
square—foot, six—story facility was financed with approximately $100.2 million ($30.3 million
of variable rate bonds and approximately $69.9 million fixed rate bonds) issued by the Author-
ity; and various public and private contributions;

The State Courts Complex, a five—story structure with approximately 417,000 square feet of
space located in Salt Lake City. The Authority issued approximately $60.7 million of bonds to
finance this facility;

The University’s student housing facilities, a $120.1 million project, on the University campus.
These facilities are financed with approximately $22.7 million of bonds issued by the Author-
ity, $86 million issued by the University, and the remaining from available moneys from the
University and interest during construction. These student housing facilities do not constitute
part of the Facilities and no mortgage lien or other security interest has been created with re-
spect to such facilities for the security of the 2004 Bonds. However, the Authority was granted
a leasehold mortgage on a performing arts auditorium at the University known as Kingsbury
Hall, which is included in the Facilities. The Authority has received payments in an amount suf-
ficient to retire these bonds on May 15, 2005.

Two office buildings located in Salt Lake City, totaling approximately 77,000 square feet of
space, used by the Department of Environmental Quality (“DEQ”). The Authority issued ap-
proximately $18.3 million of bonds to finance these facilities;

The Huntsman Cancer Institute, a $73 million dollar cancer research center adjacent to the Uni-
versity’s Health Sciences Center. A portion of this facility was financed with approximately
$16.9 million of bonds issued by the Authority and various public and private contributions;

The West Jordan (Salt Lake County) Courts Complex project. The Authority issued approxi-
mately $13.9 million of bonds to finance this facility.

The acquisition of a Youth Corrections Facility in Salt Lake County to be used by the Depart-
ment of Human Services. The Authority issued approximately $13.3 million of bonds to fi-
nance this facility;

An office building of approximately 137,000 square feet in Salt Lake County used by the De-
partment of Community and Economic Development (“DCED”). The Authority issued ap-
proximately $13.1 million of bonds to finance this facility;

An office building of approximately 95,000 square feet, used by the Department of Natural Re-
sources (“DNR”). The Authority issued approximately $10.6 million of bonds to finance this
facility; and

The Davis County Courts Complex. The Authority issued approximately $10.5 million of
bonds to finance this facility.
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The following table provides further summary information regarding the Facilities:

Scheduled
Collateral
Construction Release Date
Facility Status _(May 16) (1)__

Huntsman Cancer Institute (expansion)..... Completed—2004 2022
State Courts Complex .......cccceevvviiveriennnnne. Completed-1998 2018
University of Utah (housing) ...........c.cc...... Completed-2001 2005
DEQ OFfiCe .cvviiiiiieeiee e Completed—1993-1995 2014
Huntsman Cancer Institute.............cc.......... Completed-1999 2013
West Jordan (Salt Lake County) Courts .... To be completed in October 2005 2025
Youth COrrections........cccccevevvreeneieanene. Completed-1998 2017
DCED OffiCe ..vevvveveeceicec e Completed-1999 2019
DNR Office...cccoeviiiiieece e, Completed-1997 2017
Davis County COUIMS........cccoervrirenerienne Completed-1999 2019
All Other FacilitieS.........cccoevvivviviieiiennnn, Completed or under construction 2005-2025

(1) See “Release Of Portions Of Facilities—Scheduled Release of Facilities” below.
Cross—Collateralization

Subject to the paragraph in the following section “Release Of Portions Of Facilities,” pursuant to the
Indenture and the Lease, all of the 2004 Bonds issued under the Indenture are cross—collateralized in that
the Authority has granted to the Trustee, for the benefit of the Owners of all of the Bonds, a mortgage and
security interest in all of the Authority’s right, title and interest in the Facilities. The occurrence of an
Event of Default under the Indenture or an Event of Nonappropriation under the Lease will entitle the
Trustee to take possession of the Facilities and to exercise its rights and remedies to the extent provided in
the Indenture against the Facilities in such manner and order as the Trustee determines to be in the best
interests of the Owners of the Bonds then outstanding. However, the security interest in some of the Fa-
cilities may be released prior to the payment of all of the 2004 Bonds as described below under “Release
of Portions of Facilities—Release of Portions of Facilities Upon Discharge of Related Series of Bonds.”

Release Of Portions Of Facilities

Under the terms and conditions provided in the Indenture and the Lease, portions of the Facilities may
be released from the liens of the Indenture and the Mortgages and the terms of the Lease as follows:

General Release of Portions of Facilities

So long as no Event of Default or Event of Nonappropriation has occurred under the Lease and is
then continuing, the State and the Authority may make, from time to time, without the consent of the
Trustee or the Owners of the 2004 Bonds, such modifications, alterations, amendments or additions to, or
deletions from, the sites on which any of the Facilities are located as the State and the Authority mutually
agree to be necessary and desirable to facilitate the use and development by the State, its successors, per-
mitted sublessees and assigns, of such sites; provided, however, that the portions of each such respective
site remaining subject to the Lease and the Indenture after any such modification, alteration, amendment
to, or deletion from, such site shall (i) be capable of being operated as a separate and independent func-
tional unit without additional cost to the occupant, (ii) be a single legal parcel of land or a combination of
contiguous legal parcels, (iii) include the Facilities located on each such respective site financed with the
proceeds of sale of the 2004 Bonds or the replacement of such Facilities, (iv) have adequate access to and
from public streets and easements for the maintenance of all utilities and (v) not be in violation of any
applicable law, rule, regulation, ordinance, covenant or restriction relating thereto. The State and the Au-
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thority covenant in the Lease not to agree to any modification, alteration, amendment or addition to or
deletion from the sites on which any of the Facilities are located that would reduce the fair rental value of
the Facilities remaining subject to the Lease (such value to be determined in each instance with reference
to the value to the State based upon its use of the Facilities under the Lease and not with reference to such
value as may be applicable for a different use or by a different user of the Facilities) below the Rentals
payable under the Lease or adversely affect the excludibility from gross income for federal income tax
purposes of interest on the 2004 Bonds or otherwise adversely affect the purposes for which the Authority
acquired the Facilities and for which the State is leasing the Facilities pursuant to the Lease.

Release of Portions of Facilities Upon Exercise of Purchase Option

The Authority’s interest in any portion of the Facilities representing separate Facilities shall be trans-
ferred to the State and title thereto shall thereupon vest in the State upon the exercise by the State of its
option to purchase such separate Facilities upon the terms and conditions provided in the Lease.

Release of Portions of Facilities Upon Discharge of Related Series of Bonds

At such time as all Bonds of one or more Series issued to finance or refinance any separately identifi-
able portion of the Facilities are deemed to be paid under the Indenture, such Bonds shall no longer be
secured by or entitled to the benefits of the Indenture or the Mortgages, except for the purposes of regis-
tration and exchange of Bonds and from moneys or Government Obligations (as that term is defined in
the Indenture) deposited with or for the benefit of the Trustee therefor, and the Trustee shall release the
liens and security interests granted by the Indenture and the Mortgages with respect to such portions of
the Facilities.

Release of Portions of Facilities

So long as no Event of Nonappropriation or Event of Default has occurred and is then continuing un-
der the Lease or the Indenture, the State shall be entitled to designate to the Authority and the Trustee
components of certain Facilities to be released from the security interests and lien granted to the Trustee
by the Indenture and the related Mortgage, but only to the extent that the value of the Facilities remaining
subject to such security interests and lien immediately after such proposed release is not less than the then
unpaid principal balance of the portion of the Base Rentals relating to the remaining components of such
Facilities.

Scheduled Release of Facilities

So long as no Event of Default has occurred and is then continuing under the Indenture or the Mort-
gage relating to a Facility to be released and assuming the State has not previously exercised its option to
purchase such Facilities, the security interest and liens granted to the Trustee by the Indenture and such
Mortgage are scheduled to be released on certain dates specified in the Lease and the Indenture.

Notwithstanding anything to the contrary in the Lease, no portion of the Facilities shall be released,
unless, in each instance, the State delivers to the Trustee, the Authority and each of the Appropriate Rat-
ing Agencies written notice of the proposed release at least 10 days in advance of such release together
with a certificate executed by an Authorized Lessee Representative to the effect that the release of the
portion of the Facilities identified in the applicable notice required by the Lease will not reduce the fair
rental value of the Facilities remaining subject to the Lease (such value to be determined in each instance
with reference to the value to the State based upon its use of the Facilities under the Lease and not with
reference to such value as may be applicable for a different use or by a different user of the Facilities)
below the Rentals payable under the Lease from and after such release.
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Maintenance Of The Facilities

The State has covenanted in the Lease, at its own expense, to maintain, manage and operate the Fa-
cilities in good order, condition and repair, ordinary wear and tear excepted. The State will provide or
cause to be provided for all power, gas, telephone, light, heating and water and all other public utility ser-
vices. See “APPENDIX B—BASIC DOCUMENTATION-THE LEASE-Maintenance And Operation.”

STATE OF UTAH GOVERNMENTAL ORGANIZATION

The following description of State government emphasizes those functions of government that might
have a direct bearing or effect on the financial condition of the State and the State’s bonded indebtedness,
and is not intended as a detailed description of all functions of the State’s government.

Governmental Departments

The Constitution of the State (the “State Constitution”) divides the powers of government into three
distinct departments: the Legislative Department, the Executive Department and the Judicial Department.

Legislative Department

The Legislature is composed of the Senate (29 members) and the House (75 members). The Legisla-
ture meets in regular session annually for 45 calendar days beginning the third Monday in January.

The Legislature establishes basic State policies and prescribes administrative functions through its
lawmaking, investigative and fiscal powers. The Legislature imposes taxes to provide revenue and makes
appropriations to carry out all the activities of State government. The Legislature also provides some fi-
nancial support of certain local activities, such as roads and schools.

Executive Department

The Executive Department consists of the offices of Governor, Lieutenant Governor, State Auditor,
State Treasurer, and Attorney General, each of which is an elective office. The terms of office of each of
these officials are four years each and run concurrently. Current executive department members and their
respective terms in office are as follows:

Expiration
Office Person Time in Office of Current Term
(CT0)V/<T 1 o] N Olene S. Walker 1 year January 2005
Lieutenant Governor ............... Gayle F. McKeachnie 1 year January 2005
State Auditor..........coeeeevvveeeenns Auston G. Johnson, I11, CPA 9 years January 2005
State Treasurer ..........ccoceeeveeene Edward T. Alter, CPA 24 years January 2005
Attorney General..................... Mark L. Shurtleff 4 years January 2005

Judicial Department

The State Constitution provides that the “judicial power of the State shall be vested in a supreme
court, in a trial court of general jurisdiction known as the district court, and in such other courts as the
Legislature by statute may establish.” The State statutes list such other courts as the Court of Appeals, the
juvenile courts, justice courts, and the small claim courts. The Supreme Court, the Court of Appeals, the
district courts, and the juvenile courts are all courts of record. In addition, most departments and agencies
of the State have administrative proceedings which are conducted pursuant to the Utah Administrative
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Procedures Act by administrative law judges or hearing officers, whose determinations are subject to ap-
peal through the judicial system.

Certain Commissions And Agencies

The following contains information regarding certain State commissions and administrative agencies
in finance, administration and planning of State government:

Utah State Tax Commission

The Utah State Tax Commission (the “State Tax Commission”) is a four—-member commission with
members appointed by the Governor with the consent of the Senate. No more than two members of the
State Tax Commission may be of the same political party. The State Tax Commission has a number of
operating divisions, each of which is responsible for administering major areas of tax and collection. The
State Tax Commission’s powers and responsibilities include, among others, the following:

(a) administration, supervision and enforcement of the tax laws of the State and the formulation of
State tax policy through rules, guidelines and directives;

(b) assessment and equalization of Centrally—Assessed Properties (as hereinafter defined) including
mines, railroads, public utilities, pipelines and certain other properties;

(c) administration of funding for the minimum school program and levying the State—wide minimum
basic property tax rate based on appropriations set by the Legislature;

(d) collection of various State taxes, including State sales and use tax, local option sales taxes, indi-
vidual income tax, corporate franchise (income) taxes, and motor fuel and special fuel taxes;

(e) collection and distribution of the local option sales taxes and seven additional optional sales taxes
to the State’s cities, towns and counties; and

(F) administration of the State’s motor vehicle registration laws.
Department of Administrative Services

The Department of Administrative Services (the “Department”) coordinates the agencies that provide
administrative support to State government.

Among the purposes of the Department are to provide effective, coordinated management of State
administrative services, to serve the public interest by providing services in a cost—effective and efficient
manner, by eliminating unnecessary duplication, to enable administrators to respond effectively to techno-
logical improvements, to emphasize the service role of State administrative service agencies in meeting
the service needs of user agencies, and to protect the public interest by insuring the integrity of the fiscal
accounting procedures and policies which govern the operation of agencies and institutions to assure that
funds are expended properly and lawfully. The Department is presently composed of the following divi-
sions: Administrative Rules; Archives and Records; Facilities Construction and Management; Finance;
Fleet Operations; Information Technology Services; Office of State Debt Collection; State Purchasing and
General Services; Risk Management; and Office of Child Welfare Parental Defense.

Division of Finance. The Director of the Division of Finance is appointed by the Executive Director
of the Department with the Governor’s approval and serves at the pleasure of the Executive Director. The
Director of the Division of Finance is the State’s Chief Fiscal Officer and, ex—officio, the State’s Ac-
counting Officer. The statutes creating the Division of Finance give it authority and responsibility to:
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(a) maintain financial accounts for State departments including work programs, appropriations, al-
lotments and expenditures;

(b) maintain a central accounting system and approve accounting systems of State departments;
(c) supervise enforcement of travel rules and regulations;
(d) audit all claims against the State for which an appropriation has been made;

(e) approve proposed expenditures for the purchase of supplies and services requested by State agen-
cies except institutions of higher education; and

(F) issue financial reports of the State and report financial information to the Governor and Legisla-
ture when requested.

Governor’s Office of Planning and Budget

The Governor’s Office of Planning and Budget prepares the Governor’s budget recommendations,
monitors state agency expenditures, forecasts and monitors revenues and coordinates state planning ac-
tivities.

Planning. State planning coordination encompasses a broad mix of intergovernmental coordination;
data development, research and analysis; and special issue resolution. The Governor’s Office of Planning
and Budget directs these activities based on guidance from the Governor and the Legislature. The office’s
intergovernmental coordination function includes a systematic review of all federal, state or local actions
that impact the State’s physical resources, as well the coordination of State agency planning and
State/local planning. Data development, research and analysis occur in the office in support of the budget-
ing and planning priorities. The office forecasts and monitors State revenues, prepares economic and
demographic projections, analyzes the impacts of projects, and conducts research on policy issues impor-
tant to the Governor.

Budget Preparation. Spending agencies must prepare a proposed work program and the estimated re-
quirements to accomplish the program together with the source of funds available for its financing.
Budget requests with supporting information and revenue projections are reviewed by the Governor, who
transmits her own budget recommendations to the Legislature.

Review and Adoption. The Legislature reviews the budget requests, together with all other related in-
formation, and adopts a final budget in the amount it deems advisable for each activity in relation to all
other functions of the governmental unit. It is primarily the prerogative of the Legislature to determine the
major policies and programs.

Budget Execution. The spending agencies carry out their planned programs within the limitations pre-
scribed by the Legislature. The Division of Finance and the Governor’s Office of Planning and Budget
review all planned expenditures by spending agencies to make sure that they conform with and do not
exceed the limits authorized by the Legislature. This review is intended primarily to ensure that expendi-
tures are authorized by the law.
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DEBT STRUCTURE OF THE STATE OF UTAH
Legal Borrowing Authority
Constitutional and Statutory Limitations on State General Obligation Indebtedness

Constitutional Debt Limit. Article X1V, Section 1 of the State Constitution limits the total general ob-
ligation indebtedness of the State to an amount equal to 1.5% of the value of the total taxable property of
the State, as shown by the last assessment for State purposes previous to the incurring of such debt. The
application of this constitutional debt limit and the additional debt incurring capacity of the State under
the Constitution are estimated to be as follows on October 26, 2004 (the anticipated closing date for the
2004 Bonds):

Fair Market Value of Ad Valorem Taxable Property (1).....c.ccccoceveviveiievieiieiese e $164,567,249,587
Uniform Fees in lieu of Ad Valorem Taxable Property (2).......cccccccevvevieevenieiivenennnnnnn, 11,973,726,252
Total Fair Market Value of Taxable Property (1) .....c.cccovvvveviieeiie i $176,540,975,839
Constitutional Debt Limit (1.5%0) ....c.coviiieiiiiiiie et $2,648,114,638
Less: Currently outstanding General Obligation Debt (Net) (3)....c.ccccovvevevviiieieieeienn, (1,598,073,206)
Estimated Additional Constitutional Debt Incurring Capacity of the State (4) .............. $1,050,041,432

(1) Based on 2003 taxable values. See “FINANCIAL INFORMATION REGARDING THE STATE OF UTAH—
Property Tax Matters—Taxable Value Compared with Fair Market Value of All Taxable Property in the State”
below.

(2) Based on 2003 “age based” values. For purposes of calculating debt incurring capacity only, the value of all
motor vehicles and state—assessed commercial vehicles (which value is determined by dividing the uniform fee
revenue by 1.5%) is added to the fair market value of the taxable property in the State.

(3) Reflects unamortized original issue bond premium and deferred amount on refunding that was treated as princi-
pal for purposes of calculating the applicable constitutional and statutory debt limits.

(4) The State is further limited on its issuance of general obligation indebtedness by statute. See in this section
“Statutory General Obligation Debt Limit” below.

See in this section “Authorized General Obligation Bonds and Future General Obligation Bonds Issu-
ance” below.

Statutory General Obligation Debt Limit. Title 63, Chapter 38c, of the Utah Code (the “State Appro-
priations and Tax Limitation Act”), among other things, limits the maximum general obligation borrow-
ing ability of the State. Under the State Appropriations and Tax Limitation Act, the outstanding general
obligation debt of the State at any time may not exceed 45% of the maximum allowable State budget ap-
propriations limit as provided in that act, which limits State government appropriations based upon a for-
mula that reflects the changes in population and inflation. See “FINANCIAL INFORMATION RE-
GARDING THE STATE OF UTAH—Recent Developments—Spending and Debt Limitations” below.

On occasion, the Legislature has amended the State Appropriations and Tax Limitation Act in order
to provide an exemption for certain general obligation highway bonds and bond anticipation notes from
the limitations imposed by the State Appropriations and Tax Limitation Act.

Using the budget appropriations for Fiscal Year 2005, the statutory general obligation debt limit under

the State Appropriations and Tax Limitation Act and additional general obligation debt incurring capacity
of the State under that act are as follows:
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Statutory General Obligation Debt Limit (1)
Less: Statutorily Applicable General Obligation Debt (Net) (2)

Remaining Statutory General Obligation Debt Incurring Capacity

(1) 45% of Fiscal Year 2005 appropriation limit of $1,955,887,100.
(2) Reflects unamortized original issue bond premium and deferred amount on refunding that was treated as princi-
pal for purposes of calculating the applicable constitutional and statutory debt limits.

$880,149,195
(636,795,631)

$243,353,564

As additional general obligation bonds are issued and outstanding general obligation bonds are re-
tired, the unused maximum general obligation borrowing capacity of the State under the State Appropria-
tions and Tax Limitation Act will fluctuate. The State Appropriations and Tax Limitation Act may be
amended in the future by majority vote of both houses of the Legislature.

The calculation of the historical constitutional debt limit, the general obligation debt, the additional
general obligation debt incurring capacity, and the statutory debt limit for the State for each of the Fiscal

Years 2000 through 2004 is as follows:

Fiscal Year Ended June 30 (in thousands)

2004 2003 2002 2001 2000

Fair Market Value of Ad

Valorem Taxable

Property (1) .c..ccoevvvveniiennas $164,567,250  $159,659,350  $153,166,346  $142,253,454  $132,115,079
Fees in lieu of Ad VValorem

TaX (2)eeeerieieieieieieeenn, _11,973,726 ~11,116,588 ~10,019,394 10,075,896 10,009,634
Fair Market Value for Debt

Incurring Capacity............. $176,540,976  $170,775,938  $163,185,740  $152,329,350  $142,124,713
Constitutional:
Constitutional Debt Limit $2,648,115 $2,561,639 $2,447,786 $2,284,940 $2,131,871
Outstanding Constitutional

General Obligation

Debt (Net) (3)..ccvveeriernnne, (1,588,810) (1,713,755) (1,498,371) (1,146,000) (1,212,325)
Additional Debt Incurring

Capacity (constitutional)...  $1,059,305 $_ 847,884 $_949,415 $1,138,940 $.919,546
Statutory:
Statutory General Obligation

Debt Limit........cccocevvrvennnn. $835,292 $830,137 $835,341 $759,702 $734,709
Outstanding General

Obligation

Debt (Net) (3) (4) ....ccvvvnve. (607,999) (693,706) (494,367) (238,000) (304,325)
Additional General Obliga-

tion Debt Incurring

Capacity (statutory)........... $227,293 $136,431 $340,974 $521,702 $430,384

(1) Actual collection of ad valorem taxes is affected by legislation that may limit the percentage of fair market value

which may be used as the basis for taxation.

(2) For purposes of calculating debt incurring capacity only, the value of all motor vehicles and state—assessed commer-
cial vehicles (which value is determined by dividing the uniform fee revenue by 1.5%) is added to the fair market

value of the taxable property in the State.

(3) Reflects unamortized original issue bond premium and deferred amount on refunding that was treated as principal for
purposes of calculating the applicable constitutional and statutory debt limits.
(4) Certain general obligation highway indebtedness is exempt from the State Appropriations and Tax Limitation Act.

(Sources: Property Tax Division, State Tax Commission (as to Taxable Value only) and the Financial Advisor.)
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See “FINANCIAL INFORMATION REGARDING THE STATE OF UTAH—Property Tax Mat-
ters” below.

Authorized General Obligation Bonds and Future General Obligation Bonds Issuance

The State has approximately $46.8 million ($8.5 million for capital projects from a 2004 authoriza-
tion; $26.4 million for highway projects from a 2003 authorization; $5.9 million for higher education
building projects from a 2002 authorization; and $6 million for transportation projects from a
2000 authorization) aggregate principal amount of additional authorized and unissued general obligation
bonds, the proceeds of which bonds, when issued, will be used by the Utah Department of Transportation
and DFCM for various capital projects.

The State traditionally issues bonds each year and may issue some or all of the additional
$46.8 million aggregate principal amount of authorized and unissued general obligation bonds.

Excise Tax Bond Initiative

A voter initiative entitled the “Utah Clean Water, Quality Growth and Open Space Initiative” has
been placed on the general election ballot for November 2004. If approved by a majority of the voters, the
Initiative would authorize the State (i) to issue sales and use tax revenue bonds in a principal amount not
to exceed $150 million and use the proceeds from the sale thereof to preserve or enhance lakes, rivers and
streams, wildlife habitat, farms and ranches, trails, historical sites, parks, open space, water and air quality
and other community facilities and (ii) to impose a 1/20 of one cent statewide sales and use tax with
which to pay debt service on the bonds. In the event this tax fails to produce sufficient revenues to pay
debt service on the bonds, the State would be required to use other sales and use taxes for that purpose. It
is not possible at this time to predict the outcome of this measure on the November ballot or, in the event
it is approved and the bonds are issued, the effect, if any, on the financial condition or operations of the
State, including the State’s bonding limit or bond rating-or on the State’s ability to reduce or modify in
any way its current sales and use taxes.

(The remainder of this page has been intentionally left blank.)

40



Outstanding General Obligation Indebtedness

The State has issued general obligation bonds for general buildings, higher education buildings, high-
ways, water and wastewater facilities, flood control facilities, technology, and refunding purposes. As of
the date indicated, the State expects to have the following principal amounts of general obligation debt
outstanding:

Current
Original Principal
Principal Final Outstanding
Series (1) Purpose Amount Maturity Date 12)

2004B (2) ..ooooveveieireee Various purpose $140,635,000 July 1, 2019 $ 140,635,000
2004A (3) ..o, Refunding 314,775,000 July 1, 2016 314,775,000
2003A (4).eeveeeiieienns Various purpose 407,405,000 July 1, 2013 (10) 315,120,000
2002B (5) ..ccvevreieriiiienns Refunding 253,100,000 July 1, 2012 251,065,000
A0 (027 AN (<) P Various purpose 281,200,000 July 1, 2011 (10) 167,990,000
2001B (7) cvevvveeeiiinnienns Various purpose 348,000,000 July 1, 2009 (10) 176,575,000
{0 [0} VAN () DR Building 15,000,000 July 1, 2004 0
1999E (8) ..cvvvvevrvrerreinnen Building 38,000,000 July 1, 2004 0
1998A (5) (9) cvevvevvevirnns Various purpose 265,000,000 July 1, 2008 (11) 69,100,000
1997F (5) (9).vvvvvvervaeennn. Highway projects 205,000,000 July 1, 2007 (11) 49,475,000
1997E (5 (9) cvoovevveerreraens Highway projects 135,000,000 July 1, 2007 (11) 29,775,000
Total Principal Amount of outstanding General Obligation Debt (13)........ccccoceveivicreninne. $1,514,510,000

(1) Unless otherwise indicated, the outstanding general obligation bonds of the State are currently rated “AAA” by
Fitch Inc. (“Fitch”); “Aaa” by Moody’s; and “AAA” by S&P, as of the date of this OFFICIAL STATEMENT.

(2) As of October 26, 2004, $47.05 million of these bonds are exempt from statutory debt limit calculations.

(3) As of October 26, 2004, $125.315 million of these bonds are exempt from statutory debt limit calculations.

(4) Portions of this bond issue were refunded by the 2004A General Obligation Bonds. As of October 26, 2004,
$174.1 million of these bonds are exempt from statutory debt limit calculations.

(5) These bonds are exempt from statutory debt limit calculations.

(6) Portions of this bond issue were refunded by the 2004A General Obligation Bonds.

(7) Portions of this bond issue were refunded by the 2004A General Obligation Bonds. As of October 26, 2004,
$173.575 million of these bonds are exempt from statutory debt limit calculations.

(8) These bonds are included in this table because the final principal and interest payments occurred within Fiscal
Year 2005. See “Debt Service Schedule Of Outstanding General Obligation Bonds By Fiscal Year” below.

(9) Portions of these bond issues were refunded by the 2002B General Obligation Bonds.

(10) Final maturity date of the outstanding portions of this bond issue after the refunding effected by the
2004A General Obligation Bonds.

(11) Final maturity date of the outstanding portions of these bond issues after the refunding effected by the
2002B General Obligation Bonds.

(12) As of October 26, 2004, the scheduled issuance date for the 2004 Bonds.

(13) For accounting purposes, the outstanding debt as shown above must be increased by the premium associated
with debt issued and reduced by deferred amounts on refundings that are reported in the long—term debt notes
of the State’s financial statements. Thus, for accounting purposes, the total unamortized bond premium as of
October 26, 2004 (the expected closing date of the 2004 Bonds) is $109,382,010 and the total deferred amount
is $25,818,804, resulting in total outstanding net direct debt of $1,598,073,206.

(Source: Division of Finance.)

41



Debt Service Schedule Of Outstanding General Obligation Bonds By Fiscal Year (1)

Fiscal Year Series 2004B Series 2004A Series 2003A Series 2002B
Ending $140,635,000 $314,775,000 $407,405,000 $253,100,000
June 30 Principal Interest Principal Interest Principal Interest Principal Interest
2005.. $ 0 $ 3,497,931 $ 0 $ 12,406,299 $ 0 $14,824,525 $ 2,035,000 $ 13,401,931
2006. 14,355,000 6,654,931 0 14,937,350 1,095,000 14,813,575 205,000 13,368,331
2007 7,785,000 6,119,375 0 14,937,350 7,775,000 14,608,250 160,000 13,362,856
2008 6,865,000 5,753,125 0 14,937,350 12,825,000 14,093,250 120,000 13,358,656
2009. 9,970,000 5,332,250 0 14,937,350 59,300,000 12,586,625 29,455,000 12,583,663
2010. 11,180,000 4,803,500 0 14,937,350 61,125,000 10,025,313 50,835,000 10,481,778
2011. 25,755,000 3,880,125 39,310,000 14,151,150 50,025,000 7,399,375 53,670,000 7,710,706
2012 30,600,000 2,471,250 40,830,000 12,548,350 15,100,000 5,771,250 56,705,000 4,744,378
2013 3,575,000 1,616,875 11,245,000 11,450,625 52,575,000 4,079,375 59,915,000 1,610,216
2014. 3,750,000 1,433,750 18,480,000 10,707,500 55,300,000 1,382,500 - -
2015. 3,950,000 1,241,250 73,595,000 8,405,625 0 0(2) - -
2016. 4,125,000 1,039,375 73,910,000 4,718,000 0 0(2) - -
2017 4,350,000 827,500 57,405,000 1,435,125 0 0(2) - -
2018 4,550,000 605,000 - - - - - -
2019. 4,800,000 371,250 - - - - - -
2020. 5,025,000 125,625 = - = = = -
Totals........ $140,635,000 $45,773,113 $314,775,000 $150,509,424 $315,120,000  $99,584,038 $ 253,100,000 $ 90,622,515
Fiscal Year Series 2002A Series 2001B Series 2001A Series 1999E
Ending $281,200,000 $348,000,000 $15,000,000 $38,000,000
June 30 Principal Interest Principal Interest Principal Interest Principal Interest
$ 4,850,000 $ 8,500,188 $ 41,425,000 $ 8,877,938 $ 15,000,000 $ 300,000 $ 38,000,000 $ 855,000
45,740,000 7,271,813 34,900,000 7,160,625 - - - -
48,075,000 4,926,438 33,250,000 5,627,250 - - - -
50,575,000 2,460,188 34,650,000 4,099,500 - - - -
5,525,000 1,057,688 36,125,000 2,507,063 - - - -
5,750,000 775,813 37,650,000 847,125 - - - -
6,000,000 482,063 0 0(2) - - - -
6,325,000 166,031 0 0(2 - - - -
0 0(3) 0 0(2) - - - -
0 0 (2 0 0(2) - - - -
0 0(2) 0 0(2) - - - -
0 0(2 - - - - - -
$172,840,000 $25,640,219 $218,000,000 $ 29,119,500 $ 15,000,000 $ 300,000 $ 38,000,000 $ 855,000
Fiscal Year Series 1998A Series 1997F Series 1997E Totals (1)

Ending $265,000,000 $205,000,000 $135,000,000 Total Total Total
June 30 Principal Interest Principal Interest Principal Interest Principal Interest Debt Service
2005.. $ 14,975,000 $ 3,829,375 $ 14,825,000 $ 3,128,813 $ 5175000 $ 1,773,469 (5) $ 136,285000 $ 71,395468 $ 207,680,468
2006. 15,850,000 3,058,750 15,625,000 2,291,438 9,350,000 1,380,500 (6) 137,120,000 70,937,313 208,057,313
2007 16,775,000 2,243,125 16,475,000 1,408,688 9,925,000 850,438 (7) 140,220,000 64,083,769 204,303,769
2008 17,750,000 1,380,000 17,375,000 477,813 10,500,000 288,750 (8) 150,660,000 56,848,632 207,508,632
2009. 18,725,000 468,125 0 0(4) 0 0 (4) 159,100,000 49,472,763 208,572,763
2010. 0 0 (4) 0 0 (4) 0 0(4) 166,540,000 41,870,878 208,410,878
2011. 0 0(4) 0 0(4) 0 0 (4) 174,760,000 33,623,419 208,383,419
2012 0 0 (4) 0 0 (4) 0 0(4) 149,560,000 25,701,259 175,261,259
2013 0 0(4) 0 0(4) 0 0 (4) 127,310,000 18,757,091 146,067,091
2014. - - - - - - 77,530,000 13,523,750 91,053,750
2015. - - - - - - 77,545,000 9,646,875 87,191,875
2016. - - - - - - 78,035,000 5,757,375 83,792,375
2017 - - - - - - 61,755,000 2,262,625 64,017,625
2018 - - - - - - 4,550,000 605,000 5,155,000
2019. - - - - - - 4,800,000 371,250 5,171,250
2020......... - - - - - - 5,025,000 125,625 5,150,625
Totals........ $ 84,075,000 $10,979,375 $ 64,300,000 $ 7,306,752 $ 34,950,000 $ 4,293,156 $1,650,795,000 $464,983,091 $2,115,778,091
(1) This table reflects the State’s debt service schedule for its outstanding General Obligation Bonds for the fiscal year shown. This

information is based on payments (cash basis) falling due in that particular fiscal year.

(Source: Financial Advisor.)

Principal and interest has been refunded by the 2004A General Obligation Bonds.
There was no scheduled principal maturity in this fiscal year.
Principal and interest has been refunded by the 2002B General Obligation Bonds.
$4,500,000 (of the original maturity of $9,675,000) has been refunded by the 2002B General Obligation Bonds.
$850,000 (of the original maturity of $10,200,000) has been refunded by the 2002B General Obligation Bonds.
$850,000 (of the original maturity of $10,775,000) has been refunded by the 2002B General Obligation Bonds.
$850,000 (of the original maturity of $11,350,000) has been refunded by the 2002B General Obligation Bonds.
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The following tables show the ratios of the principal par amounts of the State’s general obligation
debt (excludes any additional principal amounts attributable to unamortized original issue bond premium
and deferred amount on refunding), to population, total personal income, taxable value and fair mar-
ket/market value for the fiscal years shown and estimated as of October 26, 2004 (which is the proposed
closing date of the 2004 Bonds).

Fiscal Year Ended June 30

2004 2003 2002 2001 2000
Outstanding General
Obligation Debt (000°s) (1).....c.cccevvvernenne. $1,510,160 $1,623,680%$1,474,400 $1,146,000 $1,212,325
Debt Ratios:
Per Capita........ccovvvvveeeiieiereesseees e $633 $681 $637 $499 $540
As % of Total Personal Income ............... 2.44% 2.76% 2.58% 2.06% 2.26%
As % of Taxable Value..........cc..ccovveeneene 1.29% 1.42% 1.34% 1.12% 1.28%
As % of Fair Market/Market Value ......... 0.92% 1.02% 0.96% 0.81% 0.92%
Estimated
As of October 26, 2004 (2).
Outstanding General Obligation Debt (1) ........cccooeieiiniiniiniiieeeeeeeee $1,514,510,000
Debt Ratios:
PEI CAPITA ..cvvveeeciicteeiceeete ettt ettt st re e $635
As % of Total Personal INCOME..........coeiviiiiiiiiii e 2.45%
AS % OF TAXADIE VAIUE ...t 1.23%
As % of Fair Market Value/Market Valug ........cc.coveeveiicenc e, 0.87%

(1) Excludes any additional principal amounts attributable to unamortized original issue bond premium and de-
ferred amount on refunding.
(2) Information as of October 26, 2004 (Fiscal Year 2005) is preliminary and subject to change.

(Source: Division of Finance and the Financial Advisor.)

(The remainder of this page has been intentionally left blank.)
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The ratios of debt service expenditures to General Fund expenditures and to all governmental fund
type expenditures for the last five fiscal years are shown below:

Fiscal Year Ended June 30 (in thousands)

2004 (*)__ 2003 2002 2001 2000

General Fund

Expenditures .........c.c....... $3,791,497 $3,519,422 $3,412,413 $3,088,090 $2,902,455
Debt Service Expenditures ... 211,960 $189,020 $175,188 $158,886 $158,274
Ratio of Debt Service to Gen-

eral Fund Expenditures ..... 5.59% 5.37% 5.13% 5.15% 5.45%
Total All Governmental

Funds Expenditures (1) ..... $7,091,149 $6,702,566 $6,597,787 $6,233,721 $5,979,692
Ratio of Debt Service Expend-

itures to All Governmental

Fund Expenditures............. 2.99% 2.82% 2.66% 2.55% 2.65%

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.

(1) Beginning in Fiscal Year 2002, all Governmental Funds include expenditures of the State’s major and nonmajor
governmental funds (except the Trust Lands permanent fund). These changes were necessary because of im-
plementing Statement 34 of the Governmental Accounting Standards Board (“GASB”). The comparability of
Fiscal Years 2004 through 2002 expenditure amounts and the related ratios to Fiscal Year 2001 and prior
amounts are affected.

(Sources: Division of Finance and the Fiscal Year Ended June 30, 2003 Comprehensive Annual Financial Report
(the “2003 CAFR™).)

The 2004 Bonds are not General Obligations

Neither the 2004 Bonds nor the Lease will constitute general obligations of the State or the Authority.
See “INTRODUCTION—Security; Cross Collateralization” and “—Risks Inherent In The Ownership Of
The 2004 Bonds—Limited Obligations” above.

Lease Obligations

The State leases office buildings, other real property, office and computer equipment. Although the
lease terms vary, most leases are subject to annual appropriations from the Legislature to continue the
lease obligations. If a legislative appropriation is reasonably assured, long—term leases are considered
noncancellable for financial reporting purposes. Leases that in substance are purchases are reported as
capital lease obligations in the government—wide financial statements and proprietary fund statements in
the State’s Comprehensive Annual Financial Report (“CAFR”).

Operating leases (leases on assets not recorded on the Balance Sheet) contain various renewal obliga-
tions as well as some purchase options. However, due to the nature of the leases, the related assets are not
classified as capital assets. Any escalation clauses, sublease rentals and contingent rents are considered
immaterial to the future minimum lease payments and current rental expenditures. Operating lease pay-
ments are recorded as expenditures or expenses of the related funds when paid or incurred.

The total operating lease expenditures for Fiscal Years 2002 and 2003 were approximately $31.2 mil-
lion and $26.5 million, respectively, for the primary government, and $17.6 million and $16.5 million,
respectively, for component units. For a detailed report and description of operating and capital leases see
“APPENDIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY IN-
FORMATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial State-
ments, Note 9. Lease Commitments.”
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Revenue Bonds And Notes

Various State agencies have outstanding bonds and notes payable solely from certain specified reve-
nues. None of these bond or note issues are general obligations of the State and, therefore, such bonds or
notes are not applied against the general obligation borrowing capacity of the State.

The majority of the State’s revenue bonds and notes are issued by the Utah Housing Corporation (for-
merly known as the Utah Housing Finance Agency), the State Board of Regents (student loans and vari-
ous capital projects), and the Authority. Current information regarding such revenue bonds and notes is
provided below.

For a detailed report and description of the various revenue bonds and notes see “APPENDIX A—
BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMATION OF
THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial Statements, Note 10. Long—
Term Liabilities.”

Covenant Regarding Legislative Appropriations; State Financing Consolidation Act; “Moral Obli-
gation Bonds”

The statutes under which the Utah Housing Corporation, the State Board of Regents and the Utah
Communications Agency Network are organized provide that the head of each agency shall certify to the
Governor on or before December 1 of each year the amount, if any, necessary to restore any capital re-
serve or debt service reserve fund established by the agency to its required amount. In the case of revenue
bonds issued to finance a capital project for an institution of higher education, the chairman of the State
Board of Regents may also certify to the Governor on or before December 1 of each year any projected
shortfall in the revenues necessary to make debt service payments in the forthcoming calendar year.

In addition, the State Treasurer has issued revenue bonds under the State Financing Consolidation
Act, as discussed below, and has established debt service reserve funds to secure such bonds. The State
Treasurer is authorized to certify to the Governor the amount necessary to restore such reserve funds in
the same manner as described above.

In each case upon receipt of such a certification, the Governor may then request from the Legislature
an appropriation of the amount so certified. The Governor is not required to request an appropriation from
the Legislature and the Legislature is under no obligation to make any appropriation requested by the
Governor. Bonds issued under the covenant to “restore any capital reserve or debt service reserve funds”
are referred to herein as “State Moral Obligation Bonds.”

The amounts of State Moral Obligation Bonds outstanding are set forth below.

Utah Housing Corporation. The Utah Housing Corporation had outstanding approximately
$1.18 billion of single family and multifamily housing revenue bonds, approximately $17.3 million of
which are State Moral Obligation Bonds. These revenue bonds were issued to provide funds to the
Utah Housing Corporation and are secured by and payable from payments on loans payable to and as-
sets of the Utah Housing Corporation.

State Board of Regents. The State Board of Regents has approximately $1.4 billion of student
loan revenue bonds outstanding, all of which are State Moral Obligation Bonds. The State Board of
Regents has two series of revenue bonds (for office space) outstanding in the amount of approxi-
mately $11.3 million, which were issued as State Moral Obligation Bonds. In addition, the State
Board of Regents has outstanding approximately $407.6 million of revenue bonds issued to finance
capital projects at the State’s institutions of higher education, approximately $295.1 million of which
are State Moral Obligation Bonds. The student loan revenue bonds are issued to provide funds to the
State’s Student Loan Program and are secured by and payable from payment on student loans pur-
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chased by the State Board of Regents. In addition certain revenue bonds issued by individual colleges
and universities are secured by and payable from student building fees, housing fees, grant fees, etc.

Utah Communications Agency Network. The Utah Communications Agency Network (an inde-
pendent State agency) (“UCAN”) has approximately $10.9 million of refunding revenue bonds out-
standing, all of which are State Moral Obligation Bonds. These bonds are secured by and payable
from revenues derived from operation of an emergency communication system. See “APPEN-
DIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY INFOR-
MATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial State-
ments, Note 16. Joint Venture.”

State Financing Consolidation Act. Approximately $1 million of revenue bonds are outstanding
under the State Financing Consolidation Act, all of which are State Moral Obligation Bonds. These
revenue bonds were issued to provide funds to the State’s Drinking Water Board and are secured by
and payable from bonds, notes and other obligations issued by certain political subdivisions of the
State that are held by the State Treasurer.

The Utah Housing Corporation and the State Board of Regents also have issued, and may issue in the
future, bonds that are not State Moral Obligation Bonds. However, these agencies may seek legislative
appropriations to cover budget shortfalls, and such appropriations, if made, would be a draw on State
revenues.

State Guaranty Of General Obligation School Bonds

Under the Utah School Bond Guaranty Act (the “Guaranty Act”) which took effect on Janu-
ary 1, 1997, the full faith and credit, and unlimited taxing power of the State is pledged to guaranty full
and timely payment of the principal of and interest on general obligation bonds (“Guarantied Bonds™)
issued by qualifying boards of education of Utah school districts (“Qualifying School Boards™). The pri-
mary purpose of the Guaranty Act is to reduce borrowing costs for Qualifying School Boards by provid-
ing credit enhancement for Guarantied Bonds.

The State guaranty is extended by the State Treasurer to a Qualifying School District after a review of
the application and a recommendation for the guaranty by the State Superintendent of Public Instruction.
The State Treasurer has the authority to withhold any guaranty or to terminate the issuance of future guar-
anties at any time. Determinations of future ineligibility do not reverse or remove prior State guaranties.

In the event a Qualifying School Board is unable to make the scheduled debt service payments on its
Guarantied Bonds, the State is required to make such payments in a timely manner. For this purpose, the
State may (a) use any of its available moneys, (b) seek a short—term loan from the Permanent School
Fund (although the Fund is not required to make the loan) or (c) issue its short—term general obligation
notes. The Qualifying School Board remains liable to the State for any such payments on Guarantied
Bonds.

The State may seek reimbursement for such payments (plus interest and penalties) by intercepting
State financial aid intended for the Qualifying School Board. See “FINANCIAL INFORMATION RE-
GARDING THE STATE OF UTAH—Property Tax Matters” below. The Guaranty Act also contains
provisions to compel the Qualifying School Board to levy a tax sufficient to reimburse the State for such
payments and to provide oversight to assure that the Qualifying School Board will ultimately be responsi-
ble for payment of debt service on the Guarantied Bonds.

The State Superintendent of Public Instruction is charged by the Guaranty Act with the responsibility
of monitoring the financial affairs, condition, and solvency of each local school board in the State and
reporting, at least annually, its conclusions to the Governor, the Legislature and the State Treasurer. The
State Superintendent must report immediately to the Governor and the State Treasurer any circumstances
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suggesting that a local school board will be unable to pay when due its debt service obligations and rec-
ommend a course of remedial action.

As of the date of this OFFICIAL STATEMENT, the State has not been requested to make payments
on any Guarantied Bonds under the provisions of the Guaranty Act. The State does not expect that it will
be required to advance moneys for the payment of debt service on Guarantied Bonds in the foreseeable
future. In the event the State is required to make such an advance and sufficient moneys are not available,
the Guaranty Act provides that the State may issue its general obligation notes on an expedited basis in an
amount sufficient to make the necessary payment plus costs of issuance. The payments of principal of and
interest on such notes from taxes or other identified State revenues are secured by a pledge of the full
faith, credit, and resources of the State. The Guaranty Act also provides that such notes do not constitute
debt of the State for purposes of the debt limitation of the Utah Constitution.

During Fiscal Year 2005, the State will have at least $1.55 billion principal amount outstanding of
Guarantied Bonds. The State cannot predict the amount of bonds that may be guarantied in this year or in
future years; no limitation is currently imposed by the Guaranty Act.

No Defaulted Bonds

The State has never failed to pay when due the principal of and interest on its bonded indebtedness
and other payment obligations related thereto.

FINANCIAL INFORMATION REGARDING THE STATE OF UTAH
Current Economic Overview!
General

As has been the case for the national economy, the State’s economy has been much weaker during the
past few years than in previous years. The State’s economy has improved, however, and is recovering
faster than the nation from the recent economic downturn. The long—term economic outlook is favorable
for a variety of reasons, including the State’s diversified economy, continued population growth and other
favorable demographic characteristics.

Specific Economic Performance Measures

The State’s population continues to grow albeit more slowly than in the late 1990’s. According to the
Utah Population Estimates Committee, the State’s population reached 2,385,358 in 2003. This is an in-
crease of 46,597 persons, or 2.0%, from the 2002 estimate. The State consistently ranks among the fastest
growing states in the nation and was recently ranked as the eighth fastest-growing state in the nation by
the U.S. Census Bureau. On average, births account for approximately 75% of the State’s population
growth with the balance coming from net in—-migration.

During 2003, the State reversed its trend of annual job losses. Non—farm employment increased by
around 700 jobs in 2003, an expansion of 0.1%, which was slightly better than the 2002 contraction rate
of 0.7%. This compares with a national contraction of 0.3% for 2003. Although job growth during 2003
was essentially flat, on a monthly basis, employment began to grow during the last half of 2003. With the
positive turn at the end of 2003, employment growth is expected to rebound modestly in 2004, growing at
a rate of 2.0%.

1 This overview is the product of the Demographic and Economic Analysis Section of the Governor’s Office of Planning and
Budget.
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The State’s unemployment rate dropped from 6.1% in 2002 to 5.6% in 2003. This is lower than the
national unemployment rate of 6.0%. While the nation’s unemployment rate has remained near 6.0%, the
State has seen its unemployment rate drop from the highs it experienced in 2002. Furthermore, with em-
ployment growing the unemployment rate is expected to continue to fall to 5.2% in 2004.

According to the North American Industry Classification System (“NAICS”), the State’s largest in-
dustry is trade, transportation, and utilities, comprising 19.9% of all employment. Other large industries
include government (18.1%), professional and business services (12.6%), education and health services
(11.1%), and manufacturing (10.4%).

From 2002 to 2003, the rate of job change in the State’s major industries ranged from a 4.1% increase
in the education and health services sectors to a 3.3% decrease in the information sector. Expanding sec-
tors also included financial activity (2.0%) and government (0.7%). Professional and business services
ended 2003 with flat growth, while contracting industries included mining (-3.1%), manufacturing
(-1.4%), other services (-1.4%), leisure and hospitality (-1.2%), trade, transportation and utilities
(-0.9%), and construction (-0.4%). By the end of 2004 it is expected that all the State’s major industries
will experience growth except for financial activity, which will contract by 0.1%.

The State’s average annual pay for a nonagricultural job was $30,600 during 2003, up 1.6% from
2002. In 2004 it is expected that average annual pay in the State will increase to $31,350 per job, repre-
senting a growth rate of 2.5% from 2003.

The State’s total personal income increased by 2.9% in 2003, compared with 3.4% nationally in the
same year. This growth was faster than the 2002 rate of personal income growth which was 2.8% for the
State and 2.3% for the nation. In 2004 the State’s personal income is expected to increase by 5.3%, com-
pared to 5.7% for the nation.

The State’s economy is well balanced and diversified with a broad base of industries. Based on the
Hachman Index,! the State’s economic diversity has increased over time as the industries in which the
State has previously specialized (federal government and extractive industries) have contracted, while
new industries (computer hardware and software, biomedical, tourism, and particular types of manufac-
turing) have emerged and grown.

(The remainder of this page has been intentionally left blank.)

1 This index measures how closely the employment distribution of the subject region resembles that of the reference region. The
value of the index is between zero and one. As the value of the index approaches one, it indicates that the subject region’s em-
ployment distribution among industries is more similar to that of the reference region. If the Hachman Index value equals one,
then the subject’s economy is identical to the reference region. In this scenario, the subject region is the State and the reference
region is the United States. The State scores a 0.98 on the Hachman Index. The assumption is that the nation’s economy is di-
versified, thus a larger value of the Hachman Index relative to the nation means that a subject region has a more diversified
economy.
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Revenues and Expenditures for Fiscal Years 2004, 2003 and 2002

The following table summarizes the State’s revenues and expenditures for Fiscal Years 2004, 2003
and 2002:

Analysis of Operations—General Fund and Major Special Revenue Funds (1)

Fiscal Year Ending Fiscal Year Ending Fiscal Year Ending
June 30, 2004 (*)__ June 30, 2003 June 30, 2002
Amounts % Change Amounts % Change Amounts % Change
(in From (in From (in From

thousands) Prior Year thousands) Prior Year thousands) Prior Year

Revenues (1)

Federal revenues..........c..cccevnene. $2,292,923 12% $2,046,399 11% $1,846,910 8%
Individual and corporate income
TAXES cvvevri e 1,874,252 7 1,748,649 2 1,709,107 (10)
Sales taX......ocvvvevieevecie e 1,550,742 5 1,481,823 1 1,473,479 1
Motor/special fuel taxes .............. 327,838 2 321,370 0 321,682 4
Other taXes.......cccvevereveseresienn, 230,558 9 210,992 6 198,438 3
Liquor profits........cccccevvvvivenennnn, 37,127 12 33,063 2 32,541 8
(@] 1 - S 638,939 17 546,632 1 541,212 3)
Total oo $6,952,379 9% $6,388,928 4% $6,123,369 (1)%
EXpenditures.........ccocevveeveicreiceenenns $6,640,142 6% $6,255,022 0% $6,258,170 6%

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.
(1) Includes revenues and expenditures for the General Fund and the Major Special Revenue Funds (Uniform
School Fund, Transportation Fund, and Centennial Highway Fund).

(Source: Division of Finance and the 2003 CAFR.)

Recent Developments
Background

The State has two major funds to pay for most government operations, the General Fund and the Uni-
form School Fund. By law, the Uniform School Fund can only be used for public education (kindergarten
through 12" grade) and higher education (State colleges, universities and technical schools). The General
Fund holds money for most other State functions except transportation, which has its own funds.

Spending and Debt Limitations

The 2004 Legislature amended the State’s statutory appropriation and debt limits. Personal income
growth was removed from the formula such that increases in appropriations are limited to combined
changes in population and inflation. The definition of appropriations was also changed to only include
appropriations from unrestricted General Fund sources and from non-Uniform School Fund income tax
revenues (spending for public education and transportation were exempted from the limitation). All other
State services, including higher education, that receive General Fund appropriations are subject to the
limitation. Because of the change to the appropriation limit, the statutory debt limit was increased from
20% to 45% of the maximum allowable appropriation limit.

Budget Management
The State ended Fiscal Year 2004 with a preliminary surplus of $95.5 million. This included a

$44.8 million surplus in the General Fund and $50.7 million surplus in the Uniform School Fund. Higher
than expected sales and use tax and individual income tax revenues were the primary reasons for the sur-
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plus. By law, $22.4 million, or 50% of the $44.8 million General Fund surplus was transferred to the
Rainy Day Fund (defined below), $4.4 million was designated for accrued Industrial Assistance Fund
credits, and $1.6 million was designated for debt service. The remaining $16.4 million was carried for-
ward for appropriation in Fiscal Year 2005.

By law, $12.7 million, or 25% of the $50.7 million Uniform School Fund preliminary Fiscal
Year 2004 surplus was transferred to the Education Reserve (defined below). The remaining $38 million
was carried forward for appropriation in Fiscal Year 2005.

The Fiscal Year 2004 budget was initially established by actions of the Legislature in the 2003 Legis-
lative General Session. The estimated State revenues used by the Legislature during the 2003 Legislative
General Session were $3.54 billion. Revised revenue estimates during the 2004 Legislative General Ses-
sion estimated State revenues for Fiscal Year 2004 at $3.59 billion. The Legislature balanced the budget
by using the funds carried over from Fiscal Year 2003, eliminating certain sales tax exemptions, imple-
menting additional program reductions, transferring moneys from restricted and tobacco settlement funds,
and utilizing other miscellaneous sources. Those adjustments also made funding available for increases in
Medicaid, public education and higher education, and increased benefits for State and higher education
employees.

A balanced Fiscal Year 2005 budget was approved by the Legislature in the 2004 Legislative General
Session. State revenues were projected to increase 2.8%, or $101.8 million, above authorized Fiscal
Year 2004. Balancing the budget included carrying forward funds from Fiscal Year 2004, transferring
money from restricted funds and restricting increases in base budgets. The Legislature was able to ap-
prove major increases in Medicaid, public education, higher education, and health, dental and retirement
rates. In addition, they provided a cost—of-living adjustment for employees.

Budget Reserve Accounts

The State maintains a Budget Reserve Account in the General Fund (referred to herein as the “Rainy
Day Fund”) which can only be used to cover operating deficits, legal settlement agreements approved by
the Legislature or retroactive tax refunds. To cover budget shortfalls for Fiscal Year 2002, the Legislature
appropriated approximately $105.3 million from the Rainy Day Fund.

State law requires 25% of any General Fund surplus to be deposited in the Rainy Day Fund. The
2002 Legislature passed legislation providing for the replenishment of the Rainy Day Fund by annually
transferring an additional 25% to the Rainy Day Fund (total of 50%) of any General Fund surplus until
appropriations from the Rainy Day Fund have been repaid.

The 2004 Legislature appropriated $4.2 million of one-time money to the Rainy Day Fund for Fiscal
Year 2004. In addition, they reallocated 30% of the tobacco settlement payments received between
July 1, 2004 and July 1, 2005 from the tobacco settlement funds to the Rainy Day Fund. This will add
approximately $8 million to the Rainy Day Fund in Fiscal Year 2005.

The current balance in the Rainy Day Fund is approximately $53.6 million.

During the 2003 Legislative General Session, legislation was approved that establishes the Education
Budget Reserve Account (the “Education Reserve”) in addition to the Rainy Day Fund. The Education
Reserve is a reserve to cover operating deficits that may occur in the public and higher education systems.
The Education Reserve is to receive 25% of any surplus in the Uniform School Fund at the end of each
fiscal year. The Legislature also established a ceiling on the combined balances of the Rainy Day Fund
and the Education Reserve equal to 6% of the combined total of appropriations for all purposes from the
General Fund and the Uniform School Fund. The current combined ceiling is approximately $214 mil-
lion. The current balance in the Education Reserve is approximately $13.3 million.
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Highway Programs

In 1998, the State began a plan to construct and improve various highways throughout the State (the
“Centennial Highway Program”). The current estimated cost of the planned projects through Fiscal
Year 2008 is approximately $3.38 billion. At the end of Fiscal Year 2004, $2.51 billion has been spent.

The largest component of the plan was the reconstruction and expansion of the main interstate high-
way (“1-15") running through the Salt Lake County metropolitan area. The 1-15 project was completed in
July 2001 at a cost of $1.56 billion. The other projects within the Centennial Highway Program are in
various stages of planning and construction.

Because the construction schedule for the Centennial Highway Program requires the expenditure of
moneys faster than funds will be collected, it has been and will be necessary for the State to borrow
money to finance the program. To date, various sessions of the Legislature have authorized the issuance
of approximately $1.35 billion of highway general obligation bonds, most of which have been issued.

To pay for the $3.38 billion cost of the Centennial Highway Program, the State is using $1.04 billion
from the State’s General Fund, with the balance coming from fuel taxes, registration fees, federal funds
and other sources. In the 2004 General Legislative Session, certain projects were deferred to better meet
the estimated cash flows of the State.

The Centennial Highway Program is in addition to the regular five—year highway construction, repair
and maintenance program of the Utah Department of Transportation. This five—year highway program is
primarily funded from fuel taxes, registration fees, federal funds and other sources. Approximately
$100 million is spent on this five—year highway program each year.

Financial Settlement with the Tobacco Industry

The State was one of 46 states that entered into a master settlement agreement with major tobacco
manufacturing companies in November 1998. Under the terms of the agreement, the State received
$32.6 million during Fiscal Year 2002 and $32.6 million during Fiscal Year 2003. The State anticipates
receiving settlement payments averaging nearly $26 million per year until Fiscal Year 2008 when “strate-
gic payments” begin. (Strategic payments refer to added payments to the State as a result of its participa-
tion as a plaintiff in the lawsuits against the tobacco companies.) However, the settlement payments are
subject to a number of adjustments which may substantially reduce or increase the amount the State will
ultimately receive and the ability of the tobacco companies to pay such settlement payments.

In 2000, State voters approved an amendment to the State Constitution to establish a permanent State
trust fund to hold a portion of the tobacco settlement payments and to provide procedures for the disposi-
tion of those payments and assets of the trust. The constitutional amendment provides, in effect, that the
settlement payments are to be appropriated by the Legislaturel and that the assets in the trust fund cannot
be appropriated except by a three—fourths vote of both houses of the Legislature. However, income from
the trust fund is to be deposited into the General Fund and half of the trust fund income is available for
appropriation by the Legislature.

The 2000 Legislature allocated 50% of the tobacco settlement payments to the trust fund, with the
remaining 50% of the settlement payments allocated to certain health—related programs including chil-
dren’s health, cancer research and treatment, and smoking prevention and cessation. The 2003 Legislature
adjusted this allocation formula so that for Fiscal Year 2004, 20% of the settlement payments are allo-
cated to the trust fund and 80% of the settlement payments are allocated to the health-related programs.
The 2004 Legislature adjusted the allocation formulas again. For Fiscal Years 2005 and 2006, 70% of the

1 In all cases, the Governor must concur with the actions of the Legislature.
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settlement payments are allocated to the health—related programs. For Fiscal Year 2005, the remaining
30% of the settlement payment is allocated to the Rainy Day Fund. For Fiscal Year 2006, the remaining
30% is allocated to the trust fund. Beginning in Fiscal Year 2007, 55% of the settlement payment is allo-
cated to the health—related programs and 45% of the payment is allocated to the trust fund.

During 2002 and 2003, the Legislature authorized the use of $44.4 million of tobacco settlement trust
fund assets to balance Fiscal Year 2003 deficits. For Fiscal Year 2004, the Legislature also moved
$9.8 million to the General Fund from the Tobacco Settlement Restricted Account.

The current balance in the trust fund is approximately $17.7 million.
The State has not issued and does not plan to issue tobacco securitization bonds.
Federal Economic Stimulus and Tax Legislation

It is not expected that the Economic Growth and Tax Relief Reconciliation Act of 2001 and the Jobs
and Growth Tax Relief Reconciliation Act of 2003 will have a substantial impact on the State’s budget
during the six—year period beginning with Fiscal Year 2002 and ending with Fiscal Year 2007. While
those federal acts made a variety of changes that, among other things, affected federal grants to the State
and the computation of State income taxes, it is currently expected that the total net impact of both acts
will be to increase State revenues only by about $21 million spread over the entire six—year period.

Future Considerations
Quality Growth

The State, like other rapidly growing states, faces ongoing challenges in providing infrastructure and
public services to a growing population and expanding economy. State government provides leadership
by investing in infrastructure, prudently managing State resources, and participating in long-range plan-
ning and coordination efforts.

Currently, the State is a major partner in a quality growth partnership called “Envision Utah.” This is
a multi-year, multi-million dollar, citizen—led effort to create a publicly supported quality growth strat-
egy. In 1999, the Legislature passed the Quality Growth Act, creating a Quality Growth Commission to
manage a critical land conservation fund and make recommendations to the Legislature about growth is-
sues. The Commission is currently developing programs that provide incentives for policy and investment
decisions that incorporate this strategy. Both of these efforts are intended to preserve and enhance the
quality of life in the State.

Quality growth planning efforts, the long—term economic stimulus of the 2002 Olympic Winter
Games, and the ongoing diversification of the State’s economy position the State favorably for the future.
Other factors that bode well for the State’s future are its well-educated and youthful workforce; the
healthy lifestyles of its residents; a pro—business regulatory environment; low business taxes; and a solid
utility, communications, education, and transportation infrastructure.

Demographic Factors

In 2002 the State’s ratio of dependents to non—-dependents was the highest in the nation, according to
the U.S. Census Bureau. For every 100 people of working age, the State had 66 people who were not of
working age, consisting of 16 children under the age of five, 36 school age children, and 14 seniors age
65 and older. This compares to the national average of 11 under age five, 29 school age children, and
20 seniors, totaling 60 for every 100 people of working age.
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Over the next decade, the State will add more than 145,000 new school age children and more than
365,000 people in the working age group. The growing number of school age children has the potential of
placing stress on State and local education resources. However, this growing workforce will help the
State’s economic future.

For Fiscal Year 2005 there are approximately 494,100 children in public education out of a total State
population of approximately 2,385,000. Enrollment growth for Fiscal Year 2005 is expected to be ap-
proximately 1.5%.

Other Future Budgetary Considerations

As previously mentioned, future budgetary pressure will occur from enrollment growth in public and
higher education. Budgetary pressure is also expected in the Medicaid program; required increases in
funding the retirement systems for State and education employees; and increasing health care costs for
State and education employees, inmates, and others in State custody and care.

Management’s Discussion And Analysis Of Financial Statements

The State prepared a narrative discussion, overview, and analysis of the financial activities of the
State for Fiscal Year 2003. For the complete discussion see “APPENDIX A—BASIC FINANCIAL
STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMATION OF THE STATE OF UTAH
FOR FISCAL YEAR 2003-Management’s Discussion and Analysis” (after the Independent State Audi-
tor’s Report).

Five-Year Financial Summaries

The following summaries were extracted from the State’s audited financial statements for Fiscal
Years 1999 through 2003. The summaries have not been audited. The financial information presented in
the summaries is presented on a fund statement basis and not on a government-wide statement basis.

Five—year historical summaries have been prepared for the Combined Balance Sheet—All Governmental
Fund Types Only; Statement of Revenues, Expenditures and Changes in Fund Balance—General Fund; and
Statement of Revenues, Expenditures and Changes in Fund Balance—Major Special Revenue Funds.

The five—year summary of Statement of Revenues, Expenditures and Changes in Fund Balance—
Major Special Revenue Funds has been included to show the State’s sources of revenue for and expendi-
tures on public education and transportation.

Unless otherwise noted, the financial information for the Fiscal Years’ prior to Fiscal Year 2002
have not been restated to reflect the changes in accounting standards.

(The remainder of this page has been intentionally left blank.)
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State of Utah

Combined Balance Sheet—All Governmental Fund Types Only
(This summary is unaudited)

Fiscal Year Ended June 30 (in thousands)

2003 (1) 2002 (1) 2001 (2) 2000 1999
Assets:
Cash and cash equivalents................ccoeeeevvnnnn. $ 505,731 $ 284,444 $ 586,836 $ 659,836 $ 419,820
INVESEMENTS. ..ttt ceee et e e e eeaaee s 648,211 785,121 313,565 292,254 412,513
Receivables:
ACCOUNLS, NEE (3).n.neeieieiee et e ee e 598,616 485,522 523,415 335,129 348,356
Accrued taxes, Net (3).....uvvveereriienieireieeeeennnn 524,670 581,065 548,537 380,909 355,872
Notes / mortgages, Net (4).......covvvviinevinnnennnn. 12,297 13,355 280,350 256,979 189,138
Accrued interest (4)......oeoeeeiee i 111 32 1,952 1,817 1,944
Due from other funds...............coiiiiiiiiiin e 51,532 54,173 115,209 72,685 76,414
Due from component units.............ccccoeiiieeeennnn. 18,922 29,016 29,939 22,031 44,711
Interfund loans receivable...................cooeennnn. 43,546 44,638 24,322 28,699 30,611
INVENTONIES. .. cee s e et e e e eea e 7,537 8,894 8,728 9,721 10,529
TOtal ASSELS. .. vunieineiirie e e eeaenns $2,411,173 $2,286,260 $2,432,853 $2,060,060 $1,889,908
Liabilities and fund balances:
Liabilities:
Accounts payable and accrued liabilities............ $ 537,522 $ 510,618 $ 423,000 $ 393,282 $ 394,397
Due to other funds..........coovviiiiiii e 40,171 65,469 98,126 58,361 63,535
Due to component unitS........c.vevvvveviiininennns, 4,812 - 359 75 -
Deferred revenue (3).......c.veevenireirinenneaeennn 320,381 279,983 392,194 114,351 45,742
Interfund loans payable.............ccoocevviiinnnnn 2,478 2,478 2,478 2,478 -
Leave/Postemployment benefits (5).................. — — 260,268 248,149 228,758
Total liabilities.........coovvviiiiii s 905,364 858,548 1,176,425 816,696 732,432
Fund balances:
RESEIVEA. .. .o it e e 704,592 801,664 764,662 755,004 905,733
Unreserved designated.............ccoooieeieiiaeene. 466,206 385,833 393,290 328,501 272,169
Unreserved undesignated (6)..........c.vovvevennnnns 335,011 240,215 98,476 159,859 (20,426)
Total fund balances..........cooevvviiivineinnnns. 1,505,809 1,427,712 1,256,428 1,243,364 1,157,476
Total liabilities and fund balances.............. $2,411,173 $2,286,260 $2,432,853 $2,060,060 $1,889,908

@)

0]

®)

(4)

®)

(6)

Beginning in Fiscal Year 2002, this summary includes balances of the State’s major and nonmajor governmental funds except the
Trust Lands permanent fund. These changes were necessary because of implementing GASB Statement 34. The comparability of
Fiscal Years 2003 and 2002 balances to the Fiscal Year 2001 and prior years’ balances is affected.

Prior to Fiscal Year 2002, this summary included balances from the State’s Governmental fund types, which included the General
Fund, Special Revenue Funds, Capital Projects Fund, and Debt Service Fund.

Increases in these accounts, beginning with Fiscal Year 2001, are mainly due to the implementation of GASB Statement 33,
Accounting and Financial Reporting for Nonexchange Transactions. This statement resulted in greater amounts of Accounts
Receivable, Accrued Taxes, and Deferred Revenue due to changes in revenue recognition criteria. The revenues resulting from the
increased receivables were deferred because they were not available for use by the government during the period indicated.

Decreases in these accounts, beginning in Fiscal Year 2002, are primarily due to the implementation of GASB Statement 34, which
resulted in certain water loan funds and housing loan funds being reclassified from Governmental funds to Proprietary funds.
Beginning in Fiscal Year 2002, Leave/Postemployment benefits liability and the related expenditure is no longer reported in the
governmental fund statements as a result of additional guidance in GASB Interpretation 6, Recognition and Measurement of Certain
Liabilities and Expenditures in Governmental Fund Financial Statements.

The deficit in Fiscal Year 1999 was a result of contractual obligations being greater than available financial resources in the capital
projects fund as allowed in statute. These contractual obligations were funded from the subsequent year’s revenues and
appropriations.

(Source: Division of Finance. Except as otherwise noted, this summary of financial information has been taken from the State’s audited
financial statements for the indicated years. This summary itself has not been audited.)
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State of Utah

Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Fund Type — General Fund

(This summary is unaudited)

Revenues:
Taxes:
SAlES TAX ... eee ittt
Other tAXES. .. cev vt ettt et ettt
Total tAXES. .. .eeee e
Other revenues:
Federal contracts and grants..............c.ccoeeeeeeans
Charges for SErVICES.........vviuieei i iee e
Licenses, permits and fees..............coevvviniinnne.
Federal mineral lease..............ccovvviiniinienennnen.
INVeStMENt iNCOME........c.veueie e
Miscellaneous and Other..............cccveviiniiniinnes
Total reVENUES. ........venviiiiiiie et
Expenditures:
Current:
General government and courts...............c.c.eeveen.
Human services and youth corrections.................
Corrections, adult.............coeoveviiiiiicnee,
Public safety..........covvviiiii i
Health and environmental quality.......................
Higher education-state administration...
Higher education—colleges and universities (2).......
Employment and family services.......................
Natural reSOUrCES.......c.ovveeeiieiieiieeiee e,
Community and economic development...............
Business, labor, and agriculture.........................
Leave/Postemployment benefits (3)....................
Total expenditures....................
Excess revenues over (under) expenditures.................
Other financing sources (uses):
Proceeds of revenue bonds/contracts......................
General obligation bonds issued...........................
Premium on bonds issued..............cc.ccoeevieiienennnn.
Operating transfers in..............cooiiiiiiiiie e,
Operating transfers out..............cooviiiiiiiiieienaenns
Operating transfers from component units...............
Operating transfers to component units (2)...............
Total other financing sources (USeS).................
Beginning fund balance................ccoiii
Adjustments to beginning fund balance (4)..............
Beginning fund balance as adjusted................c..........
Residual equity transfers............ccooeivieiiiiiiiiine e,
Ending fund balances.............oooiiiiii

Fiscal Year Ended June 30 (in thousands)

2003 (1) 2002 (1) 2001 2000 1999
$ 1,447,281  $1437,339  $1441,046  $1,378949  $1,324,608
187,397 172,307 194,250 216,313 128,967
1,634,678 1,609,646 1,635,296 1,595,262 1,453 575
1,524,832 1,341,072 1,214,201 1,127,858 1,094,490
182,090 192,190 181,748 164,790 159,462
17,745 17,721 16,963 16,738 16,328
46,335 29,367 49,566 34,957 28,962
8,258 15,333 45,468 35,600 28,966
124,422 114,449 74,325 85,202 44,228
3,538,360 3,319,778 3,217,567 3,060,407 2,826,011
248,629 261,238 254,001 245,940 249,337
532,270 529,403 333,327 340,466 324,758
176,624 182,860 183,395 175,198 154,725
122,830 147,728 120,454 107,554 103,777
1,171,877 1,055,856 1,097,147 985,888 926,002
34,891 42,155 36,118 31,280 28,693
592,668 610,837 - - -
362,931 321,154 286,304 285,517 302,665
132,388 119,383 104,859 97,586 90,794
88,731 86,160 82,381 73,881 73,116
55,583 55,639 49,417 46,233 44,268
- - 7,083 12,828 17,204
3,519,422 3,412,413 2,554,486 2,402,371 2,315,339
18,038 (92,635) 663,081 658,036 510,672
- - 1,602 - -
- - - - 15,000
- - - - 650
146,547 223,529 268,793 248,069 225,520
(146,514) (330,679) (312,737) (265,429) (257,836)
- - 526 - -
- - (537,279) (503,641) (483,901)
33 (107,150) (579,095) (521,001) (500,567)
368,025 708,067 646,959 525,268 519,700
- (140,257) - - -
368,025 567,810 646,959 525,268 519,700
- - (22,878) (15,344) (4,537)
$ 38699 $ 368025 $ 708067 $ 646959  $ 525268

(1) Due to changes in accounting standards, the comparability of Fiscal Years 2003 and 2002 to Fiscal Year 2001 and prior years’ is affected.

(2) State support of higher education—colleges and universities, starting in Fiscal Year 2002, is reported as a current expenditure under the
GASB 34 reporting model. Previously, state support of higher education was shown as an operating transfer to components units for Fiscal
Years 1999 to 2001. These transfers to colleges and universities were substantially all of the operating transfers to component units.

(3) Beginning in Fiscal Year 2002, Leave/Postemployment benefits liability and the related expenditure is no longer reported in the
governmental fund statements as a result of additional guidance in GASB Interpretation 6.

(4) Due primarily to changes in accounting standards.

(Source: Division of Finance. Except as otherwise noted, this summary of financial information has been taken from the State’s audited
financial statements for the indicated years. This summary itself has not been audited.)
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State of Utah

Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Fund Type — Major Special Revenue Funds (1)

Revenues:
Taxes:
Sales tax..

Ind|V|duaI income tax ................................

Corporate tax..

Motor and speC|aI fuels tax .........................
Other taxes (3) ... cvee e
TOtal tAXES. .. vvvviiriie i

Other revenues:

Federal contracts and grants........................

Charges for Services..........ccooevevvnnee

Licenses, permits and fees.............ccocoeeeenns
Federal aeronautics............ccooeeveieniinnenen. .
Investment iNCOMe..........coovveiiiieiiiennn.
Miscellaneous and other......................o.ill
Total other revenues...........c..coovevveeveninnnns
Total revVenues.......c.oeveiiiiieie et

Expenditures:
Current:

Public education..............c.ccvvviviiiiiininiinnns
Transportation..........oooeeeeeiieiieiieie e
Leave/Postemployment benefits (4)...............

Total expenditures...

Excess revenues over (under) expendltures. .

Other financing sources (uses):

Proceeds of revenue bonds/contracts.................
General obligation bonds issued......................
Premium on bonds issued................ccevvvvninnnne
Operating transfers in.............coooiiiiiiniennnnn.
Operating transfers out.............ccooevvvvevennnne.
Operating transfers to component units..............

Total other financing sources (uses)............

Excess of revenues over (under) expenditures

and Other USES.........oviuiriiieiiiiee e,

Beginning fund balance..

Adjustments to begmnlng fund balance (5)
Beginning fund balance as adjusted.....................
Residual equity transfers............cccoeeivevinininnne.
Ending fund balances..............ccoooviviiiiiinn s

(This summary is unaudited)

Fiscal Year Ended June 30 (in thousands)

2003 2002 (2) 2001 2000 1999

$ 34542 $ 36140 $ 24255 $ 21120 $ 17,859
1,587,520 1,584,546 1,712,676 1,654,949 1,463,897
161,129 124,561 183,141 186,936 192,221
321,370 321,682 310,000 314,164 298,390
23,595 26,131 (720) 17,601 21,710
2,128,156 2,093,060 2,229,352 2,194,770 1,004,077
521,567 505,838 493,862 447,750 448,696
22,465 23,438 35,461 32,031 29,869
83,784 80,011 74,616 75,154 71,231
18,791 31,026 33,386 26,859 18,737
16,367 15,296 17,566 15,382 24,347
26,375 21,481 29,502 33,343 43,771
689,349 677,990 684,393 630,519 636,651
2,817,505 2,771,050 2,013,745 2,825,289 2,630,728
1,979,461 1,998,240 1,949,959 1,824,162 1,776,912
756,139 847,517 877,653 892,130 975,146
- - 2,103 4,745 6,682
2,735,600 2,845,757 2,829,715 2,721,037 2,758,740
81,905 (74,707) 84,030 104,252 (128,012)

- - 1,688 - -
140,685 277,810 - - 68,000
20,581 11,241 - - 7,808
145,625 340,705 249,665 218,390 191,454
(228,262) (369,293) (460,906) (345,198) (320,417)
_ _ _ (13) _
78,629 260,463 (209,553) (126,821) (53,155)
160,534 185,756 (125,523) (22,569) (181,167)
618,496 377,980 503,503 526,240 707,407
- 54,760 - - -
618,496 432,740 503,503 526,240 707,407
- - - (168) -

$ 779030 $ 618496 $ 377980 $ 503503 $ 526,240

(1) The major special revenue funds include the Uniform School Fund, Transportation Fund, and Centennial Highway Fund.

(2) Due to changes in accounting standards, the comparability of Fiscal Years 2003 and 2002 statements to Fiscal Year 2001 and prior

years’ statements is affected.

(3) The negative revenue in Fiscal Year 2001 was a result of changes in the balance of receivables related to other taxes, that is, the accrued
receivable balance related to other taxes at the end of Fiscal Year 2001 declined compared to the previous fiscal year and furthermore,
the decline in the accrued receivable was greater than realized revenue.

(4) Beginning in Fiscal Year 2002, Leave/Postemployment benefits liability and the related expenditure is no longer reported in the
governmental fund statements as a result of additional guidance in GASB Interpretation 6.

(5) Due primarily to changes in accounting standards.

(Source: Division of Finance. Except as otherwise noted, this summary of financial information has been taken from the State’s audited

financial statements for the indicated years. This summary itself has not been audited.)
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Property Tax Matters

The following information with respect to certain property tax matters is included in this OFFICIAL
STATEMENT to provide background information. As described herein, the 2004 Bonds are not secured
by any pledge of property tax revenues and do not constitute a debt or indebtedness of the State or the
Authority. See “INTRODUCTION—RIsks Inherent In The Ownership Of The 2004 Bonds—Limited
Obligations” above.

Ad Valorem Tax Levy

Though authorized to do so under Section 59-2-901 of the Utah Code, the State does not presently
levy ad valorem property taxes. However, if the State does not have sufficient moneys available to pay
principal and interest on its general obligation bonds from sources other than ad valorem taxes, the State
Tax Commission would be required to levy ad valorem property taxes on all taxable property in the State
to cover the deficit.

Property Tax Act

The State Constitution and the Property Tax Act, Chapter 2, Title 59, Utah Code (the “Property Tax
Act”), provide that all taxable property is required to be assessed and taxed at a uniform and equal rate on
the basis of 100% of its “fair market value” as of January 1 of each year, unless otherwise provided by
law. Section 3 (2) (iv) of Article XIII of the State Constitution provides that the Legislature by the statute
exempt from property tax up to 45% of the fair market value of residential property, as defined by statute.
The Legislature enacted legislation, effective January 1, 1995, providing that the “fair market value” of
primary residential property will be reduced by 45%. No more than one acre of land per residential unit
may qualify for the residential exemption.

The following tables reflect the effect of the current 45% reduction from Fair Market Value for as-
sessment of ad valorem property tax. The tables also show the Centrally—Assessed Property (as defined
below) compared with the Locally—Assessed Property (as defined below).

Taxable Value Compared with Fair Market Value of All Taxable Property in the State

% Change % Change
Tax Taxable Over Fair Market Over
Year Value (1) Prior Year Value Prior Year
2004 (2)..ccvviieiiien $123,435,000,000 5.2% $174,705,000,000 6.2%
2003 ..o 117,371,436,772 2.7 164,567,249,587 3.1
2002 ..o 114,320,788,860 3.6 159,659,350,270 4.2
2001 ..o 110,312,889,753 8.0 153,166,345,540 7.7
2000 ..o 102,142,249,398 7.4 142,253,454,117 7.7

(1) Taxable values were calculated by reducing the fair market value of primary residential property by 45%, repre-
senting the current partial property tax exemption for such property.
(2) Preliminary; subject to change. Rounded to the nearest five million.

(Source: Property Tax Division, Utah State Tax Commission.)
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Historical Summaries Of Taxable Values Of Property

2004 2003 2002 2001 2000
) % of
Set by State Tax Commission Taxable Value T.V. Taxable Value Taxable Value Taxable Value Taxable Value
(Centrally Assessed)
Natural resources..............cccc.oe.ee $ 2,800,000,000 23% $ 3,002,785404 $ 3,336,164,284 $ 4,067,175485 $ 3,944,362,229
Utilities........oooveiiinieennnns 10,943,322,355 8.9 9,742,802,798 9,380,729,030 10,075,002,458 9,286,969,211
Total centrally assessed 13,743,322,355 11.1 12,745,588,202 12,716,893,314 14,142,177,943 13,231,331,440
Set by County Assessor
(Locally Assessed)
Real property:
Primary residential......................... 62,413,394,777 50.6 57,428,781,528 55,154,680,220 52,099,359,175 48,749,007,976
Commercial..........cc.ooeiiiiiiiniin, 26,500,000,000 215 25,995,762,668 25,524,121,711 23,831,287,399 21,846,954,648
Otherreal...........coooeviiiiiiinn, 13,000,000,000 10.5 12,900,782,786 12,346,922,189 11,787,529,050 10,337,784,819
Total real property..................... 101,913,394,777 82.6 96,325,326,982 93,025,724,120 87,718,175,624 80,933,747,443
Personal property:
Total personal property................ 7,777,215,721 6.3 8,300,521,588 8,578,171,426 8,452,536,186 7,977,170,515
Total locally assessed.................. 109,690,610,498 88.9 104,625,848,570 101,603,895,546 96,170,711,810 88,910,917,958
Total taxable value..................... $123,433,932,853  100.0 %  $117,371,436,772 $114,320,788,860 $110,312,889,753 $102,142,249,398

(1) Preliminary; subject to change. Information is rounded as necessary.

(Source: Property Tax Division, Utah State Tax Commission.)
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The Property Tax Act provides that the State Tax Commission shall assess certain types of property
(“Centrally—Assessed Property”), including (i) properties that operate as a unit across county lines that
must be apportioned among more than one county or state, (ii) public utility (including railroad) proper-
ties, (iii) airline operating properties, (iv) geothermal properties and (v) mines, mining claims and appur-
tenant machinery, facilities and improvements, including oil and gas properties. All other taxable property
(“Locally—Assessed Property”) is required to be assessed by the county assessor of the county in which
such Locally—Assessed Property is located. The Property Tax Act also establishes certain deadlines, pro-
cedures and requirements for, among other things, the assessment of Centrally—Assessed Property, and
the challenging by property owners of such assessments. Once the required information is provided to the
various county treasurers, they mail all property owners a tax notice that specifies the aggregate amount
of taxes to be paid for State, county, city, town, school and other purposes.

Minimum Basic Tax Levy for School Districts. Before June 15, the State Tax Commission ascertains
from the State Board of Education the number of weighted pupil units in each school district in the State
for the school year commencing July 1 of the current year, estimated according to the Minimum School
Program Act, and the money necessary for the cost of operation and maintenance of the Minimum School
Program of the State. The State Tax Commission then estimates the amounts of all surpluses in the Uni-
form School Fund, as of July 1, of the current year, available for the operation and maintenance of the
program, and estimates the anticipated income to the fund available for those purposes from all sources,
including revenues from taxes on income or from taxes on intangible property.

The State Tax Commission then determines for each school district the amount to be raised by the
minimum basic tax levied by the school district as its contribution toward the cost of the Basic State—
Supported School Program (the “Basic Program”), as required by the Minimum School Program Act. If
the levy raises an amount in excess of the total Basic Program for a school district, the excess amount
shall be remitted by the school district to the State Board of Education to be credited to the Uniform
School Fund for allocation to school districts to support the Basic Program. If the levy does not raise an
amount in excess of the total Basic Program for a school district, then the difference between the amount
which the local levy will raise within the school district, and the total cost of the Basic Program within the
school district shall be computed. This difference shall be apportioned from the Uniform School Fund to
each school district as the contribution of the State to the Basic Program for the school district.

The State mandates that each school district levy a minimum basic tax rate per dollar of taxable value,
which changes annually, in order to qualify for receipt of the State contribution toward the Basic Pro-
gram. If the minimum basic tax rate exceeds the certified revenue levy, the State shall publish a notice to
the effect no later than 10 days after the last day of the annual legislative general session. “Certified
Revenue Levy” means a property tax levy that provides the same amount of ad valorem property tax
revenue as was collected for the prior year, plus new growth, but exclusive of revenue from collections
from redemptions, interest, and penalties.

Uniform Fees. An annual statewide uniform fee is levied on certain tangible personal property in lieu
of the ad valorem tax. The uniform fee is based on the value of motor vehicles, watercraft, recreational
vehicles, and all other tangible personal property required to be registered with the State. The current uni-
form fee is equal to 1.5% of the fair market value of motor vehicles that weigh 12,001 pounds or more,
watercraft, recreational vehicles and all other tangible personal property required to be registered with the
State excluding exempt property such as aircraft and property subject to the fixed age based fee. The uni-
form fee for aerial applicators is 0.2% and the uniform fee for all other aircraft is 0.4%. On Janu-
ary 1, 1999, legislation became effective that made motor vehicles weighing 12,000 pounds or less sub-
ject to an “age based” fee that is due each time the vehicle is registered. The age based fees is for passen-
ger type vehicles and ranges from $10 to $150 based on the age of the vehicle. The revenues collected
from the various uniform fees are distributed by the county of each taxing entity in which the property is
located in the same proportion in which revenue collected from ad valorem real property tax is distrib-
uted.
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Property Tax Valuation Agency Fund. Commencing January 1, 1994, the State created the Property
Tax Valuation Agency Fund (the “PTVAF”), to be funded by a multicounty assessing and collecting levy
to promote the accurate valuation of property, the establishment and maintenance of uniform assessment
levels within and among counties, and the efficient administration of the property tax system, including
the costs of assessment, collection and distribution of property taxes. Money is disbursed from the
PTVAF to each county based on statutory qualification and requirements.

The Legislature is required to authorize a multicounty assessing and collecting levy to fund the
PTVAF that may not exceed (unless it provides public notice thereof) the certified revenue levy.

Budgetary Procedures

Budgetary Procedures Act. The Budgetary Procedures Act, Title 63, Chapter 38, Utah Code (the
“Budget Act™) establishes the process through which the State budget is prepared by the Governor and
prescribes all information to be included in the Governor’s budget. Portions of the Budget Act are sum-
marized below.

The Governor is required to submit a budget to the Legislature for each fiscal year. The budget is re-
quired to show, among other things, (i) a complete plan of proposed expenditures and estimated revenues
for the ensuing fiscal year, (ii) the revenues and expenditures for the last fiscal year, and (iii) current as-
sets, liabilities and reserves, any surplus or deficit and the debts and funds of the State. The budget is re-
quired to include an itemized estimate of appropriations for payment and discharge of the principal and
interest of the indebtedness of the State, among other things. Deficits or anticipated deficits must be in-
cluded in the budget.

The total appropriations requested for expenditures authorized by the budget must not exceed the es-
timated revenues from taxes, fees and all other sources for the next ensuing fiscal year.

The Budget Act applies to all moneys appropriated by the Legislature. Unless specifically exempted
by the appropriations act, all departments, agencies and institutions of the State that accept moneys ap-
propriated do so subject to the terms and provisions of the Budget Act. No appropriation or any surplus of
any appropriation may be diverted from the department, agency, institution or division for which they
were appropriated. Appropriated moneys may be subject to any restrictions set forth in the appropriation
or any schedules or other restrictions provided by the Legislature. Transfers of moneys from one purpose
or function to another within an item of appropriation are permissible at the discretion of the Governor as
provided in the Budget Act. Appropriated moneys may not be transferred from one item of appropriation
to any other item of appropriation without legislative approval.

Unexpended Balances. Except for certain funds detailed in the Budget Act or funds that may be ex-
empted by the annual appropriations act, the Director of Finance must, at the end of each fiscal year, close
out to the proper fund or account for all remaining unexpended and unencumbered balances of appropria-
tions made by the Legislature.

Budgetary Controls. The Director of Finance is required to exercise accounting control over all State
departments, institutions and agencies other than the Legislature and legislative committees. The Director
of Finance must require the head of each department to submit not later than May 15 of each year a work
program (budget) for the ensuing fiscal year. Such program must include all funds from any source what-
soever made available to each department for its operation. The Director of Finance and the State Budget
Officer are required to review the work program of each department. The Director of Finance must, if the
Governor deems necessary, revise, alter, decrease or change such work programs before or after approv-
ing the same. The aggregate of such work programs must not exceed the total appropriations or other
funds from any source whatsoever made available to each department for the fiscal year in question. The
Director of Finance must permit all expenditures to be made on the basis of such work programs. The Di-
rector of Finance is required to examine and approve or disapprove all requisitions and requests for ex-
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penditures of any department, except the judicial department and salaries or compensation of officers
fixed by law.

State Funds And Accounting

The Division of Finance maintains its accounting records in accordance with State law and in accor-
dance with generally accepted accounting principles (“GAAP”).

Funds are accounted for and reported in the following categories: governmental funds; proprietary
funds; and fiduciary funds. Governmental funds include the General Fund, special revenue funds, capital
projects funds, debt service funds, and permanent funds. Proprietary funds include enterprise and internal
service funds. Fiduciary funds include pension trust funds, investment trust funds, private purpose trust
funds, and agency funds.

Major Governmental Funds

Fund reporting in the financial statements for governmental funds focuses on major funds as defined
by GAAP. The State reports the following major governmental funds.

General Fund. The General Fund is the principal fund from which appropriations are made for State
operations. It is specifically maintained to account for all financial resources and transactions not ac-
counted for in another fund. The General Fund receives State sales taxes, which comprise the largest State
source of this fund’s revenues. Other principal sources of revenues include federal contracts, grants and
mineral lease payments, State departmental collections and miscellaneous licenses, fees and taxes. Fund-
ing for debt service on the State’s general obligation bonds is usually appropriated from the General Fund
and transferred to the various bond sinking funds within the debt service fund.

Uniform School Fund (Special Revenue Fund). The Uniform School Fund currently receives all indi-
vidual income and corporate franchise taxes, which together comprise the majority of revenues to the
fund. Federal grants and contracts related to State public education funding are a secondary source of
revenues. If the revenues of the Uniform School Fund are insufficient, appropriations are made from the
General Fund to assist in financing the State’s portion of the State—Supported Minimum School Program
as provided by law.

If revenues deposited into the General Fund are not sufficient to permit transfers to the Uniform
School Fund as provided by appropriation, the Director of Finance, with the approval of the Governor,
must withhold such transfers during the fiscal period. If this withheld transfer creates a deficit in the Uni-
form School Fund, the Legislature must provide funding to make up the deficit in the subsequent fiscal
year.

Transportation Fund (Special Revenue Fund). The Transportation Fund receives motor and special
fuel taxes and car and truck registration taxes, it also receives a significant portion of funding from federal
grants and contracts.

Centennial Highway Fund (Special Revenue Fund). The Centennial Highway Fund was established in
1997 to account for all Centennial Highway projects, the largest of which is the 1-15 reconstruction pro-
ject. Sources of revenue include Y64% sales tax, federal grants, restricted vehicle registration fees, bond
proceeds, investment earnings, and appropriations from the General and Transportation Funds.

Trust Lands (Permanent Fund). The Trust Lands Fund is a permanent fund that accounts for land

grants and the sale of such lands received from the federal government under the federal Enabling Act.
The principal in the fund is perpetual, with the earnings used primarily to support public education.
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Nonmajor Governmental Funds

The State’s nonmajor governmental funds include other special revenue funds, capital projects funds,
and debt service funds. The nonmajor special revenue funds account for specific revenue sources that are
legally restricted to expenditures for specific purposes. Examples include tobacco settlement monies, en-
vironmental activities, crime victim reparations and rural development programs.

The capital projects funds account for the resources obtained and used for the acquisition, construc-
tion or improvement of certain capital facilities. Such resources are principally derived from operating
transfers from the General Fund and from bond proceeds.

The debt service funds are used to account for all State general obligation bond and certain revenue
bond principal and interest payments made from individual sinking funds. Resources in debt service funds
are provided by transfers from the General Fund or special revenue funds, certain pledged revenues, and
investment earnings on moneys held in sinking funds (except as may be required by the proceedings au-
thorizing the issuance of particular series of bonds).

State Tax System

The State’s tax revenues are derived primarily from sales and use taxes, individual income taxes, mo-
tor fuel taxes, corporate franchise (income) taxes and also from numerous smaller sources including ex-
cise taxes on insurance premiums, beer, cigarettes and tobacco, severance taxes, investment income and
numerous court and business regulation fees. These fees and taxes are regulated by the Legislature.

The State also receives revenues from unemployment compensation taxes (which tax is regulated by
the federal government and set by a state setup corporation) and workers’ compensation premium taxes
(which tax is regulated by a guasi—state agency).

The State also has authority to levy and collect ad valorem property taxes, but has not done so since
1974. See in this section “Property Tax Matters” above.

In addition to the State’s tax system, counties, cities and towns have authority to levy and collect sales
and use taxes and property taxes. School districts, some special service areas and some special service
districts have the authority to levy property taxes.

Property Tax

Property taxes are based on property valuation. Assessment levels are uniform throughout the State,
but tax rates vary from entity to entity. See in this section “Property Tax Matters” above.

Individual Income and Corporate Franchise (Income) Tax

Individual Income Tax. The State is one of 43 states that impose an individual income tax. Following
a general trend, in 1973 the State adopted federal definitions of, and amounts for, personal exemptions,
standard deductions and itemized deductions. Currently, the basis for the State’s individual income tax is
an individual’s federal taxable income to which certain modifications, subtractions and adjustments, are
made to obtain the state taxable income. The individual income tax rates are graduated from 2.3% to 7%,
with the top rate applying to state taxable incomes over $8,626 for those filing jointly or qualified heads
of households, and state taxable incomes over $4,313 for single individuals.

Corporate Franchise (Income) Tax. The State imposes a tax on corporate net taxable income appor-
tioned to the State. The rate is 5%. Federal taxes are not deductible. Currently, the minimum tax is $100.
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Sales and Use Tax

In 1933, a general sales tax was imposed to relieve the burden on the property tax and to bolster State
revenues. Currently, the state sales and use tax rate is 4.75% of the purchase price of tangible personal
property and certain services. The tax rate for gas, electricity, heat, coal, fuel oil or other fuels sold for
residential use is 2%.

In general, State sales taxes are imposed based on retail sales or use of tangible personal property,
admissions, meals, utility services, general services on tangible personal property, hotel and motel ac-
commodations, and certain other items. Use tax also applies to (a) goods shipped to the State for use,
storage, or other consumption, (b) goods purchased outside of the State for use, storage, or other con-
sumption in the State, and (c) services subject to tax but performed outside the State for use, storage, or
other consumption in State.

The State requires its largest sales taxpayers (with annual liabilities more than $50,000) to pay on a
monthly basis. Monthly sales taxpayers and those paying via electronic funds transfer receive a 1.5% dis-
count on state taxes. Because approximately 75% of the sales tax is now remitted monthly, the State’s
cash flow has less variations.

Beginning January 1, 2000, the State’s sales tax proceeds generated by a */64% tax rate on the items
on which sales and use taxes are imposed by the State previously committed to the Olympics was directed
into the Centennial Highway Fund.

Beginning July 1, 2003: (i) }/16% of the State’s general sales and use tax, subject to an annual cap of
$17,500,000, will be specially allocated each year to (a) the preservation of sensitive plant and animal
species, (b) the Agriculture Resource Development Fund, (c) the adjudication of water rights, (d) the Wa-
ter Resource Conservation and Development Fund, (e) the Utah Wastewater Loan Program, and (f) the
Drinking Water Loan Program subaccount; and (ii) another */16% of the State’s general sales and use tax,
this time subject to an annual cap of $18,743,000, will be specially allocated each year to (a) the Trans-
portation Corridor Preservation Revolving Loan Fund, (b) the State Park Access Highways Improvement
Program, and (c) the class B and class C roads account; and

Beginning July 1, 2004, the amount of State sales and use tax collected on certain sales under Sec-
tion 59-12-107 (1) (b) of the Utah Code in any year, to the extent it exceeds $7,279,673 will be deposited
into the Remote Sales Restricted Account.

As a budget balancing measure for Fiscal Year 2003, approximately $12 million of the special alloca-
tions to water and agricultural programs, described above, was recaptured by the Legislature into the
State’s General Fund. This recapture was not made in Fiscal Year 2004. See “FINANCIAL INFORMA-
TION REGARDING THE STATE OF UTAH—Recent Developments—Budget Management” above.

Local Taxes

In addition to the State’s sales and use taxes, a uniform local sales and use tax of 1% applies in coun-
ties, cities and towns, which have adopted the local tax ordinance, 50% of such local sales tax revenue is
allocated on the basis of direct point of sale and 50% is allocated on the basis of population. Cities are
guaranteed at least 0.75% of point of sale under a hold—harmless provision.

Counties, cities and towns within an organized transit district may, if approved by voters, impose a
sales and use tax levy of 0.25% on the same items to which other authorized sales and use taxes apply to
fund a public transportation system. In addition, certain counties may, if approved by the voters, impose
an additional 0.25% sales and use tax to fund a fixed guideway and expanded public transportation sys-
tem. Cities not in an organized transit district may adopt a “highways tax” at 0.25% for construction and
maintenance of highways.
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In addition to the forgoing taxes certain counties, cities or towns may impose a number of other mis-
cellaneous taxes.

Unemployment Compensation Tax

Employers of one or more persons in the State are subject to the State’s unemployment tax, the pro-
ceeds of which are used to finance benefit payments to unemployed workers. The tax is based on em-
ployee earnings with the rate depending on several factors including annual and quarterly payroll stability
and the age of the firm. As of June 30, 2003, the unemployment compensation fund had a fund balance of
approximately $444 million.

Workers’ Compensation Tax

Primary Insurance. Employers doing business in the State must provide worker’s compensation in-
surance coverage for their employees in one of three ways. They may insure with the Workers’ Compen-
sation Fund (“WCF™), a non—profit, quasi—public Utah corporation; or they may insure with a private in-
surance carrier authorized to transact the business of workers’ compensation insurance in the State; or,
with the approval of the State Labor Commission, they may be self-insured. If the employer chooses to
be insured by WCF or a private insurance carrier, the premium rates paid depend on the individual em-
ployer’s claim loss experience as well as the particular industry in which the employer operates.

Employers’ Reinsurance Fund. The Employers’ Reinsurance Fund (“ERF”), covers employers for li-
ability arising from industrial accidents or occupational diseases occurring on or before June 30, 1994.
For claims resulting from an accident or disease arising out of and in the course of the employee’s em-
ployment on or after July 1, 1994, the employer or its insurance carrier is liable for permanent total dis-
ability compensation. By statute, each year the State Labor Commission must establish a premium tax
within a 9.25% maximum based upon the recommendation of an actuary for payment by insurers and
self—insured employers. In 1994 the Legislature passed legislation limiting the State’s liability to the cash
or assets in the ERF only. By statute the State is not liable for the debts and obligations of the ERF. See
“APPENDIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY IN-
FORMATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial State-
ments—Note 12. Deficit Net Assets.”

Uninsured Employers’ Fund. To assist in paying workers’ compensation benefits to employees whose
employers are insolvent, or are otherwise unable to pay the benefits owed to their employees, the State
established an Uninsured Employers’ Fund (“UEF”) in 1984. The UEF is funded by a premium tax based
upon the recommendation of an actuary in the same manner as ERF except that self-insured employers
may be assessed an amount necessary to pay benefits due an employee of an insolvent self-insured and a
subrogation right exists against any employer failing to make compensation payments. The premium tax
rate is currently set at 0.25%. The liability of the State with respect to the payment of any compensation
benefits, expenses, fees or disbursements properly chargeable against the UEF, is limited to the assets of
the fund. By statute, the State is not otherwise liable for the making of any UEF payment.

Severance Taxes
Since 1937, the Legislature has provided for the levy of a mine occupation or severance tax on pro-
duction and sale of oil, gas and metalliferous minerals in the State, including copper, lead, gold, silver,

zinc, iron, tungsten, uranium, vanadium, and other valuable minerals.

In general, a severance tax of 3% to 5%, of the value, at the well, is imposed on oil and gas, including
natural gas.

The severance tax on mines is 2.6% of the taxable value of all metals or metalliferous minerals sold
or otherwise disposed of in the State or shipped out of State.
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Highway Users’ Taxes

Highway users’ taxes can be divided into four major categories: motor and special fuel taxes, which
constitutes the bulk (almost 80%) of highway users’ taxes; motor vehicle registration and title fees; fees
charged for the issuance of driver licenses; and additional fees charged to intrastate and interstate truck
fleets. Funds derived from the highway users’ taxes are used almost entirely for: State highway construc-
tion and maintenance; distribution to cities and counties for use on local roads and streets; policing the
highways; and administrative and regulatory purposes in connection with the use of roads.

Miscellaneous Taxes and Fees

The State collects a number of miscellaneous taxes and fees. Most important of these are the insur-
ance premium tax, cigarette and tobacco tax, wine and liquor tax, inheritance tax, environmental sur-
charge, waste tire fee, and fish and game license fees. Other State revenue sources include license fees
and other fees collected by colleges, universities and State departments.

State Revenues, Expenditures And Fund Balances
The State receives revenues from three principal sources: (a) taxes; (b) federal grants—in-aid; and
(c) miscellaneous charges and receipts, including fees, the State’s share of mineral royalties, and bonuses

on federal land. Revenues received in the governmental fund types (excluding the Trust Lands permanent
fund) are as follows:

Fiscal Year Ended June 30 (in thousands)

% % % % %
2004 (*)_ (1) 2003 (@) 2002 @ 2001 @ 2000 (@)
Taxes (2)..coeeernene. $3,987,606 57% $3,765,460 58% $3,705,851 60% $3,879,866 62% $3,791,453 63%
Federal contracts
and grants........... 2,305,123 33 2,049,922 32 1,856,477 30 1,708,087 27 1,575,608 26
All other misc.
revenues (3)........ 750,780 10 652,561 10 639,710 10 655,329 11 655,820 11

Total all funds.... $7,043,509 100% $6,467,943 100% $6,202,038 100% $6,243,282 100% $6,022,881 100%

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.

(1) Percentage of total Governmental Fund Revenue. Beginning in Fiscal Year 2002, this summary includes reve-
nues of the State’s governmental funds except the Trust Lands permanent fund. These changes were necessary
because of implementing GASB Statement 34. The comparability of Fiscal Years 2004 through 2002 revenue
amounts to Fiscal Year 2001 and prior amounts are affected. Prior to Fiscal Year 2002, this summary included
revenues of the State’s governmental fund types which include the General Fund, Special Revenue Funds (Uni-
form School Fund, Transportation Fund, Centennial Highway Fund, Sports Authority Fund, and several other
minor funds), Capital Projects Fund and Debt Service Fund.

(2) Includes sales, individual income, corporate franchise, motor and special fuel taxes, and other miscellaneous
taxes.

(3) Includes charges for services, licenses, permits, and fees, federal aeronautics, federal mineral lease revenues;
intergovernmental revenues; interest on investments; liquor control profits; and other miscellaneous revenues.

(Source: Division of Finance.)

Revenue Summary. Final Fiscal Year 2004 information is not available. For Fiscal Year 2003, Gen-
eral Fund revenues from all sources totaled approximately $3.55 billion. Of this amount, 41% came from
sales taxes, 43% came from federal contracts and grants, 5% came from charges for services and licenses,
permits and fees, 6% came from federal mineral lease, investment income and miscellaneous and other
revenues, and 5% came from other tax sources. The General Fund revenue includes credit for profits of
the Liquor Enterprise Fund which amounted to $33.1 million.
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In the Uniform School Fund for Fiscal Year 2003, revenues from all sources totaled approximately
$2.07 billion. Of this amount, 76% came from individual income taxes, 14% came from federal contracts
and grants, 8% came from corporate franchise taxes, 2% came from other miscellaneous revenue sources.

In the Transportation Fund for Fiscal Year 2003, revenues from all sources totaled approximately
$672.3 million. Of this amount, 48% came from Motor and Special Fuel Taxes, 28% came from federal
contracts and grants, 12% came from charges for services and licenses, permits, and fees, and 12% came
from other miscellaneous unrestricted taxes and fees.

In the Centennial Highway Fund for Fiscal Year 2003, revenues from all sources totaled $71.7 mil-
lion. Of this amount, 60% came from federal contracts and grants, 26% came from motor vehicle registra-
tion fees, 7% came from sales tax revenue, and 7% came from interest income.

Revenues by Source

All Governmental Fund Types (1)

Fiscal Year Ended June 30 (in thousands)

2004 (*)__ 2003 2002 (1) 2001 (2)_ 2000
Taxes: -
Individual income tax............. $1,708,359 $1,587,520 $1,584,546 $1,712,676  $1,654,949
Sales and use taX........cc.ceveeeee. 1,550,742 1,481,823 1,473,479 1,465,301 1,400,962
Motor and special fuel tax ...... 327,838 321,370 321,682 310,000 314,164
Other taXeS......coeveerercireiieens 234,774 213,618 201,583 208,748 234,442
Corporate franchise tax........... 165,893 161,129 124,561 183,141 186,936
Total taxes ........coeeevvvevevenne. 3,987,606 3,765,460 3,705,851 3,879,866 3,791,453
Other revenues:
Federal contracts and grants ... 2,305,123 2,049,922 1,856,477 1,708,087 1,575,608
Charges for services................ 262,647 211,756 222,669 236,986 217,621
Miscellaneous and other ......... 206,672 193,448 176,895 112,970 119,189
Licenses, permits and fees....... 113,710 110,315 107,201 91,875 92,300
Federal mineral lease.............. 67,216 47,307 30,527 49,566 34,957
Investment income.................. 26,141 29,418 31,240 65,068 55,804
Federal aeronautics................. 25,821 18,791 31,026 33,386 26,859
Intergovernmental................... 11,446 8,463 7,611 35,225 _ 80,431
Total other revenues............ 3,018,776 2,669,420 2,463,646 2,333,163 2,202,769
Total revVeNUES.........covvveveveeiiinns 7,006,382 6,434,880 6,169,497 6,213,029 5,994,222
Liquor profit transfer .............. 37,127 33,063 32,541 30,253 28,659
Total revenues and liquor profit
tranSfer .....ovveveee e $7,043,509 $6,467,943 $6,202,038 $6,243,282  $6,022,881

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.

(1) Beginning in Fiscal Year 2002, this summary includes revenues of the State’s governmental funds except the
Trust Lands permanent fund. These changes were necessary because of implementing GASB Statement 34. The
comparability of Fiscal Years 2004 through 2002 revenue amounts to Fiscal Year 2001 and prior amounts are
affected.

(2) Prior to Fiscal Year 2002, this summary included revenues of the State’s governmental fund types which in-
clude the General Fund, Special Revenue Funds (Uniform School Fund, Transportation Fund, Centennial
Highway Fund, Sports Authority Fund, and several other minor funds), Capital Projects Fund and Debt Service
Fund.

(Sources: Division of Finance and the 2003 CAFR.)
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Function

Expenditures by Function
All Governmental Fund Types (1)

Fiscal Year Ended June 30 (in thousands)

Human services, health, corrections,
and environmental quality................

Public education ..........cccocevviereriniennn
Transportation and public safety .........

Higher education ...........cccooevveneien,

Employment and family services.........
General government and courts...........

Debt SEIVICe .....cceeeeiiiiii s
Capital outlay.........ccooeveieiiiiiciee,
Natural reSOUrCes............ccoevveererenennnns
Community and economic

development.......cccccoecevevciciennenenn,
Business, labor and agriculture............
Leave/Postemployment benefits (3) ....

Total expenditures

All Governmental Fund Types.........

2004 (*)_ _ 2003 2002 (1). 2001 (2) 2000
$2,095,487  $1,888,105 $1,775,052 $1,613,869 $1,501,552
2037645 1979880 1998450 1949959 1,824,162
962,066 882,151 999,332 998,107 999,684
661982 632,368 652,992 569,722 531,364
302618 363,116 321,154 286,304 285,517
272,852 269,450 287,024 256,505 248,301
211,960 189,020 175,188 158,886 158,274
174,444 205,861 112,569 153,126 191,819
119,982 134,247 121,072 104,859 97,586
89,597 91,986 91,014 83,526 77,305
72,516 66,382 63,940 49,672 46,555
- - - 9,186 17,573
$7.091,149 $6,702,566  $6,597,787  $6,233,721  $5979,692

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.
(1) Beginning in Fiscal Year 2002, this summary includes the State’s governmental funds except the Trust Lands
permanent fund. These changes were necessary because of implementing GASB Statement 34. The comparabil-

ity of Fiscal Years 2004 through 2002 amounts to Fiscal Year 2001 and prior amounts are affected.

(2) Prior to Fiscal Year 2002, this summary included the State’s governmental fund types which include the Gen-
eral Fund, Special Revenue Funds (Uniform School Fund, Transportation Fund, Centennial Highway Fund,
Sports Authority Fund, and several other minor funds), Capital Projects Fund and Debt Service Fund.

(3) Beginning in Fiscal Year 2002, Leave/Postemployment benefits liability and the related expenditure is no
longer reported in the governmental fund statements as a result of additional guidance in GASB Interpreta-

tion 6.

(Sources: Division of Finance and the 2003 CAFR.)

(The remainder of this page has been intentionally left blank.)
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Changes in All Governmental Fund Types (1)
Fiscal Year Ended June 30 (dollars in millions)

2004 (*)_ 2003 2002 (1)_ _ 2001 (2)_ 2000

REVENUES ..o, $7,044 $6,468 $6,202 $6,243 $6,023
% change over previous year...... 8.9% 4.3% (0.7% 3.7% 8.3%

Net other financing sources (3)...... $29 $319 $565 $18 $45

Expenditures (4).....ccoceevveivreennnnnen. $7,091 $6,703 $6,598 $6,234 $5,980
% change over previous year ...... 5.8% 1.6% 5.8% 4.2% 1.4%

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.

(1) Beginning in Fiscal Year 2002, this summary includes the State’s governmental funds except the Trust Lands
permanent fund. These changes were necessary because of implementing GASB Statement 34. The comparabil-
ity of Fiscal Years 2004 through 2002 expenditures amounts to Fiscal Year 2001 and prior amounts are af-
fected.

(2) Prior to Fiscal Year 2002, this summary included the State’s governmental fund types which include the Gen-
eral Fund, Special Revenue Funds (Uniform School Fund, Transportation Fund, Centennial Highway Fund,
Sports Authority Fund, and several other minor funds), Capital Projects Fund and Debt Service Fund.

(3) Includes bond proceeds, net of any refunding issues, transfers from non—governmental funds, plus financing
provided from capital leasing.

(4) Funding for expenditures is provided from revenues, beginning balances and bond proceeds; beginning balances
are not reflected in this table.

(Sources: Division of Finance and the 2003 CAFR.)

(The remainder of this page has been intentionally left blank.)
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Fund Balances (1)
Fund Balances—All Governmental Fund Types

Fiscal Year Ended June 30 (in thousands)

Restated
Fund 2004 (*)_ 2003 (2)_ _ 2002 (2)_ 2001 2000
General (3) ..cococeveveeiese e, $ 485962 $ 386,996 $ 368,025 $ 567,810 $ 646,959
Special Revenue:
Uniform School (4).......cccceu..e. 315,514 243,917 182,219 242,727 287,953
Transportation (5) .......ccceevveenne. 226,125 214,879 130,920 126,080 96,494
Centennial Highway .................. 213,705 320,234 305,357 63,933 119,056
Environmental Reclamation (6). 23,762 23,291 24,058 21,556 -
Tobacco Endowment.................. 17,759 12,177 41,531 27,521 -
Miscellaneous Special Rev. (6) . 16,421 6,489 6,847 5,895 -
Rural Development (7) .............. 15,094 12,318 11,357 8,086 505
Crime Victim Reparation (6)..... 10,653 13,526 16,558 14,169 -
Universal Telephone (6) ............ 3,804 4,787 8,895 10,473 -
Consumer Education (7)............ 3,564 3,133 2,967 3,836 307
State Capitol .........cccocvvvreiennne - 37 21 7 -
Sports Authority (8)........cccveuee. - - 689 1,127 5,503
Capital Projects.......cccceevvviivernnnne. 122,343 248,021 305,386 128,340 77,830
Debt Service.......cccovvvvieniveieeinenn, 16,588 16,004 22,882 12,110 8,757
Total...ooooveiie $1,471,294 $1,505,809 $1.427,712 $1,233,670 $1,243,364
(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.
(1) Includes restricted and unrestricted fund balances.
(2) Beginning in Fiscal Year 2002, this summary includes fund balances of the State’s governmental funds except the

@)

4)

®)
(6)

U]

®)

Trust Lands permanent fund. These changes were necessary because of implementing GASB Statement 34. The com-
parability of Fiscal Years 2003 and 2002 fund balance amounts to Fiscal Year 2001 and prior amounts is affected.
Prior to Fiscal Year 2002, this summary included fund balances of the State’s governmental fund types which include
the General Fund, Special Revenue Funds (Uniform School Fund, Transportation Fund, Centennial Highway Fund,
Sports Authority Fund, and several other minor funds), Capital Projects Fund and Debt Service Fund.

The General Fund Fiscal Year 2001 ending fund balance was restated, resulting in a decrease of ($140.3) million be-
cause of the following changes: (a) reclassification of water and housing loan funds that were previously reported as a
part of the General Fund, but now are reported as proprietary funds due to the implementation of GASB Statement 34
resulted in a decrease of ($286.9) million; (b) additional guidance from GASB Interpretation 6 increased fund balance
by $142.4 million; and c) miscellaneous changes because of various fund reclassifications and prior period adjust-
ments due to GASB Statement 34, these changes amounted to an increase in fund balance of $4.2 million.

The Uniform School Fund Fiscal Year 2001 ending fund balance was restated by approximately $24.0 million due to:
(a) additional guidance in GASB Interpretation 6, which increased fund balance by $18.4 million; (b) reclassification
of Applied Technology Centers to a component unit resulted in a decrease of ($4.1) million; and (c) various fund re-
classifications and prior period adjustments of $9.6 million due to GASB Statement 34.

The Transportation Fund Fiscal Year 2001 ending fund balance was restated by $30.8 million primarily because of
additional guidance in GASB Interpretation 6.

The ending Fiscal Year 2001 fund balances for the following funds were reclassified to special revenue funds in the
following amounts because of GASB Statement 34: (a) Environmental Reclamation Fund—$21.6 million; (b) Crime
Victim Reparation Fund—$14.2 million; (c) Universal Telephone Service Fund—$10.5 million; and (d) Miscellane-
ous Special Revenue Funds—$5.9 million. These funds had previously been reported as trust funds or proprietary
funds in the fiscal years prior to Fiscal Year 2002.

The Consumer Education and Rural Development Funds had ending Fiscal Year 2001 fund balance restatements of
$3.5 million and $6.5 million respectively, because of fund reclassifications due to the implementation of GASB
Statement 34.

The Sports Authority Fund was closed in Fiscal Year 2003.

(Sources: Division of Finance and the 2003 CAFR.)
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General Fund

Revenues, Expenditures and Fund Balances

Fiscal Year Ended June 30 (in thousands)

2004 (*)_ 2003 2002 (1)_ 2001 2000
Revenues:
Federal contracts and grants... $1,742,457 $1,524,832 $1,341,072 $1,214,201 $1,127,858
Sales taX ....ocovvvveiviieirieeeienns 1,517,909 1,447,281 1,437,339 1,441,046 1,378,949
Charges for services............... 224,045 182,090 192,190 181,748 164,790
Other taxes.....cccovvvrvivrirrvnnenns 200,169 187,397 172,307 194,250 216,313
Miscellaneous and other......... 142,078 124,422 114,449 74,325 85,202
Federal mineral leases............ 67,216 46,335 29,367 49,566 34,957
Liquor profit (2) .....c.coeevrvenne 37,127 33,063 32,541 30,253 28,659
Licenses, permits and fees ..... 18,114 17,745 17,721 16,963 16,738
Investment income................. 7,094 8,258 15,333 45,468 35,600
Total revenues .........ccceeveneee $3,956,209 $3,571,423 $3,352,319 $3,247,820 $3,089,066
% change over previous year..... 10.8% 6.5% 3.2% 5.1% 8.3%
Expenditures........cccceerveeriennnn, $3,791,497 $3,519,422 $3,412,413 $3,088,090 $2,902,455
% change over previous year ..... 7.7% 3.1% 10.5% 6.4% 3.9%
Fund Balance: (3)
Unreserved, designated .......... $251,612 $156,016 $146,551 $187,491 $158,222
Unreserved, undesignated...... 16,359 - - 11,614 25,376
Reserved.......ccocoevernieneenen, 217,991 230,980 221,474 508,962 463,361
Total fund balance............... $485,962 $386,996 $368,025 $708,067 $646,959

(*) Unaudited, subject to change. Fiscal Year 2004 estimates as of September 2004.

(1) Due to changes in accounting standards, the comparability of Fiscal Years 2004 through 2002 to Fiscal Year
2001 and prior years’ are affected.

(2) Liquor profits are reported as transfers into the General Fund.

(3) The Fund Balance is derived from revenues, expenditures, transfers and other financing sources which are not
presented in this table and the beginning fund balance from the prior fiscal year.

(Sources: Division of Finance and the 2003 CAFR.)
Capital Expenditure Authorizations

The following table presents historical data on capital expenditures in the year authorized from all
sources, including bond proceeds and other available funds. Included in these figures are capital outlay
expenses and authorizations for the construction of new buildings and the improvement of existing build-
ings. These figures also include expenditures for the construction of buildings for higher education, water
development or storage projects, flood control projects, the construction or improvement of roads and
related transportation projects, State and some local recreation projects and local projects in energy—
impacted areas funded with community impact moneys. These figures exclude debt service.

Capital Expenditure Authorizations (in millions)

Fiscal Year Ended June 30
2005 2004 2003 2002 2001

$610.6 $709.1 $871.7 $920.2 $799.7

(Source: Governor’s Office of Planning and Budget.)
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Investment Of Funds

Investment of Operating Funds; The State Money Management Act. The State Money Management
Act, Title 51, Chapter 7, Utah Code (the “MM Act”) governs the investment of all public funds held by
public treasurers in the State. It establishes criteria for investment of public funds with an emphasis on
safety, liquidity, yield, matching strategy to fund objectives, and matching the term of investments to the
availability of funds. The MM Act provides a limited list of approved investments, including qualified in—
state and permitted out—of-state financial institutions, approved government agency securities and in-
vestments in corporate securities carrying “top credit ratings.” The MM Act also provides for pre—
qualification of broker dealers requiring that broker dealers must agree in writing to comply with the
MM Act and certify that they have read and understand the MM Act. The MM Act establishes the Money
Management Council (the “MM Council”) to exercise oversight of public deposits and investments. The
law requires all securities to be delivered versus payment to the treasurer’s safekeeping bank. It requires
diversification of investments, especially in securities of corporate issuers. Not more than 5% of the port-
folio may be invested with any one corporate issuer. Investments in mortgage pools and mortgage deriva-
tives or any security making unscheduled periodic principal payments are prohibited. The MM Act also
defines the State’s prudent investor rules. The MM Council is comprised of five members appointed by
the Governor of the State for terms of four years, after consultation with the State Treasurer and with the
advice and consent of the State Senate.

The State is currently complying with all of the provisions of the MM Act for all State operating
funds. A significant portion of State funds are invested in the Utah Public Treasurers Investment Fund
(“PTIF”), as discussed below.

The Utah Public Treasurers’ Investment Fund. The PTIF is a local government investment fund es-
tablished in 1981, and managed by the State Treasurer. The PTIF invests to ensure safety of principal,
liquidity and a competitive rate of return. All moneys transferred to the PTIF are promptly invested in
securities authorized by the MM Act. Safekeeping and audit controls for all investments owned by the
PTIF must comply with the MM Act.

All investments in the PTIF must comply with the MM Act and rules of the MM Council. The PTIF
invests only in securities authorized by the MM Act including time certificates of deposit, top—rated com-
mercial paper and corporate notes, treasuries and certain agencies of the U.S. Government. The maximum
weighted average adjusted life of the portfolio, by policy, is not to exceed 90 days. The maximum final
maturity of any security purchased by the PTIF is limited to three years, except that a maximum maturity
of five years is allowed for treasury or agency securities whose rate adjusts at least annually.

By law, investment transactions are conducted only through certified dealers, qualified depositories or
directly with issuers of the securities. All securities purchased are delivered versus payment to the custody
of the public treasurer’s safekeeping bank, assuring a perfected interest in the securities. Securities owned
by the PTIF are segregated from securities owned by the State. The State has no claim on assets owned by
the PTIF except for any investment of State moneys in the PTIF. Deposits are not insured or otherwise
guaranteed by the State. It is the stated policy of the State Treasurer to manage a stable net asset value
pool and maintain a net asset value that does not deviate by more than 0.5%.

Securities in the PTIF include certificates of deposit, commercial paper, short—term corporate notes,
obligations of the U.S. Treasury and securities of certain agencies of the U.S. Government. These short—
term securities must be rated “first tier” (“Al,” “P1,” for short—term investments and “A” or better for
long—term investments) by two nationally recognized statistical rating organizations, one of which must
be Moody’s or S&P. Variable rate securities in the PTIF must have an index or rate formula that has a
correlation of at least 94% of the effective federal funds rate.

Investment activity of the State Treasurer in the management of the PTIF is reviewed monthly by the
MM Council and is audited by the State Auditor. The PTIF fund, itself, is not rated.
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See “APPENDIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMEN-
TARY INFORMATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003-Notes To The Finan-
cial Statements—Note 3. Deposits and Investments” and “~Note 4. Investment Pool.”

Investment of Bond Proceeds. Proceeds of the 2004 Bonds will be held by the Trustee and invested so
as to be readily available. Bond proceeds may also be invested in the PTIF or other available investment
funds authorized under the MM Act.

Retirement Systems

All full-time employees of the State are members of the Utah State Retirement System. The State is
the largest employer in the State employing approximately 22,000 people. For a discussion concerning the
Utah State Retirement System see “APPENDIX A—BASIC FINANCIAL STATEMENTS AND RE-
QUIRED SUPPLEMENTARY INFORMATION OF THE STATE OF UTAH FOR FISCAL
YEAR 2003—Notes to the Financial Statements—Note 17. Pension Plans” and “—Note 18. Postemploy-
ment Benefits.”

Risk Management And Insurance

The State is self-insured against certain property and liability claims. The Legislature established the
Administrative Services Risk Management Fund to pay for commercial insurance or for the self-insured
portion of certain property and liability risks. Revenues are generated from premiums charged to State
departments and institutions of higher education and also from several local school districts and local
health departments.

The property self-insurance limits are currently $1 million per claim with an annual aggregate of
$2.5 million. Generally, claims in excess of the self-insured limits are covered by insurance policies with
private insurance companies. This coverage has limits of $300 million at any single building, with overall
limits in excess of $16.3 billion. The State has aggregate coverage of $200 million for earthquake and
flood losses. Earthquake and flood losses above this limit are self-insured.

The State is self-insured for 100% of the liability claims.

As of June 30, 2004, the Administrative Services Risk Management Fund was estimated to have ap-
proximately $40.4 million in reserve available to pay for claims incurred. In the opinion of the State’s
Risk Manager, the available balance will be adequate to cover claims through June 30, 2005. The Legisla-
ture has chosen to fund the Administrative Services Risk Management Fund at this level, and it has been
advised that any extremely large claims would need to be covered by an appropriation. See “APPEN-
DIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMA-
TION OF THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial Statements—
Note 19. Risk Management And Insurance.”

LEGAL MATTERS

Absence Of Litigation Concerning The Bonds

There is no litigation pending or threatened against the 2004 Bonds questioning or in any matter relat-
ing to or affecting the validity of the 2004 Bonds.

On the date of the execution and delivery of the 2004 Bonds, certificates will be delivered by the
State to the effect that to the knowledge of the State, there is no action, suit, proceeding or litigation pend-
ing or threatened against the State, which in any way materially questions or affects the validity or en-
forceability of the 2004 Bonds or any proceedings or transactions relating to their authorization, execu-
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tion, authentication, marketing, sale or delivery or which materially adversely affects the existence or
powers of the State.

A non-litigation opinion issued by the State’s Attorney General, dated the date of closing, will be
provided stating, among other things, that there is not now pending, or to his knowledge threatened, any
action, suit, proceeding, inquiry, or any other litigation or investigation, at law or in equity, before or by
any court, public board or body, challenging the creation, organization or existence of the State, the Au-
thority or DFCM, or the titles of its respective officers to their respective offices, or the ability of the
State, the Authority or DFCM, or its respective officers to authenticate, execute or deliver the 2004 Bonds
or such other documents as may be required in connection with the issuance and sale of the 2004 Bonds,
or to comply with or perform its respective obligations thereunder, or seeking to restrain or enjoin the is-
suance, sale or delivery of the 2004 Bonds, or directly or indirectly contesting or affecting the proceed-
ings or the authority by which the 2004 Bonds are issued, the legality of the purpose for which the
2004 Bonds are issued, or the validity of the 2004 Bonds or the issuance and sale thereof.

Miscellaneous Legal Matters

The State, its officers, agencies, and departments, are parties to numerous routine legal proceedings,
many of which normally occur in governmental operations.

See “APPENDIX A—BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMEN-
TARY INFORMATION OF THE STATE OF UTAH FOR FISCAL YEAR 2003—Notes to the Financial
Statements—Note 15. Litigation, Contingencies, and Commitments.”

Attorney General’s Opinion Of Effect Of Legal Proceedings On State’s Ability To Make Timely
Payments On 2004 Bonds

Based on discussions with representatives of the State’s Executive and Legislative Departments, the
Attorney General is of the opinion that the miscellaneous legal proceedings against the State, individually
or in the aggregate, are not likely to have a material adverse impact on the State’s ability to make its pay-
ments of the principal of and interest on the 2004 Bonds as those payments come due.

Tax Exemption
Federal Income Taxation

Federal tax law contains a number of requirements and restrictions which apply to the 2004 Bonds,
including investment restrictions, periodic payments of arbitrage profits to the United States, requirements
regarding the proper use of bond proceeds and the facilities financed therewith, and certain other matters.
With respect to the 2004A Bonds, the Authority and the State, and, with respect to the 2004B Bonds, the
Authority, the State, the University and the Foundation-have covenanted to comply with all requirements
that must be satisfied in order for interest on the 2004A Bonds or the 2004B Bonds, as applicable, to be
excludible from gross income for federal income tax purposes. Failure to comply with certain of such
covenants could cause interest on the 2004A Bonds or the 2004B Bonds, as applicable, to become includ-
ible in gross income for federal income tax purposes retroactively to the date of issuance of the
2004A Bonds or the 2004B Bonds, as applicable.

Subject to the Authority’s, the State’s, the University’s and the Foundation’s, as applicable, compli-
ance with the above-referenced covenants, under present law, in the opinion of Bond Counsel, interest on
the 2004 Bonds is not includible in the gross income of the owners thereof for federal income tax pur-
poses, and is not included as an item of tax preference in computing the federal alternative minimum tax
for individuals and corporations. Interest on the 2004 Bonds is taken into account, however, in computing
an adjustment used in determining the federal alternative minimum tax for certain corporations and in
computing the “branch profits tax” imposed on certain foreign corporations.
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In rendering its opinion, Bond Counsel will rely upon (i) certifications of the Authority, the State, the
University and the Foundation, as applicable, with respect to certain material facts solely within the Au-
thority’s, the State’s, the University’s and the Foundation’s, as applicable, knowledge, (ii) with respect to
the 2004B Bonds, on an opinion of Stoel Rives LLP, counsel to the Foundation, that the Foundation is a
501(c)(3) organization and certain other matters, and (iii) upon the mathematical computation of the yield
on the 2004A Bonds and the 2004B Bonds, as applicable, and the yield on certain investments by Grant
Thornton LLP, Certified Public Accountants. Bond Counsel’s opinion represents its legal judgment based
upon its review of the law and the facts that it deems relevant to render such opinion and is not a guaran-
tee of a result.

The Internal Revenue Code of 1986, as amended (the “Code™), includes provisions for an alternative
minimum tax (“AMT”) for corporations in addition to the corporate regular tax in certain cases. The
AMT, if any, depends upon the corporation’s alternative minimum taxable income (“AMTI), which is
the corporation’s taxable income with certain adjustments. One of the adjustment items used in comput-
ing the AMT] of a corporation (excluding S Corporations, Regulated Investment Companies, Real Estate
Investment Trusts, REMICs and FASITSs) is an amount equal to 75% of the excess of such corporation’s
“adjusted current earnings” over an amount equal to its AMTI (before such adjustment item and the alter-
native tax net operating loss deduction). “Adjusted current earnings” would include all tax—exempt inter-
est, including interest on the 2004 Bonds.

Under the provisions of Section 884 of the Code, a branch profits tax is levied on the “effectively
connected earnings and profits” of certain foreign corporations, which include tax—exempt interest such as
interest on the 2004 Bonds.

Ownership of the 2004 Bonds may result in collateral federal income tax consequences to certain tax-
payers, including, without limitation, corporations subject to the branch profits tax, financial institutions,
certain insurance companies, certain S corporations, individual recipients of Social Security or Railroad
Retirement benefits and taxpayers who may be deemed to have incurred (or continued) indebtedness to
purchase or carry tax—exempt obligations. Prospective purchasers of the 2004 Bonds should consult their
tax advisors as to applicability of any such collateral consequences.

If a 2004 Bond is purchased at any time for a price that is less than the 2004 Bond’s stated redemp-
tion price at maturity or, in the case of a 2004 Bond issued with original issue discount, its Revised Issue
Price (as discussed below), the purchaser will be treated as having purchased a 2004 Bond with market
discount subject to the market discount rules of the Code (unless a statutory de minimis rule applies). Ac-
crued market discount is treated as taxable ordinary income and is recognized when a 2004 Bond is dis-
posed of (to the extent such accrued discount does not exceed gain realized) or, at the purchaser’s elec-
tion, as it accrues. The applicability of the market discount rules may adversely affect the liquidity or sec-
ondary market price of such 2004 Bond. Purchasers should consult their own tax advisors regarding the
potential implications of market discount with respect to the 2004 Bonds.

An investor may purchase a 2004 Bond at a price in excess of its stated principal amount. Such excess
is characterized for federal income tax purposes as “bond premium” and must be amortized by an investor
on a constant yield basis over the remaining term of the 2004 Bond in a manner that takes into account
potential call dates and call prices. An investor cannot deduct amortized bond premium relating to a tax—
exempt bond. The amortized bond premium is treated as a reduction in the tax—exempt interest received.
As bond premium is amortized, it reduces the investor’s basis in the 2004 Bond. Investors who purchase a
2004 Bond at a premium should consult their own tax advisors regarding the amortization of bond pre-
mium and its effect on the 2004 Bond’s basis for purposes of computing gain or loss in connection with
the sale, exchange, redemption or early retirement of the 2004 Bond.

There are or may be pending in the Congress of the United States legislative proposals, including

some that carry retroactive effective dates, that, if enacted, could alter or amend the federal tax matters
referred to above or adversely affect the market value of the 2004 Bonds. It cannot be predicted whether
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or in what form any such proposal might be enacted or whether, if enacted, it would apply to bonds issued
prior to enactment. Prospective purchasers of the 2004 Bonds should consult their own tax advisors re-
garding any pending or proposed federal tax legislation. Bond Counsel expresses no opinion regarding
any pending or proposed federal tax legislation.

The Internal Revenue Service (the “Service”) has an ongoing program of auditing tax—exempt obliga-
tions to determine whether, in the view of the Service, interest on such tax—exempt obligations is includ-
ible in the gross income of the owners thereof for federal income tax purposes. It cannot be predicted
whether or not the Service will commence an audit of the 2004 Bonds. If an audit is commenced, under
current procedures the Service will treat the Authority as the taxpayer and the Bondholders may have no
right to participate in such procedure. The commencement of an audit could adversely affect the market
value and liquidity of the 2004 Bonds until the audit is concluded, regardless of the ultimate outcome.

Utah Income Taxation

In the opinion of Bond Counsel, under the existing laws of the State of Utah, as presently enacted and
construed, interest on the 2004 Bonds is exempt from taxes imposed by the Utah Individual Income Tax
Act. Bond Counsel expresses no opinion with respect to any other taxes imposed by the State or any po-
litical subdivision thereof. Ownership of the 2004 Bonds may result in other state and local tax conse-
guences to certain taxpayers; Bond Counsel expresses no opinion regarding any such collateral conse-
guences arising with respect to the 2004 Bonds. Prospective purchasers of the 2004 Bonds should consult
their tax advisors regarding the applicability of any such state and local taxes.

Original Issue Discount

The initial public offering price of (i) the 2004A Bonds maturing on May 15, 2027, and (ii) the
2004B Bonds maturing on May 15, 2011 through May 15, 2013, inclusive (collectively, the “Discount
Bonds™) is less than the amount payable at maturity. The difference between the Issue Price (defined be-
low) of each maturity of the Discount Bonds and the amount payable at maturity is original issue dis-
count. The issue price (the “Issue Price”) for each maturity of the Discount Bonds is the price at which a
substantial amount of such maturity of the Discount Bonds is first sold to the public. The Issue Price of
each maturity of the Discount Bonds is expected to be the amount set forth on the cover page hereof or
the amount corresponding to the yield set forth on the cover page hereof, but is subject to change based on
actual sales.

For an investor who purchases a Discount Bond in the initial public offering at the Issue Price for
such maturity and who holds such Discount Bond to its stated maturity, subject to the condition that the
Authority, the State, the University and the Foundation comply with the covenants discussed under “LE-
GAL MATTERS—Tax Exemption—Federal Income Taxation” above, (a) the full amount of original issue
discount with respect to such Discount Bond constitutes interest which is not includible in the gross in-
come of the owner thereof for federal income tax purposes; (b) such owner will not realize taxable capital
gain or market discount upon payment of such Discount Bond at its stated maturity; (c) such original is-
sue discount is not included as an item of tax preference in computing the alternative minimum tax for
individuals and corporations under the Code, but is taken into account in computing an adjustment used in
determining the alternative minimum tax for certain corporations under the Code, as described above; and
(d) the accretion of original issue discount in each year may result in an alternative minimum tax liability
for corporations or certain other collateral federal income tax consequences in each year even though a
corresponding cash payment may not be received until a later year.

If a Discount Bond issued with original issue discount is purchased at any time for a price that is less
than the Discount Bond’s Issue Price plus accreted original issue discount (the “Revised Issue Price”), the
purchaser will be treated as having purchased such Discount Bond with market discount subject to the
market discount rules of the Code (unless a statutory de minimis rule applies). Such treatment would ap-
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ply to any purchaser who purchases such Discount Bond for a price that is less than its Revised Issue
Price.

Owners of Discount Bonds who dispose of Discount Bonds prior to the stated maturity (whether by
sale, redemption or otherwise), purchase Discount Bonds in the initial public offering, but at a price dif-
ferent from the Issue Price or purchase Discount Bonds subsequent to the initial public offering should
consult their own tax advisors. Owners of Discount Bonds issued with original issue discount should con-
sult their own tax advisors with respect to the state and local tax consequences of original issue discount
on such Discount Bonds.

General

The approving opinions of Bond Counsel, concerning the validity of the 2004 Bonds, in substantially
the forms set out in APPENDIX D to this OFFICIAL STATEMENT, will be provided at the time of de-
livery of the 2004 Bonds. Chapman and Cutler LLP, will act as Bond Counsel for the purpose of render-
ing such opinions as to: (1) the validity of the issuance and sale of the 2004 Bonds, and (2) (a) the exclu-
sion from gross income of interest on the 2004 Bonds for federal income tax purposes, and (b) the exemp-
tion of interest on the 2004 Bonds from State individual income taxes. Copies of the opinions of Bond
Counsel, in substantially the forms set forth in APPENDIX D to this OFFICIAL STATEMENT, will be
available upon request from the chief contact person for the State indicated under the heading “INTRO-
DUCTION—Contact Persons” above.

Bond Counsel has reviewed those portions of the OFFICIAL STATEMENT captioned: “THE
2004 BONDS (except the portions under the captions “—General,” “—Estimated Sources And Uses Of
Funds,” “—Plan Of Refunding,” “—Book-Entry System,” and “—Debt Service On The 2004 Bonds”),
and “LEGAL MATTERS—Tax Exemption.” Bond Counsel also prepared and has reviewed APPEN-
DIX D to the OFFICIAL STATEMENT, which sets forth the anticipated forms of Bond Counsel’s opin-
ions on the 2004 Bonds. Bond Counsel has not assumed responsibility for the remaining material in the
OFFICIAL STATEMENT and has not verified independently the information set out therein. In addition,
Bond Counsel has not assumed responsibility for any agreement, representations, offering circulars, or
other material of any kind not mentioned in this paragraph, relating to the offering of the 2004 Bonds for
sale.

Certain legal matters will be passed upon for the State by the Office of the Attorney General of the
State. Certain legal matters will be passed on for the Underwriters by Snell & Wilmer LLP, Salt Lake
City, Utah.

MISCELLANEOUS
Bond Ratings

Moody’s and S&P have rated the 2004 Bonds “Aal,” and “AA+,” respectively, as of the date of this
OFFICIAL STATEMENT.

Any explanation of the significance of these outstanding ratings may only be obtained from the rating
service furnishing the same. The above ratings are not recommendations to buy, sell or hold the
2004 Bonds. There is no assurance that such ratings will be maintained for any period of time or that the
ratings may not be lowered or withdrawn entirely by the rating agencies if, in their judgment, circum-
stances so warrant. Any such downward change or withdrawal of such rating may have an adverse effect
on the market price of the 2004 Bonds.
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Trustee

The obligations and duties of the Trustee are described in the Indenture and the Trustee has under-
taken only those obligations and duties that are expressly set out in the Indenture. The Trustee has not
independently passed upon the validity of the 2004 Bonds, the security therefor, the adequacy of the pro-
visions for payment thereof or the exclusion from gross income for federal tax purposes of the interest on
the 2004 Bonds. The Trustee may resign or be removed or replaced as provided in the Indenture. Such
Trustee is empowered to take various actions set forth in the Indenture. See “APPENDIX B—BASIC
DOCUMENTATION-Miscellaneous Trustee Provisions.”

Escrow Verification

Grant Thornton LLP, Minneapolis, Minnesota, Certified Public Accountants, will verify the accuracy
of the mathematical computations concerning the adequacy of the maturing principal amounts of and in-
terest earned on the obligations of the United States of America, together with other escrowed moneys to
be placed in the Escrow Fund to pay when due pursuant to prior redemption the redemption price of, and
interest on the Refunded Bonds and the mathematical computations of the yield on the 2004 Bonds and
the yield on the government obligations purchased with a portion of the proceeds of the sale of the
2004 Bonds. Such verifications shall be based in part upon information supplied by the Underwriters and
the Financial Advisor.

Financial Advisor

The State has entered into an agreement with the Financial Advisor whereunder the Financial Advisor
provides financial recommendations and guidance to the State with respect to preparation for sale of the
2004 Bonds, timing of sale, tax—exempt bond market conditions, costs of issuance and other factors relat-
ing to the sale of the 2004 Bonds. The Financial Advisor has read, participated in the drafting of and pro-
vided the information in certain provisions of this OFFICIAL STATEMENT. The Financial Advisor has
not otherwise audited, authenticated or verified the information set forth in the OFFICIAL STATE-
MENT, or any other related information available to the State, with respect to accuracy and completeness
of disclosure of such information, and no guaranty, warranty or other representation is made by the Fi-
nancial Advisor respecting accuracy and completeness of the OFFICIAL STATEMENT or any other mat-
ters related to the OFFICIAL STATEMENT. Financial Advisor fees are contingent upon the sale and de-
livery of the 2004 Bonds.

Underwriters

The Underwriters of the 2004 Bonds, have agreed, subject to certain conditions, to (i) purchase all of
the 2004A Bonds from the Authority at an aggregate price of $48,692,197.44 (which consists of a princi-
pal amount of $45,805,000.00 plus an original issue premium of $3,154,417.95, less an original issue dis-
count of $61,966.50 and an Underwriter’s discount of $205,254.01) and (ii) purchase all of the
2004B Bonds from the Authority at an aggregate price of $9,036,035.40 (which consists of a principal
amount of $8,920,000.00 plus an original issue premium of $166,733.15, less an original issue discount of
$15,937.10 and an Underwriter’s discount of $34,760.65), and to make a public offering of the
2004 Bonds. The Underwriters have advised the Authority that the 2004 Bonds may be offered and sold
to certain dealers (including dealers depositing the 2004 Bonds into investment trusts) at prices lower than
the initial public offering prices set forth on the inside cover page of the OFFICIAL STATEMENT and
that such public offering prices may be changed from time to time.

Independent Auditors

The Utah State Auditor, as stated in his report included as APPENDIX A to this OFFICIAL STATE-
MENT, has audited the financial statements as of June 30, 2003 and for the year then ended.
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Additional Information

The foregoing description of the 2004 Bonds does not purport to be complete and is expressly made
subject to the exact provisions of the complete documents, copies of which are available for inspection at
the offices of the Financial Advisor during the offering of the 2004 Bonds, and subsequently, at the office
of the Trustee in Salt Lake City, Utah.

Any statements in this OFFICIAL STATEMENT involving matters of opinion, whether or not ex-
pressly so stated, are intended as such and not as representations of fact.

The Appendices attached hereto are an integral part of this OFFICIAL STATEMENT and should be
read in conjunction with the foregoing material.

This OFFICIAL STATEMENT and its distribution and use have been duly authorized by the State.

State of Utah, State Building Ownership Authority

/s/ Edward T. Alter

Edward T. Alter, Secretary
State Building Ownership Authority
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Independent State Auditor’s Report

Management’s Discussion and Analysis

APPENDIX A

BASIC FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMATION

OF THE STATE OF UTAH FOR FISCAL YEAR 2003

The Basic Financial Statements and Required Supplementary Information of the State for Fiscal Year

2003 are contained herein. Copies of current and prior financial reports are available on the internet and
upon request from the contact person as indicated under “INTRODUCTION—Contact Persons” above.

The Government Finance Officers Association of the United States and Canada (“GFOA”) have

awarded a Certificate of Achievement for Excellence in Financial Reporting to the State for its CAFR for
the nineteenth consecutive year, beginning with Fiscal Year 1985 through Fiscal Year 2003.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily

readable and efficiently organized comprehensive annual financial report whose contents conform to pro-
gram standards. Such reports must satisfy both generally accepted accounting principles and applicable
legal requirements. A Certificate of Achievement is valid for a period of one year only.

The State’s CAFR for Fiscal Year 2004 must be completed under State law by December 31, 2004.
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STATE oF UTAH DEPUTY STATE AUDITOR:
Office of the State Auditor Joe Christensen, CPA

211 STATE CAPITOL

SALT LAKE CITY, UTAH 84114 FINANCIAL AUDIT DIRECTORS:

(801) 538-1025 H. Dean Eborn, CPA
FAX (801) 538-1383 Deborah A. Empey, CPA
Auston G. Johnson, CPA StanTGodlflrey, CP?A
UTAH STATE AUDITOR Jon T. Johnson, C

INDEPENDENT STATE AUDITOR'S REPORT

To the Members of the Legislature
of the State of Utah and

The Honorable Olene S. Walker
Governor, State of Utah

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Utah as of and for the year ended June 30, 2003, which
collectively comprise the State’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the State's management. Our responsibility is to express
opinions on these financial statements based on our audit. We did not audit the financial statements of
Utah Housing Corporation; Utah Public Employees Group Insurance; the University of Utah’s hospital
and component units; Utah State University; Utah Valley State College; portions of the Utah College of
Applied Technology; the Dairy Commission; and the Utah State Retirement Office, which represent 55
percent of the assets and 53 percent of the revenues of the aggregate discretely presented component units
and 72 percent of the assets and 1 percent of the revenues of the aggregate remaining fund information.
Those financial statements were audited by other auditors whose reports thereon have been furnished to
us; and our opinion, insofar as it relates to the amounts included for those agencies, funds, and component
units, is based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. 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 and the reports of
other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Utah as of June 30, 2003, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.



The accompanying management discussion and analysis and the required supplementary information is
not a required part of the basic financial statements but is supplementary information required by the
Governmental Accounting Standards Board. We and the other auditors have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the

. %Zoﬁ %%/m

UTAH STATE AUDITOR
October 31, 2003



State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2003

INTRODUCTION

The following is a discussion and analysis of the State of Utah’s financial performance and position, providing an overview of the
State’s activities for the fiscal year ended June 30, 2003. Please read it in conjunction with the transmittal letter in the Introductory
Section of this report and with the State’s financial statements that follow this section.

HIGHLIGHTS

Government-wide

e  The State’s net assets increased $262.6 million or 2.5 percent over the prior year. Net assets of governmental activities increased
$323.7 million or 3.6 percent due to a stable economy and active resource management. Net assets of business-type activities
decreased by $61.1 million or 3.9 percent, primarily due to higher unemployment resulting in increased unemployment claims.

Fund Level

e Combined tax revenues were 1.6 percent higher in the General Fund and 2.3 percent higher in the Uniform School Fund than the
prior year as Utah’s economy showed some gradual signs of recovery. The State’s economic slowdown in the past two years is
similar to that of the national economy.

e The Legislature faced funding critical needs for certain programs with revenue estimates showing little growth. The Legislature
used a variety of methods to balance the General Fund budget including reducing agency budgets, using Tobacco Endowment
Fund money, and bonding to replace cash originally appropriated for highway and building projects.

Long-term Debt
e The State’s long-term bonded debt increased a net $285.9 million, or 9.2 percent. The increased debt was issued to fund
highway and capital facility construction and student loan programs.

OVERVIEW OF THE FINANCIAL STATEMENTS

This report includes the State’s Basic Financial Statements, Required Supplementary Information, and Supplementary Information.
The Basic Financial Statements include three components: government-wide financial statements, fund financial statements, and
notes to the financial statements.

Government-wide Statements — Reporting the State as a Whole

The Statement of Net Assets and the Statement of Activities beginning on page 27 together comprise the government-wide financial
statements. These statements provide a broad overview with a long-term focus of the State’s finances as a whole and are prepared
using the full-accrual basis of accounting, similar to private-sector companies. This means all revenues and expenses are recognized
regardless of when cash is received or spent, and all assets and liabilities, including capital assets and long-term debt, are reported at
the entity level.

The government-wide statements report the State’s net assets — the difference between total assets and total liabilities — and how they
have changed from the prior year. Over time, increases and decreases in net assets measure whether the State’s overall financial
condition is getting better or worse. In evaluating the State’s overall condition, however, additional non-financial factors should be
considered such as the State’s economic outlook, changes in its demographics, and the condition of its capital assets and
infrastructure. The government-wide statements report three activities:

Governmental Activities — Most of the State’s basic services fall under this activity including education, transportation, public safety,
courts, corrections, health, and human services. Taxes and federal grants are the major funding sources for these programs.

Business-type Activities — The State operates certain activities much like private-sector companies by charging fees to customers to
cover all or most of the costs of providing the goods and services. Student loans, unemployment compensation, water project loan

programs, and liquor sales are examples of business-type activities.

Component Units — Several entities are legally separate from the State, yet the State remains financially accountable for them.
Colleges and Universities, Utah Housing Corporation, and Utah State Fair Corporation are examples of component units.
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2003

Fund Financial Statements — Reporting the State’s Most Significant Funds

The fund financial statements beginning on page 32 provide detailed information about individual major funds, not the State as a
whole. A fund is a group of related accounts that the State uses to keep track of specific resources that are segregated for a specific
purpose. Some funds are required by law to exist, while others are established internally to maintain control over a particular activity.
All of the State’s funds are divided into three types, each of which uses a different accounting approach.

Governmental Funds — Most of the State’s basic services are accounted for in governmental funds and are essentially the same
functions reported as governmental activities in the government-wide statements. Governmental funds use the modified accrual basis
of accounting, which measures the flow of current financial resources that can be converted to cash and the balances left at year-end
that are available for future spending. This short-term view of the State’s financial position helps determine whether the State has
sufficient resources to cover expenditures for its basic services in the near future.

Proprietary Funds — Proprietary funds include enterprise funds and internal service funds and account for state activities that are
operated much like private-sector businesses. Like the government-wide statements, proprietary fund statements are presented using
the full-accrual basis of accounting. Activities whose customers are mostly outside of state government (e.g., water loan funds to
local governments) are accounted for in enterprise funds and are the same functions reported as business-type activities in the
government-wide statements. Activities whose customers are mostly other state agencies (e.g., motor pool) are accounted for in
internal service funds. The internal service fund activities are consolidated with the governmental activities in the government-wide
statements because those services predominantly benefit governmental rather than business-type activities.

Fiduciary Funds — Fiduciary funds account for assets that, because of trust relationships, can only be used for trust beneficiaries. The
State is responsible for ensuring these assets are used for their intended purposes. Fiduciary funds use full-accrual accounting but are
not included in the government-wide statements because their assets are not available to finance the State’s own programs.

Reconciliation Between Government-wide and Fund Statements

The financial statements include schedules on pages 34 and 38 that reconcile the amounts reported for governmental activities on the
government-wide statements (full-accrual accounting, long-term focus) with amounts reported on the governmental fund statements
(modified accrual accounting, short-term focus). Following are some of the major differences between the two statements:

e Capital assets and long-term debt are included on the government-wide statements but are not reported on the governmental fund
statements.

e Capital outlay spending results in capital assets on the government-wide statements but are expenditures on the governmental
fund statements.

e  Bond proceeds result in liabilities on the government-wide statements but are other financing sources on the governmental fund
statements.

e Certain tax revenues that are earned but not yet available are reported as revenue on the government-wide statements but are
deferred revenue on the governmental fund statements.

Notes to the Financial Statements
The notes beginning on page 56 provide additional schedules and information that are essential to a complete understanding of the
financial statements. The notes apply to both the government-wide financial statements and the fund financial statements.

Required Supplementary Information (RSI)
Following the Basic Financial Statements are budgetary comparison schedules for major funds with legally adopted budgets and
condition assessment data related to infrastructure. RSI further supports the information in the basic financial statements.

Supplementary Information

Supplementary Information includes combining statements for the State’s nonmajor governmental, nonmajor proprietary, and
fiduciary funds and nonmajor discretely presented component units. This section also includes schedules which compare budgeted
expenditures to actual results at the legal level of control, which is generally the line item level of the Appropriation Acts.

Adjustments to Beginning Net Assets

As described in Note 2 of the financial statements on page 63, beginning net assets of governmental activities were reduced by $60.3
million to reclassify the Public Employees Health Program to a component unit, and increased by $117.8 million for capital asset
adjustments. To enhance comparability, all amounts presented for governmental activities for fiscal year 2002 in this discussion and
analysis were revised, where applicable, to reflect these changes as if the changes had been made in the prior year.
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2003

FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

Net Assets. The State’s total net assets increased $262.6 million or 2.5 percent in fiscal year 2003. In comparison, net assets in the
prior year decreased $93.5 million or 0.9 percent. This moderate increase in net assets resulted from a stable, slowly improving
economy and the active management of state resources. Approximately $125 million of the increase was in net capital assets as the
State’s investment in highways and buildings exceeded depreciation and net additional debt to finance projects. The increase in
restricted net assets of governmental activities resulted primarily from an increase in unspent carry forward funds of $61.7 million for
education and $85.5 million for transportation, and earnings of $44.6 million in the permanent Trust Lands Fund. Restricted net
assets decreased in business-type activities due to higher unemployment claims. The increase in unrestricted net assets was mainly in
business-type activities, and those net assets generally can only be used to finance the business-type activities’ ongoing operations.

State of Utah
Net Assets as of June 30
(Expressed in Thousands)
Governmental Business-type Total Primary
Activities Activities Government
2003 2002 2003 2002 2003 2002
Current and Other Assets $ 2832859 $ 2,644,789 $2880,978 $2870922 $ 5,713,837 $ 5,515,711
Capital Assets 9,514,418 9,137,367 51,220 42,073 9,565,638 9,179,440
Total Assets 12,347,277 11,782,156 2,932,198 2,912,995 15,279,475 14,695,151
Current and Other Liabilities 643,232 602,642 38,654 55,952 681,886 658,594
Long-term Liabilities 2,456,410 2,255,533 1,389,095 1,291,513 3,845,505 3,547,046
Total Liabilities 3,099,642 2,858,175 1,427,749 1,347,465 4,527,391 4,205,640
Net Assets:
Invested in Capital Assets,

Net of Related Debt 7,951,838 7,827,247 22,104 21,336 7,973,942 7,848,583
Restricted 973,636 776,121 814,147 916,526 1,787,783 1,692,647
Unrestricted 322,161 320,613 668,198 627,668 990,359 948,281
Total Net Assets $ 9,247,635 $ 8923981 $ 1,504,449 $ 1,565,530 $ 10,752,084 $ 10,489,511

Percent change from prior year 3.6 % 3.9% 2.5 %

The largest component of the State’s net assets, 74.2 percent, reflects investments in capital assets (land, buildings, equipment, roads,
and other infrastructure) less the outstanding debt issued to finance those assets. As capital assets, these resources are not available
for future spending, nor can they be readily liquidated to pay off their related liabilities. Resources needed to repay capital-related
debt must be provided from other sources.

Restricted net assets comprise 16.6 percent of total net assets and are subject to constitutional, legal, or external constraints on how
they can be used. Net assets that are restricted by the Constitution of Utah include income and corporate taxes that can only be used
for public and higher education costs and motor fuel taxes that can only be used for transportation expenses.

The remaining balance of unrestricted net assets may be used to meet the State’s ongoing obligations, though certain laws and
internally imposed designations of resources further limit the purposes for which many of those net assets may be used.

Changes in Net Assets. This year the State received 54.1 percent of its revenues from state taxes and 32.7 percent of its revenues
from grants and contributions, mostly from federal sources. In the prior year, state taxes accounted for 54.8 percent, and grants and
contributions were 31.3 percent of total revenues. Charges for goods and services such as licenses, permits, liquor sales, state parks,
and court fees, combined with other miscellaneous collections, comprised 13.2 percent of total revenues in fiscal year 2003,
compared with 13.9 percent in fiscal year 2002.

The charts on the following page summarize the State’s total revenues, expenses, and changes in net assets for fiscal year 2003.
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State of Utah
Total Revenues - FY 2003

Capital Grants and
Contributions
2%
Operating Grants and
Contributions
31%

Business-type
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(Y
Sales Tax 8%

21%

Transportation
8%

Community and
Economic

State of Utah
Total Expenses - FY 2003

General
Interest on Long-
term Debt
1%

Government
3%

Courts, Corrections,
and Public Safety
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Development Environmental
1% Quality
Charges for Services 17%
12% Individual Income and
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1% 8% 3%
State of Utah
Changes in Net Assets
for the Fiscal Year Ended June 30
(Expressed in Thousands)
Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2003 2002 2003 2002 2003 2002 2002 to 2003
Revenues
General Revenues:
Taxes $ 3,784,924 $ 3,598,731 § 2,180 $ 16,343 $ 3,787,104 $ 3,615,074 4.8 %
Other General Revenues 99,620 72,226 3,212 5,995 102,832 78,221 31.5
Program Revenues:
Charges for Services 472,610 507,698 353,138 329,282 825,748 836,980 (1.3)
Operating Grants and Contributions 2,034,177 1,794,902 130,235 163,584 2,164,412 1,958,486 10.5
Capital Grants and Contributions 123,883 109,751 — — 123,883 109,751 12.9
Total Revenues 6,515,214 6,083,308 488,765 515,204 7,003,979 6,598,512 6.1
Expenses
General Government 193,738 218,758 — — 193,738 218,758 (11.4)
Human Services and Youth Corrections 538,492 539,028 — — 538,492 539,028 0.1)
Corrections, Adult 184,805 191,642 — — 184,805 191,642 (3.6)
Public Safety 127,861 154,257 — — 127,861 154,257 (17.1)
Courts 106,045 104,979 — — 106,045 104,979 1.0
Health and Environmental Quality 1,177,121 1,062,393 — — 1,177,121 1,062,393 10.8
Higher Education 647,572 704,595 — — 647,572 704,595 8.1)
Employment and Family Services 352,082 324,113 — — 352,082 324,113 8.6
Natural Resources 119,528 114,083 — — 119,528 114,083 4.8
Community and Economic Develop ment 90,794 91,083 — — 90,794 91,083 0.3)
Business, Labor, and Agriculture 66,965 66,215 — — 66,965 66,215 1.1
Public Education 1,981,119 1,999,112 — — 1,981,119 1,999,112 (0.9)
Transportation 555,840 541,547 — — 555,840 541,547 2.6
Interest on Long-term Debt 73,835 68,964 — — 73,835 68,964 7.1
Student Assistance Programs — — 86,995 79,666 86,995 79,666 9.2
Unemployment Compensation — — 307,834 272,924 307,834 272,924 12.8
Water Loan Programs — — 7,074 6,181 7,074 6,181 14.4
Other Business-type Activities — — 123,706 122,694 123,706 122,694 0.8
Total Expenses 6,215,797 6,180,769 525,609 481,465 6,741,406 6,662,234 1.2
Excess (Deficiency ) Before Special Item
and Transfers 299,417 (97,461) (36,844) 33,739 262,573 (63,722)
Special Item — distribution to local government — (29,772) — — — (29,772)
Transfers 24,237 26,358 (24,237) (26,358) — —
Change in Net Assets 323,654 (100,875) (61,081) 7,381 262,573 (93,494)
Net Assets — Beginning as Adjusted 8,923,981 9,024,856 1,565,530 1,558,149 10,489,511 10,583,005
Net Assets — Ending $ 9,247,635 $ 8,923,981 $ 1,504,449 $ 1,565,530 $10,752,084 $10,489,511 2.5 %
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Governmental Activities

The State’s total governmental revenues from all sources increased $431.9 million or 7.1 percent. Tax revenues increased $186.2
million, or 5.2 percent. This percentage increase at the government-wide level is higher than the increase in taxes at the fund level.
While this increase may reflect a slight improvement in economic conditions, due to differences in measurement focus, timing of
collections, and lack of historical accrued tax information, the increase at the government-wide level should not be used to predict
future increases at the fund statement or budget level. With the exception of higher education expenses, other significant changes in
governmental activities’ revenues and expenses mirror the changes in the General Fund at the fund level. For further discussion of
these changes, see the section titled “General Fund” on page 19. While part of the decrease in higher education expenses was due to
cuts in general state support, a significant part of the decrease was due to a lower dollar amount of building projects completed for
colleges and universities than in the prior year.

The table below shows to what extent the State’s governmental activities relied on taxes and other general revenues to cover all of
their costs. For fiscal year 2003, state taxes and other general revenues covered 57.7 percent of expenses. The remaining $2.6 billion,
or 42.3 percent of the total expenses were generated through charges for services and grants.

State of Utah
Net Cost of Governmental Activities
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Less Net Program Revenues
Program Program Program as a Percentage of
Expenses Revenues Costs Program Expenses
2003 2003 2003 2002 2003 2002
General Government $ 193,738  $ (158,957) $ 34,781  $ 78,657 82.0 % 64.0 %
Human Services and Youth Corrections 538,492 (272,410) 266,082 280,837 50.6 47.9
Corrections, Adult 184,805 (7,004) 177,801 182,387 3.8 4.8
Public Safety 127,861 (66,738) 61,123 64,616 52.2 58.1
Courts 106,045 (29,695) 76,350 68,978 28.0 34.3
Health and Environmental Quality 1,177,121 (914,863) 262,258 256,114 71.7 75.9
Higher Education 647,572 (1,518) 646,054 702,896 0.2 0.2
Employment and Family Services 352,082 (311,314) 40,768 53,013 88.4 83.6
Natural Resources 119,528 (80,760) 38,768 41,226 67.6 63.9
Community and Economic Develop ment 90,794 (39,549) 51,245 45,771 43.6 49.7
Business, Labor, and Agriculture 66,965 (57,680) 9,285 12,695 86.1 80.8
Public Education 1,981,119 (333,596) 1,647,523 1,750,928 16.8 12.4
Transportation 555,840 (356,586) 199,254 161,336 64.2 70.2
Interest on Long-term Debt 73,835 — 73,835 68,964
Total Governmental Activities $ 6215797 $ (2,630,670) $ 3,585,127 $ 3,768,418 423 % 39.0 %

Business-type Activities

Despite the slow economy, revenues from the State’s business-type activities remained relatively even, decreasing $26.4 million or
5.1 percent from the prior year. This decrease is partially attributable to a one-time $62.6 million distribution from the federal
government to the Unemployment Compensation Fund that bolstered revenues in fiscal year 2002. This decrease in one-time revenue
was partially offset by an increase in Unemployment Compensation collections from employers of 27.8 percent as higher claims
resulted in increased employer taxes. Net assets for the combined business-type activities decreased $61.1 million or 3.9 percent as
higher expenses in the Unemployment Compensation program offset gains in net assets in the other activities.

All of the State’s business-type activities operate from program revenues except for the Water Loan Programs and the Agriculture
Loan Fund which by law receive dedicated sales taxes to provide additional capital for loans. Accounting standards require
unemployment taxes that are collected from employers and deposited in the Unemployment Compensation Fund be reported as
charges for services rather than taxes. Therefore, taxes in the business-type activities are comprised entirely of sales taxes in the
water and agriculture loan programs.
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2003

FINANCIAL ANALYSIS OF THE STATE’S GOVERNMENTAL FUNDS

Fund Balances

At June 30, 2003, the State’s governmental funds reported combined ending fund balances of $1.9 billion. Of this amount, $1.1
billion, or 58.1 percent is reserved for specific programs by state law, by external constraints, or by contractual obligations. Unspent
bond proceeds, balances of restricted accounts, and agencies’ nonlapsing balances are included in reserved fund balance. An
additional $466.2 million or 24.4 percent of total fund balances has been designated through internally imposed limitations on uses
of certain funds. Note 11 on page 86 contains more details about reserved and designated fund balances at June 30, 2003. The
remaining $335 million or 17.5 percent of fund balance is available for appropriation for the general purposes of the funds.

State of Utah
Governmental Fund Balances as of June 30, 2003
(Expressed in Thousands)

Uniform Transpor- Centennial Trust
General S chool tation Highway Lands Nonmajor

Fund Fund Fund Fund Fund Funds Total
Reserved $ 230980 $ 54950 $ 93,848 $ 109,266 $ 404991 $ 215,548 $ 1,109,583
Unreserved Designated 156,016 187,165 40,429 — — 82,596 466,206
Unreserved Undesignated — 1,802 80,602 210,968 — 41,639 335,011
Total $ 386996 $ 243917 $ 214879 $ 320234 $ 404991 $ 339,783 $ 1,910,800

Percent change from prior year 52 % 339 % 64.1 % 4.9 % 12.4 % (23.0)% 6.9 %

General Fund

During fiscal year 2003, the General Fund’s total fund balance increased $19 million or 5.2 percent. This increase was due in large
part to an unbudgeted federal appropriation for jobs and growth relief of $38 million received in the latter part of the fiscal year. The
General Fund ended fiscal year 2003 with a “surplus” from unreserved and undesignated sources of $27.7 million. However, $14.3
million of federal jobs and growth relief funds were carried forward for appropriation in 2004 and included in designated fund
balance. Of the remaining $13.4 million, half was transferred by law to the Budget Reserve Account (“Rainy Day Fund”) and
included in designated fund balance, and half was carried forward by law for other purposes as designated for specific appropriation
in 2004. As a result, the General Fund ended the year with zero unreserved/undesignated fund balance. Miscellaneous changes
resulting from other designated and reserved sources account for the remaining change in fund balance. The Budget Reserve Account
ended fiscal year 2003 with a balance of $26.5 million.

Total General Fund revenues increased $218.6 million or 6.6 percent from the prior year. Total tax collections increased $25 million
or 1.6 percent. The major changes in tax revenues were in sales tax, which inched up $9.9 million or 0.7 percent as stagnation in the
economy continued; inheritance tax, which increased $23.6 million or 249.9 percent; and cigarette, tobacco, and beer taxes which
together fell $5.7 million or 9.6 percent from the prior year. Also, historically low interest rates and lower cash balances kept
investment income $7.1 million or 46.1 percent below last year’s level. Federal funding was the largest single factor in increasing
revenues for the fiscal year as federal contracts and grants climbed $183.8 million or 13.7 percent from the prior year driven by
demand for services, and as stated above, the receipt of federal jobs and growth relief money.

Total General Fund expenditures increased by $107.0 million or 3.1 percent as the continued sluggish economy and higher
unemployment increased the public’s demand for government services which more than offset budget reductions in many agencies.
The following areas were impacted most:

e  Health and Environmental Quality. Total expenditures in this category jumped $116 million, primarily due to increased
Medicaid program costs resulting from increased caseloads and pharmaceutical costs.

e Employment and Family Services. Total expenditures in this category were up $41.8 million as Temporary Assistance for Needy
Families and Food Stamp program costs increased 16.0 and 26.3 percent, respectively.

Expenditures in Natural Resources also increased for fighting wildfires, and spending from capital development funds for projects
such as building fish hatcheries and wildlife management facilities. The most notable reduction in spending from the prior year
occurred in Public Safety, where expenditures (and corresponding federal revenues) were down approximately $25 million because
prior year activities related to the Olympic Winter Games ended in fiscal year 2002.
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Budgetary Highlights — General Fund

The Legislature adopted the initial fiscal year 2003 budget in their 2002 General Session and met again in a special session
beginning in June 2002 to rebalance the budget in light of lowered revenue estimates. After these actions, the original General Fund
budget at the start of fiscal year 2003, excluding department specific revenue sources such as federal grants and departmental
collections, was 2.8 percent lower than the final fiscal year 2002 budget. The Legislature also had to address critical and mandated
program increases, such as projected increases in caseloads and inflation for the Medicaid program. In order to balance the original
General Fund budget, the Legislature used a variety of measures including:

Reducing budgets across all state agencies.

Reducing appropriations to the Centennial Highway Fund for highway construction projects by $66.4 million.

Transferring $17.8 million to the General Fund from the Tobacco Endowment Fund.

Obtaining $14 million from other accounts, including $10.8 million from the Centennial Highway Fund from project savings.
Redirecting $10 million of dedicated sales tax revenue from water loan programs to the General Fund.

The Legislature met in a special session in December 2002 to address lowered revenue estimates. The budget was again addressed in
the 2003 General Session of the Legislature (January to March 2003). In order to balance the final budget, the Legislature took
additional action that included:

Reducing agency budgets.

Transferring an additional $26.6 million from the Tobacco Endowment Fund to the General Fund.

Authorizing bonding of $35 million to replace cash originally appropriated for capital projects.

Reducing General Fund appropriations to the Centennial Highway Fund by an additional $20 million.

Redirecting an additional $2 million of dedicated sales tax revenue from water loan programs to the General Fund.

Additionally, in the face of expected revenue shortfalls in the latter part of the fiscal year, agencies were able to curb spending
through active budget management. This action resulted in agencies lapsing $6.4 million of unspent budgeted dollars back to the
General Fund. Although taxes and other unrestricted revenues ended the year slightly below the final budgeted amounts, the state
ended the fiscal year with a slight surplus due to the receipt of unbudgeted federal jobs growth and fiscal relief money. Final budgets
for many of the department specific revenue sources such as federal grants are revised based on actual collections.

Uniform School Fund

The Uniform School Fund’s fund balance increased $61.7 million or 33.9 percent from the prior year. While individual income taxes
remained relatively unchanged compared to the prior year, corporate income taxes increased $36.6 million or 29.4 percent. Federal
funding increased by $34.7 million or 13.7 percent. Expenditures for public education decreased slightly by $18.8 million or 0.9
percent, as budget reductions were not entirely offset by increased per student funding approved by the Legislature for fiscal year
2003. The Uniform School Fund ended the year with unreserved fund balance of $2.4 million. Of that amount, $600 thousand was
transferred by law to the Education Budget Reserve Account, a new account established by the Legislature in 2003. This resulted in a
final unreserved and undesignated fund balance of $1.8 million.

Transportation Fund

Fund balance in the Transportation Fund increased $83.9 million or 64.1 percent from the prior year. This increase was the result of
$52 million of unspent bond proceeds and a reduction in overall expenditures greater than a reduction of revenues. Total revenues
decreased by $25.1 million or 3.6 percent. Motor and special fuels taxes and fees remained relatively flat over prior year levels;
however, federal funds decreased $27.1 million or 11.4 percent.

In comparison, total expenditures decreased $89.9 million or 14 percent, primarily in construction expenditures. Authorized federal
funding remains relatively stable from year to year. However, the spending of state and federal revenue reflects the timing of
highway construction projects, which is impacted by a variety of circumstances such as environmental studies or weather.

As authorized by the Legislature, during the year the State issued $52 million of general obligation debt to provide funding to
accelerate the completion of specific State transportation projects in Salt Lake County. At June 30, 2003, the Transportation Fund
had not spent any of the bond proceeds, which amount is reported as reserved fund balance. Salt Lake County is obligated to pay the
debt service on these bonds from dedicated county sales tax.

Centennial Highway Fund

Fund balances in the Centennial Highway Fund increased by $14.9 million, or 4.9 percent from the prior year. Revenues and
expenditures in the fund remained relatively flat as compared to the prior year. Still, the Department of Transportation continued to
work on several major highway projects using carry over funding from the General Fund and bond proceeds.
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Due to budget constraints, the Legislature reduced General Fund transfers to the Centennial Highway Fund by $86.4 million and
transferred $10.8 million of savings from the I-15 reconstruction project back to the General Fund. As a result, the State incurred an
additional $109.3 million of general obligation debt to provide for highway construction needs. At June 30, 2003, all of the bond
proceeds were unspent and included in reserved fund balance.

Trust Lands Fund

The fund balance of the Trust Lands Fund increased by $44.6 million, or 12.4 percent, due to revenues generated from land use, sales
of trust lands, and investment income. The permanent fund also generated $8.4 million of cash investment earnings for the Uniform
School Fund that is earmarked for distribution to local school districts.

Nonmajor Governmental Funds
During the year, the Legislature transferred $44.4 million from the Tobacco Endowment Fund to the General Fund in order to help
balance the Fiscal Year 2003 budget.

FINANCIAL ANALYSIS OF THE STATE’S PROPRIETARY FUNDS

Student Assistance Programs
The Student Assistance programs finished the year with an increase of $8.0 million or 4.0 percent in net assets. Rising enrollments at
the State’s colleges and universities created more demand for student loans than in prior years.

Unemployment Compensation Fund

The State’s continued high unemployment rate spurred by the state and national economic slowdown resulted in a 12.8 percent
increase in benefit payments over the prior year. Assets were sufficient to handle the increased demand for benefits, but net assets
decreased $109.8 million, or 19.8 percent, to $444 million as benefit payments exceeded employer taxes and other revenues. Rising
benefit payments will result in increased employer contributions, though the full effect of the increase will not be realized until future
periods.

Water Loan Programs

To help balance the budget in fiscal year 2003, the Legislature redirected to the General Fund $12 million of sales tax that was
normally earmarked for water loans. The Legislature to date has not redirected any additional sales tax earmarked for water loans for
fiscal year 2004. These programs have sufficient revenues and net assets to cover current commitments.

CAPITAL ASSET AND LONG-TERM DEBT ADMINISTRATION

Capital Assets

The State’s capital assets increased a net $386.2 million during the year. The change consisted of net increases in infrastructure
(highways) of $158.9 million; land and related assets of $66.7 million; and buildings, improvements and construction in progress of
$176.4 million. Machinery and equipment decreased a net $15.8 million during the year. Many buildings financed by the State are
actually owned by the colleges and universities which are component units of the State. Therefore, while the capital assets are on the
component unit’s financial statements, any outstanding debt issued by the State to finance construction of those assets is reported as a
liability of the State’s governmental activities. This in turn reduces unrestricted net assets. As of June 30, 2003, the State had $69.6
million of outstanding debt related to capital assets of component units.

The State has adopted an allowable alternative to reporting depreciation for roads and bridges (infrastructure assets) maintained by
the Utah Department of Transportation (UDOT). Under this alternative method, referred to as the “modified approach,” UDOT must
maintain an asset management system and demonstrate that the infrastructure is being preserved at or above established condition
levels. Infrastructure assets accounted for under the modified approach are not depreciated, and maintenance and preservation costs
are expensed.

The State’s established condition level for roads is to maintain 50 percent with a rating of “fair” or better and no more than 15
percent with a “very poor” rating. The most recent condition assessment, completed for calendar year 2002, indicated that 73.0
percent of the roads were in “fair” or better condition. Only 6.6 percent of the roads assessed were in “very poor” condition. These
results reflect improvement over calendar year 2001, when 70.4 percent of the roads were assessed as “fair” or better, and 8.3 percent
assessed were in “very poor” condition.
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The State’s established condition level for bridges is to maintain 50 percent with a rating of “good” and no more than 15 percent of
bridges with a “poor” rating. The most recent condition assessment, completed in April 2003, indicated that 70.0 percent and 3.0
percent of bridges were in “good” and “poor” condition, respectively. These results reflect a very slight decline over the prior year,
when 70.4 percent of the bridges were assessed as “good,” and 2.8 percent assessed were in “poor” condition.

During fiscal year 2003, the State spent $264.3 million to maintain and preserve roads and bridges. This amount is 2.7 percent below
the estimated amount of $272 million needed to maintain these assets at established condition levels. During the last few fiscal years
the State was aggressive in the maintenance and preservation of many of the State’s roads in preparation for the Winter Olympic
Games. The State anticipates that expenditures in future years will be more comparable to the estimated amounts needed to preserve
the State’s infrastructure assets.

More information about capital assets is included in Note 8 on page 73, and more detailed information on the State’s modified
approach for reporting infrastructure is presented in the Required Supplementary Information on page 106.

Long-term Debt

The Constitution of Utah authorizes general obligation borrowing only as approved by the Legislature. The Constitution also limits
outstanding state general obligation debt to 1.5 percent of the fair market value of all taxable property in the State, while state law
further restricts outstanding state general obligation debt to no more than 20 percent of the appropriations limit. As of June 30, 2003,
the State was $136.4 million below the statutory debt limit and $848 million below the debt limit established in the Constitution.
Revenue bonds are not backed by the general taxing authority of the State, but are payable solely from specific fees or loan
repayments as pledged in the bond indentures.

State of Utah
Outstanding Bonded Debt as of June 30
(Expressed in Millions)

Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2003 2002 2003 2002 2003 2002 2002 to 2003
General Obligation Bonds $ 1,713.8  $ 1,4984  $ —  $ — 3 1,713.8  $ 1,498.4 14.4 %
Revenue Bonds:
State Building Ownership Auth. 334.9 346.0 22.6 23.1 357.5 369.1 3.1
Student Assistance Programs — — 1,311.0 1,227.4 1,311.0 1,227.4 6.8
Water Loan Progams — — 2.6 4.1 2.6 4.1 (36.6)
Total Bonds Payable $ 2,048.7 $ 1,8444 % 1,336.2  $ 1,2546 $ 33849 $ 3,099.0 9.2 %

The State issued $660.5 million of general obligation bonds during the fiscal year. Of the general obligation bonds issued, $140.7
million was for highway construction; $138 million was for capital facility construction; $253.1 million was to refinance prior debt to
take advantage of lower interest rates through an advance refunding; and $128.7 million was to refund variable rate highway notes
with fixed-rate debt to lock in favorable long-term fixed interest rates. The State issued a total of $119.8 million of revenue bonds, all
to provide capital for purchasing student loans in the Student Assistance programs.

The State’s active management of recent economic difficulties has helped the State maintain its triple-A rating on general obligation
bonds, the highest possible rating, and double-A rating on State Building Ownership Authority lease revenue bonds from all three
national rating agencies. These ratings save millions of dollars in interest each year because the State is able to obtain very favorable
interest rates on new debt. Note 10 on page 77 contains more information about the State’s outstanding debt.
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ECONOMIC OUTLOOK AND NEXT YEAR’S BUDGET

Original general revenue estimates for the General Fund and Uniform School Fund for fiscal year 2004 were approximately 1.4
percent above actual revenues for fiscal year 2003. The Legislature balanced the budget by using anticipated 2003 carry over funds,
eliminating certain sales tax exemptions as described below, implementing additional program reductions, transferring funds from the
tobacco settlement and other restricted accounts as allowed by law, and utilizing other miscellaneous sources. Those adjustments also
made funding available for increases in Medicaid, public education and higher education, and increased costs of benefits for State
and higher education employees.

The Legislature in its 2003 General Session eliminated the sales tax exemption for multi-channel video or audio service. This action
is expected to yield $14 million per year for the General Fund. The Legislature also enacted a bill that imposes a tax on hazardous
waste facilities, nonhazardous solid waste facilities, and radioactive waste facilities and eliminates a tax on radioactive waste. These
tax changes are expected to generate an additional $2.2 million per year in revenues.

Revenue collections to date in fiscal year 2004 are in line with original estimates.

Utah’s economy is expected to remain stable or only moderately improve in the near future. The average unemployment rate is
expected to decline in 2003 to 5.7 percent, down from an average 2002 rate of 6.1 percent. Taxable retail sales are expected to
increase 1.5 percent by the end of 2003, and growth in personal income is expected to be 2.4 percent for the same period. Because
these indicators are measured on a calendar-year basis, the impact on the State budget will not be fully realized until well into fiscal
year 2004.

CONTACTING THE STATE’S DIVISION OF FINANCE

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors with a general overview of the
State’s finances and to demonstrate the State’s accountability for the money it receives. If you have questions about this report or
need additional financial information, please contact the Division of Finance, Financial Reporting Section at (801) 538-3082 or visit
our website at: www.finance.utah.gov.

The preceding discussion and analysis focuses on the State’s primary government operations. With the exception of a few nonmajor
component units, the State’s component units each issue separate audited financial statements which include their respective
management’s discussion and analysis. Component unit statements may be obtained from their respective administrative offices or
from the Utah State Auditor’s Office, 211 State Capitol, Salt Lake City, UT 84114.
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State of Utah
Statement of Net Assets

June 30, 2003 (Expressed in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
ASSETS
Cash and Cash Equivalents ...........cceceevveriecienenienenieienens $ 567,837 $ 647,558 $ 1,215,395 $ 546,456
INVESTMENLS ....vviiiiiiiiciiie ettt 1,040,446 269,160 1,309,606 1,155,596
Taxes Receivable, Net ........ccceevviiieiiiieiiiieeiieeeiee e, 524,670 552 525,222 —
Accounts and Interest Receivable, net .........ccoeeevvvvuvnnenenn. 623,633 82,565 706,198 280,476
Amounts Due From:
Component UNILS ....co.eevuereevienienenienienienieeeenieereneeeneennes 18,922 — 18,922 —
Primary GOVEIrNMeNnt ...........coceevierieenieenienieerieenieeeeeeeen — — — 4,812
Prepaid Items ......cc.ooveveriiniiiiieececeeecce e 1,516 2,214 3,730 11,489
INVENLOTIES ..viiviiiiieciie ettt e 11,520 17,753 29,273 34,441
Internal BalancCes .......cccuevvveiieeiieiiiiieeieeee e 14,163 (14,163) — —
Restricted Investments ... — 61,182 61,182 421,014
Deferred Charges ........cccceceveeieneeiieninnieneecnceeneeeene 4,320 15,966 20,286 47,114
Notes/Loans/Mortgages/Pledges Receivable, net ................ 18,306 1,798,191 1,816,497 899,083
OThET ASSELS ...eeeeeieee ettt eeee e e e e e e e e e eenas 7,526 — 7,526 16,991
Capital Assets:
Land and Related Non-depreciable Assets ........c..cceeue.... 671,807 14,337 686,144 102,695
Infrastructure ...................... 7,513,155 495 7,513,650 —
Construction in Progress 547,486 — 547,486 109,228
Buildings, Equipment, and Other Depreciable Assets ...... 1,358,759 51,247 1,410,006 3,208,394
Less Accumulated Depreciation ........c..coceeereerieneeiennenne (576,789) (14,859) (591,648) (1,385,235)
Total Capital ASSELS ..cc.eevereereenrenienieeieneereneeeeseereee 9,514,418 51,220 9,565,638 2,035,082
TOtAl ASSELS ..vveeeeriieeciiiee ettt et e 12,347,277 2,932,198 15,279,475 5,452,554
LIABILITIES
Accounts Payable and Accrued Liabilities ...........c.ccecueuenee. 549,458 25,156 574,614 211,020
Amounts Due to:
Component UNILS ....c..eevuereenierienenienienienieneesieeeeneeeneennes 4,812 — 4,812 —
Primary Government ... — — — 18,922
Securities Lending .........cccceeeevierenieninieneneecceeeneen — — — 17,523
Deferred REVENUE ........ccvveviieiieiiieieccee e 88,796 7,766 96,562 69,395
DEPOSILS ..ottt 166 64 230 83,385
Other Liabilities ......c.ccoviiviiiiiieiiieieecee et — 5,668 5,668 2,660
Long-term Liabilities (Note 10) ..c..ccceveveriieneneniienienenienne
Due Within One Year ........cccceveeiieviieveeeieeeiieeeeeee e 207,588 8,191 215,779 333,273
Due in More Than One Year .......ccooovvveeeeiieciieeeeeeeeeeennns 2,248,822 1,380,904 3,629,726 1,579,636
Total Liabilities .......oeeeiviieeerieeeiiiee et e 3,099,642 1,427,749 4,527,391 2,315,814
NET ASSETS
Invested in Capital Assets, Net of Related Debt .................. 7,951,838 22,104 7,973,942 1,575,079
Restricted for:
TranSpPOItation .........ceceeeeuereeerienieeniereenieneenieneeneeeeenaenne 214,385 — 214,385 —
Public Education — Expendable ...........ccceceeviecierenniennnns 271,700 — 271,700 —
Public Education — Nonexpendable ............cccceeveerueeiennenne 404,991 — 404,991 —
Higher Education — Expendable ..........ccccoocvevierieieniennnns — — — 446,465
Higher Education — Nonexpendable ...........cccceeeeeriennene — — — 312,187
Capital PrOJECES ..oveeueeeieiieieeieieeieniteeeice et 1,239 — 1,239 —
DEDt SEIVICE ...t 6,204 23,035 29,239 153,453
Unemployment Compensation and Insurance Programs .. 3,445 443,971 447,416 69,992
Loan Programs ........c.cceceevereenienieneneenieneeieneeeseeeeneeen 2,478 347,141 349,619 —
Other Purposes — Expendable ... 69,194 — 69,194 7,358
Unrestricted ....... 322,161 668,198 990,359 572,206
TOtal NEt ASSELS ..vveeeerieeeeieeeeiie ettt e e rae e e $ 9,247,635 $ 1,504,449 $ 10,752,084 $ 3,136,740

The Notes to the Financial Statements are an integral part of this statement.
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State of Utah

Statement of Activities

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and
Activities Expenses Services Contributions  Contributions
Primary Government:
Governmental:
General GOVEINIMENL ........veveveuereeeneiniririeseeeieneeeereneenes $ 193,738 $ 84,500 $ 74457 $ —
Human Services and Youth Corrections ............ccccueenee. 538,492 17,182 255,228 —
Corrections, Adult ........cccceceeviiniiiiiniiniiiniiiincience, 184,805 6,235 769 —
PUbLic Safety ....c.ccoevveieiiinininiecccee e 127,861 28,471 38,267 —
COULLS .ovviiieiieiiiieteeeee ettt st 106,045 29,221 474 —
Health and Environmental Quality ..........ccoceeveeniernenne 1,177,121 74,087 840,776 —
Higher EQucation .........ccocccoviiiiiiniiiniiniceieceeceeee 647,572 676 842 —
Employment and Family Services ........ccccoveevveeviernennne 352,082 5,397 305,917 —
Natural RESOUICES ........cccevervieriiiiniiiieniiiicccieneeee, 119,528 35,353 45,407 —
Community and Economic Development . 90,794 4,807 34,742 —
Business, Labor, and Agriculture .........cccccceveevieeneennnen. 66,965 50,318 7,362 —
Public EQUCAtioN .........cccceceveririniininicicieeceececnceeene 1,981,119 38,604 294,992 —
Transportation .........ccceceevceeereenrieenieeenieeneeseeeninenn 555,840 97,759 134,944 123,883
Interest and Other Charges on Long-term Debt 73,835 — — —
Total Governmental ACtiVIties ........cccceeveverreeervenreeennen. 6,215,797 472,610 2,034,177 123,883
Business-type:
Student Assistance Programs ..........ccocceeveevvieeneennennneen. 86,995 73,685 21,316 —
Unemployment Compensation .... 307,834 108,130 92,303 —
Water Loan Programs ..........cceceevvieenienienneenienieeneene, 7,074 8,975 14,460 —
Other Business-type ACHVItIES ......cccceerverveeeneerieeneennne. 123,706 162,348 2,156 —
Total Business-type ACtiVIties .......cccceevvverrieerverrueennnen. 525,609 353,138 130,235 0
Total Primary GOVETNMENL ..........cccerveveverrereerrerireresenerenenns $ 6,741,406 $ 825,748 $ 2,164,412 $ 123,883
Component Units:
Utah Housing COrporation ...............cceeeeeeveervernreerennns $ 78,968 $ 85,556 $ — $ —
Public Employees Health Program .............ccoceeveveeneenee. 342,815 346,869 7,017 —
University of Utah ......c.cccevivininineniiieinnceencene 1,657,328 1,172,702 317,377 28,052
Utah State UNiVersity ......ccccoceeeverenieeeiineneneneeneeeeeenes 392,875 103,059 171,848 12,130
Nonmajor Colleges and Universities ...........ccoceeeeerueeunenne 627,842 230,177 133,476 14,669
Nonmajor Component UnNits ........ccoceeeveerveriieeneennieennnen. 22,818 12,991 56 —
Total Component UNIts ..........cccoveveevereeereeisieriiereeesereenernaeas $ 3,122,646 $ 1,951,354 $ 629,774 $ 54,851
General Revenues:
Taxes:
Sales and Use TaX ..c..cocvevuirieniiniiiiiiiiiiieiicieccreeseee e
Individual Income Tax Imposed for Education ..........ccccccecevverniieneenee.
Corporate Tax Imposed for Education ...........ccccceeceeviennennne
Motor and Special Fuel Taxes Imposed for Transportation ...................
Other TAXES ..couoeviiiiiiiiiiiiiiicteit ettt
TOtal TAXES .evieeiiiiiieiiiiciere ettt
Unrestricted Investment INCOME .........oovevieinieniiniieniienienieeiceeeee e
State Funding for Colleges and Universities .........cocceeveereeneeniernieeneennne.
State Funding for Other Component UNits ..........cccecveevieenieniennieeneeneeene
Gain on Sale of Capital ASSELS .....cccueeveerieriiieriierienieeeerte e
Federal Appropriation—Jobs and Growth Relief ...........c.cccocevviiniinnnne.
Miscellaneous
Permanent Endowments Contributions .............ccecueeveenieniieeneeneeniieeneennns
Special Item—Technology Finance Corporation Liquidation Transfers ......
Transfers—Internal ACIVILIES .......cocveerieerieriieriieenierte et
Total General Revenues, Special Items, and Transfers ..
Change in Net ASSELS ....vevveeriienierieeieenie ettt
Net ASSEts—BeZINNING ...coverviriiriiiieiertieierteeeese et
Adjustments to Beginning Net ASSEtS .......cceeeverrienenernienenenreneneeeennes
Net Assets—Beginning as Adjusted ........c.cecevererienineniienieneeeneeeeenienee
Net ASSEtS—ENAING .o..eoviriiiiiiinieieeeete e

The Notes to the Financial Statements are an integral part of this statement.
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Net (Expense) Revenue and
Changes in Net Assets

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (34,781 — $ (34,781) $ —
(266,082) — (266,082) —
(177,801) — (177,801) —
(61,123) — (61,123) —
(76,350) — (76,350) —
(262,258) — (262,258) —
(646,054) — (646,054) —
(40,768) — (40,768) —
(38,768) — (38,768) —
(51,245) — (51,245) —
(9,285) — (9,285) —
(1,647,523) — (1,647,523) —
(199,254) — (199,254) —
(73,835) — (73,835) —
(3,585,127) 0 (3,585,127) 0
— 8,006 8,006 —
— (107,401) (107,401) —
— 16,361 16,361 —
— 40,798 40,798 —
0 (42,236) (42,236) 0
(3,585,127) (42,236) (3,627,363) 0
— — — 6,588
— — — 11,071
— — — (139,197)
— — — (105,838)
— — — (249,520)
— — — (9,771)
0 0 0 (486,667)
1,488,452 2,180 1,490,632 —
1,604,618 — 1,604,618 —
160,705 — 160,705 —
317,536 — 317,536 —
213,613 — 213,613 —
3,784,924 2,180 3,787,104 0
9,152 2,248 11,400 709
— — — 607,550
— — — 3,259
15,412 — 15,412 —
37,970 — 37,970 —
37,086 964 38,050 —
— — — 13,517
— — — (2,685)
24,237 (24,237) — —
3,908,781 (18,845) 3,889,936 622,350
323,654 (61,081) 262,573 135,683
8,866,508 1,565,530 10,432,038 2,957,561
57,473 — 57,473 43,496
8,923,981 1,565,530 10,489,511 3,001,057
$ 9,247,635 1,504,449 $ 10,752,084 $ 3,136,740
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State of Utah

Balance Sheet
Governmental Funds

June 30, 2003 (Expressed in Thousands)

Special Revenue

Uniform Centennial
General School Transportation Highway
ASSETS
Cash and Cash EqQuivalents ..........cccceceverinenenienecnceene $ 97,833 $ 65,822 $ 129,739 $ 109,427
INVESMENLS ...oovveviiiiiiiiieiiicicecec e 64,095 — 78,444 205,378
Receivables:
ACCOUNLS, NMET ...cneiiieiirieeienientete ettt 444,425 41,607 58,452 24,997
Accrued Interest 49 — — —
Accrued Taxes, Nt ........cocueereeiniieniieeneenieeeeeieeriee e 211,902 258,634 53,525 609
Notes/Mortgages, Nt ...c..coceeeveeeerereerieneenieneeeeneneeneens 4,903 6,624 615 —
Due From Other Funds ........ccoceoviiviiiiniiiniinciieiiceneee 22,571 2,897 21,839 42
Due From Component Units .........cccceeerverenensieneneenennen. 645 — — —
INVentories ........coceeveveeneennenne 458 — 7,079 —
Interfund Loans Receivable ............cooeevvviiiiiiiieiiiiiiiiinnns 43,546 — — —
OLhET ASSELS ..eevuvieiieriierieenite et ettt ettt te e e e eaees — — — —
TOtAl ASSELS ..eveieieriiieieiieieetertetee ettt $ 890,427 $ 375,584 $ 349,693 $ 340,453
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable and Accrued Liabilities ..................... $ 304,091 $ 78,542 $ 101,957 $ 68
Due To Other Funds ........cceceeirininineneieiecececeee 13,997 2,002 3,432 17,607
Due To Component Units .........cceeceervernieeneennierneennennne — — — —
Deferred REVENUE ......coovvvveieeiiieeeeeeeeeeeeeee e 185,343 51,123 29,425 66
Interfund Loans Payable ..........ccccooeveeviinieienienieicee — — — 2,478
Total Liabilities ........cccocevererinienieienenineneneieeenene 503,431 131,667 134,814 20,219
Fund Balances:
Reserved for:
Nonlapsing Appropriations and Encumbrances ........... 67,561 36,700 2,449 —
Specific Purposes by Statute .........cecevereevieneenieneennn. 119,873 18,250 91,399 109,266
Interfund Loans Receivable ...........ccccoovuvvveeiivicnnnnnnnnn. 43,546 — — —
Capital Projects ......cocceevveeveinieiiiiinienieesieeieeneesieene — — — —
Debt Service ................ — — — —
Unreserved Designated 156,016 187,165 40,429 —
Unreserved Designated, reported in nonmajor:
Capital Projects Funds .........c.ccccoeiiiininiininiincnnn. — — — —
Debt Service Funds .........cccceeeevieninieninienicninieenene — — — —
Unreserved Undesignated ...........cocceevvernieeniennieennennneenne — 1,802 80,602 210,968
Unreserved Undesignated, reported in nonmajor:
Special Revenue Funds ..........ccocoviniiiininininnnnens — — — —
Total Fund Balances ................. 386,996 243,917 214,879 320,234
Total Liabilities and Fund Balances ..........c.cceccevvereecienennnnne $ 890,427 $ 375,584 $ 349,693 $ 340,453

The Notes to the Financial Statements are an integral part of this statement.
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Permanent

Nonmajor Total
Trust Governmental  Governmental
Lands Funds Funds

$ 92 $ 102,910 $ 505,823
392,235 300,294 1,040,446
14,164 29,135 612,780
1,031 62 1,142
— — 524,670
6,009 155 18,306
3,796 4,183 55,328
— 18,277 18,922
— — 7,537
_ — 43,546
7,526 — 7,526
$ 424,853 $ 455,016 $ 2,836,026
$ — $ 52,864 $ 537,522
160 3,133 40,331
— 4,812 4,812
19,702 54,424 340,083
— — 2,478
19,862 115,233 925,226
— 119,097 225,807
404,991 34,338 778,117
— — 43,546
— 53,216 53,216
— 8,897 8,897
— — 383,610
— 75,489 75,489
— 7,107 7,107
— — 293,372
— 41,639 41,639
404,991 339,783 1,910,800
$ 424,853 $ 455,016 $ 2,836,026
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State of Utah

Reconciliation of the Balance Sheet — Governmental Funds
To the Statement of Net Assets

June 30, 2003

Total Fund Balances for Governmental Funds ......................oociiiinns.

Total net assets reported for governmental activities in the Statement of Net Assets
is different because:

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds: (See Note 8)

Land and Related Non-depreciable Assets $ 671,790
Infrastructure, Non-depreciable ...................... 7,513,155
Construction-IN-Progress .........cccovieireeriieiienieiieeeie et 545,954
Buildings, Equipment, and Other Depreciable ASSets ..........coccvveeveeneneenuenne 1,166,380
Accumulated depreciation ..........eovveeeeeriernieenieeieenee et (466,379)

Some of the State’s earned revenues will be collected after yearend, but are not

available soon enough to pay for the current period’s expenditures, and therefore

are deferred in the funds. ...

Internal service funds are used by management to charge the costs of certain

activities, such as insurance, information technology, and fleet operations to

individual funds. The assets and liabilities of the internal service funds are included

in governmental activities in the Statement of Net ASSEts. ......cccoceevevtiiieninenieennennn.

Bond issue costs are reported as current expenditures in the funds. However, issue

costs are deferred and amortized over the life of the bonds and are included in the

governmental activities in the Statement of Net ASSetS. ........cvevviiviirinirninininnins

Long-term liabilities and related accrued interest are not due and payable in the

current period and therefore are not reported in the funds: (See Note 10)
General Obligation and Revenue Bonds Payable (1,954,207)
Unamortized Premiums ..........ccccceevveeeiveeeeineeeeinieeenns (107,435)
Amount Deferred on Refunding ..........cccoeceevveeieiieninienienieieieneeeie e 14,038
Accrued Interest Payable ........ccccoceviriiiiiiniiniinn e (1,598)
Postemployment Benefits ...........cceceverieriinienieniinieieeeeeeescee e (216,442)
Compensated ADSENCES ........coveruieriereerienierienienieeiesiestesteereerestesseeneeereenenee (134,746)
CaPItal LEASES ..eevveruiiiiieiieiiiente ettt ettt ettt st (12,846)
Arbitrage Liability ....ccceecvevirieiiiriinienieeeeceeeeeeeeeee e (103)

(Expressed in Thousands)

$ 1,910,800

9,430,900

252,446

62,508

4,320

(2,413,339)

Total Net Assets of Governmental ACHIVItIES .........o.viiiiiiiiiiiiiiiiiiiiieeeeeanennn.

The Notes to the Financial Statements are an integral part of this statement.
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State of Utah

Statement Of Revenues, Expenditures, And Changes In Fund Balances
Governmental Funds

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)

Special Revenue

Uniform Centennial
General School Transportation Highway
REVENUES
Taxes:
Sales and USE TaX ....uevevveeeveeiieiceieeeieee et eanes $ 1,447,281 $ — $ 29,701 $ 4,841
Individual InCoOme TaX .......ooovvvvieiiiiiiiiieeeeeeeeee s — 1,587,520 — —
Corporate Tax — 161,129 — —
Motor and Special Fuels Tax .......cocceveveevienenecnenenniene — — 321,370 —
Oher TAXES ..oeooiveeieeeeeeeetieeeee et eeranees 187,397 15,799 7,796 —
TOtAl TAXES «.eeveeeeveeeeeeeetee ettt ere e 1,634,678 1,764,448 358,867 4,841
Other Revenues:
Federal Contracts and Grants ............ccccoceeevevveveeeeeeeernnnnnnnn. 1,524,832 287,709 191,105 42,753
Charges for Services/Royalties ... 182,090 1,682 20,783 —
Licenses, Permits, and Fees ........ 17,745 4,310 60,755 18,719
Federal Mineral Lease .........cooovvvvieeiivecieieeeieeeeeeee e 46,335 — — —
Federal AEronautiCs ..........oeeevveevveeeeeeeeiieeeeeeeeieeeeeeeeeennnes — — 18,791 —
Intergovernmental — — — —
Investment INCOME .......coovvvmrviiiiiiiiieeeee e 8,258 8,473 2,539 5,355
Miscellaneous and Other ..........cocovvveeeiieiciiieeeeeeceeeeeeee. 124,422 6,923 19,452 —
Total REVENUES ......covveevieeieeeieeeeeeeeeeeevee e 3,538,360 2,073,545 672,292 71,668
EXPENDITURES
Current:
General GOVEINMENT ........coevvvvveieeeieiiieeeeeeeceieeeeeeeeeneees 151,281 — — —
Human Services and Youth Corrections .............ccoeeuveee. 532,270 — — —
Corrections, Adult 176,624 — — —
PUDBLiC Safety ....cceoveieiiiiieeeeee e 122,830 — — —
(@011 ¢ £ OO 97,348 — — —
Health and Environmental Quality ........c..ccceeerereennnne. 1,171,877 — — —
Higher Education — State Administration ...........c........... 34,891 — — —
Higher Education — Colleges and Universities ............... 592,668 — — —
Employment and Family Services .........cccccocevereeeencnne. 362,931 — — —
Natural RESOUICES ......evvvviiiiiiiiieieeeeeeeeeee e 132,388 — — —
Community and Economic Development 88,731 — — —
Business, Labor, and Agriculture ...........cccccoeveveevienenne 55,583 — — —
Public EQUCAtion ........cccvvvviiiiiiieiiieeeeeeeeee e — 1,979,461 — —
Transportation — — 552,262 203,877
Capital OULIAY ...covevveriieieriieieeneeeeeee e — — — —
Debt Service:
Principal Retirement .........c..cocevereevieniniencneenicnceeenne. — — — —
Interest and Other Charges ........c.ccecevererieneneeseencnenne — — — —
Total EXpenditures ..........ccooerereeenieeneneneneneenes 3,519,422 1,979,461 552,262 203,877
Excess Revenues Over (Under) Expenditures ...................... 18,938 94,084 120,030 (132,209)
OTHER FINANCING SOURCES (USES)
General Obligation Bonds Issued ........c..ccoceveeviencneenennen. — — 45,400 95,285
Premium (Discount) on Bonds Issued ...........ccceeeeuvrennnnn. — — 6,600 13,981
Refunding Bonds Issued ..........coceevenerienininncnciiineniee — — — —
Payment of Current Bond Refunding .............. — — — —
Payment to Refunded Bond Escrow Agent .........c..ccceue..e. — — — —
Sale of Trust Lands ...........ccoovveeeiiiiiiiiecieeeiee e — — — —
Transfers IN c....eeveeeiieeeeeeeeeeeeeeeee e 146,547 1,565 19,412 124,648
Transfers OUL .......c..ooveeerieeeeeeee e (146,514) (33,951) (107,483) (86,828)
Total Other Financing Sources (USeS) .....c.cccceevvenenne 33 (32,386) (36,071) 147,086
Net Change in Fund Balances ..........cccccecevveeneeiennene 18,971 61,698 83,959 14,877
Fund Balances — Beginning ..........cccoeceevveeienieneenieneenieneenne. 368,025 182,219 130,920 305,357
Fund Balances — Ending ..........cccoevvevieieieinenieieieieeeienns $ 386,996 $ 243,917 $ 214,879 $ 320,234

The Notes to the Financial Statements are an integral part of this statement.
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Permanent

Nonmajor Total
Trust Governmental  Governmental
Lands Funds Funds
$ — $ — $ 1,481,823
— — 1,587,520
— — 161,129
— — 321,370
— 2,626 213,618
0 2,626 3,765,460
— 3,523 2,049,922
23,985 7,201 235,741
— 8,786 110,315
— 972 47,307
— — 18,791
— 8,463 8,463
5,208 4,793 34,626
— 42,651 193,448
29,193 79,015 6,464,073
— 19,385 170,666
— 1,628 533,898
— 2,491 179,115
— 2,687 125,517
— 1,436 98,784
— 3,215 1,175,092
— — 34,891
— 4,809 597,477
— 185 363,116
— 1,859 134,247
— 3,255 91,986
— 10,799 66,382
— 419 1,979,880
— 495 756,634
— 205,861 205,861
— 109,653 109,653
— 79,367 79,367
0 447,544 6,702,566
29,193 (368,529) (238,493)
— 138,020 278,705
— 67,175 87,756
— 381,800 381,800
— (150,000) (150,000)
— (279,369) (279,369)
15,412 — 15,412
10 166,552 458,734
— (57,057) (431,833)
15,422 267,121 361,205
44,615 (101,408) 122,712
360,376 441,191 1,788,088
$ 404,991 $ 339,783 $ 1,910,800
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State of Utah

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances —
Governmental Funds To the Statement of Activities

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)
Net Change in Fund Balances — Total Governmental Funds .............................. $ 122,712

The change in net assets reported for governmental activities in the Statement of Net
Assets is different because:

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their estimated
useful lives as depreciation expense. The primary government also constructs
buildings for component units. When the buildings are completed they are

“transferred” to component units and are reported as expenses in the Statement of
Activities. This is the amount by which capital outlays $451,981 exceeded

depreciation $(50,572) and buildings “transferred” to component units $(15,207) in
the current period. (See NOte 8) .....eeviuiiiiniiiii i 386,202

In the Statement of Activities, only the gain on the sale of assets is reported, whereas

in the governmental funds, the proceeds from the sales increase financial resources.

Thus, the change in net assets differs from the change in fund balance by the cost of

the ASSELS SOIA. ..viiiiiiiiiiiie ettt ettt et e e e e e e eaaas (2,591)

Net effect of revenues reported on the accrual basis in the Statement of Activities
that do not provide current financial resources and thus are not reported as revenues
in the funds until available. ... 19,222

Internal service funds are used by management to charge the costs of certain

activities, such as insurance, information technology, and fleet operations, to

individual funds. The net revenue (expense) of the internal service funds is reported

with governmental ACHVILIES. ......cceveeriiriiriiriinieienereeeeeeit et (4,537)

Bond proceeds and capital leases provide current financial resources to
governmental funds by issuing debt which increases long-term liabilities in the
Statement of Net Assets. Repayments of bond and capital lease principal are
expenditures in the governmental funds, but reduce liabilities in the Statement of
Net Assets: (See Note 10)

BONAS ISSUEA ..ottt ettt eve et ev e e s ereeaeenn $ (660,505)

Premiums on Bonds ISSUEd ...........cooouiiieiiiieiiiieceeceee e (87,756)

Payment to Refund Bonds ..........ccoceeviiiiiiniiiiiiiiicccceeceee, 413,675

Amount Deferred on Refunding ..........c.ccoceeveeenieninennencnieicnenecseeene 15,828

Payment of Bond Principal ..........ccoceviirieiinieiinieieceecee e 109,653

Capital Lease PAYMENLS .....cccoerieriieieiiinieiiiiieiieienieetesieeteie e 2,180 (206,925)

Expenditures are recognized in the governmental funds when paid or due for: items
not normally paid with available financial resources; interest on long-term debt
unless certain conditions are met; and bond issue costs. However, the Statement of
Activities is presented on the accrual basis and expenses and liabilities are reported
when incurred, regardless of when financial resources are available or expenditures
are paid or due. This adjustment combines the net changes of the following

balances:

Postemployment Benefits EXPenses .......c..coceeereriienineeienenenieneneeieeee (445)

Compensated Absences EXPEenses ........cccocueevueerienieinieenienienieeneeesieeeeeeees 2,081

Arbitrage Interest EXPEense ........coceveeiriereneenieninienienieeteesieeteneeeieene e 4)

Accrued Interest on Bonds Payable ........c...cooceviiiiiiniiniiiniiicceee, 66

Amortization of Bond Premiums ...........oooevveiiiiiiiiieeieeeeeieeeee e 7,963

Amortization of Amount Deferred on Refunding ..........cccceeveevieninieiinnennne (1,790)

Deferred Bond ISSUE COSES .....ooeuvvvviieiiieiiiieieee e e eeetaree e e e eeannes 1,700 9,571
Change in Net Assets of Governmental ACtiVIIES .........coevviiiiiiiiiiiiiinennnnenen, $ 323,654

The Notes to the Financial Statements are an integral part of this statement.
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State of Utah

Statement Of Net Assets
Proprietary Funds

June 30, 2003 (Expressed in Thousands)
Business-type Activities — Enterprise Funds
Student Unemployment Water Nonmajor
Assistance Compensation Loan Enterprise
Programs Fund Programs Funds
ASSETS
Current Assets:
Cash and Cash EQUivalents ...........coeceeveuenereencnieercnnnene $ 84,973 $ 415,508 $ 74,164 $ 72,913
TNVESIMENLS ....veeievieeeeiiceeeieeecee ettt enes 267,640 — — 183
Receivables:
ACCOUNES, NEL ..ottt etee e e eaaee e 8,189 37,697 226 8,452
Accrued Interest ....... 17,356 — 4,036 2,428
Accrued Taxes, net ................ —_ —_ 552 —_
Notes/Loans/Mortgages, net .. 118,408 —_ 22,715 14,273
Due From Other Funds ...........coooveieiiiieiieiicieeeeeeeeeeeens — — 159 2,454
Interfund Loans Receivable .........c.ccceeeveeviievieneeneesiennnen, — — — 20
Prepaid Items 2,154 — — 60
INVENLOTIES ..viovviiiieiiecie ettt e — — — 17,753
Total Current ASSELS .......ccververeeeverierieeierienreeeenennes 498,720 453,205 101,852 118,536
Noncurrent Assets:
Restricted INVESTMENLS ......eeeivveeeiieeiieeiieeeeeeeeeeeeeeeereeee e 60,485 —_ 697 —_
INVESIMENLS ..ot — — — 1,337
Notes/Loans/Mortgages Receivables, net .. 1,006,274 —_ 408,958 227,563
Accrued Interest Receivable ..... —_ —_ 3,787 394
Deferred Charges .......ccccoceveene 15,966 —_ —_ —
Interfund Loans Receivable .........c.ccceeeeeviievieneeneeniennen, — — — 60
Capital Assets:
Land .oooooveeeeeieeeeeeeeeeeee e — — — 14,337
Buildings and Improvements . 7,872 —_ —_ 32,236
Machinery and Equipment .... 1,387 — — 9,752
Construction in Progress .............. — — — 495
Less Accumulated Depreciation (1,170) — — (13,689)
Total Capital ASSELS .....ccuevvereeierierieeieeieneneeeeeee 8,089 0 0 43,131
Total Noncurrent ASSEtS .......cccccveeveerveevveerveeseennns 1,090,814 0 413,442 272,485
TOtAl ASSELS ..ovveeeieeierieeieeieie ettt ettt et ete e sae et aesaeeeees 1,589,534 453,205 515,294 391,021
LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities .... 9,500 758 435 11,370
DEPOSItS ..coveeeiiiiiiiicicieeeeee — 64 — —
Due To Other Funds ....... — 2,744 72 14,116
Interfund Loans Payable .........cc.cccccoinininiininininiiicee — — — —
Deferred REVENUE .......cccuvvviiiieiieeieeeeceeeeeeeeeee e 1,629 — 86 1,475
Policy Claims Liabilities ... — 5,668 — —
Revenue Bonds Payable ........c..ccccoceeviinininiiiinincninene. 4,578 — 1,580 917
Total Current Liabiliti€s ...........ccoovvievivveieieeieieeeenns 15,707 9,234 2,173 27,878
Noncurrent Liabilities:
Accrued Liabilities .....cccvvveiiieiiiiiiieceeeeeeeee e 4,133 — — —
Deferred Revenue .... 4,576 — — —
Policy Claims Liabilities ... — — — —
Revenue Bonds Payable .... 1,306,441 — 1,060 21,635
Interfund Loans Payable .... — — — —
Arbitrage Liability ......ccccccevvenveenene 51,768 — — —
Total Noncurrent Liabilities ... . 1,366,918 0 1,060 21,635
Total Liabilities ......ccceevverviriieieieriieieeieiesie et 1,382,625 9,234 3,233 49,513
NET ASSETS
Invested in Capital Assets, Net of Related Debt ................ 564 — — 21,540
Restricted for:
Unemployment Compensation and Insurance Programs — 443,971 — —
Loan Programs .........ccccecueveninienicnineneccneseccieniee 126,931 — 189,413 30,797
Debt Service ............. — — 23,035 —
Unrestricted (Deficit) .. 79,414 — 299,613 289,171
Total NEt ASSELS ...ovivieeiireetieeieie ettt $ 206,909 $ 443971 $ 512,061 $ 341,508

The Notes to the Financial Statements are an integral part of this statement.
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Governmental

Activities —
Internal
Service
Total Funds
$ 647,558 $ 62,014
267,823 —
54,564 2,730
23,820 —
552 —
155,396 —
2,613 11,809
20 —
2,214 1,516
17,753 3,983
1,172,313 82,052
61,182 —
1,337 —
1,642,795 —
4,181 —
15,966 —
60 2,478
14,337 17
40,108 8,287
11,139 184,092
495 1,532
(14,859) (110,410)
51,220 83,518
1,776,741 85,996
2,949,054 168,048
22,063 9,876
64 166
16,932 6,044
— 20,764
3,190 1,159
5,668 10,860
7,075 40
54,992 48,909
4,133 —
4,576 —
— 32,799
1,329,136 970
— 22,862
51,768 —
1,389,613 56,631
1,444,605 105,540
22,104 82,508
443,971 3,445
347,141 2,478
23,035 —
668,198 (25,923)
$ 1,504,449 $ 62,508
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State of Utah

Statement Of Revenues, Expenses, And Changes In Fund Net Assets

Proprietary Funds

For the Fiscal Year Ended June 30, 2003

(Expressed in Thousands)

Business-type Activities — Enterprise Funds

Student Unemployment Water Nonmajor
Assistance Compensation Loan Enterprise
Programs Fund Programs Funds
OPERATING REVENUES
Sales and Charges for Services/Premiums .............ccccevee... $ 22,578 $ 108,130 $ 163 $ 153,910
Fees and ASSESSIMENLS .....ccveieeiiieiiiiieeniieeniie e e eivee e 3,665 — 14 3,378
Interest on NoOtes/MOTItZAges ..c..eevverveeverrervenieneeienieeiennens 46,151 — 8,798 4,946
Federal Reinsurance and Allowances/Reimbursements ..... 13,555 62,844 — —
MISCEIIANEOUS ...ooeeiieiiiieiiee e 1,291 — — 114
Total Operating Revenues 87,240 170,974 8,975 162,348
OPERATING EXPENSES
PN 130780V 15 2158 (o) 1 AR 3,856 — — 23,689
Purchases, Materials, and Services for Resale ................... — — — 90,279
GIANES .ooeoiieiieieiee et e et e e e e e eeaaee e e e e e senaaneeeseeeennnaees — — 6,468 817
Rentals and Leases ........ccccoecveieriiieeiiieeniieeciee e — — — 1,562
MAINTENANCE ... et eaaaeee s — — — 1,934
INEETESE 1o 39,574 — — —
Depreciation ..... 500 — — 1,695
Student Loan Servicing and Related Expenses .................. 22,084 — — —
Payment to Lenders for Guaranteed Claims ...................... 13,903 — — —
Benefit Claims and Unemployment Compensation ........... — 307,834 — —
Supplies and Other Miscellaneous ..........cccceeeeverereenncnne. 6,948 — 405 3,047
Total Operating EXpenses .........ccoeeveeverveeneneencneennens 86,865 307,834 6,873 123,023
Operating Income (L0SS) ....c.ccevvereeieneneenenieienens 375 (136,860) 2,102 39,325
NONOPERATING REVENUES (EXPENSES)
Investment INCOME .........ccccvvieiiiieiiiieieiieeeeee e 7,761 29,459 1,697 1,520
Federal Grants .........ccccovveevvveeeeeeeennnnnn. — — 13,540 2,107
Gain (Loss) on Sale of Capital Assets ... — — — —
Tax REVENUES ......cocvvveeeeeeiiieieeeeeeieees — — 2,065 115
Interest EXPEnse ......cooueeviirieinieiiiiieiieeieesieeriee e — — (201) (683)
Refunds Paid to Federal Government ..............cccceeeeuveenne. — — — —
Other Revenues (EXPenses) ......ccooeeveeveeenieeniennieeneenineanne (130) — 44 920
Total Nonoperating Revenues (Expenses) ..........cc....... 7,631 29,459 17,145 3,979
Income (Loss) before Transfers ..........cccceeeveevveeennnnns 8,006 (107,401) 19,247 43,304
Transfers IN co.eveeeeiieeeeeeeeeeeeeeeeee s — — 1,582 15,039
Transfers OUL ........c.ccoieeiieiiiecie ettt — (2,369) (2,808) (35,681)
Change in Net ASSEtS ....cceeeereereenieneeierieeienieeeereeeneas 8,006 (109,770) 18,021 22,662
Net Assets — Beginning .......cccceeceeveevieneevienennienennieneneennens 198,903 553,741 494,040 318,846
Fund Reclassifed to Component Units ..........cccceruenenne. — — — —
Net Assets — Beginning as Adjusted 198,903 553,741 494,040 318,846
Net Assets — ENAING ...oveveveeeiririeieieieiieiieeeveeeieseeseveveeans $ 206,909 $ 443,971 $ 512,061 $ 341,508

The Notes to the Financial Statements are an integral part of this statement.
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Governmental

Activities —
Internal
Service
Total Funds
$ 284,781 $ 163,097
7,057 —
59,895 —
76,399 —
1,405 113
429,537 163,210
27,545 34,324
90,279 56,751
7,285 1,246
1,562 4,723
1,934 15,728
39,574 —
2,195 22,199
22,084 —
13,903 —
307,834 5,674
10,400 23,736
524,595 164,381
(95,058) (1,171)
40,437 1,469
15,647 1,080
— (2,009)
2,180 —
(834) (52)
— (521)
834 (669)
58,214 (702)
(36,844) (1,873)
16,621 640
(40,858) (3,304)
(61,081) 4,537)
1,565,530 127,325
— (60,280)
1,565,530 67,045
$ 1,504,449 $ 62,508
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State of Utah

Statement Of Cash Flows
Proprietary Funds

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)

Business-type Activities — Enterprise Funds

Student Unemployment Water Nonmajor
Assistance Compensation Loan Enterprise
Programs Fund Programs Funds
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers/Loan Interest/Fees/Premiums ... $ 57,239 $ 99,977 $ 8,929 $ 178,717
Receipts from Loan Maturities ........c..ccoeceevverreenvensueennnen. 264,804 — 28,805 15,411
Receipts Federal Reinsurance & Allowances/Reimburse .. 37,730 62,839 — —
Receipts from State CUStOMErS ........cooveevueerverveesieeneennenns 574 — — 8,268
Student Loan Disbursements Received from Lenders ....... 284,721 — — —
Student Loan Disbursements Sent to Schools/Lenders ...... (284,835) — — —
Payments to Suppliers/Claims/Grants .........c.cccceeeeevereennene (31,003) (311,855) (5,326) 97,312)
Disbursements for Loans Receivable .............cccceevuveeennnnn. (351,388) — (35,936) (30,092)
Payments on Loan GUarantees ..........co.ceceeveereeeenveneneennens (22,075) — — —
Payments for Employee Services and Benefits ... (3,165) — — (20,483)
Payments to State SUPPLIETS .....cccevvereeriineriienenieniieeeiene (755) — (998) (1,005)
Payments of Sales, School Lunch, and Premium Taxes .... — — — (24,004)
Net Cash Provided (Used) by
Operating ACHVILIES .....cocvevveerverieeierienieieneeieniene (48,153) (149,039) (4,526) 29,500
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Borrowings Under Interfund Loans .......c..cccccvceeveenenienenne — — — 7,271
Repayments Under Interfund Loans ..........cccceeeevereeienene — — — (8,945)
Receipts from Bonds, Notes, and Deposits ...........ccceeuee.e. 121,490 14 — —
Payments of Bonds, Notes, Deposits, and Refunds ........... (36,110) (6) (1,495) —
Interest Paid on Bonds, Notes, and Financing Costs ......... (28,323) — o1 —
Federal Grants and Other Revenues ...........c.cccceecveeennnenn. — — 13,431 3,075
Restricted Sales TaxX .....oeevvvverieiiiiiiiieeeeeceeceee e — — 4,046 115
Transfers In from Other Funds .... — — 1,582 14,191
Transfers Out to Other Funds ...........ccccoeeeiiiiiiiiiieiieee. — — (2,808) (34,358)
Net Cash Provided (Used) by
Noncapital Financing ACVIties ........ccccceveerueruennen. 57,057 8 14,665 (18,651)
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Borrowings Under Interfund Loans .........c..coecevevencnnncnn — — — —
Repayments Under Interfund Loans .......c..cccceeeeeeviencncne — — — —
Proceeds from Bond and Note Debt Issuance/Grants ........ — — — 9,484
Proceeds from Disposition of Capital ASSets ........c..ceeeuuee 129 — — —
Principal Paid on Debt and Contract Maturities ................ — — — (539)
Acquisition and Construction of Capital Assets ................ (105) — — (12,333)
Interest Paid on Bonds, Notes, and Capital Leases ............ — — — (802)
Transfers In from Other Funds ............ccoooveeviiiniinennnns — — — 742
Transfers Out to Other Funds ...........ccoooveeviieiiiiciiiieeneen, — (2,369) — (1,323)
Net Cash Provided (Used) by
Capital and Related Financing Activities .............. 24 (2,369) 0 4,771)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from the Sale and Maturity of Investments ........ 537,121 — 3,256 —
Receipts of Interest and Dividends from Investments ........ 7,724 29,459 1,713 1,536
Payments to Purchase Investments ........c...cccccevveriernueenen. (545,582) — (3,139) —
Net Cash Provided (Used) by
Investing ACHVILIES ...ccveveereerieereerieeienieeieieeieiene (737) 29,459 1,830 1,536
Net Cash Provided (Used) — All Activities ............ 8,191 (121,941) 11,969 7,614
Cash and Cash Equivalents — Beginning 76,782 537,449 62,195 65,299
Cash and Cash Equivalents — Ending ...........ccccccoevevevrrvennnnnn. $ 84,973 $ 415,508 $ 74,164 $ 72,913

The Notes to the Financial Statements are an integral part of this statement.
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Governmental
Activities —
Internal
Service
Total Funds

$ 344,862 $ 31,947

309,020 —
100,569 —
8,842 139,084
284,721 —
(284,835) —
(445,496) (80,329)
(417,416) —
(22,075) —
(23,648) (34,750)
(2,758) (33,894)
(24,004) —
(172,218) 22,058
7271 —
(8,945) —
121,504 —
(37,611) (521)
(28,414) —
16,506 1,080
4,161 —
15,773 561
(37,166) (3,304)
53,079 (2,184)
0 2,916
0 (4,008)
9,484 —
129 3,687
(539) (40)
(12,438) (22,004)
(802) (52)
742 79
(3,692) —
(7,116) (19,422)
540,377 —
40,432 1,469
(548,721) —
32,088 1,469
(94,167) 1,921
741,725 60,093

$ 647,558 $ 62,014

Continues
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State of Utah

Statement Of Cash Flows
Proprietary Funds

Continued

For the Fiscal Year Ended June 30, 2003

(Expressed in Thousands)

Business-type Activities — Enterprise Funds

Student Unemployment Water Nonmajor
Assistance Compensation Loan Enterprise
Programs Fund Programs Funds
RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES
Operating INCOmMEe (LOSS) ..veveverrerieeiieieireeieeeeeeseeeseeaens $ 375 $ (136,860) $ 2,102 $ 39,325
Adjustments to Reconcile Operating Income (Loss)
Depreciation EXPense ......c..ccocceeevverenieneneencneeneennn. 500 — — 1,695
Interest Expense for Noncapital
and Capital Financing .............cccccoeoiiniiincnnnnnns 23,083 — — —
Miscellaneous Gains, Losses, and Other Items ............ 3,966 — — 1,097
Net Changes in Assets and Liabilities:
Accounts Receivable/Due From Other Funds ............. 2,789 (10,954) 178 (1,199)
Notes/Accrued Interest Receivables .............cceeeenee. (92,967) — (6,898) (13,643)
INVENLOTIES ..vvviiieiiiieeiiie et e — — — (748)
Prepaid Items .....c.ccooeveeiiininiiniiceeceeeceeeee (199) — — 17
Accrued Liabilities/Due to Other Funds ...................... 13,301 796 92 3,292
Deferred Revenue/Deposits 999 — — (302)
Policy Claims Liabilities ........ccccceveerieniierneenienienene — (2,021) — —
Net Cash Provided (Used) by
Operating ACHVILIES .....cecvevveeierieeieierieeienieeeeiene $ (48,153) $ (149,039) $ (4,526) $ 29,500

SCHEDULE OF NONCASH INVESTING,
CAPITAL, AND FINANCING ACTIVITIES
Increase (Decrease) in Fair Value of Investments .............. $ 726 $ — $ 99 $ 70

Investments Returned to the Federal Government ............. (14,046) — — —
Total Noncash Investing, Capital, and
Financing ACtiVities .......coeverveeririeerieeirieceeenne $  (13,320) $ 0 $ 99 $ 70

The Notes to the Financial Statements are an integral part of this statement.
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Governmental
Activities —
Internal
Service
Total Funds

$  (95,058) $ (1,171)

2,195 22,199
23,083 —
5,063 —
(9,186) 1,550
(113,508) 91
(748) 124
(216) 859
17,481 3,465
697 (1,904)
(2,021) (3.155)

$ (172,218) $ 22,058

$ 895 $ 80
(14,046) —
$ (13,151) $ 80

A-33



State of Utah

Statement Of Fiduciary Net Assets
Fiduciary Funds

June 30, 2003 (Expressed in Thousands)
Private
Pension Investment Purpose
Trust Trust Trust Agency
Funds Fund Funds Funds
ASSETS
Cash and Cash EqQuivalents ..........cccceoeverineneniencecnceienne $ 749,303 $ 2,251 $ 27,961 $ 84,206
INVESEMENTS ..evviiiiiieeiieeiie ettt e e seee e e ene e 13,858,730 3,929,294 511,634 12,274
Receivables:
ACCOUNLES ...evviiiiiiieeiie et et eeieeeetreeesbeeeeebeeesaaaeeens 21 — 5,112 26
Contributions 20,600 — — —
INVESTMENLS ...eieiiiiiiiiiiieeiieeeiee et ere e e e 154,848 — — —
AcCrued INTETESE ..vvvveiiiieeeiee e — 13,974 — —
Accrued ASSESSIMENLS ........cccvveeeiuiieeiirieeniieeenieeerveeenenens — — 8,563 —
Due From Other Funds ...........ccocoieiiiiiiiiicieeeeeeeee e, — — 383 155
1,779 — 247 —
Buildings and Improvements ..........ccccceeeveerereenenienienene 10,715 — 4,493 —
Machinery and EqQuipment ............cccccevvieenienienneeniennieennns 2,974 — 198 —
Less Accumulated Depreciation ..........cocceeeevveveeeeniennenne (10,341) — (978) —
TOtal ASSELS ...vveeeeeeeereeereeeeeeeee ettt 14,788,629 3,945,519 557,613 $ 96,661
LIABILITIES
Accounts Payable .........cccooeevieniinieniinicieceeee e 307,068 — 657 —
Securities Lending Liability ........cccccvvereevineniencncniennene. 1,418,572 — — —
Due To Other Funds ..........cccccvvvenneen. — — 6,981 —
Due To Other Individuals or Groups .........cecceeereerueneennen. — — — 28,197
Due To Other Taxing Units ........ccoceevvveeveenieniieeneeneennens — — — 68,464
Deferred REVENUE .........ooeeviiieiiiiiciieecie e — — 337 —
Leave/Postemployment Benefits ...........cccccovereeierienenncnne. 1,594 — — —
Policy Claims Liabilities/Insurance Reserves ...... 43,155 — 374,282 —
Mortgages Payable ...... R e 73,460 — — —
Total Liabilities .......cceevveerieeerieiieecieeereeeiee e 1,843,849 0 382,257 $ 96,661
NET ASSETS
Held in trust for:
Pension Benefits .........ccceeveeiiieiiieiiieiieeie e 11,460,455 — —
Deferred Compensation ...........ceceeeeeeneeeeneeneeneenennnenne 1,484,325 — —
P00l PartiCipants ..........cceoceeevieerieeneeniieenieeeesieeniee e — 3,945,519 —
Individuals, Organizations, and Other Governments ...... — — 175,356
Total NEt ASSELS ..veeveeeereereeeeeeeereeereeeeeeeeteeeereeereeeaneens $ 12,944,780 $ 3,945,519 $ 175,356
Participant Account Balance Net Asset Valuation Factor .... 1.001434

The Notes to the Financial Statements are an integral part of this statement.
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State of Utah

Statement Of Changes In Fiduciary Net Assets

Fiduciary Funds

For the Fiscal Year Ended June 30, 2003

ADDITIONS

Contributions:
MEIMDET .cooiiiiieiiiieeiee ettt et eeserae e e
EMPIOYEr .coeeviiieiiniiiiciceicenceceeeee
Court Fees and Fire Insurance Premiums ............ccc..........

Total Contributions ...........cceceeveevveneeiienienieneenens
Pool Participant Deposits ..........cocceveereriierennienensieneneenenne

Investment Income:
Net Increase (Decrease) in Fair Value of Investments .......
Interest, Dividends, and Other Investment Income ............
Less Investment EXPenses .........ccoceeveeveenieniieeneennnn.
Net Investment InCOme ..........cccceeevvveenciiienineennnen.

Transfers From Affiliated Systems ........ccccoceveveeviencnenennen.

Other Additions:

ESCREALS ...ooieiiiiiciiieeie e
Royalties and Rents .......cccccoeveevienenieninieiieneeicneeieiene
Fees, Assessments, and Revenues ...........ccccccoeeevienineennenn.
MIiSCEIIANEOUS ...ocvvvieiiiiieeiiee et eeee e e
Receipts from Primary Government .........c..c.ccccecevveveuennene
Total Other .......cceeeveiiiiiiiiieiiieeee e

Total Additions ........ccceeeeveeeriiiieenirieeerieeeeeneenn

DEDUCTIONS
Pension Benefits .........ccoeveevenieniniiicnieccececeeen
Refunds/Plan Distributions ..........c.coccecevenenveneeincnenennenn.
Earnings Distribution ...........cocceoevercienennieneniienenecneenene
Pool Participant Withdrawals ...........ccccccevviininiiiininninn.
Transfers To Affiliated Systems ..
Trust Operating EXPenses .......cccccevverveeneeniennieeneenieeneeens
Distributions and Benefit Payments ........c.ccccceceevencneennene
Administrative and General EXpenses ..........ccocevvveeneenen.

Total Deductions ..........cceeeuveeeriiieeenirieeenieeeenns

Change in Net Assets Held in Trust for:
Pension Benefits ..o
Deferred Compensation
P00l Participants .........cccceceveeveenerrieneenienenieneeeseeeens
Individuals, Organizations, and Other Governments ......
Net Assets — Beginning .......cccceeeevereeneneenieneeneneecnennens
Net Assets — ENding .....coeecveverieninieneneiieeeeneneeeeeene

(Expressed in Thousands)

Private
Pension Investment Purpose
Trust Trust Trust
Funds Fund Funds

$ 202,102 $ — $ 206,897
340,727 — —
11,835 — —
554,664 0 206,897
— 5,688,743 —
(1,471,447) 14,312 13,202
375,215 79,054 7,987
(25,424) (100) —
(1,121,656) 93,266 21,189
15,420 — —

— — 10,355

— — 2,205

— — 66,715

— — 6,009

— — 3,200

0 0 88,484
(551,572) 5,782,009 316,570
488,489 — —
97,414 — —

— 76,681 —

— 5,006,457 —

15,420 — —

— — 32,262

— — 42,416

13,348 — 6,869
614,671 5,083,138 81,547
(1,121,005) — —
(45,238) — —
— 698,871 —

— — 235,023
14,111,023 3,246,648 (59,667)
$ 12,944,780 $ 3,945,519 $ 175,356

The Notes to the Financial Statements are an integral part of this statement.
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State of Utah

Combining Statement Of Net Assets
Component Units

June 30, 2003 (Expressed in Thousands)
Utah Public Employees  University Utah
Housing Health of State
Corporation Program Utah University
ASSETS
Current Assets:
Cash and Cash EQUIVAIENts ..........ccoeveervreeenieeieieesieeenenn $ 4,857 $ 3,790 $ 252,592 $ 133,235
INVESEMENLS ..evviiiiieeiieeiiecee ettt et ve e eveeane e 486,933 59,982 40,113 12,039
Receivables:
ACCOUNES, NEL ..veeiieiiireeiiiieeeiieeeeieeeeie e e et eeeeveeeeseveeeeenes — 22,755 173,255 48,059
Notes/Loans/Mortgages/Pledges, net .........cccceeeeeeeennenne 13,547 — 10,267 12,064
Accrued INEreSt ......cuveeeeviieeiiieeeiee et 7,517 1,060 2,330 —
Due From Primary Government ...........cccceeeeereeveneennenee. — — 4,812 —
Prepaid [ems .....c.ceevieiiiiniiiiieeeeeeeeeee e 1,092 — — 5,723

TNVENTOTIES wevvvvieiieieieieeee et e e e e eennaees — — 23,440 3,025
Deferred Charges .........ccooeeeeviereenienienieieeeeie e — — 12,338 —

Total Current ASSELS .......eeevveeeerireeriiieeeriieeerieeennns 513,946 87,587 519,147 214,145
Noncurrent Assets:
Restricted INVEStMENtS ..........coevveieiiiiieeiiieeeieeeiee e 70,370 — 230,252 34,510
Accounts Receivables, Net ..........oeevvveivveeiiiiiiiieeeeeeeieeee. — — — 1,734
INVESLMENTS ..ovveiiiieiie ettt et v eveeane e 121,662 94,965 280,288 8,655
Notes/Loans/Mortgages/Pledges Receivables, net ............. 805,407 — 27,840 8,049
Deferred Charges ........ooceeceevveeeenieneenienieiese e 14,805 — 19,633 —
Other ASSELS ..ccuvviieeiiiieeiieeeiee ettt ettt e e aee e — — — —
Capital Assets (net of Accumulated Depreciation) ............ 1,185 1,359 1,024,498 330,335
Total Noncurrent ASSEtS ........cccvveeerveeeeiveeenivneeennns 1,013,429 96,324 1,582,511 383,283
TOtAl ASSELS ..vveeeiieerieeeieeetie ettt ettt et eveeeaneen 1,527,375 183,911 2,101,658 597,428
LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities ...........cccceeenee. 42,653 7,929 101,499 33,229
Securities Lending Liability ........cccoovievviineiniiniiinniiniene — 17,523 — —
DIEPOSILS ..ottt — — 61,463 8,852
Due To Primary GOvernment ...........c.coceeveeeenvenuieiennenens — 645 13,765 249

Deferred REVENUE ........oevveiiieiieiiieeiieeeeeee s — 6,209 19,107 26,727
Policy Claims Liabilities ..........ccccecvevienirvienienenienieneneenne. — — — —
Current Portion of Long-term Liabilities (Note 10) ........... 243,280 40,604 23,690 9,471
Total Current Liabilities ..........ccccoevvevvvieeieereeereeennen. 285,933 72,910 219,524 78,528
Noncurrent Liabilities:
Accrued Liabilities .......ccoocvveeriiiieeiiieeniieeeiee e 1,840 — — —
Deferred REVENUE .........coeevviiiiiiiiiiieeeieeeeeeee e — — — 572
DepPOSILS ...oeveerieeieeieenieeeeeeen — — 9,613 —
Long-term Liabilities (Note 10) .......coceverereerinerirenieeennee 1,048,381 39,650 327,213 66,686
Total Noncurrent Liabilities ...........ccccceeveieeeiiiieeenns 1,050,221 39,650 336,826 67,258
Total LIabilities ......covveevreeeieiereeecreeeee et 1,336,154 112,560 556,350 145,786
NET ASSETS
Invested in Capital Assets, Net of Related Debt ................ 1,185 1,359 692,717 280,754
Restricted for:
Nonexpendable:
Higher Education ........c..cocevevieninicniniiicneccneeiee — — 207,450 48,355
Expendable:
Higher Education ..........ccoceeviviiiiinieniiinieeeeniceeee — — 272,044 70,624
DEDE SEIVICE vt 153,453 — — —
Insurance P1ans .......ccocoooeveieioiiiiieeeeee e — 69,992 — —
36,583 — 373,097 51,909
TOLA] NEE ASSELS «eveeeeeeereeeeeeeeeeeeeeeeeeeeeeeeeeeeeesaeesresereeeeesenens $ 191,221 $ 71,351 $ 1,545,308 $ 451,642

The Notes to the Financial Statements are an integral part of this statement.

A-36



Nonmajor

Component
Units Total
$ 151,982 $ 546,456
19,399 618,466
23,129 267,198
3,436 39,314
234 11,141
— 4,812
4,674 11,489
7,976 34,441
338 12,676
211,168 1,545,993
85,882 421,014
403 2,137
31,560 537,130
18,473 859,769
— 34,438
16,991 16,991
677,705 2,035,082
831,014 3,906,561
1,042,182 5,452,554
21,704 207,014
— 17,523
2,408 72,723
4,263 18,922
16,780 68,823
2,660 2,660
16,228 333,273
64,043 720,938
2,166 4,006
— 572
1,049 10,662
97,706 1,579,636
100,921 1,594,876
164,964 2,315,814
599,064 1,575,079
56,382 312,187
103,797 446,465
— 153,453
— 69,992
7,358 7,358
110,617 572,206
$ 877,218 $ 3,136,740
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EXPENSES ..eeeiiiiiiiiieeeecee e

Program Revenues:
Charges for Services:
Tuition and Fees .........coccevevirviniinininicnieceeiee
Scholarship ALIOWances ............cooceeveveeneeneennieeneennne
Sales, Services, and Other Revenues
(net of University of Utah patient
services allowance of $27,117) c..ccoevvevveveverenenne.
Operating Grants and Contributions ......
Capital Grants and Contributions .........cc.cceceeevereeneennenne.
Total Program Revenues ........c..cccceeeeviereeneeneeienenne
Net (Expenses) Revenues .........cccceceeveeneeeenenne.

General Revenues:

State APPropriations .......cocceeeveeerverrieeneeerieenieeeseeneesneees

Unrestricted Investment Income ..........cceevevvenienvennnnne
Permanent Endowments Contributions .............ccecceeveerueenne
Special Item: Technology Finance Corporation

Liquidation Transfers .........ccceceevverereevienenieenieneeiennene

Total General Revenues and Special Item
Change in Net ASSets .....oovcveereeriieenieeieenienieenne

Net Assets — Beginning ..........cccceecvevienieniinienicnieniineennenne
Adjustments to Beginning Net Assets:
Fund Reclassified from Internal Service Funds ...........
Other AdjuStments .........ccceeveevereerienenneenienieneneeeennes
Net Assets — Beginning as Adjusted ..........ccoceevveeenienneennns
Net Assets — Ending .......coceevieriienienieenieneeneeseeeee

(Expressed in Thousands)

Utah Public Employees University Utah
Housing Health of State
Corporation Program Utah University
$ 78,968 $ 342815 $ 1,657,328 $ 392,875
— — 117,109 71,037
_ — (9,313) (23,680)
85,556 346,869 1,064,906 55,702
— 7,017 317,377 171,848
— — 28,052 12,130
85,556 353,886 1,518,131 287,037
6,588 11,071 (139,197) (105,838)
— — 227,821 124,049
— — 7,174 985
0 0 234,995 125,034
6,588 11,071 95,798 19,196
184,633 — 1,466,294 432,446
— 60,280 — —
— — (16,784) —
184,633 60,280 1,449,510 432,446
$ 191,221 $ 71,351 $ 1,545,308 $ 451,642

The Notes to the Financial Statements are an integral part of this statement.
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Nonmajor

Component

Units Total
$ 650,660 $ 3,122,646
188,163 376,309
(34,651) (67,644)
89,656 1,642,689
133,532 629,774
14,669 54,851
391,369 2,635,979
(259,291) (486,667)
258,939 610,809
709 709
5,358 13,517
(2,685) (2,685)
262,321 622,350
3,030 135,683
874,188 2,957,561
— 60,280
— (16,784)
874,188 3,001,057
$ 877,218 $ 3,136,740
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Notes to the Financial Statements

Fiscal Year Ended June 30, 2003

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The accounting policies of the State of Utah conform in all material
respects with generally accepted accounting principles (GAAP) as
prescribed by the Governmental Accounting Standards Board.
Preparation of the financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect
the reported amounts and disclosures in the financial statements.
Actual results could differ from those estimates.

A. Reporting Entity

For financial reporting purposes, the State of Utah reporting
entity includes the “primary government” and its “component
units.” The primary government includes all funds, agencies,
boards, commissions, and authorities that are considered an integral
part of the State’s activities. The State’s component units are legally
separate organizations for which the State’s elected officials are
financially accountable.

The Governmental Accounting Standards Board (GASB) has set
forth criteria to be considered in determining financial
accountability. These criteria include appointing a voting majority
of an organization’s governing body and either: 1) the ability of the
State to impose its will on that organization or; 2) the potential for
the organization to provide specific financial benefits to, or impose
specific financial burdens on the State. Where the State does not
appoint a voting majority of an organization’s governing body,
GASB standards require inclusion in the reporting entity if an
organization is fiscally dependent on the State or the relationship is
such that it would be misleading to exclude it.

Except where noted below, the State’s component units issue their
own separate audited financial statements as special-purpose
governments engaged only in business-type activities. These financial
statements can be obtained from their respective administrative
offices or from the Utah State Auditor’s Office, 211 State Capitol,
Salt Lake City, UT 84114.

Entities such as the local school districts and local authorities of
various kinds that may only partially meet the criteria for inclusion
in this report have not been included. (The State’s support of the
public education system is reported in the Uniform School Fund, a
special revenue fund.)

Blended Component Units

Blended component units are entities which are legally separate
from the State but which are so intertwined with the State that they
are, in substance, the same as the State. They are reported as part of
the primary government and blended into the appropriate funds.

Utah State Building Ownership Authority (blended with the primary
government’s debt service and capital projects funds) — The Authority
was created by the Legislature as a body politic and corporate for the
purpose of financing, owning, leasing and operating facilities to meet the
needs of state government. It is comprised of three members: the
Governor or designee, the State Treasurer and the Chair of the State
Building Board. Separate financial statements are not required or issued
for the Authority.

Discrete Component Units

Discretely presented component units are reported in a separate
column and/or rows in each of the government-wide statements to
emphasize that they are legally separate from the State. The
Governor appoints at least a majority of the governing board
members of each of the State’s component units, subject in most
cases to approval by the Senate. The Utah Housing Corporation is
included in the reporting entity because of its ability to issue moral
obligation debt of the State and low-income housing tax credits. The
other component units are included in the reporting entity because
under the criteria established by GASB, the State has the ability to
impose its will on these organizations. The colleges and universities,
the Public Employees Health Program and the Comprehensive Health
Insurance Pool are included as component units due to the level of
oversight provided by the State. The Governor-appointed board
members of the remaining component units can be replaced at will.

The State’s major discrete component units are:

e Utah Housing Corporation — The Corporation issues bonds to
provide capital for housing and home mortgages, especially for
low and moderate income families. Operations are financed
from bond proceeds and from mortgage and investment interest
and fees.

e  Public Employees Health Program — This Program provides
employee medical and other insurance services predominantly
for agencies of the State. It also provides claims processing and
insurance services for other public entities within Utah. In
prior years, the Program was reported as an internal service
fund of the State. However, the Program was reevaluated and
is now considered more appropriately reported as a discrete
component unit. The Program is administered by the Utah
State Retirement Board.

e University of Utah and Utah State University — These
universities are funded through state appropriations, tuition,
federal grants, and private donations and grants. In addition to
instruction, these universities provide research and other
services. The operations of the University of Utah also include
its hospital and clinics.

The State’s nonmajor discrete component units are:

e  Comprehensive Health Insurance Pool — The Pool is a
nonprofit quasi-governmental entity established within the
State Insurance Department. It provides access to health
insurance coverage for residents of the State who are
considered uninsurable.

e Heber Valley Historic Railroad Authority — The Authority is
an independent state agency which maintains and operates a
scenic and historic railroad in and around the Heber Valley.
The Authority has a separate compilation report, but separate
audited financial statements are not required or issued for it.

e  Utah State Fair Corporation — This is a nonprofit public
corporation that operates the State Fair Park and conducts the
Utah State Fair and other various expositions and
entertainment events. It receives state appropriations for
operations and working capital.
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e Utah Science Center Authority — The Authority is an
independent state agency created to provide a means to foster
the development of science, arts, tourism, and cultural and
educational facilities. The Authority currently functions as an
advisory board to other organizations. It had expended its net
assets as of June 30, 2003, and is not expected to have any
financial activity in the future. Separate audited financial
statements are not required or issued for the Authority.

e  Utah Technology Finance Corporation — This independent
corporation encouraged and assisted in the growth of
technological and small businesses. The Corporation’s
enabling legislation was repealed and the Corporation
transferred its remaining liquidation proceeds to the State
before the Corporation’s final dissolution on June 30, 2003.

e Colleges and Universities — Weber State University, Southern
Utah University, Salt Lake Community College, Utah Valley
State College, Dixie State College of Utah, College of Eastern
Utah, Snow College, and the College of Applied Technology.
Separate audited financial statements are not required or issued
for the College of Applied Technology; however, its
significant branch campuses each issue separate audited
financial statements.

Fiduciary Component Units

Utah Retirement Systems (pension trust funds) — Utah Retirement
Systems administers pension funds for various public employee
retirement systems and plans of the State and its political
subdivisions. Utah Retirement Systems is an independent state
agency subject to legislative and executive department budgetary
examination and comment. The Utah State Retirement Board, a
seven-member board is established by statute to administer the
systems and plans, and to serve as investment trustees of the funds.
Six members are appointed by the Governor with the advice and
consent of the Senate, while the State Treasurer serves as the
seventh member. Because of the State’s trustee responsibilities for
these systems and plans, GAAP requires them to be reported as
pension trust funds of the primary government rather than discrete
component units. In accordance with GAAP, fiduciary funds and
component units that are fiduciary in nature are excluded from the
government-wide financial statements.

Related Organization (Excluded from Financial Statements)

Workers’ Compensation Fund — This fund is a nonprofit quasi-
public corporation created by the Legislature for a public purpose
that provides workers’ compensation insurance to private and public
employers. The Governor appoints six of the Fund’s seven board of
directors, but the State’s financial accountability for the Fund does
not extend beyond making the appointments.

B. Government-wide and Fund Financial Statements
Government-wide Financial Statements

The Statement of Net Assets and Statement of Activities report
information on all nonfiduciary activities of the primary government

and its component units. Primary government activities are
distinguished between governmental and business-type activities.

Governmental activities generally are financed through taxes,
intergovernmental revenues, and other non-exchange revenues.
Business-type activities are financed in whole or in part by fees
charged to external parties for goods or services.

The Statement of Net Assets presents the reporting entities’ non-
fiduciary assets and liabilities, with the difference reported as net
assets. Net assets are restricted when constraints placed upon them
are either externally imposed or are imposed by constitutional
provisions or enabling legislation.

The Statement of Activities demonstrates the degree to which the
direct expenses of a given function or segment are offset by program
revenues. Direct expenses are those that are clearly identifiable
within a specific function. The State does not allocate general
government (indirect) expenses to other functions. 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 revenues not meeting the
definition of program revenues are reported as general revenues.

Fund Financial Statements

Separate financial statements are provided for governmental funds,
proprietary funds, and fiduciary funds, even though the latter are
excluded from the government-wide statements. For governmental
and proprietary funds financial statements, the emphasis is on major
individual governmental and enterprise funds, with each displayed
in a separate column. All remaining governmental and enterprise
funds are aggregated and reported as nonmajor funds. Internal
service funds are also aggregated and reported in a separate column
on the proprietary funds financial statements.

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

Government-wide Financial Statements

The government-wide financial statements are prepared using the
economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are
recorded when the related liability is incurred, regardless of the
timing of the cash flows. Nonexchange transactions, in which the
State receives value without directly giving equal value in exchange,
include taxes, grants, and donations. Tax revenue is recognized in
the fiscal year in which the related sales, wages, or activity being
taxed occurred. Revenue from grants and donations is recognized in
the fiscal year in which all eligibility requirements have been met.

Governmental Fund Financial Statements

The 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 collected within the current period or
expected to be collected soon enough thereafter to pay liabilities of
the current period. For this purpose, the State generally considers
taxes and other revenues to be available if the revenues are collected
within 45 days after yearend. An exception to this policy is federal
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grant revenues, which generally are considered to be available if
collection is expected within 12 months after yearend.

Expenditures are generally recorded when the related liability is
incurred, as under the accrual basis of accounting. However,
expenditures for principal and interest on long-term debt are
recorded when due or when amounts have been accumulated in the
debt service fund for payments of interest to be made early in the
following year. Also, expenditures and related liabilities for
compensated absences, postemployment benefits, and claims and
judgments are recorded only to the extent they have matured (come
due for payment).

Major Governmental Funds — The State reports the following
major governmental funds:

e General Fund. This fund is the principal operating fund of the
State. It accounts for all financial resources of the general
government, except those required to be accounted for in
another fund.

e Uniform School Fund. This special revenue fund accounts
primarily for revenues and expenditures that support public
elementary and secondary schools in the State.

e  Transportation Fund. This special revenue fund accounts for
revenues and expenditures associated with highway
construction and maintenance.

e  Centennial Highway Fund. This special revenue fund was
created by the Legislature to account for specific highway
projects.

e Trust Lands Fund. This is a permanent fund that accounts for
land grants and the sale of such lands received from the federal
Enabling Act. The principal in the fund is perpetual, with the
earnings used primarily to support public education.

Nonmajor Governmental Funds — The State’s nonmajor
governmental funds include other special revenue funds, capital
projects funds, and debt service funds. The nonmajor special
revenue funds account for specific revenue sources that are legally
restricted to expenditures for specific purposes. Examples include
tobacco settlement monies, environmental activities, crime victim
reparations and rural development programs. The capital projects
funds account for the resources used for the acquisition,
construction, or improvement of capital facilities other than those
financed by proprietary funds. The debt service funds account for
resources used for the payment of interest and principal on general
long-term debt obligations.

Proprietary Fund Financial Statements

The financial statements of the proprietary funds are reported using
the economic resources measurement focus and the accrual basis of
accounting, similar to the government-wide financial statements
described above. Proprietary funds include both enterprise and
internal service fund types. Enterprise funds report the activities for
which fees are charged to external users for goods or services.
Internal service funds account for goods and services provided
primarily to other agencies or funds of the State, rather than to the
general public.
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The proprietary funds follow all GASB pronouncements and all
Financial Accounting Standards Board (FASB) pronouncements
issued on or before November 30, 1989, except those that conflict
with a GASB pronouncement.

Proprietary funds distinguish operating revenues and expenses from
nonoperating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing
operations. Revenues and expenses not meeting this definition, such
as subsidies and investment earnings, are reported as nonoperating.

Major Enterprise Funds — The State reports the following major
enterprise funds in its proprietary fund statements:

e  Student Assistance Programs. These programs make loans to,
and purchase loans of, qualified students attending eligible
higher education institutions. The programs also guarantee the
repayment of student loans made by participating lenders to
eligible students.

¢ Unemployment Compensation Fund. This fund pays claims
for unemployment to eligible recipients.

e  Water Loan Programs. This fund provides loans to local
governments, water districts, and other entities for the purpose
of upgrading water storage facilities and other related
structures.

Nonmajor Enterprise Funds — The State’s nonmajor enterprise
funds include loan programs for communities, low-income housing,
agricultural and other purposes; Alcoholic Beverage Control (state
liquor stores); Utah Correctional Industries; State Trust Lands
Administration; and the Utah Dairy Commission.

Internal Service Funds — The State also reports the internal
service fund type in the proprietary funds statements. The activities
accounted for in internal service funds include information
technology, fleet operations, risk management, copy and mail
services, debt collection, and property management. In the
government-wide financial statements, internal service funds are
included with governmental activities.

Fiduciary Fund Financial Statements

The fiduciary funds account for assets held by the State in a trustee
capacity or as an agent for other individuals or organizations. The
fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting.
The following fiduciary fund types are reported:

Pension Trust Funds — These funds account for the transactions,
assets, liabilities, and fund equity of the retirement systems and
plans administered by Utah Retirement Systems.

Investment Trust Fund — This fund is used to account for the
investments related to external participants in the Utah State Public
Treasurer’s Investment Fund.

Private Purpose Trust Funds — These funds report resources of
all other trust arrangements in which principal and income benefit
individuals, private organizations or other governments. Examples
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include the Utah Navajo Nation Trust, Unclaimed Property Trust,
Employers’ Reinsurance Trust, Petroleum Storage Tank Trust, and
the Utah Education Savings Plan Trust.

Agency Funds — These funds account for assets held by the State
as an agent for other governmental units, other organizations, or
individuals. These funds include fines, forfeitures, tax collections,
and withholding taxes for employees.

Component Unit Financial Statements

The combining component unit financial statements are presented in
order to provide information on each of the major component units
included in the component unit’s column of the government-wide
statements. The component unit financial statements are reported
using the economic resources measurement focus and the accrual
basis of accounting. The information is presented in order to be
consistent with the government-wide statements, and is less detailed
than the presentation in each component unit’s separately issued
financial statements. The component units follow all GASB
pronouncements, and all FASB pronouncements issued on or before
November 30, 1989, except those that conflict with a GASB
pronouncement. In addition, as allowed by GASB standards, the
Public Employees Health Program has elected to apply all
applicable FASB pronouncements issued after November 30, 1989,
that do not conflict with GASB standards.

D. Fiscal Year Ends

All funds and discretely presented component units are reported
using fiscal years which end on June 30, except the pension trust
funds (fiduciary funds) and the Utah Dairy Commission (a
nonmajor enterprise fund), which have fiscal years ending
December 31.

E. Assets, Liabilities, and Net Assets/Fund Balances
Cash and Cash Equivalents and Investments

Cash and investment management in the State is administered by the
State Treasurer in accordance with the Money Management Act,
Section 51-7 of the Utah Code. The Act specifies the investments
that may be made, which are only high-grade securities and,
therefore, there is very little credit risk except in the most unusual
and unforeseen circumstances. The investments include variable rate
corporate notes and obligations of U.S. government agencies which
base their rates on standard quoted money market indexes that have
a direct correlation to the federal funds rate and, therefore, there is
very little market risk because the investments follow the normal
swings of interest rates. The Utah Housing Corporation and Public
Employees Health Program (component units), and the Pension
Trust Funds are exempt from the Act; however, they are governed
statutorily by the prudent man rule. The Pension Trust Funds are
invested in domestic and international equities and fixed income,
corporate and government bonds, short-term securities, real estate
and real estate mortgages, joint ventures, and venture capital.

e  Cash equivalents are generally considered short-term, highly
liquid investments with a maturity of three months or less from
the purchase date. The Student Assistance Programs
(enterprise fund) use a trustee for their long-term investing
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needs, and they consider any cash and cash equivalents held by
their trustee as investments.

e All cash deposited with the State Treasurer by state entities is
maintained by the Treasurer in various pooled investment
funds. The State Treasurer invests the deposited cash,
including the cash float, in short-term securities and other
investments. All interest revenue is allocated to the General
Fund unless state law or trust agreements require allocations of
interest to other funds. Funds authorized to receive interest
earnings are segregated into separate investment pools, and
interest is allocated based on cash balances in the pool.

e Investments (including cash equivalents) are under the control
of the State Treasurer or other administrative bodies as
determined by law. In certain instances, investments may be
restricted by law or other legal instruments. Investments are
presented at fair value. The fair value of investments is based
on published prices and quotations from major investment
brokers at current exchange rates, as available. For investments
where no readily ascertainable fair value exists, management,
in consultation with their investment advisors, have determined
the fair values for the individual investments. Investments held
as security deposits which are not held for investment purposes
are carried at cost. The Utah Retirement Systems (pension trust
funds) mortgages are valued on an amortized cost basis which
approximates fair value, and the fair value of real estate
investments has been estimated based on independent
appraisals.

e  The State’s Unemployment Compensation Fund (enterprise
fund) monies are required by the Social Security Act to be
invested in the U.S. Department of Treasury, Bureau of Public
Debt Unemployment Trust Fund (BPDUTF), which is not
registered with the SEC. The fair value of the position in the
BPDUTEF is the same as the value of the BPDUTF shares.

e Utah Retirement Systems (pension trust funds) held two types
of derivative financial instruments at yearend: futures and
currency forwards. Futures contracts are traded on organized
exchanges to minimize credit risk. Currency forwards are
entered into in order to hedge the exposure to changes in
foreign currency exchange rates on foreign currency dominated
portfolio holdings. Utah Housing Corporation (major
component unit) enters into various rate swap contracts in
order to increase funding capabilities. The Corporation sells
variable rate bonds and minimizes the inherent risk with the
use of floating-to-fixed interest rate swap contracts. See Note 3
for additional information about derivatives.

Receivables

Accounts receivables in the governmental and business-type activities
consist mainly of amounts due from the Federal Government,
customers, and others. Receivables from the Federal Government are
reasonably assured; accordingly, no allowance for uncollectible
accounts has been established.

Notes/mortgages receivable for governmental and business-type
activities are primarily long-term loans for local governments and
agricultural development, home mortgages, and individual student
loans. The interest rates on the loans vary but are generally lower
than market rates and, in some cases, are non-interest bearing.
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Student loans in the Student Assistance Programs (business-type
activities) are fixed and variable rate federally insured loans.
Student loans are insured at 95 to 100 percent of their principal
balance depending on the date disbursed.

Accrued taxes include receivables for taxpayer-assessed taxes where
the underlying exchange has occurred in the period ending June 30
or prior, net of applicable estimated refunds and allowances.

Note 5 provides a disaggregation of governmental and business-type
receivables, including a breakout of current/noncurrent balances and
established allowances.

Inventories and Prepaid Items

Proprietary funds and component units inventories are valued at the
lower of cost or market. Cost evaluation methods include first-in-
first-out (FIFO), last-in-first-out (LIFO), average cost, weighted
average, weighted moving average, and retail inventory method.

Governmental fund inventories are recorded as expenditures when
purchased except for the following which are recorded as
expenditures when consumed: inventories for the Transportation
Fund, and food stamps coupon inventories in the General Fund.
Transportation Fund inventories are valued using a weighted
average cost.

Prepaid items related to governmental funds are immaterial and
recorded as expenditures in the governmental funds financial
statements when paid.

Capital Assets

Capital assets, which include land, buildings, equipment, and
infrastructure (roads, bridges, drainage systems, lighting systems,
and similar items), are reported in the applicable governmental or
business-type activities columns, or in the component units column
on the government-wide Statement of Net Assets. Capital assets of
proprietary funds and fiduciary funds are also recorded in their
respective fund statements. Capital assets are defined by the State as
assets, which cost $5 thousand or more when acquired and have an
estimated useful life greater than one year. Purchased or constructed
capital assets are recorded at cost or at estimated historical cost
where historical cost is not available. Donated fixed assets are
valued at their estimated fair value at the date of donation.

Capital assets purchased by governmental funds are recorded as
expenditures in the governmental fund financial statements. Interest
expense for capital asset construction related to governmental
activities is not capitalized. Interest expense incurred during
construction of capital facilities related to business-type activities
and component units is immaterial and is not capitalized in all cases.

Buildings, equipment, and other depreciable assets are depreciated
using the straight-line method over the following estimated useful
lives:

Asset Class Years
Equipment 3-15
Aircraft and Heavy Equipment 5-30
Buildings and Improvements 30-40
Land Improvements 5-20
Infrastructure 15-80

As provided by GASB standards, the State has elected to use the
“modified approach” to account for infrastructure assets (roads and
bridges) maintained by the State’s Department of Transportation.
Under this approach, depreciation expense is not recorded and only
improvements which expand the capacity or efficiency of an
infrastructure asset are capitalized. Using this approach requires the
State to: 1) maintain an inventory of the assets and perform periodic
condition assessments; 2) estimate each year the annual amount to
maintain and preserve the assets at the condition level set by the
State; and 3) document that the assets are being preserved
approximately at or above the condition level set by the State.

Most works of art and historical treasures are not capitalized or
depreciated. These assets are held for public exhibition, education,
or research rather than financial gain. These assets are also
protected, unencumbered, and preserved and subject to policies
requiring the proceeds from sales of collection items to be used to
acquire other collection items. The State’s assets of this nature
include the State Fine Art Collection, photographs, prints, paintings,
historical documents and artifacts, monuments, statues, and
paleontological and archaeological collections.

Accrued Liabilities

Accrued liabilities include the liability for employee payrolls and
liabilities accruing over time where demand for payment is due
shortly after fiscal yearend. See Note 6 for additional information
about accrued liabilities.

Deferred Revenue

In the government-wide statements, proprietary fund statements, and
fiduciary fund statements, deferred revenue is recorded when cash
or other assets are received prior to being earned. In the
governmental fund statements, deferred revenue is recorded when
revenue is either unearned or unavailable. Deferred revenues for the
Student Assistance Programs (enterprise fund) are primarily
guarantee fees which are recognized as income over a period of ten
years using the sum-of-the-years-digits method.

Policy Claims Liabilities

Policy claims liabilities are for insurance claims incurred prior to
the reporting date and are based on actuarial estimates. Policy
claims liabilities for Unemployment Insurance are for claims filed as
of the reporting date.

Long-term Liabilities

In the government-wide financial statements and proprietary fund
financial statements, long-term debt and other long-term obligations
are reported as liabilities. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds
using the bonds outstanding method or straight-line method, which
approximates the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond
issuance costs are reported as deferred charges (assets).

In the governmental fund financial statements, bond premiums and
discounts, as well as bond issuance costs, are recognized during the
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current period. The face amount of 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.

The Tax Reform Act of 1986 requires governmental entities issuing
tax-exempt bonds to refund to the U.S. Treasury interest earnings on
bond proceeds in excess of the yield on those bonds. Governmental
entities must comply with arbitrage rebate requirements in order for
their bonds to maintain tax-exempt status. Entities are required to
remit arbitrage rebate payments to the federal government at least
once every five years over the life of the bonds. Some State of Utah
bonds may be exempt from the rebate requirements if they meet
certain statutory exceptions per the regulations.

Arbitrage liability is treated as an expense in the government-wide
Statement of Net Assets and the proprietary fund financial statements
when the liability is recognized. Arbitrage liability is recorded as an
expenditure in the governmental funds financial statements when the
liability is due. At June 30, 2003, the total estimated arbitrage rebate
liability in the Student Assistance Programs (enterprise fund) was
$52.884 million, of which $48.413 million represents yield
reduction payments and $4.471 million represents the estimated
liabilities for non-purpose interest. Other arbitrage liabilities are
immaterial.

Compensated Absences and Leave/Postemployment Benefits

Employees’ vacation leave is accrued at a rate of four hours every
two weeks for the first five years of employment, and grows to a rate
of seven hours every two weeks after 20 years of employment.
There is no requirement to use vacation leave, but a maximum of
40 days may be carried forward at the beginning of each calendar
year. Unused vacation leave is paid to employees upon termination.

Employees earn sick leave at a rate of four hours for each two week
period, with no limit to the amount that can be accumulated. The
State does not reimburse employees for unused sick leave upon
termination except employees eligible for retirement. Sick leave is
expended when used. At retirement, for participating agencies, the
State will pay an employee up to 25 percent of the employee’s
accumulated sick leave and will pay for premiums to maintain
health and life insurance coverage for up to five years or until the
employee turns age 65, whichever comes first. The employee may
use any remaining sick leave balances to acquire health insurance to
age 65, and since fiscal year 1999, health insurance for the
employee’s spouse until they reach age 65, and Medicare
supplement insurance after age 65 for both the employee and their
spouse. An estimate of the liability for the above leave and
retirement benefits has been recorded in the governmental activities
column of the government-wide Statement of Net Assets.

The State maintains compensated absences and postemployment
benefit pools within the General Fund, Uniform School Fund, and
Transportation Fund. The ongoing payments from the pools are
provided by charges to agency budgets as benefits are earned.
Vacation leave taken as time off is paid from current budgets when
used. Payment of leave balances at termination and payment of
postemployment benefits are made from the compensated absences
and postemployment benefit pools. Proprietary funds and private
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purpose trust funds of the primary government also participate in
the pools and have no liability for leave or postemployment benefits
once their contributions to the pools have been made.

The total liability of the governmental activities for vacation leave
and postemployment benefits is recorded in the government-wide
Statement of Net Assets. However, in accordance with GAAP, the
liability is not recorded in the governmental funds financial
statements. See Notes 10 and 18 for additional information about
the liability.

Compensatory time for overtime worked may be earned up to a
maximum of 80 hours. Any overtime exceeding 80 hours is paid
when earned. In accordance with GAAP, compensatory time is
expended when the leave is taken in governmental funds, but is
expensed when earned for budgetary purposes.

Vacation earnings, sick leave earnings, and postemployment benefits
policies vary slightly among component units and from the primary
government’s policies. Vacation leave is expended when earned and
sick leave is expended when used.

Net Assets/Fund Balances

The difference between assets and liabilities is “Net Assets” on the
government-wide, proprietary fund, and fiduciary funds financial
statements, and “Fund Balance” on the governmental fund financial
statements.

In the governmental fund financial statements, fund balances are
classified as reserved, designated, or unreserved. Reserves represent
those portions of fund balance not appropriable for expenditure or
legally segregated for a specific future use. Designated fund
balances represent tentative plans for future use of financial
resources.

F. Revenues and Expenditures/Expenses

When an expenditure/expense is incurred for purposes for which
both restricted and unrestricted resources are available, it is the
State’s general policy to use restricted resources first. However, the
State has some programs that are funded by appropriations from
both unrestricted resources and resources required by law to be
deposited in a specific subfund for a specific purpose (which may
include restricted resources). In those instances, it is the State’s
policy to expend those resources proportionally based on the
amounts appropriated from each source.

Grants

Federal grants and assistance awards made on the basis of entitle-
ment periods are recorded as revenues when entitlement occurs. All
federal reimbursement-type grants are recorded as revenues when
the related allowable expenditures are incurred and all applicable
eligibility requirements are met.

Federal grants include nonmonetary transactions for food and other
commodities, and food stamps. Commodities revenue and
expenditures are valued at their federally reported value.
Commodity inventories at yearend are immaterial. For the fiscal
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year ended June 30, 2003, the State reported revenue and
expenditures of $92.893 million for food assistance programs and
$6.944 million for commodities in the General Fund, and $12.2
million for commodities in the Uniform School Fund (special
revenue fund).

Investment Income

Investment income includes interest, dividends and other earnings,
and the change in fair value of investments. Negative investment
income is reported where the decrease in the fair value of investments
due to market conditions exceeded the other components of
investment income.

In accordance with state law, interest and dividend income from
investments in the Trust Lands permanent fund and the Tobacco
Endowment Fund (nonmajor governmental fund) is assigned to and
reported directly in the Uniform School Fund and the General Fund,
respectively. One half of the applicable income reported in the
General Fund is then transferred back into the Tobacco Endowment
Fund to increase the principal in the fund as required by state law.

Retirement and Employee Benefit Costs

Most state employees participate in a pension system and/or plan
administered by Utah Retirement Systems. Contributions collected
for the pension systems and plans and the retirement benefits paid
are both accounted for in the Pension Trust Funds. All costs for
pension, health, and federal social security contributions in
governmental fund types are reported as expenditures in the
appropriate function. Benefit costs applicable to proprietary fund
types are reflected as expenses in the proprietary funds.

G. Interfund Transactions
Government-wide Financial Statements

Interfund Activity — In general, eliminations have been made to
minimize the double-counting of internal activity, including internal
service fund type activity. However, interfund services, provided
and used between different functional categories, have not been
eliminated in order to avoid distorting the direct costs and program
revenues of the applicable functions. Operating transfers between
governmental and business-type activities are reported at the net
amount.

Interfund Balances — Interfund receivables and payables have
been eliminated from the government-wide Statement of Net Assets,
except for the residual amounts due between governmental and
business-type activities.

Governmental Fund Financial Statements

Interfund Activity — Interfund transactions for goods sold or
services rendered for a price approximating their external exchange
value, and employee benefit contributions are accounted for as
revenues and expenditures/expenses in the funds involved.

Transfers are used to report flows of cash (or other assets) between
funds without equivalent flows of assets in return or a requirement
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for repayment. The State’s transfers are based on legislative
appropriations or other legal authority. Transfers are presented in
Note 13.

NOTE 2. BEGINNING NET ASSET ADJUSTMENTS

As discussed in Note 1.A, the Public Employees Health Program
(PEHP) was reevaluated and is now reported as a discrete
component unit. It was previously reported as an internal service
fund. As a result of this change, a reclassification of $60.28 million
was made to reduce beginning net assets of internal service funds
and increase beginning net assets of component units. PEHP
amounts included in the governmental activities on the prior year
Statement of Net Assets and Statement of Activities included the
following: $158.873 million total assets; $98.593 million total
liabilities; $152.535 million total revenues; and, $139.482 million
total expenses.

Adjustments to beginning net assets of governmental activities
reported on the Statement of Net Assets resulted in a net increase of
$117.753 million. The adjustments increased infrastructure and
construction-in-progress capital assets for prior year payments that
should have been capitalized rather than expensed. The adjustments
also reduced the recorded amount of a building and made
miscellaneous corrections to project costs included in construction-
in-progress. Had these changes been made in the prior year, the
effect on governmental activities on the prior year Statement of
Activities would have been as follows: $131.615 million reduction
in expenses, and $13.862 million reduction in beginning net assets.
The effects of these adjustments on beginning amounts reported for
each component of capital assets is described in Note 8. Also, the
method of classifying the net asset balances on the government-wide
Statement of Net Assets was adjusted to more accurately match
assets with their associated debt. The impact of this classification
change on prior year net assets of governmental activities would
have been to increase unrestricted net assets and decrease invested
in capital assets, net of related debt by $95.785 million.

An adjustment was made to reduce beginning net assets of the
University of Utah (component unit) by $16.784 million for
construction of a building that was determined not to be an asset of
the University.

NOTE 3. DEPOSITS AND INVESTMENTS

Listed below is a summary of the deposit and investment portfolio
that represents the cash and cash equivalents and investments on the
June 30, 2003, balance sheet. Investing is governed by the prudent
man rule, in accordance with the Money Management Act, Section
51-7, Utah Code Annotated, 1953, as amended. Except certain
repurchase agreements, all securities of the primary government
purchased or held and all evidence of deposits and investments must
be in the custody of the State, or may be held by an agent in the
State’s name. Investment transactions may be conducted only
through qualified depositories, certified dealers, or directly with
issuers of investment securities.

A. Deposits

At June 30, 2003, the carrying amount of the State’s deposits for the
primary government was $593.911 million and $109.141 million for
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the component units. At June 30, 2003, the bank balance was
$75.067 million and $127.268 million for the primary government
and component units, respectively. Of the bank balance for the
primary government, $3.449 million was covered by the Federal
Deposit Insurance Corporation (FDIC) or by collateral held by the
State’s agent in the name of the State. Of the bank balance for the
component units, $3.572 million was covered by the FDIC or by
collateral held by their agent in the name of the component unit. The
remaining deposits for the primary government and component units
were uninsured and uncollateralized and were held by various
financial institutions. The State of Utah does not require collateral
on deposits. However, the State Commissioner of Financial
Institutions monitors financial institutions monthly and establishes
limits for the deposit of public money at individual financial
institutions.

B. Investments

Statutes authorize the State to invest in negotiable and non-
negotiable certificates of deposit; repurchase and reverse repurchase
agreements; commercial paper; bankers’ acceptances; obligations of
the U.S. Treasury and certain agencies of the U.S. Government;

corporate obligations; bonds, notes, and other evidence of
indebtedness of political subdivisions of the State; shares or
certificates in open-end managed money market mutual funds; and
various other investments. Authorized investments are subject to
certain restrictions. Certain state agencies and component units are
also allowed by statute to invest in investment contracts, equity
securities, real estate, and other investments. In addition to
investments authorized by statute, bond proceeds are invested in
other investments in accordance with the applicable bond
resolutions. Investment types for Pension Trust Funds and certain
other funds and component units are not restricted by state statute.

The following table provides information about the credit and
market risks associated with the State’s investments. Category 1
includes investments that are insured or registered, or for which the
securities are held by the State or its agent in the State’s name.
Category 2 includes uninsured and unregistered investments for
which the securities are held by the counterparty’s trust department
or agent in the State’s name. Category 3 includes uninsured and
unregistered investments for which the securities are held by the
counterparty or by its trust department or agent, but not in the
State’s name.

Credit and Market Risks of Investments — Primary Government
(Expressed in Thousands)

Category
Fair
1 2 3 Value
Repurchase AGreements...........coo.evvveveeveveeverernenns $ — $ 183 $ 59,774 $ 59,957
U.S. Government Securities.............. 495,294 4,132 — 499,426
Negotiable Certificates of Deposit ... 165,285 — — 165,285
Commercial Paper-.........ccccoeceeneenne 2,985 — — 2,985
Corporate Bonds and Notes..........ccoceevereevieneennen. 7,541,538 — — 7,541,538
Equity SecUurities .........cccoererenerieneeeeeesesenes 5,992,166 — — 5,992,166
TOtal .o $ 14,197,268 $ 4315 $ 59,774 14,261,357
Mutual and Escrow Funds.........cccccoveeniieniiiininnne 2,231,451
Investment CONtractS........oocuvvveeeeeeeeiiuneeeeeeeeeennenns 57,035
Investment in U.S. Treasury
Investment POOL............cooovuvviiiiiiiiiieeeeeeeeeiiees 405,095
Component Units Investment in Primary
Government’s Investment Pool ........................... (477,894)
Real Estate 467,429
Real Estate MOrtgages. ........coceeveervieeneeenueeneennnen. 3,984
Real Estate Joint Ventures...........ccocceevveeiueennennen. 657,747
Venture Capital.......coocveeveerieinieniiieneeiicenieeieene 761,986
Investments Held by Broker-Dealers Under
Securities Lending Program:
U.S. Government Securiti€s .........cccvveeeeeennn. 473,739
Equity Securities ........cc.ccoceeverenrieneesenennnens 768,499
Corporate Bonds and Notes...........ccccceveeneee. 138,925
Securities Lending Short-term Collateral
Investment Pool.........c.cccooviiiniiiiiiniiiiiciiccce 1,418,572
Total INVEStMENLS ......evevvereeeeerieereeieerieeeanes $ 21,167,925

The Pension Trust Funds own approximately 61 percent of the investments that are in Category 1.
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Credit and Market Risks of Investments — Component Units
(Expressed in Thousands)

Category
Fair
1 2 3 Value
Repurchase AGreements ............ccoeveereeereeeeruenens $ — $ — $ 20,226 $ 20,226
U.S. Government Securiti€s.......ccoovvvvreeeeveevunnennnnn. 208,874 197,430 19,637 425,941
Negotiable Certificates of Deposit... 1,765 — — 1,765
Corporate Bonds and NOtes ..........cceecveeveerrieernenn. 29,538 827 11,734 42,099
Equity Securities.........ccoveverenenienreneieieceennene 20,729 12,891 13,829 47,449
Municipal and Public Utility Bonds ..................... 558 — 1,272 1,830
TOtal ..o $ 261,464 $ 211,148 $ 66,698 539,310
602,360
Investment Contracts............ 349,430
Investment in Primary Government’s
Investment Pool ..........ccccoevieiniiiniiniiieiece, 477,894
Real EState.......oceiiiiieiiiiiieieeeieeeeee e 3,552
Investments Held by Broker-Dealers Under
Securities Lending Program:
Equity Securities.........ccoceevereenenieneniennenne 23,856
Securities Lending Short-term Collateral
Investment Pool ..........ccccooviiiniiniiiniiiieiceee 17,523
Total INVESIMENTS......eeeeveeeeeeeieeeeeeeeeee e $ 2,013,925

C. Securities Lending

The Utah Retirement Systems (pension trust funds) and the Public
Employees Health Program (component unit) participate in security
lending programs as authorized by their Boards. The types of
securities lent are U.S. government securities, equity securities, and
corporate bonds and notes. Under these programs, securities are
transferred to an independent broker or dealer in exchange for
collateral in the form of cash, government securities, and
irrevocable bank letters of credit equal to 102 percent of the market
value of the domestic securities on loan and 105 percent of the
market value of the international securities on loan, with a
simultaneous agreement to return the collateral for the same
securities in the future. There are no restrictions on the amount of
loans that can be made. For both state entities, their custodial bank
is the agent for its securities lending program. Securities under loan
are maintained in both state entities’ financial records and are
classified in the following summary of custodial risk.
Corresponding liabilities for collateral received are recorded at the
fair value.

At yearend neither the Utah Retirement Systems nor Public
Employees Health Program had any credit risk exposure to
borrowers because the collateral exceeded the amount borrowed.
The securities on loan at yearend for the entities were $1.381 billion
and $23.856 million, respectively, and the collateral received for
those securities on loan was $1.419 billion and $24.543 million,
respectively, with carrying amount and fair value being the same.
Under the terms of the lending agreement, both state entities are
indemnified against loss should the lending agent be unable to
recover borrowed securities and distributions due to borrower
insolvency or failure of the lending agent to properly evaluate the
creditworthiness of the borrower. In addition, they are indemnified
against loss should the lending agent fail to demand adequate and
appropriate collateral on a timely basis. All securities loaned can be
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terminated on demand by either the state entity or the borrower.
Cash collateral is invested in the lending agent’s short-term
investment pool. The short-term investment pool guidelines specify
that a minimum of 20 percent of the invested cash collateral is to be
available each business day and that the dollar weighted average
maturity of holdings should not exceed 60 days. The relationship
between the maturities of the short-term investment pool and each
of the state entities’ loans is affected by the maturities of the
securities loans made by other entities that use the agent’s pool,
which the state entities cannot determine. Since the securities
lending collateral is in a pool maintained by the custodial bank, the
state entities do not have the ability to pledge or sell the securities,
and it is not necessary to report the total income and expenses of
securities lending.

D. Derivative Financial Instruments
Utah Retirement Systems

The Utah Retirement Systems (pension trust funds) invests in
derivative financial investments as authorized by Board policy. The
derivatives held by the Systems are reported at their fair values on
the statement of net assets and are not subject to the disclosures now
required by GASB Technical Bulletin No. 2003-1. As of yearend,
the Systems had three types of derivative financial instruments:
futures, currency forwards, and options.

Futures represent commitments to purchase (asset) or sell (liability)
securities or money market instruments at a future date and at a
specific price. Futures contracts are traded on organized exchanges
(exchange traded), thereby minimizing the Systems’ credit risk. The
net change in the futures contract value is settled daily in cash with
the exchanges. Net gains or losses resulting from the daily
settlements are included with trading account securities gains
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(losses) in the Statement of Changes in Net Assets. At yearend the
Systems’ investments had the following futures balances (expressed
in millions):

Value Covered
By Contract

Long-equity futures.......cccocevveveeeeeevreeennnen $ 91.832
Short-equity futures.........ccceevvveereerreereennnn $ (37.303)
$
$

Long-debt securities futures.........c.cceceeuuenee 148.482
Short-debt securities futures...............c....... (255.009)

Currency forwards represent forward foreign exchange contracts that
are entered into in order to hedge the exposure to changes in foreign
currency exchange rates on the foreign currency dominated portfolio
holdings. A forward foreign exchange contract is a commitment to
purchase or sell a foreign currency at a future date at a negotiated
forward rate. The gain or loss arising from the difference between the
original contracts and the closing of such contracts is included in net
realized gains or losses on foreign currency related transactions. At
yearend the Systems’ investments included the following currency
forwards balances (expressed in millions):

Currency forwards (pending foreign

exchange purchases) ............coceeuen... $ 547.130
Currency forwards (pending foreign
exchange SAles) ........coveceeveeceeneacnanns $ (544.384)

Options represent or give buyers the right, but not the obligation, to
buy or sell an asset at a preset price over a specific period. The
option’s price is usually a small percentage of the underlying asset’s
value. As a writer of financial options, the Systems receives a
premium at the outset of the agreement and bears the risk of an
unfavorable change in the price of the financial instrument
underlying the option. As a purchaser of financial options, the
Systems pay a premium at the outset of the agreement and the
counterparty bears the risk of an unfavorable change in the price of

the financial instrument underlying the option. At yearend the
Systems’ investments had the following options balances (expressed
in thousands):

Value Covered
By Contract

Cash and cash equivalent
purchased put Options .........c..cceeveuenee $ (486)
Cash and cash equivalent

purchased call options.......cc..ccecueernnene $ (665)
Fixed income written put options................ $ (258)
Fixed income written call options............... $ (2,245)

Utah Housing Corporation

The following are disclosures for derivative financial instruments
held by Utah Housing Corporation (major component unit) as
required by GASB Technical Bulletin No. 2003-1.

Objective — In order to protect against the potential of rising
interest rates, the Corporation has entered into 34 separate pay-
fixed, receive-variable interest rate swaps as of June 30, 2003. The
cost of these swaps is less than what the Corporation would have
paid to issue fixed rate debt. The Corporation’s swaps are all similar
in nature and summary information is included in this report. More
detailed information about each swap is included in the
Corporation’s separately issued financial statements.

Terms, Fair Values, and Credit Risk — The terms, including the
fair values and credit ratings of the outstanding swaps as of June 30,
2003, are summarized below. The notional amounts of the swaps
match the principal amounts of the associated debt at the time of
issuance. Except as discussed under rollover risk, the Corporation’s
swap agreements contain scheduled reductions to outstanding
notional amounts that are expected to approximately follow
scheduled or anticipated reductions in the associated bonds payable.

Utah Housing Corporation
Terms, Fair Values, and Credit Risk
June 30 2003
(Expressed in Thousands)

Fixed
Outstanding Rate Paid Variable Rate Swap
Notional by the Received from Fair Termination
Amount Issue Dates Corporation Counterparty Values Dates
$ 106,350 2000-2002  4.640% to 7.760% LIBOR* plus .15% $ (15,800) 2006-2019
$ 252,780 2000-2003  3.939% to 5.610% BMA** plus .27% $ (40,798) 2018-2027

*  London Interbank Offered Rate

**  The Bond Market Association Municipal Swap Index
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Fair Values — Because interest rates have declined, all swaps had a
negative fair value to the Corporation as of June 30, 2003. The
negative fair values are a function of declining interest rates and the
remaining term on the swap contracts. Because the coupons on the
Corporation’s variable rate bonds adjust to changing interest rates,
the bonds do not have corresponding fair value increases. However,
bond proceeds were used to acquire fixed rate mortgage loans,
which support the fixed payer rate on the swaps. Although these
mortgage loans do have higher than current market interest rates,
they have not been adjusted for fair value on the financial
statements.

The fair values of the swap contracts were estimated using the zero-
coupon method. This method calculates the future net settlement
payments required by the swap, assuming that the current forward
rates implied by the yield curve correctly anticipate future spot
interest rates. These payments are then discounted using the spot
rates implied by the current yield curve for hypothetical zero-
coupon bonds due on the date of each future net settlement on the
swaps.

Credit Risk — As of June 30, 2003, the Corporation was not
exposed to credit risk on any of its outstanding swaps because the
swaps had negative fair values. However, should interest rates
change and the fair values of the swaps become positive, the
Corporation would be exposed to credit risk in the amount of the
derivatives’ fair value. The Corporation executes swap transactions
with one counterparty, Lehman Brothers Financial Products, Inc.
That Counterparty is rated AAA/Aaa.

Basis Risk — The Corporation’s tax-exempt variable-rate bond
coupon payments are equivalent to the BMA rate. Its taxable
variable-rate bond coupon payments are equivalent to the LIBOR
rate. The Corporation is therefore not exposed to basis risk except as
disclosed below under the tax risk.

Tax Risk — Nineteen of the Corporation’s BMA based swaps are
exposed to basis risk should Congress or other federal branches of
government propose or pass legislation (a “Tax Event”), that causes
the relationship between LIBOR and BMA to exceed 75 percent for
a continuous period of 180 days. If these two triggers occur, the
result would be that the swap provider would pay the Corporation
68 percent of the LIBOR rate regardless of what the BMA rate is.
As of June 30, 2003, no “Tax Event” has occurred.

Termination Risk — The Corporation or the counterparty may
terminate any of the swaps if the other party fails to perform under
the terms of the contract.

Rollover Risk — The Corporation is exposed to rollover risk on
swaps that mature or may be terminated prior to the maturity of the
associated debt. When these swaps terminate, or in the case of the
termination option, the Corporation will not realize the synthetic
rate offered by the swaps on the underlying debt issues. As of June
30,2003, the Corporation’s swap termination dates ranged from 7 to
24 years prior to the maturity dates of the associated debt.

NOTE 4. INVESTMENT POOL

The Utah State Treasurer’s Office operates the Public Treasurer’s
Investment Fund (PTIF) investment pool. The PTIF is available for
investment of funds administered by any Utah public treasurer.
Participation is not required and no minimum balance or
minimum/maximum transaction is required. State agencies and
funds that are authorized to earn interest also invest in the PTIF as
an internal investment pool. No separate report as an external
investment pool has been issued for the PTIF.

The PTIF is not registered with the SEC as an investment company.
The PTIF is authorized and regulated by the Money Management
Act, Section 51-7, Utah Code Annotated, 1953, as amended. The
Act establishes the Money Management Council which oversees the
activities of the State Treasurer and the PTIF. The Act details the
investments that are authorized which are high-grade securities and,
therefore, there is very little credit risk except in the most unusual
and unforeseen circumstances. Deposits in the PTIF are not insured
or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gains or losses on investments.

The PTIF operates and reports to participants on an amortized cost
basis. The income, gains, and losses, net of administration fees, of
the PTIF are allocated to participants on the ratio of the participant’s
share to the total funds in the PTIF based on the participant’s
average daily balance. The PTIF allocates income and issues
statements on a monthly basis. Twice a year, at June 30 and
December 31, which are the accounting periods for public entities,
the investments are valued at fair value and participants are
informed of the fair value valuation factor that enables them to
adjust their statement balances to fair value.

The PTIF condensed financial statements, inclusive of external and internal
participants for the fiscal year ended June 30, 2003, are as follows:

(Table presented on next page)
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Public Treasurer’s Investment Fund
Statement of Net Assets
June 30, 2003
(Expressed in Thousands)

Assets
Cash and Cash Equivalents............ccoeverveeieeeeniecnieenen $ 271,272
INVESTMENTS ..ot 5,493,890
Interest Receivable..........oooiviiuieiiiiiiiiieieee e 13,974

Net Assets $ 5,785,136
Net Assets Consist of:
External Participant Account Balances...........ccccceeeuennene $ 3,920,264
Internal Participant Account Balances:

Primary Government 1,359,091
Component UnNits .......cocveereereeennerniienieeneesieeseeenne 477,894
Undistributed Reserves and Unrealized Gains/Losses....... 27,887
INEE ASSELS ..t $ 5,785,136
Participant Account Balance Net Asset Valuation Factor ..... 1.001434
Public Treasurer’s Investment Fund
Statement of Changes in Net Assets
For the Fiscal Year Ended June 30, 2003
(Expressed in Thousands)
Additions
Pool Participant DEPOSILS........ceevrverirvererieirieirieeneeeeeeens $ 8,204,151
Investment Income:
Investment Earnings..........cccoecveevieriiieniienneeniieennennne 110,559
Fair Value Increases (Decreases) .........cccceeeeveeeennnen. 22,628
Total Investment InCome.........cccvvvveeeveiennnnnnnn.. 133,187
Less Administrative EXpenses .......c..coceveeeeneneennen. (131)
Net Investment Income .... 133,056
Total Additions...........coveevieeeiecieenieeeneen, 8,337,207
Deductions
Pool Participant Withdrawals...........cccceeceereniencnieenennene 7,687,765
Earnings DisStributions ..........ccceeveeveerieenienseenieeniesieene 108,155
Total Deductions ...........ccccveeeecuveeeeiieeennns 7,795,920
Net Increase From Operations................... 541,287
Net Assets
Beginning of Year.........ccocceviiiniiiiiiniieniccieeee e 5,243,849
Net Assets — End of Year .........cccceeveiiiiiiiieeniieeennnns $ 5,785,136
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Deposits and Investments

The following disclosure of deposits and investments is for the
Public Treasurer’s Investment Fund, which includes external and
internal participants. These assets are also included in Note 3,
disclosure of deposits and investments for the state entity as a
whole. Information on the type of deposits and investments and how
they are held is disclosed in Note 3. At June 30, 2003, the PTIF

investments included certificates of deposit of $34.5 million that
qualify as deposits. Of this amount, $300 thousand was covered by
the Federal Deposit Insurance Corporation (FDIC) and
$34.2 million was uninsured and uncollateralized and was held by
various financial institutions. The following schedule provides
information about the credit and market risks associated with the
State’s investments. Category 1 includes investments that are
insured or registered, or for which the securities are held by the
State or its agent in the State’s name.

Public Treasurer’s Investment Fund
Credit and Market Risks of Investments
June 30, 2003
(Expressed in Thousands)

Negotiable CDS.......cocevvereeneneeniinieicneeee.

Money Market Funds
U.S. Government Securities......

Corporate Bonds and Notes ...........cceceeevueennee

Total Investments ............cccceeeeereeeennnenn.

Category
Fair
1 Value
$ 165,180 $ 165,180
270,000 270,000
479,951 479,951
4,821,531 4,821,531

$ 5,736,662 $ 5,736,662

Public Treasurer’s Investment Fund
Portfolio Statistics

June 30, 2003
Range Weighted
of Average
Yields Maturity
Money Market Funds...... 1.05% — 1.25% 1 day
Certificates of Deposit 1.35% —2.00% 26.8 days
U.S. Government SE€CUrities...........ceevveeruvennne 1.00% - 2.50% 63.57 days
Corporate Bonds and Notes ...........ccoceeenueennee 1.06% — 4.05 % 47.78 days
June 30, 2003
Weighted Average
Average Adjusted
Yield Maturity
Total Investment Fund..........ccccoceveniinennn. 1.63% 46.17 days
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NOTE 5. RECEIVABLES

Receivables as of June 30, 2003, consisted of the following (in thousands):

Accounts Receivable

Notes/
Federal Customer Other Interest Taxes Mortgages

Governmental Activities:

General Fund..........ccooceeviieiienienieinnne $ 296280 $ 187,595 $ 17,061 $ 49 3 226,712  $ 6,064
Uniform School Fund..........c.cccceuennenee. 41,303 — 304 — 355,260 6,624
Transportation Fund..........ccocceeviennnine 53,065 73 5,514 — 54,435 615
Centennial Highway Fund.... v 24,997 — — — 659 —
Trust Lands .......ccccevevveeceenieeeenieeeenieneen — — 14,164 1,031 — 6,009
Nonmajor Funds.........ccceeevervinienenen. — 29,135 — 62 — 155
Internal Service Funds............cccoeuueeeee.. — 2,862 — — — —
Adjustments:

Fiduciary Funds........cccccceviirieannnnne. — — 6,981 — — —
Total Receivables ........ccccoeeeveruereennennen. 415,645 219,665 44,024 1,142 637,066 19,467
Less Allowance for Uncollectibles:

General Fund.........cccooeviiiiiiiiiiiiniieeen, — (56,511) — — (14,810) (1,161)
Uniform School Fund.............cccccevvenn. — — — — (96,626) —
Transportation Fund..........cccceeveenens — — (200) — 910) —
Centennial Highway Fund.... — — — — (50) —
Internal Service Funds......... e — (132) — — — —
Receivables, net .......cceevevveerrecveriennennn. $ 415645 $ 163,022 $ 43824  $ 1,142 $ 524,670 $ 18,306
Current Receivables .......ooeveevevereeeeen. $ 415645 $ 111,525 $ 31,377 $ 1,142 $ 482,152 $ 1,933
Noncurrent Receivables ... — 51,497 12,447 — 42,518 16,373

Total Receivables (net)..... $ 415645 $ 163,022 $ 43824 $ 1,142  $ 524,670 $ 18,306

Business-type Activities:

Student Assistance Programs ............... $ 7589 $ 600 $ — 3 17,356  $ —  $ 1,129,174
Unemployment Compensation.............. 1,644 47,385 — — — —
Water Loan Programs.........c.ccecoeeuenneeee. 226 — — 7,823 578 431,673
Nonmajor Funds.......cccccooverveeniiannnnne. — 7,610 842 2,822 — 241,836
Total Receivables .........ccccvveeveeereennnnne. 9,459 55,595 842 28,001 578 1,802,683

Less Allowance for Uncollectibles:
Student Assistance Programs ................ — — — — — (4,492)

Unemployment Compensation... — (11,332) — — — —
Water Loan Programs.... — — — — (26) —
Receivables, net ......c.ccoceeeeeereneeencnne. $ 9459 $ 44263 $ 842 $ 28,001 $ 552 $ 1,798,191

Accounts receivable balances are an aggregation of amounts due from the federal government, customers and others. Receivables from customers
include charges for services to local governments, fees and fines issued by the courts and corrections, employer contributions for unemployment
benefits, and receivables as a result of overpayments to individuals receiving state assistance.

Receivables for fiduciary funds listed above represent amounts due from fiduciary funds which were reclassified as external receivables on the
government-wide Statement of Net Assets.

Aggregated receivables for component units at June 30, 2003, were $1.134 billion for major component units and $45.675 million for nonmajor
component units, net of an allowance for doubtful accounts of $39.888 million and $2.378 million, respectively.
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NOTE 6.

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities as of June 30, 2003, consisted of the following (in thousands):

Salaries/ Service Vendors/ Tax
Benefits Providers Other Government  Refunds Interest Total

Governmental Activities:
General Fund................. .. $ 55383 $ 129,704 $ 31,814 $ 82327 $ 4863 $ — $ 304,091
Uniform School Fund..... 2,634 1,825 3,789 33,168 37,126 — 78,542
Transportation Fund ............. 6,775 211 55,731 38,668 572 — 101,957
Centennial Highway Fund.... — — 68 — — — 68
Nonmajor Funds............... 28 — 21,628 283 — 30,925 52,864
Internal Service Funds....................... 2,012 — 7,858 — — 6 9,876

Adjustments:

Fiduciary Funds........c.cccoceveenencn. — — — 462 — — 462
Other......ooveeeieeeeree e — — — — — 1,598 1,598
Total Governmental Activities........... $ 66832 $ 131,740 $ 120,888 $ 154908 $ 42561 $ 32,529 $§ 549,458

Business-type Activities:
Student Assistance Programs............. $ 1,391 $ — 3 6,357 $ 1,982 $ — 3 3,903 $ 13,633
Unemployment Compensation .......... — 477 281 — — — 758
Water Loan Programs — — 415 — — 20 435
Nonmajor Funds......... 1,091 — 10,087 56 — 136 11,370

Adjustments:

Fiduciary Funds.........ccoceevveenennnne. — — — 76 — — 76
— — — — — (1,116) (1,116)
$ 2,482 % 477  $ 17,140 $ 2,114 $ 0 $ 2,943 $ 25,156

Accounts payable and accrued liability balances are an aggregation of amounts due to: 1) state employees for salaries/benefits; 2) service providers
for childcare, job services and health services; 3) vendors and miscellaneous suppliers; 4) local and federal governments for services; 5) individuals
and others as a result of tax overpayments; and 6) interest due on bonds and other obligations.

Adjustments for fiduciary funds listed above represent amounts due to fiduciary funds which were reclassified as external payables on the
government-wide Statement of Net Assets. Other adjustments are due to differences in the presentation and the basis of accounting between the
fund financial statements and the government-wide Statement of Net Assets.
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NOTE 7.

Interfund Balances

Interfund balances at June 30, 2003, consisted of the following (in

thousands):

Due to General Fund from:
Uniform School Fund...........cccoeevveviiiiiieniieiene
Transportation Fund ..........coccovceiviniininicnnnene
Trust Lands Fund ..........cooceviiiiiiiniiiiiiniciee
Nonmajor Governmental Funds...........c..cccccceeue
Unemployment Compensation Fund...................
Water Loan Programs.........cccceeveevieniieenienncenne
Nonmajor Enterprise Funds ........cccccooceevienneennne
Internal Service Funds.........ccccccevvvivenieecieniennen.
Fiduciary Funds........c..ccoceoieiiniininiinnicneniee
Total due to General Fund from
other funds ......coceeviiriiiniiiiceceee e

Due to Uniform School Fund from:
General Fund............c.cooooviiieiiiiiee e,
Trust Lands Fund ...........ccocooeeiiiiiiieee,
Unemployment Compensation Fund...................
Nonmajor Enterprise Funds .............
Internal Service Funds............
Total due to Uniform School Fund from
Other funds .......cceeveiiiiiiiiiieeicce e

Due to Transportation Fund from:
General Fund.........ccoceeveninninniiniiiecneee,
Uniform School Fund
Centennial Highway Fund.........cc.cccoooiiiiinnnnee.
Nonmajor Governmental Funds...........c.ccceeueenne
Nonmajor Enterprise Funds .......
Internal Service Funds...........ccccoceniniiininninnnnne.
Total due to Transportation Fund from
other funds ......ooeevierieiiniececeee

Due to Centennial Highway Fund from
Transportation Fund...........cocceevieiniiniinniiinnne

Due to Trust Lands Fund from
Nonmajor Enterprise Funds ..........ccccooervenenncne

Due to Nonmajor Governmental Funds from:
General Fund...........ccoceniniiniiiinniiniiicnene,
Uniform School Fund............ccccoceviiiiniininnnns
Nonmajor Governmental Funds...........c..ccccoeeue
Nonmajor Enterprise Funds .......
Internal Service Funds...........cccocooiiiniiiiiiinns
Fiduciary Funds........c..ccocevieiiniininiinnicncnee

Total due to Nonmajor Governmental Funds from

other funds ......c.cceceviiiiniiiiiiie

Due to Water Loan Programs from:
General Fund...........ccoooooiiiiieee
Trust Lands Fund ...,
Nonmajor Governmental Funds.............cccceu.e....
Nonmajor Enterprise Funds .........cccceeeveeninnnnne

Total due to Water Loan Programs
from other funds ........cccccoevviiiiniininiiniiiee

INTERFUND BALANCES AND LOANS

1,672
1,075
44
609
1,992
52
8,887
1,320

6,920

22,571

805

5
752
1,176
159

2,897

252

2
17,607
137

2

3,839

21,839

42

3,796

3,455
10

22

68
569
59

4,183

120
19

17

159
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Due to Nonmajor Enterprise Funds from:

General Fund .......c..ccoceeveiiniininninincceee 663
Uniform School Fund ... 4
Transportation Fund...... 100
Trust Lands Fund...........ccccceveeennee. 57
Nonmajor Governmental Funds..............cccoceeu. 1,630
Total due to Nonmajor Enterprise Funds from -
Other fUNAS ....vveeeiiieieieiec e $ 2,454
Due to Internal Service Funds from:
General Fund ..........ccooovviiiiiiiiiii s 8,367
Uniform School Fund ... 314
Transportation Fund...........ccooceeviiiniiiniinniennnen. 2,202
Nonmajor Governmental Funds............ccccceeee. 673
Nonmajor Enterprise Funds........... 114
Internal Service Funds ......c..ccoccevenieiincininnens 137
Fiduciary Funds ..........ccocooveniniicninnicniniinceiee 2
Total due to Internal Service Funds from
Other fUNAS ...ovevevieiiiieieieic e $ 11,809
Due to Fiduciary Funds from:
General Fund ... 335
Transportation Fund... 13
Trust Lands Fund...........ccccceeenine 35
Nonmajor Governmental Funds..... 59
Water Loan Programs ..........ccocceveevenennienennnene 20
Nonmajor Enterprise Funds .........ccoccoeveenienninn. 56
Internal Service Funds ...........ccoceeveeniiiniinneenns 20
Total due to Fiduciary Funds from
Other fUNAS ....coveeiieiieieeceee e $ 538
Total Due to/DUue fTOmMS .....ceeeeveeeieeeeeeieeeeeeeeeane $ 70,288

These balances resulted from the time lags between the dates
that: 1) interfund goods and services are provided or reimbursable
expenditures occur; 2) transactions are recorded in the accounting
system; and 3) payments between funds are made.

Interfund Loans

Interfund loans at June 30, 2003, consisted of the following (in
thousands):

Payable to General Fund from

Internal Service Funds ........c.ccccveveveenecrieennnes $ 43,546
Payable to Internal Service Funds from

Centennial Highway Fund ..........c.cccoooeninninns 2,478
Payable to Nonmajor Enterprise Funds from

Internal Service Funds ...........coccocviviiiiniininnnns 80
Total Interfund Loans Receivable/Payable ............ $ 46,104

The interfund loans receivable/payable balances consist of revolving
loans with Internal Service Funds. The balance of $46.104 million
includes $25.340 million which is not expected to be repaid within
one year.



State of Utah Notes to the Financial Statements

Fiscal Year Ended June 30, 2003

NOTE 8. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2003, was as follows (in thousands):

Beginning Ending
Balance Additions Deletions Balance

Governmental Activities:
Capital Assets not being Depreciated:

Land and Related Assets $ 607,265 $ 65,007 $  (465) $ 671,807

Infrastructure ..........cccecvenene 7,355,261 158,537 (643) 7,513,155

Construction-In-Progress.........ccoceeveeerveenieennenne 381,843 373,157 (207,514) 547,486
Total Capital Assets not being Depreciated............... 8,344,369 596,701 (208,622) 8,732,448
Capital Assets being Depreciated:

Buildings and Improvements.........c..cccceeeeruernenne. 895,211 28,875 (5,747) 918,339

INfrastructure ........coocveeveeevieriiiinieeeenieeeeeeee, 11,568 1,566 — 13,134

Machinery and Equipment...........cccoecveeveeernieenneen. 430,533 40,519 (43,766) 427,286
Total Capital Assets being Depreciated..................... 1,337,312 70,960 (49,513) 1,358,759
Less Accumulated Depreciation for:

Buildings and Improvements............cccceeeveerueennne (276,282) (25,320) 4,839 (296,763)

Infrastructure ........cccuueeee...... (3,365) (491) — (3,856)

Machinery and Equipment (264,666) (46,960) 35,456 (276,170)
Total Accumulated Depreciation ..........ccccceceeveeeneenee. (544,313) (72,771) 40,295 (576,789)
Total Capital Assets being Depreciated, Net ............ 792,999 (1,811) (9,218) 781,970

Capital Assets, Net ....ccccevveererieenieeienieeieneennns $ 9,137,368 $ 594,890 $(217,840) $ 9,514,418

Business-type Activities:
Capital Assets not being Depreciated:

Land and Related ASSEtS........cccoeeeeeeeeeeceeeeeeennne. $ 12,195 $ 3,123 $ (981 $ 14,337

Construction-In-Progress........c..cccccveevveeeeneneenne. 1,153 129 (787) 495
Total Capital Assets not being Depreciated............... 13,348 3,252 (1,768) 14,832
Capital Assets being Depreciated:

Buildings and Improvements.........c..cccceeeruenneenne. 30,583 9,886 (361) 40,108

Machinery and Equipment..........c.cccoeevenennenennne 10,984 336 (181) 11,139
Total Capital Assets being Depreciated..................... 41,567 10,222 (542) 51,247
Less Accumulated Depreciation for:

Buildings and Improvements........c..ccccceevereeeennen. (4,894) (790) 16 (5,668)

Machinery and Equipment.......... (7,948) (1,405) 162 9,191)
Total Accumulated Depreciation .... (12,842) (2,195) 178 (14,859)
Total Capital Assets being Depreciated, Net ............ 28,725 8,027 (364) 36,388

Capital Assets, Net .....ccoeveerrueerieerieirieeeieeeas $ 42,073 $ 11,279 $ (2,132) $ 51,220

Construction-in-progress of governmental activities includes amounts for buildings the State is constructing for colleges and universities
(component units) that are funded by state appropriations or state bond proceeds. As the buildings are completed, the applicable amounts are
deleted from construction-in-progress of governmental activities and “transferred” to the colleges and universities. For fiscal year 2003, $15.207
million of buildings were completed for colleges and universities. On the government-wide statement of activities, the building “transfers” are
reported as higher education expenses of governmental activities and as program revenues of component units.

In the beginning balance column above, machinery and equipment of the governmental activities was reduced by $3.639 million and the related
accumulated depreciation was reduced by $2.089 million from the amounts reported in the prior year. These adjustments were due to the Public
Employees Health Program being reclassified from an internal service fund to a discrete component unit as described in Note 1 A. Also, amounts in
the beginning balances column above have been adjusted by a net $117.753 million as follows: infrastructure was increased by $9.005 million;
construction-in-progress was increased by $121.932 million; and buildings and improvements were reduced by $20.314 million and the related
accumulated depreciation was reduced by $7.13 million. These adjustments corrected beginning balances as described in Note 2.
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Depreciation expense of governmental activities was charged to functions as follows (in thousands):

General GOVEINMENT ..........ooueeeueeeeieeeeeee e $ 7,646
Human Services and Youth Corrections... 6,017
Corrections, Adult..... 5,257
Public Safety .......... 2,826
COUITS ettt 4,603
Health and Environmental Quality..........c.cceceveenene 2,031
Employment and Family Services 2,002
Natural RESOUICES .......coouvvveiieiiiiieeeeee e 5,041
Community and Economic Development ................. 482
Business, Labor, and Agriculture 1,162
Public Education ............coccecvevieiiniiniinienenieniienene 948
TranSpOrtation ........c.cevveereeerieenieerieenreenee e see e 12,557
Depreciation on capital assets of the State’s internal

service funds is charged to the various functions

based on their usage of services provided.............. 22,199
TOLAL oottt e e eaeenn $ 72,771

Discretely Presented Component Units

The following table summarizes net capital assets reported by the discretely presented component units (in thousands):

Public
Utah Employees University Utah Nonmajor
Housing Health of State Component
Corporation Program Utah University Units Total

Capital Assets not being Depreciated:

Land and Related Assets $ 250 $ — $ 45,969 $ 10,516 $ 45,960 $ 102,695

Construction-In-Progress — — 68,513 32,112 8,603 109,228
Total Capital Assets not being Depreciated... 250 0 114,482 42,628 54,563 211,923
Capital Assets being Depreciated:

Building and Improvements....................... 1,307 — 1,030,348 374,511 820,110 2,226,276

Infrastructure........ccoeeeeeeevveeeeeeeeiiieeeeeeeae — — 107,613 — 22,159 129,772

Machinery and Equipment ........................ 1,070 3,861 558,426 138,854 150,135 852,346
Total Capital Assets being Depreciated......... 2,377 3,861 1,696,387 513,365 992,404 3,208,394
Less Total Accumulated Depreciation........... (1,442) (2,502) (786,371) (225,658) (369,262) (1,385,235)
Total Capital Assets being Depreciated, Net. 935 1,359 910,016 287,707 623,142 1,823,159
Discretely Presented Component Units —

Capital Assets, Net .......ccccevevererenenennenne $ 1,185 $ 1,359 $ 1,024,498 $ 330,335 $ 677,705 $ 2,035,082
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The State had long-term construction project commitments totaling $119.097 million at June 30, 2003. The following construction projects have
remaining commitments and represent reservations of fund balance in the Capital Projects Funds (nonmajor governmental funds):

Capital Projects Fund
Construction Project Commitments
(Expressed in Thousands)

Remaining

Construction

Project Description Commitment
02029 USU METTIIL LIDIATY ..coitiiiiiiiieieeieeee ettt et ettt ettt st et e sane e seneesaaeebeeenee $ 22,208
01074 New Legislative BUildings.......c.cueoruiiiiiirieiierieeiteeeeee ettt ettt ettt s eebee e 18,492
01020 Four Campus CLaSSTOOIS ...c..veiruiiiiienitteniieeieesiteeieesteestteebee sttt esteesabeesateebeesaseesaeesbeessnesnseenseesnnes 11,146
02156 State Capitol Parking SIUCIUTE.........ccueviriiriiiiiiieeeteeceeeeteeeee et 9,306
00018 Dixie College — Eccles Fine Arts Center .... 7,883
01312 SUU — New Student HOUSING ...c..eeoveriiriiriiiinicieeieenteeetesteeet ettt sttt 7,663
02015 Washington County Youth Corrections FaCility.........coceevieririiininniininiiniiicneeeceeeeeeeeeeee 5,622
99219 USU Edith Bowen School Renovation 3,372
02042 U of U — Health Sciences Education Building...........ccocieriiiiniiiiiiniiiiniiiieeeieeieeiee e 2,629
00253 Snow College — Performing Arts BUilding ........cocceeviiiniiiiiiniiiieieeeeeeeeeee e 2,281
01009 U of U — Moran Eye Center Phase II 2,146
02149 WSU — Lampros Hall RENOVALION .....c..evuiiriiriiiiniieiirieieniteriesiteeeetete ettt 1,909
02032 U of U — Marriott Library RENOVAtiON .........cocuevuiiiiriiiininiereeienieeieseeeet ettt 1,682
97097 State Capitol Remodel Planning/Design 1,484
00269 UVSC — Wasatch Campus BUilding.........cocueveeviiriinieniiiiinieneeeeeeseeeeeee et 1,469
98239 State Hospital — Rampton Bldg Phase I1........ccccooiiiiiiiiiiiiiee e 1,376
— ATLOTNETS ..ottt ettt ettt et b e sttt ettt be sttt a et nen 18,429
TOtal COMIMEEIMENES ......veveeeeieteteeeteieaetetetetetesesttetetesetesesesesesseseseseseneaeesesesesesenesssessesesesenensesesas $ 119,097
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NOTE 9. LEASE COMMITMENTS

The State leases office buildings and office and computer
equipment. Although the lease terms vary, most leases are subject to
annual appropriations from the State Legislature to continue the
lease obligations. If an appropriation is reasonably assured, leases
are considered noncancellable for financial reporting purposes.

Leases that in substance are purchases are reported as capital lease
obligations. In the government-wide financial statements and
proprietary fund financial statements, assets and liabilities resulting
from capital leases are recorded at the inception of the lease at either
the lower of fair value or the present value of the future minimum
lease payments. The principal portion of lease payments reduces the
liability, and the interest portion is expensed.

On the governmental fund financial statements, both the principal
and interest portions of capital lease payments are recorded as
expenditures of the applicable governmental function.

The primary government’s capital lease payments were $2.18 million
in principal and $1.102 million in interest for fiscal year 2003. The

historical cost and accumulated depreciation of the primary
government’s assets acquired through capital leases were $21.125
million and $6.142 million, respectively, as of June 30, 2003.

Operating leases contain various renewal options, as well as some
purchase options. However, due to the nature of the leases, they do
not qualify as capital leases and the related assets and liabilities are
not recorded. Any escalation clauses, sublease rentals, and
contingent rents were considered immaterial to the future minimum
lease payments and current rental expenditures. Operating lease
payments are recorded as expenditures or expenses when paid or
incurred.

Operating lease expenditures for fiscal year 2003 were
$26.473 million for the primary government and $16.532 million for
component units. For fiscal year 2002, the operating lease
expenditures were $31.163 million for the primary government and
$17.609 million for component units. Future minimum lease
commitments for noncancellable operating leases and capital leases
as of June 30, 2003, were as follows:

Future Minimum Lease Commitments
(Expressed in Thousands)

Operating Leases Capital Leases
Primary Component Primary Component
Fiscal Year Government Units Total Government Units Total

2004......ccoieinnne $ 19,540 $ 15427 $ 34,967 $ 2,075 $ 16,536 $ 18,611
2005...cieiieieennene 15,342 13,844 29,186 2,082 12,168 14,250
2006..... 12,349 12,124 24,473 2,078 8,868 10,946
2007..... 7,805 19,227 27,032 1,996 6,393 8,389
2008........... 4,050 8,948 12,998 1,927 5,082 7,009
2009-2013..... 9,886 22,896 32,782 5,217 43,473 48,690
2014-2018..... 6,318 380 6,698 2,029 580 2,609
2019-2023..... 2,595 206 2,801 940 — 940
2024-2028........... 110 137 247 423 — 423
2029-2033........... — 28 28 — — —
Total Future

Minimum Lease

Payments $ 77,995 $ 93217 $171,212 18,767 93,100 111,867
Less Amounts Representing Interest ..........ccoceevueerveeneennen. (5,921) (18,857) (24,778)
Present Value of Future Minimum Lease Payments............. $ 12,846 $ 74,243 $ 87,089
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NOTE 10. LONG-TERM LIABILITIES

A. Changes in Long-term Liabilities

Changes in long-term liabilities for the year ended June 30, 2003, are presented in the following schedule. As referenced below, certain long-
term liabilities are discussed in other Notes to the Financial Statements.

Long-term Liabilities
(Expressed in Thousands)

Amounts
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental Activities
General Obligation Bonds .........ccccceevevieeeincnenene $ 1,474,400 $ 660,505 $ (511,225) $ 1,623,680 $ 111,810
State Building Ownership Authority
Lease Revenue Bonds.........ccoooevvveviiiiiiiinnenennnnn. 342,378 1,302 (12,143) 331,537 12,728
Net Unamortized Premiums/(Discounts)................ 27,642 87,756 (7,963) 107,435 —
Deferred Amount on Refunding — (15,828) 1,790 (14,038) —
Capital Leases (NOte 9) .....covvveevierieeiniennieenieeneee 15,026 — (2,180) 12,846 1,072
Compensated Absences (Notes 1 and 18)............... 135,541 52,069 (52,864) 134,746 58,503
Postemployment Benefits (Note 18) 213,633 15,410 (12,601) 216,442 12,615
Claims (NOtE 19) ..ooveeeeieeieeeeeeeee e 46,814 5,674 (8,829) 43,659 10,860
Arbitrage Liability (Note 1).....cccevveeveneinenensienenne 99 4 — 103 —
Total Governmental Long-term Liabilities ................. $ 2,255,533 $ 806,892 $ (606,015) $ 2,456,410 $ 207,588
Business-type Activities
Revenue Bonds..........cocveeveeveeecieceieeceeeeeeeeenen. $ 1,231,460 $ 119,750 $  (37,605) $ 1,313,605 $ 6,158
State Building Ownership Authority
Lease Revenue Bonds.........ccoovvvveeeiiiiiiineeenennnn. 22,858 — 517) 22,341 917
Net Unamortized Premiums/(Discounts) 269 — 4) 265 —
Capital Leases (NOt€ 9) ......ooveevveenieriieenienieennene 96 — (96) — —
Arbitrage Liability (Note 1).....cccceevevierveneeiennenen. 36,830 16,066 (12) 52,884 1,116
Total Business-type Long-term Liabilities.................. $ 1,291,513 $ 135816 $ (38234) $ 1,389,095 $ 8,191
Component Units
Revenue Bonds..........ccceeevieviiiciieeiiecieecieeeeeeen. $ 1,574,607 $ 352,540 $ (273,565) $ 1,653,582 $ 257,769
Net Unamortized Premiums/(Discounts)................ 92 310 3) 399 —
Capital Leases/Contracts Payable (Notes 9 and 10) 80,920 10,514 (13,645) 77,789 12,984
Notes Payable........ccceveevienienienieiieeesieeieseeee e 25,543 14,923 (7,449) 33,017 3,983
Claims (NOtE 19) ..ooovveereeeeeeeeeeeee e 79,895 341,365 (341,006) 80,254 40,604
Leave/Postemployment Benefits (Notes 1 and 18). 66,722 18,733 (17,587) 67,868 17,933
Total Component Unit Long-term Liabilities ............. $ 1,827,779 $ 738,385 $ (653,255) $ 1,912,909 $ 333,273

Compensated absences and postemployment benefits liabilities of governmental activities are liquidated in the General Fund, Uniform School
Fund, or Transportation Fund according to the applicable employing state agency. Claims liabilities of governmental activities are liquidated

in the Risk Management Internal Service Fund.

In the beginning balances column above, claims liabilities of the governmental activities was reduced by $79.895 million and claims
liabilities of component units was increased by $79.895 million from the amounts reported in the prior year. These adjustments were due to
the Public Employees Health Program being reclassified from an internal service fund to a discrete component unit as described in Note 1.A.

B. General Obligation Bonds

The State issues general obligation bonds to provide funds for
acquisition, construction, and renovation of major capital
facilities and for highway construction. In addition, general
obligation bonds have been issued to refund general obligation
bonds, revenue bonds, and capitalized leases. General obligation
bonds are secured by the full faith and credit of the State. Debt
service requirements are provided by legislative appropriation
from the State’s general tax revenues. As of June 30, 2003, the
State had $28.6 million and $32.4 million of authorized but
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unissued general obligation building and highway bond
authorizations remaining, respectively.

During fiscal year 2003 the State issued $253.1 million Series
2002 B general obligation refunding bonds. The proceeds were
used to advance refund portions of the 1997 E, 1997 F, and
1998A general obligation bonds. The State also issued $407.4
million Series 2003 A general obligation bonds. The proceeds
were used to refund $150 million of variable rate bonds, provide
funds for certain highway projects, and various other construction
projects.
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General obligation bonds payable consist of the following:

General Obligation Bonds Payable
(Expressed in Thousands)

Date Maturity Interest Original Balance
Bond Issue Issued Date Rate Issue June 30, 2003
1997 A-E Highway/Capital Facility Issue........ 07/01/97 2001-2007 4.80% to 5.50% $ 200,000 $ 80375
1997 F Highway ISSU€......cocoveeeieirieiiiciene. 08/01/97 2001-2007 5.00% to 5.50% $ 205,000 78,375
1998 A Highway/Capital Facility Issue ............ 07/07/98 2001-2008 5.00% $ 265,000 122,225
1999 E Capital Facility Issue ......c..ccccoceverennenn 07/01/99 2004 4.50% $ 38,000 38,000
2001 A Capital Facility Issue.................. 01/24/01 2004 4.00% $ 15,000 15,000
2001 B Highway/Capital Facility Issue 07/02/01 2004-2014 4.50% $ 348,000 348,000
2002 A Highway/Capital Facility Issue 06/27/02 2003-2015 3.00% to 5.25% $ 281,200 281,200
2002 B Refunding IsSue........cccoeerveeeeencane . 07/31/02 2004-2012 3.00% to 5.38% $ 253,100 253,100
2003 A Highway/Capital Facility Issue ............ 06/26/03 2005-2016 2.00% to 5.00% $ 407,405 407,405
Total General Obligation
Bonds Outstanding.........cccceeveevveeennenn. 1,623,680
Plus Unamortized Bond Premium............. 104,113
Less Deferred Amount on Refunding........ (14,038)
Total General Obligation
Bonds Payable..........ccooeeirieinieeniene. $ 1,713,755
General Obligation Bond Issues
Debt Service Requirements to Maturity
For Fiscal Years Ended June 30
(Expressed in Thousands)
Principal
1997 A-E 1998 A 2001 B
Highway/ 1997 F Highway/ 1999 E 2001 A Highway/
Fiscal Capital Highway Capital Capital Capital Capital
Year Facility Bonds Facility Facility Facility Facility
2004 .............. $ 45425 $ 14,075 $ 38,150 $ — $ — $ —
2005 5,175 14,825 14,975 38,000 15,000 41,425
2006 9,350 15,625 15,850 — — 34,900
2007 .... 9,925 16,475 16,775 — — 33,250
2008 .............. 10,500 17,375 17,750 — — 34,650
2009-2013 .... — — 18,725 — — 165,700
2014-2018 .... — — — — — 38,075
Total ...... $ 80,375 $ 78,375 $ 122,225 $ 38,000 $ 15,000 $ 348,000
Continues Below
Principal
2002 A 2003 A
Highway/ 2002 B Highway/ Total Total
Fiscal Capital Refunding Capital Principal Interest Amount
Year Facility Bonds Facility Required Required Required
2004 .............. $ 14,160 $ — $ — $ 111,810 $ 74291 $ 186,101
2005 4,850 2,035 — 136,285 67,781 204,066
2006 45,740 205 1,095 122,765 61,729 184,494
2007 .o 48,075 160 7,775 132,435 55,145 187,580
2008 .............. 50,575 120 12,825 143,795 47,991 191,786
2009-2013 .... 23,600 250,580 238,125 696,730 135,914 832,644
2014-2018 .... 94,200 — 147,585 279,860 20,013 299,873
Total ...... $ 281,200 $ 253,100 $ 407,405 $ 1,623,680 $ 462,864 $ 2,086,544
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C. Revenue Bonds

Revenue bonds payable consist of those issued by the Utah State
Building Ownership Authority, the Utah State Board of Regents
Student Loan Purchase Program, the State’s Water Loan Programs,
the Utah Housing Corporation, and the various colleges and
universities. These bonds are not considered general obligations of
the State.

Governmental Activities

The Utah State Building Ownership Authority (SBOA) has issued
bonds for the purchase and construction of facilities to be leased to
state agencies. The bonds are secured by the facilities, and
repayment is made from lease income. The outstanding bonds
payable at June 30, 2003, are reported as a long-term liability of the
governmental activities, except for $21.362 million and $1.19
million which are reported in Alcoholic Beverage Control Fund,
and Utah Correctional Industries Fund (nonmajor enterprise funds),
respectively. These portions are reported as liabilities of the
business-type activities on the government-wide statement of net
assets.

During fiscal year 2003, the average interest rate for the SBOA
Series 2001 C variable rate bonds was 1.25 percent, there is no
stated minimum rate, but the maximum rate is 12 percent. The rate
on the bond is reset weekly by the remarketing agent and fluctuates
with the general changes in interest rates and the demand for these
particular securities. In the applicable debt service requirements to
maturity schedule, the interest rate used to project debt service
requirements was 1.05 percent, which was the rate in effect at
yearend.

Revenue bonds payable consist of the following:

Business-type Activities

The Utah State Board of Regents Student Loan Purchase Program
bonds were issued to provide funds for student loans and are
secured by all assets of the Board of Regents Revenue Bond Fund
and by the revenues and receipts derived from such assets. The
Board of Regents has also issued a revenue bond for an office
facility secured by funds within the Board of Regents budget, that
would otherwise be expended for rent.

The Student Assistance Programs have $240.555 million of bonds
bearing interest at an adjustable rate, which is determined weekly
by a remarketing agent. The Programs also have adjustable rate
bonds which are set by an auction procedure every 28 days in the
amount of $312.1 million and $657.35 million of bonds which are
auctioned every 35 days.

The State’s water loan programs have issued revolving loan
recapitalization program bonds to provide capital for the State’s
revolving loan programs, and subsequently has refunded one of
the bonds. The bonds are secured by and repayment is made from
the collection of the revolving loan programs’ notes receivables.

Discrete Component Units

The Utah Housing Corporation bonds were issued to provide
sources of capital for making housing loans to persons of low or
moderate income. The bonds are secured by mortgages, and
repayments are made from the mortgage payments.

The colleges and universities issue bonds for various purposes,
including student housing, special events centers, and student
union centers. The bonds are secured by the related assets,
student building fees, and other income of certain college
activities.

Revenue Bonds Payable — Component Units
(Expressed in Thousands)

Date Maturity Interest Original Balance
Bond Issue Issued Date Rate Issue June 30, 2003
Utah Housing Corporation Issues............... 1985-2003 2003-2045 1.5% to 10.55% $ 2,438,147 $ 1,291,661
Colleges and Universities variable and
Revenue Bonds........ccceevvevenieeinnieeiennen. 1987-2003 2003-2031 1.9% to 8.49% $ 476,925 361,921
Total Revenue Bonds Outstanding...... 1,653,582
Colleges and Universities
Plus Unamortized Bond Premium .......... 399
Total Revenue Bonds Payable ............ $ 1,653,981
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Revenue Bonds Payable — Primary Government
(Expressed in Thousands)

Date Maturity Interest Original Balance
Bond Issue Issued Date Rate Issue June 30, 2003
Governmental Activities
SBOA Lease Revenue Bonds:

Series 1992 A 07/15/92 1993-2011 5.30% to 5.75% $ 26,200 $ 15,785

Series 1992 B 07/15/92 1994-2011 4.00% to 6.00% $ 1,380 860

Series 1993 A 12/01/93 1995-2013 4.50% to 5.25% $ 6,230 3,965

Series 1993 B 12/01/93 19952014 4.50% to 5.25% $ 8,160 5,430

Series 1994 A 09/01/94 1995-2005 5.00% to 6.25% $ 27,465 3,375

Series 1995 A 07/01/95 1996-2007 5.00% to 5.75% $ 92,260 15,295

Series 1996 A 07/01/96 1997-2007 5.50% to 6.00% $ 42,895 7,145

Series 1996 B 11/01/96 1999-2013 5.00% to 5.40% $ 16,875 12,550

Series 1998 A 07/01/98 1999-2020 3.75% to 5.25% $ 24,885 15,865

Series 1998 B Capital Appreciation ..... 07/22/98 2005 4.65% $ 23,091 28,978

Series 1998 C 08/15/98 2000-2019 3.80% to 5.50% $ 101,557 101,374

Series 1999 A 08/01/99 2001-2021 5.25% to 5.50% $ 6,960 6,555

Series 2001 A 11/21/01 2005-2021 4.00% to 5.00% $ 69,850 69,850

Series 2001 B 11/21/01 2002-2024 3.00% to 5.75% $ 14,240 14,210

Series 2001 C 11/21/01 2005-2021 variable $ 30,300 30,300
Total Lease Revenue Bonds Outstanding.. 331,537
Plus Unamortized Bond Premium............. 3,322

Total Lease Revenue Bonds Payable..... $ 334,859
Business-type Activities
Student Assistance Programs:

Series 1988 and 1993 Board of Regents

Student Loan Indentures.................... 1988-2003 1998-2041 Variable and $1,333,015 $ 1,303,135
4.45% t0 6.10%

Office Facility Bond Fund..................... 02/01/02 2003-2022 3.50% to 5.13% $ 8,095 7,830
Total Revenue Bonds Outstanding ............ 1,310,965
Plus Unamortized Bond Premium............. 54
Total Revenue Bonds Payable................... $ 1,311,019
Water Loan Programs:

Series 1992 A Revolving Loan

Recapitalization Program.................. 04/15/92 1993-2004 4.00% to 6.60% $ 5,065 $ 575

Series 1995 Water Refunding................ 10/04/95 1996-2005 5.13% $ 8,430 2,065
Total Revenue Bonds Payable................... $ 2,640
SBOA Lease Revenue Bonds:

Series 1994 A 09/01/94 1995-2005 5.00% to 6.25% $ 3,450 $ 325

Series 1995 A 07/01/95 1996-2007 5.00% to 5.70% $ 740 140

Series 1996 A 07/01/96 1998-2007 5.50% to 6.00% $ 1,830 310

Series 1997 A 12/01/97 1999-2018 4.60% to 5.13% $ 4,150 3,510

Series 1998 A 07/01/98 1999-2020 3.75% to 5.25% $ 825 700

Series 1998 C 08/15/98 2000-2019 3.80% to 5.50% $ 3,543 3,536

Series 1999 A 08/01/99 2001-2020 5.25% to 5.50% $ 2,495 2,280

Series 2001 B 11/21/01 2004-2023 3.25% t0 5.25% $ 11,540 11,540
Total Lease Revenue Bonds Outstanding.. 22,341
Plus Unamortized Bond Premium............. 211
Total Lease Revenue Bonds Payable......... $ 22,552

Total Lease Revenue/

Revenue Bonds Payable.................... $ 1,336,211
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Revenue Bond Issues — Primary Government
Debt Service Requirements to Maturity
For Fiscal Years Ended June 30
(Expressed in Thousands)

Principal

1992 A 1992 B 1993 A 1993 B 1994 A 1995 A
1992 A Utah State  Utah State Utah State  Utah State = Utah State Utah State
Student Revolving Building Building Building Building Building Building

Fiscal Assistance Loan Recap Ownership Ownership Ownership Ownership Ownership Ownership
Year Programs Program Authority  Authority = Authority = Authority = Authority  Authority
$ 4575 $ 575 $ 1,380 $ 75 $ 315 $ 380 $ 1,805 $ 3,575
8,275 — 1,460 30 330 395 1,895 3,760
23,295 — 1,545 85 345 415 — 3,945
5,530 — 1,640 90 360 440 — 4,155
94,765 — 1,735 95 380 460 — —
2009-2013..... 50,225 — 8,025 435 2,235 2,705 — —
2014-2018..... 36,280 — — — — 635 — —
2019-2023..... 5,865 — — — — — — —
2024-2028..... 215,000 — — — — — — —
2029-2033..... 190,555 — — — — — — —
2034-2038...... 364,500 — — — — — — —
2039-2043..... 312,100 — — — — — — —
Total....... $1,310,965 $ 575 $ 15,785 $ 860 $ 3,965 $ 5,430 $ 3,700 $ 15,435

Continues Below

Principal
1996 A 1996 B 1997 A 1998 A 1998 B 1998 C 1999 A
Utah State  Utah State Utah State  Utah State  Utah State  Utah State  Utah State
1995 Building Building Building Building Building Building Building

Water Ownership Ownership Ownership Ownership Ownership Ownership Ownership
Refunding  Authority  Authority = Authority = Authority = Authority = Authority  Authority

$ 1,005 $ 1,720 $ 995 $ 160 $ 2485 $ — $ 50 $ 310

1,060 1,820 1,040 170 2,615 28,978 55 330

— 1,905 1,095 180 705 — 1,120 345

— 2,010 1,150 190 735 — 1,170 365

— — 1,205 195 775 — 7,715 380

2009-2013..... — — 7,065 1,140 4,420 — 44,255 2,245
2014-2018..... — — — 1,475 4,550 — 48,275 2,910
2019-2023..... — — — — 280 — 2,270 1,950
2024-2028..... — — — — — — — —
2029-2033..... — — — — — — — —
2034-2038..... — — — — — — — —
2039-2043..... — — — — — — — —
Total....... $ 2,065 $ 7455 $ 12,550 $ 3,510 $ 16,565 $ 28,978 $104,910 $ 8,835

Continues Below
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Revenue Bond Issues — Primary Government (continued)
Debt Service Requirements to Maturity
For Fiscal Years Ended June 30
(Expressed in Thousands)

Principal
2001 A 2001 B 2001 C
Utah State Utah State Utah State
Building Building Building Total Total

Fiscal Ownership Ownership Ownership Principal Interest Amount
Year Authority Authority Authority Required Required Required
2004 .... $ — $ 395 $ — $ 19,800 $ 34,692 $ 54492
2005 .... 2,000 865 2,100 57,228 36,250 93,478
2006 .... 3,175 895 1,100 40,150 32,330 72,480
2007 .... 3,125 935 1,300 23,195 30,195 53,390
2008 3,250 965 1,400 113,320 28,621 141,941
20092013 ........ 18,300 5,460 8,100 154,610 116,257 270,867
20142018 ........ 23,150 6,705 9,700 133,680 86,312 219,992
2019-2023 ........ 16,850 8,485 6,600 42,300 65,776 108,076
2024-2028 ........ — 1,045 — 216,045 56,809 272,854
2029-2033 ........ — — — 190,555 48,421 238,976
2034-2038 ........ — — — 364,500 29,718 394,218
20392043 ........ — — — 312,100 7,622 319,722

Total .......... $ 69,850 $ 25,750 $ 30,300 $ 1,667,483 $ 573,003 $ 2,240,486

Revenue Bond Issues — Component Units
Debt Service Requirements to Maturity
For Fiscal Years Ended June 30
(Expressed in Thousands)

Principal
Utah University Utah Nonmajor Total Total

Fiscal Housing of State Component Principal Interest Amount

Year Corporation Utah University Units Required Required Required
$ 243,280 $ 8,009 $ 2,080 $ 4,400 $ 257,769 $ 73,838 $ 331,607
23,278 8,659 2,926 4,660 39,523 72,959 112,482
28,930 9,289 3,069 4,910 46,198 70,909 117,107
31,566 9,855 2,750 4,370 48,541 68,660 117,201
33,565 9,975 2,858 4,625 51,023 66,258 117,281
155,717 56,394 16,298 22,375 250,784 292,493 543,277
142,194 50,452 14,493 14,570 221,709 231,607 453,316
175,203 44,661 91 11,120 231,075 170,653 401,728
212,799 35,484 — 3,050 251,333 105,759 357,092
184,857 8,258 — 2,240 195,355 41,460 236,815
39,407 — — — 39,407 9,916 49,323
16,675 — — — 16,675 3,734 20,409
4,190 — — — 4,190 232 4,422

$ 1,291,661 $ 241,036 $ 44565 $ 76,320 $ 1,653,582 $ 1,208,478 $ 2,862,060
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D. Conduit Debt Obligations

In 1985, the State Board of Regents authorized the University of
Utah to issue Variable Rate Demand Industrial Development
Bonds for the University Park Hotel, a limited partnership
separate from the University. The bonds are payable solely from
revenues of the University Park Hotel. The bonds do not
constitute a debt or pledge of the faith and credit of the University
of Utah or the State and, accordingly, have not been reported in
the accompanying financial statements. At June 30, 2003, $7.4
million of Variable Rate Demand Industrial Development Bonds
are outstanding.

E. Demand Bonds

The State Building Ownership Authority issued $30.3 million
Series 2001 C variable rate demand lease revenue bonds. The
bonds are subject to purchase upon not less than seven days
notice of tender from the bondholder or in case the bonds cannot
be remarketed. The remarketing agent is paid a fee of 5 basis
points of the bonds outstanding on a quarterly basis.

In the case that the bonds cannot be remarketed, the SBOA has an
irrevocable direct-pay letter of credit with Landesbank Hessen-
Thuringen Girozentrale (Helaba) acting through its New York
Branch in the amount of $30.828 million, which is an amount
sufficient to pay principal and 53 days of accrued interest at
12 percent. In consideration for the letter of credit, Helaba
receives a fee of 17.5 basis points paid on a quarterly basis. The
letter of credit expires on November 21, 2004, and as of June 30,
2003, the SBOA has not had to draw any funds for bondholder
tenders or a failed remarketing.

The letter of credit also has a takeout provision for bonds that
allows the SBOA to pay the bonds that Helaba holds (bank
bonds) over a five-year period in approximately equal payments.
The rate in effect for bank bonds for the first 90 days is the base
rate, which is the higher of the Federal Funds rate plus 50 basis
points or the Prime Rate, up to a maximum of 12 percent per
annum. The interest rate for bank bonds held longer than 90 days
is the base rate plus 2 percent. If the takeout provision were in
effect and assuming all the bonds were not remarketed, the SBOA
would pay debt service of $8.406 million a year for five years,
based on the maximum rate.

The Student Loan Purchase Program had $240.555 million of
demand bonds outstanding at June 30, 2003, subject to purchase
on the demand of the holder at a price equal to principal plus
accrued interest, on seven days notice and delivery to the Board’s
remarketing agent.

In the event bonds cannot be remarketed, the Board has standby
bond purchase agreements and a letter of credit agreement
sufficient to pay the purchase price of bonds delivered to it. The
Board pays quarterly fees to maintain the standby bond purchase
agreements and letter of credit on the demand bonds.

An unused irrevocable direct-pay letter of credit expiring
November 15, 2004, in the amount of $37.462 million supports
the Series 1993 A bonds of $35 million. Standby bond purchase
agreements of $110.677 million expiring November 15, 2005
support the Series 1988 C and 1995 L bonds of $104.5 million, and
$108.42 million expiring May 16, 2005, support the Series 1996
Q and 1997 R bonds of $101.055 million. As of June 30, 2003,
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the Board had not drawn any funds under the standby bond
purchase agreements or the letter of credit.

The University of Utah (component unit) Series 1997 A bonds in
the amount of $16.39 million currently bear interest at a weekly
rate in accordance with bond provisions. When a weekly rate is in
effect, the Series 1997 A bonds are subject to purchase on the
demand of the holder at a price equal to principal plus accrued
interest on seven days notice and delivery to the University’s tender
agent. The interest requirement for the Series 1997 A Bonds is
calculated using an interest rate of 1.05 percent, which is the rate in
effect of June 30, 2003.

In the event the bonds cannot be remarketed, the tender agent is
required to draw on an irrevocable letter of credit to pay the
purchase price plus accrued interest on the bonds delivered to it.
The letter of credit with the Bank of Nova Scotia is valid through
July 30, 2005. As of June 30, 2003, the University had not drawn
any funds under the letter of credit.

F. Capital Appreciation Bonds

On August 15, 1998, the Utah State Building Ownership Authority
issued $23.091 million of 1998 Series B Capital Appreciation lease
revenue bonds. The interest on the bonds is accreted and added to
the bonds payable. The accretion for the year ended June 30, 2003,
was $1.302 million, and at June 30, 2003, the total capital
appreciation bonds payable including accreted interest was $28.978
million.

G. Defeased Bonds and Bond Refunding

The State issued on July 31, 2002, $253.1 million General
Obligation Refunding Bonds Series 2002 B to advance refund
$77.675, $100.675, and $85.325 million of Series 1997 E, 1997
F, and 1998 A General Obligation Bonds, respectively. The
principal amount of the refunding bonds, $26.269 million of
original issue premium, and $513 thousand of other monies were
paid to an escrow agent to be placed in an irrevocable trust
account to provide for the debt service payments on the refunded
bonds. Accordingly, the trust account assets and the liability for
the defeased bonds are not included in the Statement of Net
assets. At June 30, 2003, $263.675 million of general obligation
bonds outstanding are considered defeased. The State did not
have any prior defeased general obligation bonds outstanding.

The advance refunding transaction resulted in a difference
between the reacquisition price and the net carrying amount of
the old debt of $15.828 million. This difference, reported in the
Statement of Net Assets as a deduction from bonds payable, is
being charged to operations through fiscal year 2012, using the
bonds outstanding method, which approximates the effective
interest method. The refunding reduced the State’s aggregate debt
service payments by $5.965 million over ten years and resulted in
an economic gain (difference between the present values of the
old and new debt service payments) of $5.745 million.

The State issued on June 26, 2003, $407.405 million General
Obligation Bond Series 2003 A and used $150 million of the
proceeds to currently refund $150 million of its remaining Series
1999 A & C Variable Rate General Obligation Bonds to lock in a
fixed long-term rate. The variable rate bonds had no minimum
interest rate, but had a maximum interest rate of 10 percent; the
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refunding bonds have an effective interest rate of 2.76 percent.
Because the refunded debt had a variable rate, no attempt has
been made to calculate the cash flow savings or economic savings
related to this transaction.

On September 24, 2002, the Student Loan Purchase Program
issued the Series 2002 X student loan revenue bonds at par to
refund $3.25 million of Series 1993 B bearing interest at 5.25
percent and maturing on November 1, 2002 and $32.595 million
of Series 1992 H bearing interest rates of 6.10 percent to 6.70
percent, and maturing between November 1, 2002 and November
1, 2015. The program paid a $558 thousand premium to call the
1992 H bonds maturing on or after November 1, 2003. All of the
bonds were paid or redeemed on November 1, 2002. Because the
variable rate refunding issue has no stated minimum or maximum
interest rate, no attempt has been made to disclose cash flow
savings or economic gain. Due to the risk that variable interest
may rise, there is no guarantee that the Student Loan Purchase
Program will achieve an economic gain on this transaction. The
Student Loan Purchase Program did not have any defeased bonds
outstanding prior to the current year refunding.

In prior years, the State defeased certain revenue bonds by
placing the proceeds of new bonds and other monies available for
debt service in irrevocable trusts to provide for all future debt
service payments on the old bonds. Accordingly, the trust account
assets and the liability for the defeased bonds are not included in

the Statement of Net Assets. At June 30, 2003, $105.615 million
revenue bonds outstanding are considered defeased.

In prior years, component units defeased certain revenue bonds
by placing the proceeds of new bonds and various bond reserves
in irrevocable trusts to provide for all future debt service
payments on the old bonds. Accordingly, the trust account assets
and the liability for the defeased bonds are not included in the
component unit column on the Statement of Net Assets. At
June 30, 2003, $34.467 million of college and university bonds
outstanding and $6.25 million Utah Housing Corporation bonds
outstanding are considered defeased.

H. Contracts Payable

Component unit capital leases/contracts payable include $3.581
million in life annuity contracts.

I.  Notes Payable

The notes payable balance consists of notes issued by component
units for the purchase of buildings and equipment. The notes bear

various interest rates and will be repaid over the next 30 years.
They are secured by the related assets.

Notes Payable Debt Service Requirements to Maturity
Component Units
For Fiscal Years Ending June 30
(Expressed in Thousands)

Principal

University Utah Nonmajor Total Total
Fiscal of State Component Principal Interest Amount
Year Utah University Units Required Required Required
$ 458 $ 2,140 $ 1,385 $ 3983 $ 1,296 $ 5279
478 706 514 1,698 1,495 3,193
419 748 432 1,599 1,440 3,039
357 735 427 1,519 1,359 2,878
388 761 908 2,057 1,468 3,525
2,503 3,461 2,539 8,503 5,123 13,626
3,796 2,207 1,309 7,312 2,988 10,300
2019-2023 ..o 2,285 3,003 678 5,966 785 6,751
2024-2028 ..o — — 360 360 45 405
2029-2033 ..o — — 20 20 — 20
Total ..ceeeeeeeeeeee $ 10,684 $ 13,761 $ 8572 $ 33,017 $ 15999 $ 49,016
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J.  Debt Service Requirements for Derivatives

Swap Payments and Associated Debt — As explained in Note
3.D., Utah Housing Corporation (major component unit) had
entered into pay-fixed, receive-variable interest rate swaps as of
June 30, 2003. Using rates as of June 30, 2003, debt service

requirements of the Corporation’s outstanding variable-rate debt
and net swap payments are summarized below (in thousands). As
rates vary, variable-rate bond interest payments and net swap
payments will vary. The principal, interest and net swap interest
are included in the Component Unit debt service schedule
presented on page 82 for Utah Housing Corporation.

Utah Housing Corporation
Swap Payments and Associated Debt
For Fiscal Years Ending June 30

(Expressed in Thousands)

Variable Rate Bonds Interest
Fiscal Rate

Year Principal Interest Swaps, Net Total
$ 13,020 $ 3,893 $ 13,722 $ 30,635
6,600 3,755 13,854 24,209
6,430 3,685 13,569 23,684
5,920 3,617 13,300 22,837
5,520 3,555 13,057 22,132
21,890 16,951 62,074 100,915
2014-2018 ..oovveeieieeieieeiene 23,560 15,852 57,629 97,041
2019-2033 ..coeeiieieeieeeee 50,285 14,081 50,549 114,915
2024-2028 88,830 10,568 37,087 136,485
2029-2033 124,990 4,811 15,408 145,209
2034-2035 .o 12,695 153 266 13,114
Total ..coevveeeeiieierieicens $ 359,740 $ 80,921 $ 290,515 $ 731,176
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NOTE 11.  GOVERNMENTAL FUND BALANCES —
RESERVED AND DESIGNATED

The State’s reserved fund balances represent: 1) Nonlapsing
Appropriations which include continuing appropriations or
nonlapsing funds, encumbrances for construction contracts in the
capital projects funds, and limited encumbrances in the general

and special revenue funds; or 2) Restricted Purposes which
include fund balances that are legally restricted for other
purposes, assets restricted by bond agreements or other external
restrictions, and those portions of fund balance that are not
available for appropriation or expenditure, such as loans to
internal service funds. A summary of the nature and purpose of
these reserves by fund type at June 30, 2003, follows:

Reserved Fund Balances
(Expressed in Thousands)

Nonlapsing Restricted Total
Appropriations Purposes Reserved
General Fund:
Legislature $ 2711 $ — $ 2711
Governor............... 4,660 1,750 6,410
Elected OfficialS .........cooovvuvvvieiiiiiiiieeeeeeens 2,219 1 2,220
Administrative SErvices.......cccvevvvvvvvvereeeennns 2,695 81 2,776
Tax Commission 6,900 11,181 18,081
Human Services.........cocveevvieeeeieeenciieeenienenn. 5,122 5,982 11,104
COITECHIONS ...veeeeiiieeeiieeeeiree e e e eivee e e 4,792 153 4,945
Public Safety... 2,768 7,486 10,254
COUIES ..ot ereeeane s 1,420 3,149 4,569
Health ......ooooooiiiiiieeeeeceeeeeeeeeeeee 3,820 5,757 9,577
Environmental Quality 1,731 1,592 3,323
Employment and Family Services................ — 9,097 9,097
Natural RESOUTICES..........covvvvvveiieieiiiiineeennn. 17,151 16,698 33,849
Community and Economic Development..... 3,916 2,435 6,351
Business, Labor, and Agriculture.................. 7,414 4,655 12,069
Industrial Assistance Account......... — 23,611 23,611
Loans to Internal Service Funds....... — 43,546 43,546
Tobacco Settlement Funds............... — 11,232 11,232
Oil Overcharge Funds.........ccccoccevinienenenee. — 7,806 7,806
Other Purposes ........ccoceeeeveneeneeiicneeneneene 242 7,207 7,449
Total ..oeeeevieiieeeeeeee s $ 67,561 $ 163,419 $ 230,980
Uniform School Fund:
Minimum School Program ...........c..cccceueuenee. $ 31,106 $ — $ 31,106
State Office of Education 5,594 — 5,594
School Building Program — 9,792 9,792
School Land Interest..........c.ccceeeeevveeenneeennnns — 8,458 8,458
TOtal ..eveeeevieeeeeeeeee s $ 36,700 $ 18,250 $ 54,950
Transportation Fund:
Transportation.... $ 2,449 $ — $ 2,449
Public Safety................ — 6,843 6,843
Corridor Preservation ............ccocoeeevveeeeeeenn. — 14,596 14,596
Aeronautical Programs ..........c.cceceevvenenenne. — 6,291 6,291
Salt Lake County Road Construction .. — 11,657 11,657
Salt Lake County Bond Proceeds ................. — 52,012 52,012
Total ..oooeevieieieieeeeee e $ 2,449 $ 91,399 $ 93,848
Centennial Highway Fund:
Bond Proceeds........c.oovevereeeeeecveeeeereereenennn $ — $ 109,266 $ 109,266
Trust Lands Fund:
Funds Held as Permanent Investments.......... $ — $ 404,991 $ 404,991
Other Governmental Funds:
Capital Projects......cceeeervereeneecieneenieneeiene $ 119,097 $ 53,216 $ 172,313
Debt Service .....oocveierieieiiiieeeieeeiee e — 8,897 8,897
Tobacco Settlement Funds..... — 12,177 12,177
Environmental Reclamation .. .. — 17,280 17,280
Other Purposes ........cocevveeeeneneencnicneneenne. — 4,881 4,881
TOtal ..o $ 119,097 $ 96,451 $ 215,548
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Designated Fund Balances
(Expressed in Thousands)

Uniform Other Total
General School Transportation  Governmental Governmental
Fund Fund Fund Funds Funds
Designated for:
Budgetary Reserve (Rainy Day) Account...  $ 26,546 $ — $ — $ — $ 26,546
Education Budget Reserve Account............ — 601 — — 601
Postemployment and Other Liabilities ....... 108,380 150,990 40,429 — 299,799
Fiscal Year 2004 Appropriations:
Line Item Appropriations ........cc...cecueee.e. 74 35,574 — — 35,648
Federal Jobs and Growth Relief Funds.... 14,316 — — — 14,316
Industrial Assistance Account ................. 5,169 — — — 5,169
Debt Service Requirements ... 1,531 — — — 1,531
Capital Projects.....c..ccceevereennene — — — 75,489 75,489
DeEDt SEIrviCe ..cooovvevvvviieeeeeceeee e — — — 7,107 7,107
Total .....ccooviviiiiiiecec $ 156,016 $ 187,165 $ 40,429 $ 82,596 $ 466,206

NOTE 12. DEFICIT NET ASSETS diseases on or after July 1, 1994, the employer or its insurance
carrier is liable for resulting liabilities.

Funds reporting a deficit total net assets position at June 30, 2003,
are (in thousands): The Petroleum Storage Tank Trust covers the clean-up costs of

leaks from state-approved underground petroleum storage tanks.

Private Purpose Trust Funds:
Employers’ Reinsurance ...........cccceeeeennenne $ 245278
Petroleum Storage Tank............ccoeevrveerinene $ 58,229

The deficit in the Employers’ Reinsurance Trust represents the
unfunded portion of the actuarial estimate of claims incurred. The
Employers’ Reinsurance Trust claims are funded from
assessments on workers’ compensation insurance. The Utah
Labor Commission sets the rate up to the maximum established
by the Legislature to keep current revenues at a level sufficient to
cover current cash disbursements. State law limits the State’s
liability to the cash or assets in the Employers’ Reinsurance Trust
only. State law also limits the Trust’s liability to claims resulting
from industrial accidents or occupational diseases occurring on or
before June 30, 1994. For claims resulting from accidents or

The assets in the fund are more than adequate to pay current
claims. Unfunded future claims will be funded by future
revenues.

Funds/activities reporting a deficit position in the unrestricted
portion of their net assets at June 30, 2003, are (in thousands):

Internal Service Funds:

Information Technology $ 1,228
General Services............ . $ 1,023
Fleet Operations ..........ccceveeeveerieeereesiennnnenes $ 28,622

The Internal Service Funds deficits are mainly due to the
significant investment in capital assets required for these
operations. The deficits will be covered by future charges for
services. Management may also seek rate increases to help reduce
these deficits.
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NOTE 13.  INTERFUND TRANSFERS

Transfers between funds occur when one fund collects revenue and transfers the assets to another fund for expenditure or when one fund provides
working capital to another fund. All transfers must be legally authorized by the Legislature through statute or an Appropriation Act. Interfund
transfers for the fiscal year ended June 30, 2003, are as follows (in thousands):

Transfers In:
Governmental Funds

Uniform Trans- Centennial Trust Nonmajor
General School portation Highway Lands Governmental
Fund Fund Fund Fund Fund Funds
Transfers Out:
General Fund.........c..occoenenenn $ — $ 1,565 $ 19,412 $ 48,795 10 $ 59471
Uniform School Fund.................. 17,584 — — — — 16,367
Transportation Fund..................... 31,483 — — 75,853 — 147
Centennial Highway Fund........... — — — — — 86,828
Nonmajor Governmental Funds .. 53,318 — — — — 3,739
Unemployment Compensation.... 2,369 — — — — —
Water Loan Programs.................. 2,808 — — — — —
Nonmajor Enterprise Funds ........ 35,681 — — — — —
Internal Service Funds................. 3,304 — — — — —
Total TransfersIn .............. $ 146,547 $ 1,565 $ 19,412 $ 124,648 10 $ 166,552
Continues Below
Enterprise Funds
Water Nonmajor Internal Total
Loan Enterprise Service Transfers
Programs Funds Funds Out
Transfers Out:
General Fund...........ccccoeniennnn $ 1,582 $ 15,039 $ 640 $ 146,514
Uniform School Fund.. — — — 33,951
Transportation Fund..................... — — — 107,483
Centennial Highway Fund........... — — — 86,828
Nonmajor Governmental Funds .. — — — 57,057
Unemployment Compensation .... — — — 2,369
Water Loan Programs.................. — — — 2,808
Nonmajor Enterprise Funds ........ — — — 35,681
Internal Service Funds................. — — — 3,304
Total TransfersIn .............. $ 1,582 $ 15,039 $ 640 $ 475995

Transfers from major governmental funds to nonmajor governmental funds are primarily for capital facility construction and debt service
expenditures. Transfers from the General Fund to nonmajor enterprise funds are primarily mineral lease royalties used to make loans and grants to
local governments through the Community Impact Loan Fund. Transfers from nonmajor enterprise funds to the General Fund are mostly liquor
profits from the Alcoholic Beverage Control Fund that are required by statute to be deposited in the General Fund. All other transfers are made to
finance various programs as authorized by the Legislature.

During fiscal year 2003, the Legislature authorized the following transfers to subsidize lower than expected revenues:
o $44.435 million from the Tobacco Endowment Fund (nonmajor governmental fund) to the General Fund.
¢ $3.304 million from the internal service funds to the General Fund.

In addition, the Legislature authorized payments to certain component units of the State. These amounts are reported as expenditures in both the
General Fund column of the Statement of Revenues, Expenditures, and Changes in Fund Balances—Governmental Funds and the Governmental
Activities column of the Statement of Activities. They are also reported as revenues in the Component Units column of the Statement of Activities:

e $607.55 million to the Colleges and Universities.

e $2.916 million to the Comprehensive Health Insurance Pool.

e $343 thousand to the Utah State Fairpark Corporation.
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NOTE 14. SPECIAL ITEM

The Utah Technology Finance Corporation (nonmajor component
unit) transferred $2.685 million to the State of Utah as part of the
Corporation’s liquidation proceedings.

NOTE 15. LITIGATION, CONTINGENCIES, AND
COMMITMENTS

A. Litigation

The State is involved in various legal actions arising in the ordinary
course of business. The State is vigorously contesting all of these
matters, but as of this date it is not possible to determine the
outcome of these proceedings. In the opinion of the Attorney
General and management, the ultimate disposition of these matters
will not have a material adverse effect on the State’s financial
position.

e  Members of the Navajo Nation allege the State of Utah has
mismanaged Navajo Nation Trust Fund monies. The plaintiffs
are seeking an accounting of the legitimacy of the fund’s
receipts and disbursements, and damages. If the State were
ultimately held liable, the estimated liability could be up to
approximately $50 million plus interest and attorneys’ fees.

e A uit filed by the United Mine Workers of America claims the
State Legislature wrongfully reallocated revenue generated from
the Utah Enabling Act’s Miners Hospital Grant lands to the
University of Utah Medical Center. The plaintiffs seek a
judgment requiring pay back of the diverted proceeds into a trust,
and requiring the trust to be used only on a hospital for miners. If
the State were ultimately held liable, the liability could range
from $1 million to $35 million.

e A suit was filed by a landowner alleging breach of contract by
the Utah State Armory Board and the Utah National Guard
related to the sale of property. The plaintiff seeks damages of
approximately $19 million plus attorneys’ fees.

e  There are currently three separate suits or claims pending
seeking refunds of taxes paid. In the event of adverse rulings
on all of these issues, including their certification as class-
action suits, the State estimates the liability could be as much
as $45 million.

e In addition to the items above, the State is contesting other
legal actions totaling approximately $22 million plus attorneys’
fees and interest in some cases.

B. Contingencies

e Financial and compliance audits (Single Audit) of federal
grants, contracts, and agreements were conducted under the
provisions of the Federal Office of Management and Budget’s
circulars. As a result of the audits, identified questioned costs
are immaterial. Other audit findings on noncompliance cannot
be estimated as to the potential liability. The Single Audit for
the fiscal year ended June 30, 2003, is in process and
management expects proposed disallowances to be immaterial.
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Management’s estimated liability for the Petroleum Storage Tank
Trust (private purpose trust fund) is highly sensitive to change
based on the short period of historical data and the uncertainties
in estimating costs. Since it is not possible to determine the
occurrence date of a leak in an underground storage tank, it is not
possible to estimate the number or the associated costs of leaks
that have not been detected.

The Utah Department of Transportation (UDOT) plans on
seeking reimbursement from the Federal Highway
Administration (FHWA) for approximately $20 million per year
for fiscal years 2004 through 2007. The State received $18.539
million in fiscal year 2003. The related costs were incurred by the
State as a result of the I-15 reconstruction project and were
originally paid using state funds. UDOT has not recorded an
accounts receivable for these future reimbursement requests
because the requests are contingent upon sufficient future federal
funds and federal obligation authority becoming available and
future approval by the FHWA.

The State is totally self-insured against liability claims and up
to $2.5 million in property claims. According to an actuarial
study and other known factors, $43.659 million exists as either
incurred but unfiled or unpaid claims. This amount is reported
as a liability of the Administrative Services Risk Management
Fund (internal service fund).

The Utah School Bond Guaranty Act (Utah Code Annotated,
1953, as amended, Sections 53A-28-101 to 402), which took
effect on January 1, 1997, pledges the full faith, credit, and
unlimited taxing power of the State to guaranty full and timely
payment of the principal and interest on general obligation bonds
issued by qualifying local school boards. The primary purpose of
the Guaranty Act is to reduce borrowing costs for local school
boards by providing credit enhancement for Guarantied Bonds.

In the event a school board is unable to make the scheduled
debt service payments on its Guarantied Bonds, the State is
required to make such payments in a timely manner. For this
purpose, the State may use any available monies, may use
short-term borrowing from the State Permanent School Fund
(part of the permanent Trust Lands Fund), or may issue short-
term general obligation notes. The local school board remains
liable to the State for any such payments on Guarantied Bonds.
Reimbursements to the State may be obtained by intercepting
payment of state funds intended for the local school board. The
State may also compel the local school board to levy a tax
sufficient to reimburse the State for any guaranty payments.

The State Superintendent of Public Instruction is charged with
monitoring the financial condition of local school boards and
reporting, at least annually, its conclusions to the Governor, the
Legislature, and the State Treasurer. The State Superintendent
must report immediately any circumstances which suggest a local
school board may not be able to pay its debt service obligations
when due. The State does not expect that it will be required to
advance monies for the payment of debt service on Guarantied
Bonds for any significant period of time.

Local school boards have $1.414 billion principal amount of
Guarantied Bonds outstanding at June 30, 2003. The State
cannot predict the amount of bonds that may be guarantied in
future years, but no limitation is currently imposed by the
Guaranty Act.
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e  The Attorney General of the State sued the tobacco industry for
medical costs related to smoking. The State of Utah has signed
on to a master settlement agreement along with 45 other states.
The major tobacco manufacturers and most smaller
manufacturers have joined the agreement. The State received
$32.643 million from tobacco companies in fiscal year 2003
and expects to receive approximately $27.004 million in fiscal
year 2004. Annual payments are expected to continue for the
next seven years but will be adjusted for factors such as
inflation, decreased sales volume, previously settled law suits,
disputed payments, and legal fees.

C. Commitments

e Atlune 30,2003, the Industrial Assistance Program of the General
Fund had grant commitments of $11.7 million, contingent on
participating companies meeting certain performance criteria.

e  Utah Retirement Systems (pension trust funds) has at its
yearend December 31, 2002, committed to fund certain
alternative investment partnerships and real estate projects for
an amount of $1.829 billion. Funding of $1.168 billion has
been provided, leaving an unfunded commitment of $661
million as of December 31, 2002, which will be funded over
the next six years.

e As of June 30, 2003, the Utah Housing Corporation
(component unit) has committed to purchase mortgages under
the Single-Family Mortgage Purchase Program in the amount
of $12.727 million.

e At June 30, 2003, the enterprise funds had loan commitments
of approximately $109.9 million and grant commitments of
approximately $13.8 million.

e At June 30, 2003, the Utah Higher Education Assistance
Authority Student Loan Guarantee Program (Student Assistance
Programs, enterprise fund) had guaranteed student loans
outstanding with an original principal amount of approximately
$1.716 billion. Also, at June 30, 2003, the Student Assistance
Programs had commitments to purchase approximately $365
million in student loans and provide approximately $10.9 million
in reductions to borrower loan balances.

e At June 30, 2003, the Department of Transportation had
construction and other contract commitments of $409.697 million,
of which $244.902 million is for Centennial Highway Fund
(special revenue fund) projects and $164.795 million is for
Transportation Fund (special revenue fund) projects. These
commitments will be funded with bonded debt and future
appropriations.

NOTE 16.  JOINT VENTURE

The Utah Communications Agency Network (UCAN) was created
by the State Legislature in 1997 as an independent agency. Its
purpose is to provide public safety communications services and
facilities on a regional or statewide basis.

UCAN’s governing board consists of ten representatives elected by
the board, and five state representatives of which four are appointed
by the Governor. The State has contracted to purchase

communication services from UCAN to meet the needs of law
enforcement officers in the Departments of Public Safety,
Corrections, Natural Resources, and other smaller state agencies.

In fiscal year 1998 the State provided startup capital of
$185 thousand. UCAN receives federal funds as a subrecipient of
grants awarded to the Department of Public Safety. UCAN also may
receive legal counsel from the Attorney General’s Office at no cost.
Contracts with state agencies are estimated to provide over
30 percent of UCAN’s operating revenues.

UCAN has $12.865 million of revenue bonds outstanding. UCAN’s
debt is not a legal obligation of the State; however, if UCAN cannot
meet its debt service requirements, state law allows the Governor to
request an appropriation to restore the debt service reserve fund to
its required level or to meet any principal or interest payment
deficiency. The Legislature is not required to make any such
appropriation, but if made, UCAN must repay the State within 18
months. To date, UCAN has never requested any such funding from
the State and has had sufficient resources to cover its debt service
and debt service reserve requirements.

The State Auditor’s Office audits UCAN’s financial statements.
Copies of those statements can be obtained from UCAN’s
administrative office or from the State Auditor’s Office.

NOTE 17.  PENSION PLANS

Eligible employees of the State are covered by one of the following
retirement plans:

A. Utah Retirement Systems

Utah Retirement Systems (URS) was established by Section 49 of
Utah Code Annotated, 1953, as amended. URS administers the
pension systems and plans under the direction of the URS Board,
which consists of the State Treasurer and six members appointed
by the Governor. URS has a separate accounting system and
prepares a separately issued financial report covering all
retirement systems and deferred compensation plans administered
by it. URS maintains records and prepares separately issued
financial statements using fund accounting principles and the
accrual basis of accounting under which expenses, including
benefits and refunds, are recorded when the liability is incurred.
Revenues, including contributions, are recorded in the accounting
period in which they are earned and become measurable. URS
reports on a calendar yearend. The December 31, 2002, financial
report has been included in this Comprehensive Annual Financial
Report as a pension trust fund for the Public Employees
Retirement System (PERS) within the fiduciary funds. Copies of
the separately issued financial report that include financial
statements and required supplemental information may be
obtained by writing to Utah Retirement Systems, 560 East 200
South, Salt Lake City, Utah 84102, or by calling 1-800-365-8772.

The URS operations are comprised of the following groups of
systems and plans covering substantially all employees of the State,
public education, and other political subdivisions of the State:

e The Public Employees Contributory Retirement System

(Contributory System); the Public Employees Noncontributory
Retirement System (Noncontributory System); and the Fire-
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fighters Retirement System, which are defined-benefit multiple-
employer, cost-sharing, public employee retirement systems;

e The Public Safety Retirement System, which is a defined-benefit
mixed cost-sharing and agent, multiple-employer retirement
system;

e The Judges Retirement System and the Governors and
Legislative Pension Plan, which are defined-benefit single-
employer public employee retirement systems; and

e  The 401(k) and 457 Plans, which are deferred compensation
plans.

Retirement benefits are specified by Section 49 of Utah Code
Annotated, 1953, as amended. The retirement systems are defined-
benefit plans in which the benefits are based on age and/or years of
service and highest average salary. Various plan options within the
systems may be selected by retiring members. Some of the options
require actuarial reductions based on attained age, age of spouse,
and similar actuarial factors. A brief summary of eligibility for and
benefits of the systems is provided in the following table:

Contributory
System

Summary of Eligibility and Benefits

Noncontributory
System

Public Safety

System System

Firefighters

Judges
System

Highest Average Salary Highest 5 Years

Highest 3 Years Highest 3 Years

Highest 2 Years

25 years any age

*20 years age 55
10 years age 62
6 years age 70

Years of Service 30 years any age 30 years any age 20 years any age
Required and/or Age *20 years age 60 *25 years any age 10 years age 60
Eligible for Benefit *10 years age 62 *20 years age 60 4 years age 65

4 years age 65 *10 years age 62
4 years age 65
Benefit Percent per 1.25% to June 1975 2.00% per year 2.50% per year up to 20 years

Year of Service 2.00% July 1975

to present

*With actuarial reductions

Former governors at age 65 receive $1,080 per month per term.
Legislators receive a benefit actuarially reduced at age 62 with ten or
more years of service, or an unreduced benefit at age 65 with four or
more years of service at the rate of $24.00 per month per year of
service. Both the governors’ and legislators’ benefits are adjusted
based on the Consumer Price Index (CPI), limited to 4 percent of the
base benefit per year.

Death benefits for active and retired employees are in accordance
with retirement statutes. Upon termination of employment, members
of the systems may leave their retirement account intact for future
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5.00% first 10 years
2.25% second 10 years
1.00% over 20 years
Benefit cannot exceed
75% of final average
salary

2.00% per year over 20 years
Benefit cannot exceed
70% of final average
salary

benefits based on vesting qualification, or withdraw the accumulated
funds in their individual member account and forfeit service credits
and rights to future benefits upon which the contributions were based.

As a condition of participation in the systems, employers and/or
employees are required to contribute certain percentages of salaries
and wages as authorized by statute and specified by the Board.
Employee contributions may be paid in part or in whole by the
employer. Contributions in some systems are also augmented by fees
or fire insurance taxes. Below is a summary of system participants.
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Participants
December 31, 2002
Non- Public Fire- Governors and
Contributory contributory Safety fighters Judges Legislative
System System System System System Pension Plan
Number of participating:

EmplOyers .....c..ccoceevvenevnuennenne 164 376 119 40 1
Members:

ACtiVE .. 3,649 82,486 6,966 1,538 91

Terminated vested.............. 1,511 20,632 987 55 8 87
Retirees and beneficiaries:

Service benefits.................. 7,249 20,666 2,678 815 77 231

Disability benefits ............. 153 — 43 70 — —

Employer contribution rates consist of (/) an amount for normal cost (the estimated amount necessary to finance benefits earned by the members during
the current year) and (2) an amount for amortization of the unfunded, or excess funded actuarial accrued liability over an open 20 year amortization
period. These rates are determined using the entry age actuarial cost method with a supplemental present value and the same actuarial assumptions used

to calculate the actuarial accrued liability.

The following table presents the State of Utah’s actuarially determined employer contributions required and paid to URS. These amounts are equal
to the annual pension costs for each of the stated years and all of these amounts were paid for each year. Accordingly, the net pension obligation
(NPO) at the end of each year was zero. For the Governors and Legislative Pension Plan, there has been no annual pension cost, required
contributions, or NPO because the plan was overfunded for each of these years.

State of Utah’s Employer Contributions
Required and Paid
For Fiscal Years Ended June 30

(Expressed in Thousands)

Non- Public Fire- Total
Contributory contributory  Safety fighters Judges All
System System System System System Systems
Primary Government:
2003 . $ 3,683 $ 60,033 $16,713 $ 47 $ 539 $ 81,015
$ 5,777 $ 93,037 $25,921 $ 58 $ 928 $ 125,721
$ 4,902 $ 78,752 $19,772 $ 56 $ 1,615 $ 105,097
$ 4,943 $ 75,769 $19,717 $ 70 $1,572 $102,071
$ 5,005 $ 72,361 $ 17,075 $ 67 $ 1,868 $ 96,376
Component Units:
Colleges and Universities:
2003 $ 1,840 $ 29,409 $ 375 $ — $ — $ 31,624
2002 .... $ 1,904 $ 28,028 $ 399 $ — $ — $ 30,331
2001 .... $ 2,398 $ 33,575 $ 442 $ — $ — $ 36,415
2000 .... $ 2,469 $ 32,839 $ 445 $ — $ — $ 35,753
1999 $ 2,457 $ 30,789 $ 356 $ — $ — $ 33,602
Other:
2003 $ 44 $ 1,609 $ — $ — $ — $ 1,653
2002 $ 43 $ 258 $ — $ — $ — $ 301
2001 $ 50 $ 352 $ — $ — $ — $ 402
2000 .... $ 143 $ 2416 $ — $ — $ — $ 2,559
1999 $ 134 $ 2,158 $ — $ — $ — $ 2,292
Total Primary Government
and Component Units:
2003 . $ 5,567 $ 91,051 $17,088 $ 47 $ 539 $ 114,292
$ 7,724 $121,323 $26,320 $ 58 $ 928 $ 156,353
$ 7,350 $ 112,679 $20,214 $ 56 $1,615 $141,914
$ 7,555 $ 111,024 $20,162 $ 70 $1,572 $ 140,383
$ 7,596 $ 105,308 $17,431 $ 67 $ 1,868 $ 132,270
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The following schedule summarizes contribution rates in effect at December 31, 2002:

Contribution Rates as a Percent of Covered Payroll

System Member Employer Other
Contributory .......cceceeveeveenennnene 6.00% 4.68% —5.91% —
Noncontributory.........c.ccocceveuuee — 8.69% — 10.40% —
Public Safety:

Contributory......c..cceceeuneene 10.50% — 13.74% 2.17% — 15.50% —

Noncontributory — 13.89% — 28.27% —
Firefighters:

Group A ..oeevvveieneenieeienne 7.82% — 8.88%

Group B ....cooieiiiiiiine 7.83% — 8.88%
Judges ..c.ooeviveninicce 4.92% 4.92% 18.40%

401(k) and 457 Deferred Compensation Plans

The 401(k) Plan and 457 Plan administered by URS, in which the
State participates, are deferred compensation plans. These plans are
available as supplemental plans to the basic retirement benefits of
the retirement systems for employees of employers which have
adopted the 401(k) and 457 Plans. Voluntary contributions may be
made into the plans subject to plan and Internal Revenue Code
limitations. Employer contributions may be made into the plans at
rates determined by the employers. There are 331 employers
participating in the 401(k) Plan and 154 employers participating in
the 457 Plan. There are 122,125 plan participants in the 401(k) Plan
and 10,325 participants in the 457 Plan.

After termination of employment, benefits are paid out to
individuals in lump sum, or as periodic benefit payments, at the
option of the participant based on individual account balances and
plan provisions. The 401(k) and 457 Plans account balances are
fully vested to the participants at the time of deposit. Investments of
the plans are reported at fair value.

Employees of the State are eligible to participate in the deferred
compensation 401(k) Plan. The State and participating employers
are required to contribute to employees who participate in the
noncontributory retirement plan. The State contributes 1.5 percent
of eligible employees’ salaries which amount vests immediately.
The amounts contributed to the 401(k) Plan during the year ended

June 30, 2003, by employees and employers are as follows: for
Primary Government, $30.704 million and $9.783 million; for
Component Units — Colleges and Universities, $3.229 million and
$4.043 million; for Component Units — Other, $774 thousand and
$472 thousand; and the combined total for all is $34.707 million
and $14.298 million, respectively.

Pension Receivables and Investments

Investments are presented at fair value. The fair value of
investments is based on published market prices and quotations
from major investment brokers at current exchange rates, as
available. Many factors are considered in arriving at that value.
Corporate debt securities are valued based on yields currently
available on comparable securities of issuers with similar credit
ratings. Mortgages have been valued on an amortized cost basis
which approximates market or fair value. The fair value of real
estate investments has been estimated based on independent
appraisals. For investments where no readily ascertainable market
value exists, management, in consultation with their investment
advisors, have determined the fair value for the individual
investments. Approximately 10 percent of the net assets held in trust
for the pension benefits are invested in debt securities of the U.S.
Government and its instrumentalities. Of the 10 percent,
approximately 4 percent are U.S. Government debt securities and 6
percent are debt securities of the U.S. Government instrumentalities.
The systems and plans have no investments of any commercial or
industrial organization whose market value equals 5 percent or more
of the net assets available for benefits. The principal components of
the receivables and investment categories are presented below.
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Pension Receivables and Investments
(Expressed in Thousands)

Non- Public Fire- Governors Total
Contributory contributory Safety fighters Judges and Legislative  401(k) 457 December 31,
System System System System System  Pension Plan Plan Plan 2002
Receivables:
Member Contributions ....... $ 404 $ — $ 170 $ 201 $ — $ — 3 — $ — 775
Employer Contributions...... 367 17,544 1,603 1 310 — — — 19,825
Court Fees and Fire
Insurance Premium .......... — — — — 21 — — — 21
Investments ........cccceveennenne. 8,006 101,359 12,566 5,160 844 100 26,813 — 154,848
Total Receivables ...... $ 8,777 $ 118,903 $ 14339 §$ 5362 $ 1,175 $ 100 $ 26813 $ 0 $ 175469
Investments:
Debt Securities ................... $ 168,725 $ 2,136,006 $ 264,812 $ 108,759 $ 17,788 $ 2,106 $ 568,585 $ 71,544 $ 3,338,325
Equity Investments.............. 399,834 5,061,783 627,543 257,733 42,155 4,992 682,792 78,152 7,154,984
Venture Capital ... 47,649 603,219 74,785 30,715 5,024 595 — — 761,987
Real Estate ......c..ccccceeeuennee 70,276 889,679 110,300 45,301 7,409 877 — — 1,123,842
Mortgage Loans.................. 249 3,154 392 161 26 3 — — 3,985
Invested Securities
Lending Collateral............ 85,494 1,082,326 134,183 55,110 9,014 1,067 45,934 5,444 1,418,572
Investment Contracts.......... — — — — — — 35,115 21,920 57,035
Total Investments ...... $ 772,227 $ 9,776,167 $ 1,212,015 $ 497,779 $ 81,416 $ 9,640 $1,332,426 $ 177,060 $13,858,730

Actuarial Methods and Assumptions

The latest actuarial valuation and study was dated January 1, 2002.
The actuarial accrued liability and schedule of funding progress is
presented by the retirement systems for the last ten years in their
separately presented financial reports based on the report generated
by that study conducted by Gabriel, Roeder, Smith & Company. The
actuarial value of assets for that date is based on a smoothed
expected investment income rate. Investment income in excess or
shortfall of the expected 8 percent return on fair value is smoothed
over a five-year period with 20 percent of a year’s excess or

shortfall being recognized each year, beginning with the current
year. All systems use the entry age actuarial cost method and the
level percent of payroll amortization method. The remaining
amortization period for all systems is open group, 20 years, closed
period. An inflation rate of 3 percent is used for all systems. Post
retirement cost of living adjustments are non-compounding and are
based on the original benefit. The adjustments are also limited to the
actual CPI increase for the year with any unusual CPI increase not
met carried forward to subsequent years. Below is the Schedule of
Funding Progress.

(Table presented on next page)
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Schedules of Funding Progress
By Valuation Date
(Expressed in Thousands)

Governors
Contributory Noncontributory Public Safety  Firefighters Judges and Legislative
System System System System System Pension Plan
Actuarial Value of Assets:
January 1, 2001......ccooeeruenenne. $ 924,573 $ 10,361,333 $ 1,286,996 $536,503 $ 87,139 $ 11,569
January 1, 2002.......cccoeernennne. $ 927,523 $ 11,104,334 $ 1,376,466 $569,151 $ 92,649 $ 11,710
December 31, 2002.................. $ 859,358 $ 10,888,518 $ 1,349,458 $553,589 $ 90,904 $ 10,719
Actuarial Accrued
Liability (AAL):
January 1, 2001 $ 935,799 $ 9933514 $ 1,206,876 $455,456 $ 73,962 $ 7,908
January 1, 2002 $ 948912 $ 10,806,024 $ 1,366,134 $491,274 $ 85,987 $ 8,182
December 31, 2002.................. $ 975,288 $ 11,628,203 $ 1,473,862 $530,155 $ 93,397 $ 8,108
Unfunded Actuarial Accrued
Liability (UAAL):
January 1, 2001.....cccceceverinene $ 11,226 $ 4278190 $ (80,120) $ (81,047) $ (13,177) $ (3,661)
January 1, 2002......cccccevevreenee $ 21,389 $ (2983100 $ (10,332 $ (77,877) $ (6,662) $ (3,528)
December 31, 2002.................. $ 115,930 $ 739,685 $ 124,404 $ (23,434) $ 2493 $ (2,611)
Funding Ratios:
January 1, 2001......ccecvveninnnnee 98.8% 104.3% 106.6% 117.8% 117.8% 146.3%
January 1, 2002.......ccccvveriennneee 97.7% 102.8% 100.8% 115.9% 107.7% 143.1%
December 31, 2002.................. 88.1% 93.6% 91.6% 104.4% 97.3% 132.2%
Annual Covered Payroll:
January 1, 2001 ..ccocvveirinene $ 141,067 $ 2,659,200 $ 247985 $ 63,274 $ 10,397 $ 464
January 1, 2002 .....ccooeevrinene $ 142,882 $ 2,832,060 $ 260,783 $ 67,192 $ 10,927 $ 556
December 31, 2002.................. $ 142,325 $ 2,926,449 $ 268,478 $ 71,354 $ 11,173 $ 556
UAAL as a Percent of
Covered Payroll:
January 1, 2001....ccccverirrenne 8.0% 16.1)% (32.3)% (128.1)% (126.7)% (789.0)%
January 1, 2002......cccccervverenene 15.0% (10.5)% 4.0)% (115.9% (61.0)% (634.5)%
December 31, 2002.................. 81.5% 25.3% 46.3% (32.8)% 22.3% (469.6)%
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B. Teachers Insurance and Annuity Association

The Teachers Insurance and Annuity Association and/or College
Retirement Equities Fund (TIAA—-CREF), privately administered
defined-contribution retirement plans, provide individual retirement
fund contracts for each eligible participating employee. Eligible
employees are mainly state college/university faculty and employees
of the Student Assistance Programs. Benefits to retired employees
are generally based on the value of the individual contracts and the

estimated life expectancy of the employee at retirement and are fully
vested from the date of employment. The total current year required
contribution and the amount paid is 14.2 percent of the employee’s
annual salary. Most of the employers contribute both the employer
and the employee share of 7.1 percent. The State has no further
liability once annual contributions are made.

The following table presents the State of Utah’s actual employer
contributions to the TTAA—CREF retirement system:

State of Utah’s Employer Contributions
For the Fiscal Years Ended June 30, 2002 and 2003
(Expressed in Thousands)

Primary Government.......................

Component Units:

College and University ...............

NOTE 18. POSTEMPLOYMENT BENEFITS

At the option of the individual state departments, employees may be
offered participation in a post retirement benefits program, as set
forth in Section 67-19-14(2) of the Utah Code. In order to qualify,
the employee must be eligible to receive retirement benefits. Upon
retirement most employees, including those age 65 and over, may be
paid for 25 percent of unused accumulated sick leave at the
employee’s current rate of pay. In addition, the employee may
receive health and life insurance coverage up to age 65, but not to
exceed five years. If the employee has not reached age 65 after the
five-year limitation is reached, they may exchange one sick leave
day in excess of 60 days, after the 25 percent payout, for one month
of paid health and life insurance coverage, or after age 65 spouse
health insurance to age 65, or Medicare supplemental insurance for
the employee or spouse. As of June 30, 2003, there were 1,701
individuals on the program. The insurance coverage is paid 100
percent by the State for individuals retiring before July 1, 2000.
Individuals retiring thereafter are required to pay between 2 and 7
percent of the cost depending on the coverage selected.

The State has recorded an estimated liability for current employees
who will eventually retire in addition to an estimated liability for
employees who have already retired. The estimated 25 percent sick
leave payouts at retirement are included in the liability for
compensated absences. The postemployment benefits liability includes
the estimated liability for health and life insurance benefits. Charges to
agency budgets are made on an ongoing basis to fund the current
payments for these benefits and compensated absences. For the year
ended June 30, 2003, the cumulative postemployment benefits liability
was $216.442 million, and $15.104 million in postemployment
benefits expenditures were recognized. In accordance with state law,
accrued tax revenues are designated at yearend to fund post-
employment benefits, compensated absences, and other liabilities. At
June 30, 2003, net designated accrued taxes were $299.799 million.
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Contribution  Contribution
Required Required
and Paid and Paid

2002 2003
$ 572 $ 700
91,708 94,767
$ 92,280 $ 95,467

A liability is also reported in the Pension Trust Funds of $1.594
million which will be liquidated by assets of Utah Retirement Systems

All employers who participate in the State Retirement Systems are
eligible to participate in the Public Employees Long-term Disability
Program per Section 49-21-201 of the Utah Code. Employees of
those state agencies who participate in the program and meet long-
term disability eligibility receive benefits for the duration of their
disability up to the time they are eligible for retirement or until age
65. Benefits begin after a three-month waiting period and are paid
100 percent by the program. As of June 30, 2003, there are 327 state
employees receiving benefits. The program is funded by paying
premiums to the Public Employees Health Program (component
unit), where assets are set aside for future payments. For the year
ended June 30, 2003, the State paid $4.002 million in premiums and
the program has $27.893 million in assets.

The colleges and universities offer early retirement incentives, as
approved by their boards of trustees, which may provide health,
dental, and life insurance; incentive pay or stipends; or long-term
disability. Eligibility requirements differ, depending on the college or
university. In general, the employee must be at least 52-60 years of
age with a minimum of 15-16 years of service. Some of the colleges
and universities also require that the sum of the employee’s age and
years of service be at least 75. The employee may receive these
benefits up to age 65 but not to exceed 5-7 years. The ranges for
incentive and stipend pay are from 14.28 percent to 30 percent of the
employee’s salary upon retirement. The benefits are funded on a pay-
as-you-go basis. As of June 30, 2003, there are 470 individuals
participating in the programs, and $6.673 million was expended
during the year. The total liability for postemployment benefits and
compensated absences for the college and universities at June 30,
2003, was $67.868 million. The postemployment benefits portion of
the cumulative liability was $17.655 million.
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NOTE 19. RISK MANAGEMENT AND INSURANCE

It is the policy of the State of Utah to periodically assess the proper
combination of commercial insurance and self-insurance to cover
the risk of losses to which it may be exposed. This is accomplished
by the State through the Risk Management (internal service fund)
and the Public Employees Health Program (component unit). The
State is the predominant participant in these programs. The Risk
Management Fund manages the general property and liability risk of
the State, and the Public Employees Health Program manages the
health insurance programs of the State. The University of Utah and
Utah State University (component units) each maintain self-
insurance funds to manage health care. The University of Utah also
maintains self-insurance funds to manage auto/physical damage, and
medical malpractice liabilities.

The State has determined that the risk funds can economically and
effectively manage the State’s risks internally and have set aside
assets for claim settlement. The risks are covered through reserves
and commercial insurance for excessive losses. The State has not
had any losses or settlements that exceeded the commercial excess
insurance coverage for any of the last three years. The risk funds
service all claims for risk of loss to which the State is exposed,
including general liability, property and casualty, group medical and
dental, and some environmental claims. They also service the
general risk claims for many local school districts and local health
departments within the State. All funds, agencies, and public
authorities of the State may participate in the State’s Risk
Management and Public Employees Health Program. The risk funds
allocate the cost of providing claims servicing, claims payment, and
commercial insurance by charging a “premium” to each agency,
public authority, or employee, based on each organization’s
estimated current year liability and property values. The liability is
determined using an independent actuarial study based on past,
current, and estimated loss experiences.

Risk Management and Public Employees Health Program claims
liabilities are reported when it is probable that a loss has occurred and
the amount of that loss can be reasonably estimated and include an
amount for claims that have been incurred but not reported. Because
actual claims liabilities are affected by complex factors including
inflation, changes in legal doctrines and insurance benefits, and
unanticipated damage awards, the process used in computing claims
liabilities does not necessarily result in exact amounts. Claims
liabilities are recomputed periodically by actuaries to take into
consideration recently settled claims, the frequency of claims, and
other economic and social factors. Inflation is included in this
calculation because reliance is based on historical data that reflects
past inflation and other appropriate modifiers. Public Employees
Health Program long-term disability benefit reserves are reported
using a discount rate of 7 percent. The primary government and the
discrete component units of the State paid premiums to Public
Employees Health Program of $163.89 million and $9.0 million,
respectively, for health and life insurance coverage in fiscal year 2003.
In addition, the State Department of Health paid $19.84 million in
premiums for the Children’s Health Insurance Program.

The State covers its workers’ compensation risk by purchasing
insurance from Workers’ Compensation Fund (a related organization).
The University of Utah and Utah State University report claims
liabilities if it is probable that a liability has been incurred as of the
date of the financial statements and the amount of the loss can be
reasonably estimated. The University of Utah and the University
Hospital have a “claims made”” umbrella malpractice insurance policy
in an amount considered adequate by its respective administrations for
catastrophic malpractice liabilities in excess of the trusts’ fund
balances. Amounts for the current year are included below.

The following table presents the changes in claims liabilities
balances (short-and long-term combined) during fiscal years ended
June 30, 2002, and June 30, 2003:

Changes in Claims Liabilities
(Expressed in Thousands)

Current Year

Claims and
Beginning Changes in Claims Ending
Balance Estimates Payments Balance
Risk Management:
2002 $ 44,327 $ 16,730 $ (14,243) $ 46,814
2003 ... $ 46,814 $ 5,674 $ (8,829) $ 43,659
Public Employees Health Program:
2002 e $ 74,399 $292,401 $(286,905) $ 79,895
2003 ... $ 79,895 $ 341,365 $(341,006) $ 80,254
College and University Self-Insurance
2002 $ 19,398 $ 100,036 $ (91,576) $ 27,858
2003 ... $ 27,858 $ 107,289 $(100,147) $ 35,000
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NOTE 20. SUBSEQUENT EVENTS

The Student Assistance Programs issued additional Student Loan
Revenue Bonds under the authority of the 1988 Revenue Bonds
General Indenture, Eleventh Supplemental Indenture in the amount
of $43.35 million dated August 21, 2003. The 2003 Series V Bonds
are limited obligations secured by and payable solely from the Trust
Estate established under the Indenture pursuant to which the 2003
Series V Bonds are issued.

Subsequent to June 30, 2003, the Department of Corrections and the
Division of Facilities, Construction and Management entered into a
20 year capital lease for approximately $6.2 million at 4.7 percent.
Proceeds of lease will fund the installation of an energy efficiency
control system at the Draper prison.

Subsequent to June 30, 2003, the Utah Housing Corporation (major
component unit) issued $19.58 million Single Family Mortgage
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Purchase Variable Rate Bonds, 2003 Series D, maturing on July 1,
2014, 2023, 2024, and 2033, and January 1, and July 1, 2034,
interest at a variable rate adjusted weekly, and issued $5.42 million
Single-Family Mortgage Purchase Fixed Rate Bonds, 2003 Series
D, maturing on July 1, 2005 through 2013, interest rates of 1.70
percent to 3.80 percent.

Salt Lake Community College (a nonmajor component unit) has a
ten-year operating lease commitment, expiring September 30, 2011,
for use of the Metro Center building in downtown Salt Lake City
with future lease payments totaling $5.23 million. In August 2003,
Salt Lake City condemned the facility due to safety concerns with
the structure of the building. As of September 2003, the College
began withholding monthly lease payments and is pursuing a legal
resolution regarding its future financial commitments for the
building.



State of Utah

Budgetary Comparison Schedule
General Fund

For the Fiscal Year Ended June 30, 2003

Revenues
General Revenues
SA1ES TAX 1ooiviiieiiiieeiiie ettt e
Licenses, Permits, and Fees:
Insurance Fees ........ccccoovviiiieiiiiiiiiieciie e
COUIt FEES .ottt e
Other Licenses, Permits, and Fees ............ccccceeevciiieninennnn.
Investment INCOME ........cccoeenviiieiieeiiiieeeeeeieeee e,
Federal Appropriation—Jobs and Growth Relief
Miscellaneous Taxes and Other:
Beer TaX .ovviieiiiieeiiieceee ettt e
Cigarette and Tobacco TaX ......cccceverervieneneenienieieneeeene.
Inheritance Tax
Insurance Premium Tax ........ccccoooviieiiiiiiiiieccieeeeeece
Oil, Gas, and Mining Severance TaxX ........ccccccevvvvvvenennenne.
Taxpayer Rebates ........coceveevieririieneniiienieicneeecseeeeiee
Court Collections ......
Miscellaneous Other .................. e ———
Total General REVENUES ...........coecvvieeiiiieeiiieeeiieeeiiee e

Department Specific Revenues

Restricted Sales TaX .....ccccoeveeveenirienenienenceeneeereeeeeeee
Federal Contracts and Grants ..........cceceeeveerveeneenneeneensneennee.
Departmental Collections
Higher Education Collections ...........ccoceeevveerieenieenieeneenineenne
Federal Mineral Lease .........ccoceevvererienenienenieicneeicnceiene
Investment Income .......... e
Miscellaneous ...........ceeeeereerieneenieneennennn

Total Department Specific Revenues ..........c.ccoceveeeenene

Total REVENUES ......ccocvviiieiiiiicieeeeeeeeee e

Expenditures

General GOVEINMENL .........ccceevuivieiinieniinieieeieieneeieeeenene
Human Services and Youth Corrections ..........cccceceeveeuenenne
Corrections, Adult
Public Safety ............. et
COULLS .ottt s
Health and Environmental Quality ......c..ccccceveevenenncnennecnnen.
Higher Education — State Administration
Higher Education — Colleges and Universities ............c........
Employment and Family Services .........c.ccoceeverenviiniininnnene
Natural RESOUICES .....cc.cevveruiriiniiiieniiiienieeeeeeeeeeeee e
Community and Economic Development ....
Business, Labor, and Agriculture ................

Total EXpenditures .........coccecveveenienienennieneeiencenieeeeniene

Excess Revenues Over (Under) Expenditures ...........

Other Financing Sources (Uses)
Transfers In .......oooooviiiiiiiieee e
Transfers Out

Net Change in Fund Balance ...........cccccevviiniiniennen.
Budgetary Fund Balance — Beginning .........c.ccccceeervencnecnenne.
Budgetary Fund Balance — Ending .........ccccccceeieviencnncncneenn.

(Expressed in Thousands)

Original Final Variance with
Budget Budget Actual Final Budget
$ 1,465,650 $ 1,458,650 $ 1,443,974 $ (14,676)
6,343 6,084 5,639 (445)
4,382 4,380 4,365 (15)
7,855 6,136 7,758 1,622
12,000 6,050 6,471 421
— — 37,970 37,970
9,785 10,867 10,357 (510)
53,515 50,933 43,857 (7,076)
8,900 31,950 32,978 1,028
52,050 64,000 58,989 (5,011)
29,650 22,800 32,579 9,779
(5,450) (5,100) (5,513) (413)
7,368 6,483 5,659 (824)
15,552 17,480 16,240 (1,240)
1,667,600 1,680,713 1,701,323 20,610
2,980 3,270 2,825 (445)
1,343,620 1,479,673 1,479,673 —
186,361 196,796 198,334 1,538
242,037 260,464 260,464 —
29,300 42,300 46,335 4,035
2,919 2,410 2,560 150
326,618 381,769 385,024 3,255
2,133,835 2,366,682 2,375,215 8,533
3,801,435 4,047,395 4,076,538 29,143
176,271 179,385 159,290 20,095
545,968 551,032 543,377 7,655
186,382 183,669 177,170 6,499
131,880 128,582 123,780 4,802
101,947 99,868 97,465 2,403
1,261,093 1,401,495 1,388,045 13,450
38,733 34,891 34,891 —
844,134 860,762 860,692 70
258,949 369,547 369,473 74
133,552 163,745 137,673 26,072
119,686 102,314 91,056 11,258
62,756 64,731 54,647 10,084
3,861,351 4,140,021 4,037,559 102,462
(59,916) (92,626) 38,979 131,605
152,388 161,055 161,055 —
(195,397) (164,322) (164,322) —
(43,009) (3,267) (3,267) 0
(102,925) (95,893) 35,712 131,605
199,360 199,360 199,360 —
$ 96,435 $ 103,467 $ 235,072 $ 131,605

The Notes to Required Supplementary Information — Budgetary Reporting are an integral part of this schedule.
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Revenues
General Revenues

Original
Budget

Final
Budget

(Expressed in Thousands)

Variance with
Actual Final Budget

Individual InCOme TaX ......cccoeevvievrieiiieiieciecieeeee e $ 1,676,625 $ 1,601,850 $ 1,575,486 $  (26,364)
COTPOTALE TAX .ottt ettt 116,925 128,530 160,522 31,992
Investment INCOME .........cooevuvreieiieeiiiiieee e 4,200 9,800 8,388 (1,412)
Miscellaneous Other ..........cccceeeeeviieiiiieicieeeeiee e 8,900 5,750 4,961 (789)
Total General REVENUES .........cooveuveviieeeeeiieieeeeeeeeiieeeee. 1,806,650 1,745,930 1,749,357 3,427
Department Specific Revenues
Federal Contracts and Grants ............ccccooeevuvveeeeeeeiiveeeeeeeeennns 237,429 287,709 287,709 —
Departmental Collections ..........cocceevvevreenvennieennenne 2,526 1,976 1,976 —
Miscellaneous:
School Lunch Tax ....c..cccvveeveeeiieiieeieceeeereeeee e 15,005 15,799 15,799 —
Driver Education Fee ........ccccoooeiiiiiiiiiiiccceceeeeeeeee 4,200 4,310 4,310 —
OUNET .ttt et ereeeaeeas 7,985 8,472 8,540 68
Total Department Specific Revenues ...........coceevvennenne. 267,145 318,266 318,334 68
Total REVENUES ......cveeeviiiieeiiieiiecree et 2,073,795 2,064,196 2,067,691 3,495
Expenditures
Public EAUCAtion ...........cceevveeevieeieeeeeeeee e 1,977,721 2,023,134 1,986,271 36,863
Total EXpenditures .........cccceoeeirirerenieieieeeceese e 1,977,721 2,023,134 1,986,271 36,863
Excess Revenues Over (Under) Expenditures ........... 96,074 41,062 81,420 40,358
Other Financing Sources (Uses)
Transfers IN ...eeeeeiiioeeeeiiee e 1,676 1,565 1,565 —
Transfers OUL .........oecvieeiieiieiie e (126,810) (33,951) (33,951) —
Total Other Financing Sources (US€S) ......ccoceevverrieeneennne (125,134) (32,386) (32,386) 0
Net Change in Fund Balance ...........ccccevviiininniennen. (29,060) 8,676 49,034 40,358
Budgetary Fund Balance — Beginning .........c.ccccceeevvevcncenenne. 43,891 43,891 43,891 —
Budgetary Fund Balance — Ending .........ccccevvveeenieniniecneenns $ 14,831 $ 52,567 $ 92,925 $ 40,358

The Notes to Required Supplementary Information — Budgetary Reporting are an integral part of this schedule.

A-83



State of Utah

Budgetary Comparison Schedule
Transportation Fund

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)
Original Final Variance with
Budget Budget Actual Final Budget
Revenues
General Revenues
MOotor FUel TaX .....oovvieviiiiiieiieeiie e $ 231,200 $ 241,350 $ 236,639 $ 4,711)
Special FUel Tax ......cceoeeiiirenieieieeeeeeee e 88,150 86,200 84,523 (1,677)
Licenses, Permits, and Fees:
Motor Vehicle Registration Fees ...........cocceverericncnnenncne. 28,130 30,008 28,359 (1,649)
Proportional Registration Fees ..........ccccoccevvvininiiininninens 12,738 12,170 11,838 (332)
Temporary PErmits ........ccocoeeeveererienencnnienenienenceeeeene 425 399 397 2)
Special Transportation Permits ........c..ccceceeveeriieeneenineennnen. 6,369 5,816 6,112 296
Highway Use Permits ........ccccoceeervieneneenenenenenieneneene 8,598 8,258 7,944 (314)
Motor Vehicle Control Fees ........ccoovvvveeieeiiiniieeeeeeennnenn. 4,458 4,445 4,289 (156)
MISCEIANEOUS ..vvvvieeieetieiieeeeeeeeeee e e 1,698 1,657 1,721 64
Investment Income 2,017 1,707 1,655 (52)
Miscellaneous Other ..........ccceeeeviieieiiiieciieeeeeeeeee s 2,867 990 3,081 2,091
Total General REVENUES ........ccoovvvvvvieeiiiiieieeeeeeeeeeeeeeae 386,650 393,000 386,558 (6,442)
Department Specific Revenues
Restricted Sales and Aviation Fuel Taxes .........ccccoeevvvveeeennn. 34,400 34,500 34,348 (152)
Federal Contracts and Grants ....................... 140,314 191,104 191,104 —
Departmental ColleCtions .........cccceceerereenenienieneeneneenieneens 34,297 42,210 41,947 (263)
Federal AeronautiCs ........ccveeeeeeeeiiuvveeeeeeeeiiieeeeeeeeecireeeeeeeennns 30,000 20,000 18,791 (1,209)
Investment INCOME .........ccceeeeiiiiiiiiiiiieiee e, 280 432 732 300
MISCEIIANEOUS ...eeoeviiieiiiieeiiieeeiiee et eree et eeeveeeeibeeeeanes 4,850 18,810 19,160 350
Total Department Specific Revenues .........cc.cccceeeeuenenne. 244,141 307,056 306,082 (974)
Total REVENUES .....ccuvievieieiieiieeieeciee et 630,791 700,056 692,640 (7,416)
Expenditures
TransSpOrtation .........cecceeeeeerueenieneenieneenieneeseeee e 539,068 620,399 573,874 46,525
Total EXpenditures .........ccccooeeiiirenenieneieeeceeeeseiene 539,068 620,399 573,874 46,525
Excess Revenues Over (Under) Expenditures ........... 91,723 79,657 118,766 39,109
Other Financing Sources (Uses)
General Obligation Bonds Issued ........c..cccceverenieninennicnenne — 45,400 45,400 —
Premium (Discount) on Bonds Issued ...........ccceevvverrrenennen. — 6,600 6,600 —
Transfers IN ...eeeeeeeioeeieiieeeeeeeeeeeeeeeeee e 22,165 19,412 19,412 —
Transfers OUL .......c.cccieeiiieiiecie e (95,702) (107,483) (107,483) —
Total Other Financing Sources (US€S) ......cccceevververneenne (73,537) (36,071) (36,071) 0
Net Change in Fund Balance ...........cccevviiiniennennne. 18,186 43,586 82,695 39,109
Budgetary Fund Balance — Beginning 91,755 91,755 91,755 —
Budgetary Fund Balance — Ending .......ccccoeveeeiininienerererennnns $ 109,941 $ 135,341 $ 174,450 $ 39,109

The Notes to Required Supplementary Information — Budgetary Reporting are an integral part of this schedule.
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State of Utah

Budgetary Comparison Schedule
Centennial Highway Fund

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)
Original Final Variance with
Budget Budget Actual Final Budget
Revenues
General Revenues
SALES TAX c.vviiiiieiiieieecie ettt $ 5,382 $ 5,000 $ 4,841 $ (159)
Motor Vehicle Registration Fees .........coceeveevinienenicnennene 17,700 18,300 18,719 419
Investment INCOME .........cccveeeiiiieiiiieeiiie e 4,700 3,800 5,355 1,555
Total General ReVENuUEes ...........coccueeeeiiiieeniieeniieeeieeeenes 27,782 27,100 28,915 1,815

Department Specific Revenues

Federal Contracts and Grants ............ccceeereveeeeiveeenveeessneeennns 37,858 42,753 42,753 —
MISCEIIANEOUS ...oooeiiereeiiieeeeeeeeeee e 3,408 — — —
Total Department Specific Revenues .........c.cccccveeeennnne. 41,266 42,753 42,753 0
Total REVENUES .....ccvveeveeieeeeeieeeeeeeeee et eeee e 69,048 69,853 71,668 1,815
Expenditures

Transportation 280,704 216,860 203,877 12,983
Total EXPenditures .........ccceevvereeerienienienienieeieseeieseeieene 280,704 216,860 203,877 12,983
Excess Revenues Over (Under) Expenditures ........... (211,656) (147,007) (132,209) 14,798

Other Financing Sources (Uses)
General Obligation Bonds Issued .........cccccovieriiiniinicnnnnee. — 95,285 95,285 —
Premium (Discount) on Bonds Issued ............cccceeeevieeennnnn. — 13,981 13,981 —
Transfers IN ........cocviiiiiiieceeceeee e 132,984 124,648 124,648 —
Transfers OUL .........cocvveeieeeieeeeeeeee et (82,657) (86,828) (86,828) —
Total Other Financing Sources (USeS) .....c..ccceevveeeeruennenne 50,327 147,086 147,086 0
Net Change in Fund Balance (161,329) 79 14,877 14,798
Budgetary Fund Balance — Beginning 305,357 305,357 305,357 —
Budgetary Fund Balance — Ending .........cccccovvevivienieieeiiiiennne $ 144,028 $ 305,436 $ 320,234 $ 14,798

The Notes to Required Supplementary Information — Budgetary Reporting are an integral part of this schedule.
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State of Utah

Budgetary Comparison Schedule
Budget To GAAP Reconciliation

For the Fiscal Year Ended June 30, 2003 (Expressed in Thousands)
Uniform Centennial
General School Transportation Highway
Fund Fund Fund Fund
Revenues
Actual total revenues (budgetary basis) ..........cooveeeriereervennnnnn. $ 4,076,538 $ 2,067,691 $ 692,640 $ 71,668

Differences — Budget to GAAP:
Intrafund revenues are budgetary revenues but

are not revenues for financial reporting ..........ccccceceeveneennen. (279,981) (6,787) (20,803) —
Higher education collections are budgetary revenues but

are not revenues for financial reporting ..........c.cceceeveeevennene (260,464) — — —
Change in revenue accrual for nonbudgetary

Medicaid ClaimsS ......cooevvvvvieiiiiiieeeeee e 12,741 — — —

Change in tax accruals designated by law for
postemployment and other liabilities are revenues for
financial reporting but not for budgetary reporting ............ (10,474) 12,641 455 —
Total revenues as reported on the Statement
of Revenues, Expenditures, and Changes in

Fund Balances — Governmental Funds ......................... $ 3,538,360 $ 2,073,545 $ 672,292 $ 71,668
Expenditures
Actual total expenditures (budgetary basis) ........cccoeeerurreennnnn $ 4,037,559 $ 1,986,271 $ 573,874 $ 203,877

Differences — Budget to GAAP:
Intrafund expenditures for reimbursements
are budgetary expenditures but are not
expenditures for financial reporting .........cc.cceceeeeevereeneennen. (279,981) (6,787) (20,803) —
Expenditures related to higher education collections
are budgetary expenditures but are not

expenditures for financial reporting ............cccevveeeevvenenenns (260,464) — — —
Certain budgetary transfers are reported as

expenditures for financial reporting ............coceeeeveeeeviennenne 3,300 — — —
Leave/postemployment charges budgeted as expenditures

when earned rather than when taken or due ........................ 863 (23) (809) —
Change in accrual for Medicaid incurred but not

reported claims excluded from the budget by statute .......... 18,145 — — —

Total expenditures as reported on the Statement

of Revenues, Expenditures, and Changes in
Fund Balances — Governmental Funds ......................... $ 3,519,422 $ 1,979,461 $ 552,262 $ 203,877

The Notes to Required Supplementary Information — Budgetary Reporting are an integral part of this schedule.
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State of Utah Required Supplementary Information Fiscal Year Ended June 30, 2003

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY REPORTING
Budgetary Presentation

A Budgetary Comparison Schedule is presented for each of the State’s major governmental funds for which the Legislature enacts an annual
budget. An annual budget is also adopted for the Debt Service Fund, a nonmajor fund. The budgets are enacted through passage of
Appropriations Acts. Budgets for specific general revenues are not adopted through an Appropriations Act but are based on supporting
estimates approved by the Executive Appropriations Committee of the Legislature. General revenues are those revenues available for
appropriation for any program or purpose as allowed by law. Department-specific revenues are revenues dedicated by an Appropriations Act
or restricted by other law or external grantor to a specific program or purpose.

Original budgets and related revenue estimates represent the spending authority enacted through Appropriations Acts as of June 30, 2003, and
include nonlapsing carryforward balances from the prior fiscal year. Final budgets represent the original budget as amended by supplemental
appropriations and related changes in revenue estimates, executive order reductions when applicable, and changes authorized or required by
law when department-specific revenues either exceed or fall short of budgeted amounts.

Unexpended balances at yearend may: 1) lapse to unrestricted balances and be available for future appropriation; 2) lapse to restricted
balances and be available for future appropriation restricted for specific purposes as defined by statute; or 3) be nonlapsing, which means
balances are reported as reservations of fund balance. The nonlapsing balances are considered automatically reappropriated as authorized by
statute, by an Appropriations Act, or by limited encumbrances.

Legal Compliance and Budget Management

In September of each year, all agencies of the government submit requests for appropriations to the Governor’s Office of Planning and
Budget so that a budget may be prepared. The budget is prepared by fund, function, and activity and includes information on the past year,
current year estimates, and requested appropriations for the next fiscal year.

In January, the proposed budget is presented to the Legislature. The Legislature reviews the budget, makes changes, and prepares the annual
Appropriations Act. The Legislature passes the Appropriations Act by a simple majority vote. The Appropriations Act becomes the State’s
authorized operating budget upon the Governor’s signature. The appropriations may not exceed the estimated available funding for the fiscal
year.

Budgetary control is maintained at the functional or organizational level, as identified by numbered line items in the Appropriations Act.
Budgets may be modified if federal funding or revenue specifically dedicated for a line item exceeds original estimates in the Appropriations
Act. If funding sources are not sufficient to cover the appropriation, the Governor is required to reduce the budget by the amount of the
deficiency. Any other changes to the budget must be approved by the Legislature in a supplemental Appropriations Act.

The departments which spend more than the authorized amount must submit a report explaining the overspending to the State Board of
Examiners. The Board will recommend corrective action, which may include a request to the Legislature for a supplemental appropriation to
cover the deficit. If a supplemental appropriation is not approved, the department must cover the overspending with the subsequent year’s
budget. In the General Fund, the State Courts Administrator’s budget for juror and witness fees was overexpended by $559 thousand. This
deficit is allowed by statute and will be funded with future appropriations. All other appropriated budgets of the State were within their
authorized spending levels.

The State also has an appropriation limitation statute that limits the growth in state appropriations in two ways. First, as population, personal
income, and inflation increase, appropriations are allowed to increase only at the same relative rate. Second, the state-mandated property tax
rate, which funds a portion of public education at the local level, is capped at the level set July 1, 1989. The appropriations limitation can be
exceeded only if a fiscal emergency is declared and approved by more than two-thirds of both houses of the Legislature, or if approved by a
vote of the people. However, the appropriations limitation statute may be amended by a majority of both houses of the Legislature.
Appropriations for debt service, emergency expenditures, transfers to the Budgetary Reserve Account (Rainy Day Fund), and appropriations
from sources other than general unrestricted revenues are exempt from the appropriations limitation. For the fiscal year ended June 30, 2003,
the State was $313.1 million below the appropriations limitation. The State is currently below the fiscal year 2004 appropriations limitation
by $396.9 million.
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INFORMATION ABOUT INFRASTRUCTURE ASSETS REPORTED USING THE MODIFIED APPROACH

As allowed by GASB Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local
Governments, the State has adopted an alternative to reporting depreciation on roads and bridges (infrastructure assets) maintained by the
Utah Department of Transportation (UDOT). Under this alternative method, referred to as the “modified approach,” infrastructure assets are
not depreciated, and maintenance and preservation costs are expensed.

In order to utilize the modified approach, the State is required to:

e  Maintain an asset management system that includes an up-to-date inventory of eligible infrastructure assets.

e  Perform and document replicable condition assessments of the eligible infrastructure assets and summarize the results using a
measurement scale.

e  Estimate each year the annual amount to maintain and preserve the eligible infrastructure assets at the condition level established
and disclosed by the State.

e Document that the infrastructure assets are being preserved approximately at, or above the condition level established by the State.

Roads

UDOT uses the Pavement Management System to determine the condition of 5,799 centerline miles of state roads. The assessment is based
on the Ride Index, which is a measure of ride quality on a 1 to 5 scale, with 5 representing new or nearly new pavements that provide a very
smooth ride. The Ride Index is calculated from the International Roughness Index (IRI), with pavement type (asphalt or concrete) taken into
account. The IRI is a mathematical statistic based on the longitudinal profile of the road.

Category Range Description
Very Good 4.35-5.00 New or nearly new pavements that provide a very smooth ride, and are mainly free of distress.
Good 3.55-4.34 Pavements which provide an adequate ride, and exhibit few, if any, visible signs of distress.
Fair 2.75-3.54 Surface defects in this category such as cracking, rutting, and raveling are affecting the ride.
Poor 1.85-2.74 These roadways have deteriorated to such an extent that they are in need of resurfacing and the ride
is noticeably rough.
Very Poor 1.00 - 1.84 Pavements in this category are severely deteriorated, and the ride quality must be improved.

Condition Level

The State’s established condition level is to maintain 50 percent of its roads with a rating of “fair” or better and no more than 15 percent of
roads with a rating of “very poor.”

The State performs complete assessments on a calendar year basis. The following table reports the result of pavements with ratings of “fair”
or better (ratings of 2.75 through 5.0) or “very poor” (ratings of 1.0 through 1.84) for the last three years:

Rating 2002 2001 2000
Fair or Better 73.0% 70.4% 66.5%
Very Poor 6.6% 8.3% 10.7%
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Bridges

UDOT uses the Structures Inventory System to monitor the condition of the 1,778 state-owned bridges. A number, ranging from 1 to 100, is
calculated based on condition, geometry, functional use, safety, and other factors. Three categories of condition are established in relation to
the number range as follows:

Category Range Description

Good 80 - 100 Preventive maintenance requirements include repair leaking deck joints, apply deck overlays and
seals, place concrete sealers to splash zones, paint steel surfaces, and minor beam repairs.

Fair 50-179 Corrective repairs include deck, beam, and substructure repairs, fixing settled approaches, and
repairing collision damage.

Poor 1-49 Major rehabilitation and replace includes deck, beam, or substructure replacements or replacement
of the entire bridge.

Condition Level

The State performs complete assessments on an annual basis ending April 1 of each year. The established condition level is to maintain
50 percent of the bridges with a rating of “good” and no more than 15 percent with a rating of “poor.” The following table reports the results
of the bridges assessed for the past three years:

Rating 2003 2002 2001
Good 70.0% 70.4% 67.0%
Poor 3.0% 2.8% 5.0%

The following table presents the State’s estimated amounts needed to maintain and preserve the roads and bridges at or above the established
condition levels addressed above, and the amounts actually spent for each of the past five reporting periods (in thousands):

FISCAL YEAR ESTIMATED SPENDING ACTUAL SPENDING
2003 $271,599 $ 264,289
2002 $ 285,044 $ 330,894
2001 $ 281,497 $ 246,399
2000 $251,039 $ 249,500
1999 $ 238,970 $ 263,568
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The following are definitions of certain terms from the Indenture and the Lease and summaries or ex-
tracts of certain provisions of the Indenture, the Lease and the State Facilities Master Agency Agreement.
Reference is made to the Indenture, the Lease and the State Facilities Master Agency Agreement for
complete recital of their terms. During the period of the offering of the 2004 Bonds, copies of the Inden-
ture and the Lease may be obtained from the chief contact person of the State under “INTRODUC-
TION—Contact Persons” above. Subsequent to the offering of the 2004 Bonds copies of the Indenture,
the Lease and the State Facilities Master Agency Agreement may be obtained from the Trustee.

DEFINITIONS OF CERTAIN TERMS

“Acquisition” (and other forms of the word “acquire”) shall have the same meaning as when such term is used
in the Act, including Section 63B-1-303 thereof, as amended from time to time.

“Act” shall mean the State Building Ownership Authority Act, Title 63B, Chapter 1, Part 3 of the Utah Code.

“Additional Bonds” shall mean additional parity Bonds authorized to be issued by the Issuer pursuant to the
terms and conditions of the Indenture.

“Additional Facilities” shall mean any “facility” within the meaning of the Act, to be acquired or constructed
pursuant to the Act as provided in the Lease as supplemented and amended from time to time by a Supplemental
Lease.

“Additional Projects” shall mean the undertaking by the Issuer, at the direction of the Lessee, of the Acquisition
or Construction of any Additional Facilities, as authorized by the Act and pursuant to the Lease.

“Additional Rentals” shall mean the amount or amounts payable by the Lessee pursuant to the Lease for the
items described herein under “THE LEASE—Rentals Payable—(b) Additional Rentals” below.

“Agency Agreement” shall mean (a) that certain State Facilities Master Agency Agreement, dated as of Septem-
ber 1, 1994, as supplemented and amended between the Lessor and the Division of Facilities Construction and Man-
agement of the Department of Administrative Services of the State, as agent, relating to the undertaking and comple-
tion of the Projects and (b) any agency agreement between the Lessor, as principal, and any governmental body or
other entity selected by the Lessor for purposes of causing the undertaking and completion of any Additional Project
or Additional Projects.

“Appropriate Rating Agencies” shall mean Moody’s, if any of the Bonds are then rated by such rating agency,
and S&P, if any of the Bonds are then rated by such rating agency.

“Authorized Lessee Representative” shall mean the person or persons at the time designated, by written certifi-
cate furnished to the Lessor and the Trustee, as the person or persons authorized to act on behalf of the Lessee.

“Authorized Lessor Representative” shall mean the person or persons at the time designated, by written certifi-
cate furnished to the Lessee and the Trustee, as the person or persons authorized to act on behalf of the Lessor.

“Base Rental Payment Date” shall mean the first day of each May and November during the term of the Lease,
commencing on May 1, 1995, except that with respect to any Variable Rate Rentals, the Base Rental Payment Date
shall mean each date on which such Variable Rate Rentals are due and payable as provided in the Supplemental
Lease providing for such Variable Rate Rentals.

“Base Rental Payment Schedule” shall mean the Base Rental Payment Schedule attached to the Lease and the
Attachments thereto relating to each of the Facilities, as such Schedule (including such Attachments) may be revised
from time to time in accordance with the Indenture.

“Base Rentals” shall mean the amount or amounts (comprising a principal component and an interest compo-

nent) payable by the Lessee pursuant to the Lease in consideration of the right to the use and enjoyment of the
Leased Property during the term of the Lease, on the dates and in the amounts set forth in the Base Rental Payment
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Schedule and on the dates and in the amounts representing the interest component for Variable Rate Rentals calcu-
lated pursuant to the Supplemental Lease providing for such Variable Rate Rentals.

“Bond” or “Bonds” shall mean all bonds issued under the Indenture, including the 2004 Bonds and any Addi-
tional Bonds authenticated and delivered from time to time under the Indenture.

“Bond Counsel” shall mean an attorney at law or a firm of attorneys (which is mutually acceptable to the Lessee
and the Trustee) of nationally recognized standing in matters pertaining to the tax—exempt nature of interest on obli-
gations issued by states and their political subdivisions, duly admitted to the practice of law before the highest court
of any state of the United States of America.

“Bond Fund” shall mean the fund by that name created by the Indenture to be used to pay the principal of and
interest on the 2004 Bonds as provided in the Indenture.

“Bond Interest Payment Dates” shall mean May 15 and November 15 of each year so long as any of the Bonds
are Outstanding, or with respect to Variable Rate Bonds, such dates as shall be specified for the payment of interest
on such Bonds in the Supplemental Indenture authorizing such Variable Rate Bonds.

“Bond Payment Date” shall mean a Bond Interest Payment Date and/or a Bond Principal Payment Date.

“An “Owner” of the 2004 Bonds”, or any similar term, shall mean the persons who purchase the 2004 Bonds
from an underwriter and/or those persons who thereafter purchase 2004 Bonds in the secondary market. Most of the
rights of Owners, including the right to receive payments in relation to the 2004 Bonds, will belong to DTC so long
as DTC is the sole registered owner of the 2004 Bonds. Owners nevertheless have certain rights as owners of their
2004 Bonds. Notices and payments in relation to the 2004 Bonds will be sent to the registered owner(s) of the
2004 Bonds as shown on the State’s bond register for the 2004 Bonds.

“Business Day” shall mean a day of the year on which banks located in the city in which the principal corporate
trust office of the Trustee is located are not required or authorized to remain closed.

“Cede” shall mean Cede & Co., the nominee of DTC, and any successor nominee of DTC with respect to any
Series of Bonds pursuant to the Indenture.

“Code” shall mean the Internal Revenue Code of 1986, as amended and supplemented from time to time, and
any applicable regulations thereunder.

“Completion Certificate” shall mean the certificate (including attachments thereto) delivered with respect to
each Project by or at the direction of an Authorized Lessee Representative pursuant to the Lease and the Indenture,
evidencing completion of such Project, the establishment of the Completion Date therefor, acceptance of the portion
of the Leased Property represented by such Project by the Lessee and certain other matters.

“Completion Date” shall mean, with respect to each Project, the date of completion of such Project and of final
acceptance of the portion of the Leased Property represented by such Project by the Lessee, all as evidenced by the
delivery of the Completion Certificate relating thereto.

“Construction” (and other forms of the word “construct”) shall have the same meaning as when such term is
used in the Act, including Section 63B—1-303 thereof, as amended from time to time.

“Contractor” shall mean such reputable contractor or contractors designated as general contractor for any or all
of the Facilities.

“Costs of Issuance” shall mean all items of expense directly or indirectly payable by or reimbursable to the Is-
suer or the Lessee relating to the financing of the Projects under the Indenture, including, but not limited to, all costs
paid or incurred by the Lessee or the Issuer at any time prior to or after delivery of the 2004 Bonds with respect to
the issuance, sale and delivery of the 2004 Bonds, including, but not limited to, initial or acceptance fees and ex-
penses of the Trustee, the Paying Agent and the Registrar, advance annual Trustee fee for a period not exceeding
one year, costs of legal and other professional services, including, but not limited to, financial advisor fees and ex-
penses, costs of underwriting the 2004 Bonds (including underwriting fees or bond discount), costs of preparing the
operative agreements relating to the Project financed by the 2004 Bonds and any supplements to any thereof and any
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other documents in connection with the authorization, issuance and sale of the 2004 Bonds, rating agency fees and
expenses, recording and filing fees, costs of title insurance, printing and engraving and other fees and costs in con-
nection therewith.

“Event of Default” shall mean one or more of the events of default described in the Lease and the Indenture.

“Event of Nonappropriation” shall mean a nonrenewal of the term of the Lease by the Lessee, determined by
the failure (for whatever reason) of the State to enact into law a State budget that appropriates and allocates to or for
the benefit of the Lessee for purposes of the Lease moneys sufficient to pay the Base Rentals and reasonably esti-
mated Additional Rentals for the next succeeding Renewal Term as provided in the Lease or determined by the un-
availability of such moneys for such purpose for any other reason. To the extent any non-lapsing appropriations are
used as the basis for determining that sufficient moneys have been appropriated for a Fiscal Year, such appropria-
tions shall be deemed to have been appropriated and to be legally available for the purpose of paying Rentals during
such Fiscal Year. The existence or nonexistence of an Event of Nonappropriation shall be determined as of (a) the
date on which the Legislature fails or refuses to adopt a final budget in accordance with applicable law which appro-
priates sufficient moneys to pay such Base Rentals and reasonably estimated Additional Rentals for the next suc-
ceeding Renewal Term as contemplated by the Lease or (b) the date on which the Governor vetoes the appropriation
to pay such Rentals contained in a final budget adopted by the Legislature, which veto is not thereafter overridden as
provided by law; provided, however, that the Trustee may waive any Event of Nonappropriation that is cured by the
Lessee within a reasonable time if, in the Trustee’s judgment, such waiver is in the best interests of the Owners of
the 2004 Bonds, except as otherwise provided in the Lease; and provided, further, however, that in no event shall an
Event of Nonappropriation occur or be deemed to occur prior to June 1 of the Fiscal Year next preceding each Re-
newal Term, notwithstanding anything in the Lease to the contrary. If the State changes its Fiscal Year to a different
twelve—month period than the Fiscal Year in effect on the date of execution of the Lease, the foregoing reference to
June 1 shall be deemed to refer to the date that is 30 days prior to the end of such new Fiscal Year.

“Excepted Property” shall mean the following described property of the Issuer that is expressly excepted and
excluded from the lien and operation of the Indenture, whether such property is now owned on hereafter acquired:

(@) The last day of the term of the leasehold estate created under the Lease and the last day of the term of
each Site Lease; provided, however, that the Issuer covenants and agrees that it will hold each such last day in
trust for the use and benefit of the Owners of the 2004 Bonds and that it will dispose of each such last day from
time to time in accordance with such written order as the Trustee in its discretion may give;

(b) Certain property installed by the Lessee or by any sublessee or licensee of the Lessee as provided in the
Lease; and

(c) Amounts to be transferred pursuant to the Indenture to, or held by the Trustee in, the rebate fund estab-
lished under any Tax Certificate.

“Facilities” shall mean each of the facilities acquired or constructed pursuant to the Act as provided in the
Lease.

“Fiscal Year” shall mean the twelve—month period used from time to time by the Lessee for its financial ac-
counting purposes, such period currently extending from July 1 to the next succeeding June 30.

“Funds” shall mean, collectively, all of the funds and accounts created under the Indenture and held by the
Trustee, including, but not limited to, the Project Fund, the Project Accounts, the Bond Fund, the Capitalized Inter-
est Fund, the Capitalized Interest Accounts, the Redemption Fund, the Insurance Fund and any costs of issuance
fund created under the Indenture in connection with the issuance of a Series of Bonds.

“Government Obligations” shall mean direct general obligations of, or obligations the timely payment of the
principal of and interest on which are unconditionally guaranteed by, the United States of America, the guarantee of
which constitutes the full faith and credit obligation of the United States of America (including any such obligations
issued or held in book—entry form on the books of the Department of the Treasury of the United States of America).

“Indenture” shall mean the Original Indenture as supplemented and amended from time to time in accordance
with its terms.



“Insurance Fund” shall mean the fund by that name created by the Indenture for the deposit of all Net Proceeds
of performance or payment bonds, proceeds (including moneys derived from the Risk Management Fund and any
self-insurance program) from policies of insurance required by the Lease or condemnation awards, or any proceeds
resulting from a default under a Project Contract (except certain liquidated damages received as a consequence of
default by a Contractor to complete a Project in a timely fashion, which shall be deposited into the Bond Fund as
required by the Lease) or any other contract relating to the Leased Property that are received by the Trustee, to be
applied to the prompt repair, replacement, restoration, modification or improvement of the damaged or destroyed
portion of the Leased Property, or to the redemption, in whole or in part, of the principal of the Bonds, under the
terms and conditions specified in the Indenture.

“Interests Secured by the Indenture” shall mean the principal of and interest and premium, if any, on the
2004 Bonds and all additional amounts and other sums at any time due and owing from or required to be paid by or
on behalf of the Issuer under the terms of the 2004 Bonds or the Indenture or by the Lessee pursuant to the terms of
the Lease.

“Investment Securities” shall mean any of the investments in which the moneys and other assets of the State
may be invested as permitted from time to time by the State Money Management Act, Chapter 7, Title 51 of the
Utah Code, and such other investments as may be identified from time to time in a Supplemental Indenture as “In-
vestment Securities.”

“Issuer” shall mean the Utah State Building Ownership Authority, a body politic and corporate of the State, and
any public body or corporation that succeeds to its powers, duties or functions.

“Lease” shall mean the Original Lease as amended and supplemented in accordance with its terms and the terms
of the Indenture.

“Leased Property” shall mean the Facilities leased and to be leased to the Lessee pursuant to the Lease.

“Lessee” shall mean the State, acting through its Department of Administrative Services, Division of Facilities
Construction and Management, and any department, division, commission or agency of the State succeeding to such
Division’s powers, duties or functions.

“Lessee’s Counsel” shall mean the duly elected and qualified Attorney General of the State or his or her desig-
nee, who regularly or by special appointment represents the Lessee in legal matters.

“Lessor” shall mean the Utah State Building Ownership Authority, a body politic and corporate of the State, or
any successor to the powers, duties or functions of the Lessor.

“Lien” shall mean any interest in Property securing an obligation owed to, or a claim by, a Person other than the
owner of the Property, whether such interest is based on common law, statute or contract, and including, but not
limited to, the security interest or lien arising from a mortgage, encumbrance, pledge, conditional sale or trust receipt
or a lease, consignment or bailment for security purposes.

“Moody’s” shall mean Moody’s Investors Service, Inc., a corporation organized and existing under the laws of
the State of Delaware, its successors and assigns, and, if such corporation shall be dissolved or liquidated or shall no
longer perform the functions of a securities rating organization, Moody’s shall be deemed to refer to any other na-
tionally recognized securities rating organization designated by the Lessee, by notice to the Trustee.

“Mortgage” shall mean each Mortgage, Security Agreement and Assignment of Rents, substantially in the form
attached to the Indenture, to be executed, delivered and recorded as provided in the Indenture and in the Lease and
any other “mortgage” (as such term is defined in Section 63B-1-303 of the Act as such Section may be amended
from time to time), relating to a mortgage lien to be imposed on the respective Facilities on or before the disburse-
ment of moneys from each Project Account as provided in the Indenture, for the purpose of providing security, in
addition to that provided by the Indenture, for the payment of the principal of, and premium, if any, and interest on,
the 2004 Bonds and the other Interests Secured by the Indenture.

“Net Proceeds” when used with respect to any performance or payment bond proceeds, or proceeds (including,

but not limited to, any moneys derived from the Risk Management Fund or any self-insurance program) from poli-
cies of insurance required by the Lease, or any condemnation award, or any proceeds resulting from default under a
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Project Contract (including, but not limited to, any such proceeds realized as liquidated damages) with respect to the
Leased Property, or with respect to proceeds from any foreclosure on the Leased Property or liquidation, reletting or
sale of the Leased Property (subject to the Site Leases), shall mean the amount remaining after deducting all ex-
penses (including attorneys’ fees) incurred in the collection of such proceeds or award from the gross proceeds
thereof.

“Notice by Mail” or “notice” of any action or condition “by Mail” shall mean a written notice meeting the re-
quirements of the Indenture mailed by first—class mail, postage prepaid, to the Owners of specified Bonds, at the
addresses shown in the Register.

“Officer’s Certificate” when used with respect to the Lessee shall mean a certificate signed by an Authorized
Lessee Representative, or when used with respect to the Issuer or the Lessor, an Authorized Lessor Representative,
and delivered to the Trustee.

“Optional Payment Date” shall mean any Business Day on or after November 15, 2004 (except as otherwise
provided in the Lease) during the term of the Lease upon which the Lessee may elect pursuant to the Lease to pur-
chase the Leased Property (other than State—-Owned Sites) or any portion thereof consisting of separate Facilities
identified on Subschedules to the Option Price Schedule for the then applicable Option Price or portion thereof with
respect to such separately identified Facilities.

“Option Price” shall mean the price as specified in the Option Price Schedule at which (together with certain
other amounts payable pursuant to the Lease) the Lessee may elect to purchase from the Lessor the Leased Property
(other than State—Owned Sites) in its entirety on the applicable Optional Payment Date or any portion thereof con-
sisting of separate Facilities identified on Subschedules to the Option Price Schedule and designated by the Lessee
pursuant to the Lease prior to the scheduled payment of all sums to be paid for the Leased Property or any such por-
tion, all as more particularly shown in the Option Price Schedule (or the applicable Subschedule thereto) and as such
Option Price Schedule (including the Attachments thereto) may be revised hereafter in accordance with the Inden-
ture.

“Option Price Schedule” shall mean the Option Price Schedule attached to the Lease, as such Schedule may be
revised hereafter from time to time in accordance with the Indenture.

“Optional Redemption Date” shall mean the Optional Payment Date or other redemption date on which the Is-
suer redeems Bonds in whole or in part as provided in the Indenture.

“Original Indenture” shall mean the Indenture of Trust, Assignment of State Facilities Master Lease Agreement
and Security Agreement, dated as of September 1, 1994, between the Issuer and the Trustee.

“Original Lease” shall mean the State Facilities Master Lease Agreement, dated as of September 1, 1994, as
heretofore supplemented and amended, between the Lessee and the Issuer.

“Outstanding” when used with respect to Bonds shall mean, as of the date of determination, all Bonds that have
theretofore been duly authenticated and delivered by the Trustee under the Indenture, except:

(a) Bonds theretofore canceled and delivered to the Registrar or delivered to the Registrar for cancellation;
(b) Bonds that have been defeased pursuant to the Indenture; and

(c) Bonds in exchange for or in lieu of which other Bonds have been authenticated and delivered pursuant
to the Indenture.

“Permitted Encumbrances” shall mean, as of any particular time, (a) liens for taxes, assessments and other gov-
ernmental charges not then delinquent; (b) the Lease, the Indenture, any Mortgage, any sublease permitted by the
Lease and any financing statements naming the Issuer or the Lessee as debtor and naming the Issuer or the Trustee
as secured party now or hereafter filed to perfect the mortgage lien and security interests granted or to be granted by
the Indenture, any Mortgage and the Lease; (c) the Site Leases; (d) utility, access and other easements and rights—
of-way, mineral rights, restrictions and exceptions that an Authorized Lessee Representative certifies to the Trustee
will not materially interfere with or impair the operations being conducted in or on the Leased Property (or, if no
operations are being conducted therein or thereon, the operations for which the Leased Property was designed or last
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modified); (e) any mechanic’s, laborer’s, materialmen’s, supplier’s or vendor’s lien or right in respect thereof if
payment is not yet due and payable under the contract in question; (f) such minor defects, irregularities, encum-
brances, easements, rights—of-way and clouds on title as normally exist with respect to properties similar in charac-
ter to the Leased Property and (i) as do not, in the opinion of the Authorized Lessee Representative, certified in writ-
ing to the Trustee, materially impair the property affected thereby for the purpose for which it was or is to be Ac-
quired or is or will be held by the Issuer or the Lessee or (ii) are adequately insured against by a title insurance pol-
icy reasonably satisfactory to the Trustee and the Lessee; (g) any liens or encumbrances being contested as provided
in the Lease; (h) any encumbrance represented by financing statements recorded or filed to perfect purchase money
security interests in any or all of the Facilities; (i) any encumbrance represented by a notice of agreement filed or
recorded to evidence an obligation of the Lessee entered into for the purpose of financing energy conservation or
energy management equipment; and (j) any easements, liens, security interests and other encumbrances as are in-
cluded in the definition of “Permitted Encumbrances” as provided in a Supplemental Lease.

“Person” shall mean one or more individuals, estates, joint ventures, joint—stock companies, partnerships, asso-
ciations, corporations, trusts or unincorporated organizations, and one or more governments or agencies or political
subdivisions thereof.

“Plans and Specifications” shall mean plans and specifications prepared for and showing each of the Facilities,
as and when they are approved by the Lessee, the same being duly certified by an Authorized Lessee Representative,
which plans and specifications are or will be on file at the office of the Lessee described in the first paragraph of the
Lease and shall be available for reasonable inspection by the Lessor, the Trustee and their duly authorized represen-
tatives.

“Project Accounts” shall mean, collectively, each Project Account created under the Indenture with respect to
the financing of Facilities through the issuance of a Series of Bonds.

“Project Contracts” shall mean, collectively, each contract entered into by the Lessee (acting in its capacity as
the Lessor’s agent pursuant to the Agency Agreement), any other agent acting on behalf of the Lessor pursuant to an
Agency Agreement or the Lessor regarding any Project.

“Project Costs” with respect to each Project shall mean those items that the Lessee, in its own capacity or in its
capacity as agent to the Issuer pursuant to the Agency Agreement, any other agent or the Issuer has paid or shall be
required to pay under the terms of any contract or contracts for such Project and the financing thereof and all ex-
penses preliminary and incidental thereto incurred by the Issuer, the Lessee (as such agent) or such other agent in
connection therewith and in the issuance of the 2004 Bonds, including, but not limited to, the following:

(a) obligations of the Lessee or the Issuer incurred for labor, materials and equipment (including permitted
reimbursements from proceeds of the 2004 Bonds payable to the Lessee for expenditures made with respect to
the Facilities) in connection with such Project;

(b) the cost of performance or other bonds and any and all types of insurance (including, but not limited to,
title insurance) that may be necessary or appropriate in connection with each Project and the Leased Property;

(c) all costs of planning and designing each of the Facilities, including architectural, planning, engineering,
legal and fiscal advisors’ fees and the costs incurred by the Lessee or the Issuer for test borings, surveys, esti-
mates, plans and specifications and preliminary investigations therefor, and for supervising Construction, as
well as for the performance of all other duties required by or consequent to the proper and timely completion of
each Project;

(d) all Costs of Issuance related to the Series of Bonds issued with respect to such Project;

(e) payment of expenses incurred in seeking to enforce any remedy against any Contractor or subcontractor
in respect of any default under a Project Contract;

(f) the cost of equipment and furnishings for each of the Facilities and all other authorized costs that are
considered to be a part of the costs of each of the Facilities in accordance with generally accepted accounting
principles and that will not adversely affect the excludability from gross income for Federal income tax pur-
poses of interest on the 2004 Bonds, including, but not limited to, interest accruing on the 2004 Bonds from the

B-7



date of original issuance thereof and during the period required to complete each Project and for not more
12 months after the respective Completion Date of each such Project;

(g9) temporary rent and other similar temporary relocation expenses (including the cost of mobile office
trailer space) to be paid for the benefit of any State Body that has been dispossessed from its facilities for a pe-
riod of time pending completion of the Facilities in which such State Body will be located upon completion
thereof;

(h) any other costs and expenses identified in a Supplemental Indenture as “Project Costs” so long as such
costs and expenses are authorized under the Act;

(i) land acquisition costs related to a Project to the extent permitted by the Act;

(j) any sums required to reimburse the Issuer or the Lessee for advances made by either of them for any of
the above items or for any other costs incurred and for work done by either of them that are properly chargeable
to a capital account in respect of a Project, including sums required to reimburse the Issuer or the Lessee for ad-
vances for costs incurred pursuant to clause (k) below; and

(k) all other amounts that shall be required to be paid under the terms of any Project Contract so long as
such amounts are authorized under the Act.

“Project Documents” shall mean (a) the Plans and Specifications, including change orders (if any) as permitted
by the Lease; (b) a survey of each site on which any of the Facilities are located, prepared by a registered land sur-
veyor in accordance with standard requirements for land title surveys, showing the location of all improvements,
easements, encroachments and other encumbrances on each such site; (c) any necessary permits for any of the Pro-
jects, including any building permits and certificates of occupancy; (d) the Project Contracts; (e) policies of title,
casualty, public liability and workers’ compensation insurance, or certificates thereof, as required by the Lease with
respect to the Leased Property; (f) performance and payment bonds with respect to any Construction of any of the
Facilities; (g) the executed contract with an architect hired by the Lessee in connection with the preparation of Plans
and Specifications and (h) any and all other documents executed by or furnished to the Lessee or a Contractor in
connection with any Project.

“Project Fund” shall mean the fund by that name created by the Indenture to be expended to pay or reimburse
(to the extent authorized) the Project Costs relating to each of the Projects, in accordance with the provisions of the
Lease and the Indenture.

“Projects” shall mean, collectively, all projects undertaken by the Issuer pursuant to the Lease.

“Property” shall mean any interest in any kind of property or asset, whether real, personal or mixed, or tangible
or intangible.

“Redemption Fund” shall mean the fund by that name created by the Indenture to be used for the redemption of
Bonds (other than mandatory sinking fund redemptions).

“Register” shall mean the register kept at the principal corporate trust office of the Trustee, as Registrar, for the
registration, exchange and transfer of Bonds.

“Registrar” shall mean the agent appointed by the Trustee, at the direction of the Issuer, as agent of the Trustee
to keep the books for the registration of the 2004 Bonds and for the registration of transfer and exchange of the
2004 Bonds, and any successor appointed by the Trustee, at the direction of the Issuer, or in the event that at any
time no such agent shall be appointed, the Trustee.

“Regular Record Date” shall mean, with respect to any Bond Interest Payment Date for Bonds that are not Vari-
able Rate Bonds, the first day of the month in which such Bond Interest Payment Date occurs. For Variable Rate
Bonds, “Regular Record Date” shall have the meaning given thereto in the Supplemental Indenture authorizing such
Variable Rate Bonds.
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“Renewal Term” shall mean each of the additional and consecutive one year renewal terms, commencing
July 1, 1995, and a final renewal term commencing July 1, 2026, and ending May 16, 2027, for which the Lessee at
its option may extend the term of the Lease after the Initial Term.

“Rentals” shall mean the total amount of the Base Rentals and the Additional Rentals payable during the Initial
Term and each Renewal Term under the Lease.

“Revenues” shall mean (a) the Option Price, if paid, and any portion of the Option Price (if paid) with respect to
separate Facilities; (b) all Net Proceeds, if any, of casualty insurance (including any moneys derived from the Risk
Management Fund or any self-insurance program), title insurance, performance bonds, condemnation awards and
awards resulting from defaults under Project Contracts (including amounts realized as liquidated damages) in con-
nection with the Projects, not applied to the repair, restoration, modification, improvement or replacement of the
Leased Property; (c) all Net Proceeds, if any, derived from any sale of the Leased Property pursuant to a foreclosure
pursuant to the Indenture or any of the Mortgages and reletting or sale of the Leased Property thereafter pursuant to
the Indenture or any of the Mortgages or any other proceeds realized upon the exercise of any other remedies under
the Indenture or under any of the Mortgages; (d) the Base Rentals; (e) any portion of the proceeds of sale of the
2004 Bonds deposited into the Bond Fund or the Capitalized Interest Fund to pay accrued interest or capitalized in-
terest on Bonds; (f) any earnings on moneys on deposit in the Bond Fund and the Capitalized Interest Fund to the
extent such earnings are available as provided in the Indenture for application for the purposes for which such Funds
have been or will be established under the Indenture; (g) all other revenues derived from the Lease, except Addi-
tional Rentals; and (h) any other moneys to which the Trustee may be entitled for the benefit of the Owners of the
2004 Bonds, including, but not limited to, any amounts to be paid into the Bond Fund pursuant to the Lease from
rentals or other payments by permitted sublessees, assignees and transferees.

“Risk Management Fund” shall mean the Risk Management Fund of the State, established pursuant to Section
63A-4-201 of the Utah Code.

“S&P” shall mean Standard & Poor’s Ratings Group, a corporation organized and existing under the laws of the
State of New York, its successors and assigns, and, if such corporation shall be dissolved or liquidated or shall no
longer perform the functions of a securities rating organization, “S&P” shall be deemed to refer to any other nation-
ally recognized securities rating organization designated by the Lessee, by notice to the Trustee.

“Series” shall mean all of the Bonds designated as being of the same Series authenticated and delivered on
original issuance in a simultaneous transaction, and any Bonds thereafter authenticated and delivered in lieu thereof
or in substitution therefor pursuant to the Indenture.

“Site Leases” shall mean any lease pursuant to which the State leases a State—Owned Site to the Issuer for the
purpose of a Project.

“Special Record Date” shall mean a special date fixed to determine the names and addresses of Owners of
Bonds for purposes of paying interest on a special interest payment date for the payment of defaulted interest, all as
provided in the Indenture.

“State” shall mean the State of Utah.

“State Bodies” shall mean DABC, DEQ, DHS, DNR, DPR, SOE, UDOC and any other “state bodies” as such
term is defined in the Act, including Section 63B-1-303 thereof, as amended from time to time.

“State—Owned Land” shall mean any parcel of land on which Facilities are to be Acquired or Constructed that is
owned by the State, was not acquired by the State with the proceeds of any Bonds issued pursuant to the Indenture
and is leased to the Issuer for the purpose of a Project.

“State—Owned Site” shall mean “State—-Owned Land.”

“Supplemental Indenture” shall mean any supplement or amendment to the Indenture that has been duly entered

into between the Issuer and the Trustee, but only if and to the extent that such Supplemental Indenture is entered into
in accordance with the provisions of the Indenture.
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“Supplemental Lease” shall mean any supplement or amendment to the Lease that has been duly entered into by
the Lessor and the Lessee, but only if and to the extent that such Supplemental Lease is entered into in accordance
with the provisions of the Lease and the Indenture.

“Tax Certificate” shall mean, with respect to each Series of Bonds, any agreement or certificate of the Issuer
and the Lessee that the Issuer and the Lessee may execute in order to establish and assure the excludability from
gross income for Federal income tax purposes of interest on the Bonds.

“Term of the Lease” or “term of the Lease” with respect to the possessory interest of the Lessee shall mean the
initial term and any Renewal Terms as to which the Lessee exercises its option to renew the term of the Lease as
provided in the Lease, subject to the provisions hereof concerning termination of certain of the Lessee’s obligations
under the Lease.

“Trust Estate” shall mean the properties, rights, interests and privileges (a) described in the Granting Clauses of
the Indenture and to be described in the Granting Clauses of each Supplemental Indenture or (b) subject to the lien
of a Mortgage.

“Trustee” shall mean Wells Fargo Bank, N.A., of Salt Lake City, Utah, and its successors and any corporation
resulting from or surviving any consolidation or merger to which it or its successors may be a party and any succes-
sor trustee at the time serving as successor trustee under the Indenture.

“Utah Code” shall mean the Utah Code Annotated 1953, as amended.

“Variable Rate Bonds” shall mean, as of any date of calculation, any Bonds the terms of which on such date of
calculation are such that interest thereon for any future period of time is expressed to be calculated for a period or at
a rate that is not susceptible of precise determination for any future period of time; provided, however, that the term
“Variable Rate Bonds” shall not apply to any period after the method for calculating interest on the Bonds has been
converted to a fixed rate to maturity as provided in the applicable Supplemental Indenture.

“Variable Rate Rentals” shall mean the interest component of Base Rentals that is to be calculated for a period
of time or at a rate that, as of any date of calculation, is not susceptible of precise determination for any future period
of time; provided, however, that the term “Variable Rate Rentals” shall not apply to any period after the method for
calculating the interest component of Base Rentals has been converted to a fixed rate to maturity as provided in the
applicable Supplemental Lease.

THE INDENTURE
The 2004 Bonds
Limited Obligations

Under the Indenture the 2004 Bonds are secured by the Trust Estate, which is specifically mortgaged, pledged,
hypothecated, assigned and otherwise secured by the Indenture, subject to Permitted Encumbrances, for the equal
and ratable payment of the 2004 Bonds and shall be used for no other purpose than to pay the principal of, and
premium, if any, and interest on, the 2004 Bonds, except as may be otherwise expressly authorized in the Indenture.
Neither the full faith and credit nor the taxing powers of the State or any political subdivision of the State is pledged
to the payment of the principal of, or premium, if any, or interest on, the 2004 Bonds or other costs appertaining
thereto. The 2004 Bonds and the interest and premium, if any, thereon shall not now nor shall ever constitute an
indebtedness of the Issuer, the State (as Lessee or otherwise) or any political subdivision of the State within the
meaning of any constitutional provision or limitation nor constitute or give rise to or be a general obligation or li-
ability of, or a charge against the general credit or taxing powers of, the State or any political subdivision of the
State.

The obligation of the Lessee to pay Base Rentals and other amounts under the Lease is annually renewable as
provided therein. Neither the issuance of the 2004 Bonds nor the execution and delivery of the Lease directly or con-
tingently obligate the State (as Lessee or otherwise) or any political subdivision thereof to appropriate any money to
pay Rentals under the Lease or to pay any Rentals beyond those appropriated for the then current Fiscal Year of the
State. Neither the Lessee’s officers and agents, nor officers, trustees or agents of the Issuer, nor any persons execut-
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ing the 2004 Bonds or the Lease shall be liable personally on the 2004 Bonds or the Lease or subject to any per-
sonal liability or accountability by reason of the issuance of the 2004 Bonds or the execution of the Lease.

The Lease provides that if the Lessee fails to pay Rentals, it must immediately quit and vacate the Leased Prop-
erty and its obligation to pay any Rentals (except for Rentals theretofore appropriated and then available for such
purpose) shall thereupon terminate. No judgment for money damages may be entered against the State (as Lessee or
otherwise) nor against any political subdivision thereof for failure to pay such Rentals or any other amounts, except
for Rentals theretofore appropriated and then available for such purpose, other moneys and property subject to the
lien of the Indenture or the Mortgages or as otherwise expressly provided in the Lease. No deficiency judgment may
be entered against the Issuer, the State (as Lessee or otherwise) or any political subdivision of the State on foreclo-
sure of any lien created by the Indenture or the Mortgages or on sale of the Leased Property (subject to the Site
Leases) pursuant to a foreclosure or liquidation pursuant to the Indenture or the Mortgages or reletting or sale of the
Leased Property thereafter pursuant to the Lease, except as otherwise expressly provided in the Lease. Neither the
State (as Lessee or otherwise) nor any political subdivision thereof, other than to the extent provided in the Lease, is
obligated to pay the principal of, or premium, if any, or interest on, any Bond, the Option Price, any portion of the
Option Price related to the purchase of separate Facilities or other amounts that may come due in connection with or
related to any Variable Rate Bond.

Nothing in the Lease or in the Indenture creates any obligation of the Lessee to purchase the Leased Property or
any separate Facilities constituting a portion thereof or creates any obligation of the Lessee in respect to any credi-
tors, shareholders or security holders of the Issuer (including, but not limited to, the Owners from time to time of the
2004 Bonds).

Additional Bonds

At any time while there is no Event of Default under the Indenture or the Lease and so long as no Event of
Nonappropriation has occurred and is then continuing, Additional Bonds may be issued pursuant to a Supplemental
Indenture for the purposes specified in the Indenture. All Additional Bonds shall be secured by the lien of the Inden-
ture and the Mortgages and rank pari passu with the 2004 Bonds then Outstanding.

Prior to the delivery on original issuance by the Trustee of each Series of such Additional Bonds, there shall be
or have been delivered to the Trustee, among other items required by the Indenture, the following:

(i) a written opinion of Bond Counsel to the effect that the issuance of such Series of Additional Bonds will
not adversely affect the excludability from gross income for Federal income tax purposes of interest on any
Bonds then Outstanding;

(if) a new ALTA mortgagee title insurance policy with comprehensive endorsement with respect to any
project for which disbursement of Bond proceeds is to be authorized, in form and content acceptable to the pur-
chasers of the new Bonds; and if the Lessee so desires, an ALTA leasehold polity which complies with Section
212(d)(vi) of the Indenture; provided, however, in the event that the property upon which Additional Projects
are to be located has not been acquired at or prior to the time of issuance of the Additional Bonds, the Supple-
mental Lease or Supplemental Indenture relating to such Additional Bonds shall require that such endorsement
or additional title policy with respect to such property be delivered at the time of or prior to any disbursements
being made from the Project Fund with respect to such portion of the Project; and

(iii) written evidence from each of the Appropriate Rating Agencies to the effect that the issuance of the
Series of Additional Bonds will not by itself result in a reduction of withdrawal of the rating or ratings then in
effect with respect to the Outstanding Bonds.
General Covenants
Rental Rates
The Issuer covenants to charge Base Rentals and Additional Rentals under the Lease sufficient in amount for

such purposes and to pay any other obligations under the Lease that are to be paid from Base Rentals or Additional
Rentals.
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Payment of Bonds

The Issuer covenants in the Indenture to pay promptly the principal of (whether at maturity, by operation of
mandatory sinking fund redemptions, by acceleration, call for redemption or otherwise), and premium, if any, and
interest on, the 2004 Bonds at the places, on the dates and in the manner provided in the Indenture and in every
Bond issued under the Indenture according to the true intent and meaning thereof; provided, however, that such ob-
ligations are not general obligations of the Issuer but are limited obligations payable solely from the Revenues.

Performance of Issuer’s Covenants; Authority

The Issuer covenants in the Indenture to faithfully observe and perform at all times any and all covenants, con-
ditions and agreements on its part contained in the Indenture, in any and every Bond executed, authenticated and
delivered under the Indenture and in all proceedings of the Issuer pertaining thereto; provided, however, that the
liability of the Issuer under any such covenant, condition or agreement for any breach or default by the Issuer
thereof or thereunder shall be limited solely to the Revenues.

Payment of Taxes, Charges, Insurance, etc.

The Issuer covenants in the Indenture to cause the Lessee pursuant to the Lease to maintain certain insurance
and pay all lawful taxes, assessments and charges at any time levied or assessed against or with respect to the Leased
Property or the Revenues, or any part thereof, that might impair or prejudice the lien and priority of the Indenture or
any of the Mortgages; provided, however, that nothing contained in the Indenture shall require the maintenance of
insurance or payment of any such taxes, assessments or charges if the same are not required to be maintained or paid
under the provisions of the Lease.

Maintenance and Repair of and Alterations, Additions and Improvements to Leased Property

Pursuant to the provisions of the Lease, the Lessee has agreed at its own expense to maintain, manage and oper-
ate the Leased Property in good order, condition and repair, and the Lessee may, at its own expense, make from time
to time additions, modifications or improvements to the Leased Property under the terms and conditions set forth in
the Lease and as provided in the Indenture.

Recordation of the Lease, Indenture, Mortgages, Site Leases and Security Instruments

The Issuer covenants to cause the Indenture, each Mortgage, the Lease, each Site Lease and all supplements and
amendments thereto as well as such other security instruments, financing statements, continuation statements and all
supplements and amendments thereto and other instruments as may be required from time to time to be kept re-
corded and filed in such manner and in such places as may be required by law in order fully to preserve and protect
the security of the Owners of the 2004 Bonds and the rights of the Trustee under the Indenture and to perfect the lien
of, and the security interest created by, the Indenture and each Mortgage.

Revenues And Funds
Source of Payment of Bonds

The Base Rentals that the Lessee is required to pay in accordance with the Lease are to be remitted directly to
the Trustee for the account of the Issuer and deposited into the Bond Fund and the Redemption Fund as provided in
the Lease. Such payments, sufficient in amount to insure the prompt payment of the principal of (including manda-
tory sinking fund redemptions) and premium, if any, and interest on, the 2004 Bonds (so long as the Lessee appro-
priates sufficient moneys annually to pay Rentals accruing during each succeeding Renewal Term under the Lease)
are pledged to secure the payment of such principal of, and premium, if any, and interest on, the 2004 Bonds. Said
pledge shall constitute a first and exclusive lien on the Base Rentals provided in the Lease for the payment of the
principal of, and premium, if any, and interest on, the 2004 Bonds in accordance with the terms thereof and of the
Indenture and otherwise for the benefit of the Interests Secured by the Indenture.

Funds and Accounts

The Indenture establishes the following irrevocable trust funds, among others, all of which are to be held by the
Trustee:
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(a) the Bond Fund;
(a) the Capitalized Interest Fund, which includes certain Capitalized Interest Accounts;
(c) the Project Fund which includes separate accounts for each Project;
(d) the Redemption Fund; and
(e) the Insurance Fund.
Payments into and Use of Moneys in Bond Fund
There shall be deposited into the Bond Fund, as and when received, the following:

(@) any amount in a Capitalized Interest Account to be paid into the Bond Fund in accordance with the In-
denture;

(b) any amount in the Project Fund (including any Project Account therein) to be paid into the Bond Fund
in accordance with the Indenture;

(c) all Base Rentals;

(d) any other amount to be deposited therein pursuant to any other provisions of the Indenture, or any pro-
visions of a Supplemental Indenture; and

(e) all other moneys received by the Trustee under and pursuant to any of the provisions of the Lease or
otherwise that are required or that are accompanied by directions that such moneys are to be paid into the Bond
Fund.

Moneys in the Bond Fund are to be used for the payment of the principal of and interest on the 2004 Bonds, in-
cluding mandatory sinking fund redemption payments.

Payments into and Disbursements from Project Fund

The proceeds of a Series of Bonds deposited into a Project Account within the Project Fund are to be used to
pay the Project Costs being financed by such Series of Bonds. So long as no Event of Nonappropriation of Event of
Default has occurred and is continuing and the Lessee’s right (as agent of the Issuer under the Agency Agreement)
to control the Projects has not otherwise been terminated pursuant to the Lease or the Agency Agreement, the Trus-
tee is authorized and directed under the Indenture to make payments as requested by the Lessee from each Project
Account to pay or reimburse (to the extent authorized) the Project Costs relating to each of the Projects, upon receipt
of certain documents, certificates and opinions specified in the Indenture.

In the event that any of the 2004 Projects are not completed timely, or an Event of Nonappropriation or Event of
Default shall have occurred and be continuing, the Trustee shall take such actions with respect to moneys then re-
maining in the related Project Account that relates to such incomplete 2004 Project and may either complete such
2004 Project or otherwise disburse such moneys pursuant to the provisions of the Lease and the Indenture as the
Trustee may deem appropriate in the best interests of the Owners of the 2004 Bonds.

Completion of the Projects; Delivery of Completion Certificate

The completion of each Project under the Lease, the payment or provision made for payment of all Project
Costs under the Lease related to each such Project and the acceptance of the portion of the Leased Property repre-
sented by such Project by the Lessee shall be evidenced by the filing with the Trustee of the Completion Certificate
of an Authorized Lessee Representative stating that, to the best of the Lessee’s knowledge based upon the represen-
tations of the engineers, vendors, suppliers, contractors, architects and other consultants for such Project and except
for any amounts estimated by such Authorized Lessee Representative to be necessary for payment of any Project
Costs not then due and payable, such Project has been completed and the portion of the Leased Property represented
by such Project has been accepted by the Lessee. Immediately after the date of delivery of the Completion Certifi-
cate for a Project and unless otherwise provided in a Supplemental Indenture with respect to a Series of Additional
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Bonds, any moneys remaining in the related Project Account (except any amount that the Lessee shall have directed
the Trustee to retain for any Project Costs not then due and payable and except as otherwise may be required by any
Tax Certificate) shall without further authorization be transferred by the Trustee for deposit into the Bond Fund and
applied by the Trustee for the purposes for which such Fund has been established under the Indenture.

Deposit Into and Use of Moneys in Redemption Fund

All moneys to be used for redemption of Bonds (other than mandatory sinking fund redemptions) shall be de-
posited into the Redemption Fund.

Use of Moneys in Insurance Fund

All Net Proceeds of performance or payment bonds, proceeds (including any moneys derived from the Risk
Management Fund and any self-insurance program) from policies of insurance required by the Lease or condemna-
tion awards, or any proceeds resulting from a default under a Project contract (except liquidated damages) or any
other contract relating to the Leased Property that are received by the Trustee shall be deposited into the Insurance
Fund. An Authorized Lessee Representative shall file an Officer’s Certificate with Trustee, within 90 days after the
occurrence of the event giving rise to such Net Proceeds, directing the application and disbursement of such funds,
subject to any applicable provisions of any Tax Certificate, as follows:

(a) to the prompt repair, replacement, restoration, modification or improvement of the damaged or de-
stroyed portion of the Leased Property if such Officer’s Certificate states that such Net Proceeds, together with
any other funds lawfully available to the Lessee for such purpose, are sufficient to pay in full the costs of such
repair, replacement, restoration, modification or improvement; or

(b) to the redemption, in whole or in part, of the principal of the Bonds in accordance with the Indenture
and the Lease.

Liquidated damages resulting from a default by a Contractor to complete a Project in a timely fashion under the
Construction Contract are to be deposited into the Bond Fund.

Moneys To Be Held In Trust

All moneys required to be deposited with or paid to the Trustee for account to any Fund referred to in any pro-
vision of the Indenture shall be held by the Trustee in trust in accordance with the terms of the Indenture.

Permitted Investments

Subject to compliance with the terms and provisions of any Tax Certificate, any moneys held as part of the Pro-
ject Accounts, the Insurance Fund or any accounts therein or in any other funds or accounts under the Indenture (ex-
cept the Bond Fund, the Redemption Fund and the Capitalized Interest Fund) and any moneys held as part of the
2004 Cost of Issuance Fund, shall be invested and reinvested by the Trustee to the extent permitted by law, at the
written direction of the Utah State Treasurer for and on behalf of the Lessee, but only so long as no Event of Default
has occurred and is continuing (or by the Trustee after the occurrence and during the continuance of any such Event
of Default), in any Investment Securities maturing not later than such times as shall be necessary to provide moneys
when needed for payments to be made from each such Fund or other fund or account.

Moneys held as part of the Bond Fund, the Redemption Fund and the Capitalized Interest Fund, shall be in-
vested and reinvested by the Trustee to the extent permitted by law, at the written direction of the Utah State Treas-
urer for and on behalf of the Lessee, but only so long as no Event of Default has occurred and is continuing (or by
the Trustee after the occurrence and during the continuance of any such Event of Default), only in Government Ob-
ligations maturing at such times and in such amounts as shall be necessary to pay principal of and interest on the
Bonds as such become due and payable or, with respect to moneys held as part of the Bond Fund, invested in (i) a
money market mutual fund that invests only in Government Obligations or (ii) the Utah State Treasurer’s Invest-
ment Pool established pursuant to Chapter 7 of Title 51 of the Utah Code.

All such investments shall at all times be a part of the Fund from whence the moneys used to acquire such in-

vestments shall have come. In computing the amount in any fund or account under the Indenture, investments shall
be valued at the market price thereof at least annually by the Trustee prior to May 1 of each year. All income and
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profits on such investments shall be credited to, and all losses thereon shall be charged against, such funds and ac-
counts equal to each fund’s or account’s respective proportionate contribution thereto. Any such investments shall
be made by the Trustee in such manner as to assure the availability of moneys to make disbursements from each
Project Account on the anticipated dates of disbursement for the Project to which such Project Account relates and
to make payments of the principal of, and premium, if any, and interest on, the Bonds at the times and in the
amounts as provided therein.

Discharge Of Lien

If the Issuer shall pay or cause to be paid, or there shall otherwise be paid or provision for the unconditional
payment made from any source, to or for the Owners of the 2004 Bonds all principal of, and premium, if any, and
interest on, the 2004 Bonds at the times and in the manner stipulated therein and in the Indenture, and if the Issuer
shall not then be in default in any of the other covenants and promises in the 2004 Bonds and in the Indenture ex-
pressed or implied as to be kept, performed and observed by it or on its part, and if the Lessee shall not then be in
default in any of its covenants and promises in the Lease expressed or implied as to be kept, performed and observed
by it or on its part, and if the Issuer shall pay or cause to be paid to the Trustee all sums of money due or to become
due according to the provisions of the Indenture, then all rights and obligations of the Issuer, the Lessee and the
Trustee under the Indenture, the Lease and the Site Leases shall terminate and be of no further force and effect and
the Trustee shall cancel and discharge the Indenture, the Mortgages, the Lease and the Site Leases and execute and
deliver to the Issuer and the Lessee such instruments in writing as shall be requisite to cancel and discharge the lien
of the Indenture, and reconvey, release, assign and deliver unto the Issuer and the Lessee any and all the estate, right,
title and interest in and to any property conveyed, mortgaged, assigned or pledged to the Trustee or otherwise sub-
ject to the lien of the Indenture or the Mortgages, except (a) amounts in the Bond Fund required to be paid to the
Lessee pursuant to the Indenture, (b) moneys or securities held by the Trustee for the payment of the principal of, or
premium, if any, or interest on, the 2004 Bonds and (c) any moneys to be paid pursuant to any Tax Certificate.

Any Bond shall be deemed to be paid, or any portion thereof shall be deemed to be paid, within the meaning of
the Indenture when payment of the principal of, and premium, if any, and interest on, the 2004 Bonds (or such por-
tion thereof) either (i) shall have been made or caused to be made in accordance with the terms thereof, or (ii) shall
have been provided by irrevocably depositing with or for the benefit of the Trustee, in trust and irrevocably set aside
exclusively for such payment, (1) moneys sufficient to make such payment or (2) Government Obligations (pro-
vided that such deposit does not, in the opinion of Bond Counsel, adversely affect the excludability from gross in-
come for Federal income tax purposes of interest on any of the 2004 Bonds or cause the Lease or any of the
2004 Bonds to be classified as arbitrage bonds within the meaning of Section 148(a) of the Code), which are not
callable at the option of the issuer thereof prior to their maturity and which mature and bear interest in such amounts
and at such times as will provide such amounts and at such times as will insure the availability of sufficient moneys
to make such payment on and prior to the redemption date or maturity date, as the case may be. If the 2004 Bonds
are not to be paid on the next succeeding Bond Payment Date, proper notice of redemption shall have been previ-
ously mailed as provided in the Indenture or the Issuer shall have given the Trustee, in form satisfactory to the Trus-
tee, irrevocable instructions to mail notice of redemption as provided in the Indenture. At such time as a 2004 Bond
shall be deemed to be paid, it shall no longer be secured by or entitled to the benefits of the Indenture or the Mort-
gages, except for the purposes of registration and exchange of 2004 Bonds and of any such payment from such
moneys or Government Obligations.

Possession, Use And Partial Release Of Leased Property
Subordination of Lease to the Indenture and the Mortgages

As provided in the Lease, the Lease and the Lessee’s interest in the Leased Property and its interest as lessee
under the Lease shall at all times be subject to the lien of the Indenture and the Mortgages; provided, however, that
so long as no Event of Default under the Lease or an Event of Nonappropriation has occurred and is then continuing,
the Lease shall remain in full force and effect notwithstanding such subordination, and the Lessee shall not be dis-
turbed by the Issuer or the Trustee in its possession, use and enjoyment of the Leased Property during the term of the
Lease or in the enjoyment of its rights under the Lease.
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Release of Sites

The Issuer and the Lessee have reserved the right in the Lease to withdraw certain portions of the sites on which
any of the Facilities are located from the terms of the Lease and the lien of the Indenture. The Trustee shall release
from the lien of the Indenture any such portions of the sites upon compliance with the provisions of the Lease.

Granting or Release of Easements

In accordance with the Lease, the Lessee may grant or release easements and take other action upon compliance
with the terms and conditions of the Lease. The Trustee shall execute or confirm the grants or releases of easements,
licenses, rights—of-way and other rights and privileges permitted by the Lease.

Events Of Default And Remedies
Events of Default Defined
The occurrence of any of the following events shall constitute an “Event of Default” under the Indenture:

(a) Default in the payment of the principal of or premium, if any, on any Bond when the same shall become
due and payable, whether at the stated maturity date thereof, by acceleration or call for redemption or otherwise;
or

(b) Default in the payment of any interest on any Bond when the same shall become due and payable; or

(c) The occurrence of any Event of Nonappropriation or Event of Default as each such term is defined in
the Lease or the occurrence of an event of default under any Mortgage; or

(d) Subject to the provisions of the Indenture, default in the performance or observance of any other of the
covenants, agreements or conditions on the part of the Issuer in the Indenture or in the Bonds contained and the
continuance thereof for a period of 60 days after written notice to the Issuer and the Lessee given by the Trustee
or to the Trustee, the Issuer and the Lessee by the Owners of not less than a majority in aggregate principal
amount of Bonds then Outstanding.

Notice of Certain Defaults; Opportunity of Lessee to Cure Certain Defaults

Anything in the Indenture to the contrary notwithstanding, no default described in paragraph (d) under “Events
of Default Defined” above will constitute an Event of Default until actual notice of such default by registered or
certified mail has been given by the Trustee or by the Owners of not less than a majority in aggregate principal
amount of all Bonds then Outstanding to the Issuer and the Lessee, and the Lessee has had 30 days after receipt of
such notice to correct said default or cause said default to be corrected, and has not corrected said default or caused
said default to be corrected, or if said default be such that it cannot be corrected within the applicable period, it will
not constitute an Event of Default if corrective action is instituted by the Lessee within the applicable period and
diligently pursued until the default is corrected.

Remedies Upon Default

Upon the occurrence and continuance of any Event of Default, the Trustee shall have all the rights and remedies
with respect to the Trust Estate as the Issuer, as lessor, has against the Leased Property and the Lessee under the
pertinent provisions of the Lease and subject to the restrictions and limitations therein provided. Upon the occur-
rence and continuance of any Event of Default, the Trustee may, and at the written request of Owners of not less
than 25% in aggregate principal amount of the Bonds then Outstanding shall, declare the principal amount of the
Bonds then Outstanding to be immediately due and payable, whereupon such principal amount shall, without further
action, become and be immediately due and payable, anything in the Indenture, any Mortgage or in the Bonds to the
contrary notwithstanding; provided, however, that no such acceleration shall change or otherwise affect the Lessee’s
obligation under the Lease to pay Rentals only during the term of the Lease and in the amounts and at the times as
provided in the Lease. The Trustee shall give notice of such declaration of acceleration to the Lessee and the Issuer
and, upon receipt of indemnity satisfactory to it, shall give notice thereof by Mail to Owners of all Bonds then Out-
standing.
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Upon the occurrence and continuance of any Event of Default specified in paragraphs (a), (b), or (c) under the
heading “Events of Default Defined” above, the Trustee shall, without any action on the part of the Owners of the
Bonds, or upon the occurrence and continuance of an Event of Default specified in paragraph (d) under the heading
“Events of Default Defined” above, and at the written request of Owners of not less than 25% in aggregate principal
amount of Bonds then Outstanding the Trustee shall, give notice to the Lessee to vacate the Leased Property imme-
diately as provided in the Lease, with or without terminating the term of the Lease thereunder except as to the Les-
see’s possessory interests in the Leased Property under the Lease. The Trustee may, and at the written request of
Owners of not less than 25% in aggregate principal amount of Bonds then Outstanding shall, commence an action to
foreclose the lien of the Indenture as a mortgage in the manner provided in the Indenture and as permitted by law
against the Trust Estate, commence an action or actions to foreclose any Mortgage or Mortgages in the manner
therein provided and as permitted by law against the Issuer’s right, title and interest in the Leased Property in such
manner and order as the Trustee may determine, and take one or any combination of the following additional reme-
dial steps:

(a) The Trustee may terminate the Lease or the Lessee’s possessory rights thereunder (without otherwise
terminating the Lease), re—enter the Leased Property and eject all parties in possession thereof therefrom and
relet the Leased Property (subject to the Site Leases), all as provided in the Lease;

(b) The Trustee may, subject to compliance with the applicable provisions of the “one action rule” set forth
in Chapter 37 of Title 78 of the Utah Code, recover from the Lessee:

(i) the portion of Base Rentals and Additional Rentals that are or would otherwise have been payable
under the Lease during any period in which the Lessee continues to use, occupy and operate the Leased
Property or any portion thereof; and

(ii) Base Rentals and Additional Rentals that are or would otherwise have been payable by the Lessee
under the Lease during the remainder, after the Lessee vacates the Leased Property, of the Renewal Term in
which such Event of Default occurs for which Term the Lessee had lawfully appropriated moneys for pur-
poses of paying such Base Rentals and Additional Rentals; provided, however, that if the Trustee does not
proceed to sell the Leased Property reasonably promptly after such Event of Default, the Trustee shall be
obligated to the Lessee to use the Trustee’s best efforts to lease or sublease the Leased Property for the re-
mainder of such Renewal Term, and the Net Proceeds of such leasing and subleasing shall be offset against
the amount recoverable from the Lessee as described under this subparagraph (ii);

(c) Either in person or by agent, with or without bringing any action or proceeding, or by a receiver ap-
pointed by a court and without regard to the adequacy of its security, enter upon and take possession of the
Leased Property, or any part thereof, in its own name or in the name of the Issuer, and do any acts that the Trus-
tee deems necessary or desirable to preserve the value, marketability or rentability of the Leased Property, or
part thereof or interest or space therein, increase the income therefrom or protect the security of the Indenture
and, with or without taking possession of the Leased Property, sue for or otherwise collect the rents, issues and
profits thereof, including those past due and unpaid, and apply the same, less costs and expenses of operation
and collection, including attorneys’ fees, upon any obligations secured by the Indenture, all in such order as the
Trustee may determine;

(d) In conformity with the Indenture, exercise all rights of the Issuer in its capacity as lessor under the
Lease, including the right to lease all or any part of the Leased Property (subject to the Site Leases) in the name
and for the account of the Issuer, to collect, receive and sequester the rents, revenues, issues, earnings, income,
products and profits therefrom, and out of the same and any moneys received from any receiver of any part
thereof pay, and/or set up proper reserves for the payment of, all proper costs and expenses of so taking, holding
and managing the same, any taxes and assessments and other charges prior to the lien of the Indenture that the
Trustee may deem it wise to pay and all expenses and costs of repairs and improvements to the Leased Property
and apply the remainder of the moneys so received in accordance with the Indenture;

(e) Exercise any or all of the remedies available to a secured party under the Utah Uniform Commercial

Code, as then in effect, with respect to property subject to the Indenture or any Mortgage that is covered by such
Code; and
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(f) Exercise the option provided to the Trustee (as assignee of the Issuer, in its capacity as ground lessee
under the Site Leases, pursuant to the Indenture) with respect to any Site Lease to purchase the Site that is the
subject of such Site Lease.

Any judgment requiring a payment of money may be entered against the Lessee by reason of an Event of De-
fault under the Indenture only as to the liabilities described in paragraph (b) above. Notwithstanding anything set
forth in the Lease, the Mortgages or the Indenture to the contrary, any Event of Default consisting of a failure by the
Lessee to vacate the Leased Property by the expiration of the Renewal Term during which an Event of Nonappropri-
ation occurs shall not result in any liability for Base Rentals or Additional Rentals allocable to any period other than
the period in which the Lessee continues to use, occupy and operate the Leased Property or any portion thereof and
to that extent only.

Other Remedies

Upon the occurrence of an Event of Default, the Trustee may, as an alternative, either after entry or without en-
try, pursue any available remedy by suit at law or equity to enforce the payment of the principal of, and premium, if
any, and interest on, the 2004 Bonds then Outstanding, including, without limitation, foreclosure and mandamus and
an action for specific performance of any agreement contained in the Indenture.

Upon the occurrence of an Event of Default, if requested to do so by the Owners of at least 25% in aggregate
principal amount of Bonds then Outstanding and if indemnified as provided in the Indenture, the Trustee shall exer-
cise such one or more of the rights and powers conferred by the Indenture as the Trustee, upon being advised by
counsel, shall deem most expedient in the interests of the Owners; provided that the obligation of the Trustee to ac-
celerate the principal of the 2004 Bonds shall be subject to the provisions set forth under the heading “Remedies
Upon Default” above.

Remedies Not Exclusive

No remedy conferred in the Indenture upon or reserved to the Trustee is intended to be exclusive of any other
remedy in the Indenture, by any other agreement or by law provided or permitted, but each such remedy shall be
cumulative and shall be in addition to every other remedy given under the Indenture or now or hereafter existing at
law or in equity or by statute. Every power or remedy given by the Indenture, any Mortgage, the Lease or any Site
Lease, or to which the Trustee may be otherwise entitled, may be exercised, concurrently or independently, from
time to time and as often as may be deemed expedient by the Trustee, and the Trustee may pursue inconsistent reme-
dies.

Limitation on Remedies

Notwithstanding anything to the contrary, no deficiency judgment upon foreclosure or exercise of other reme-
dies may be entered against the Issuer or the State (as Lessee or otherwise) or any of its political subdivisions, pro-
vided that the Lessee shall remain liable to pay Rentals for any period that it uses, occupies and operates the Leased
Property, and the Trustee shall be entitled to recover such Rentals from the Lessee as provided in the Indenture.

No breach of any covenant or agreement in the Indenture or the Lease shall impose any general obligation or li-
ability upon, nor a charge against the general credit or taxing power of, the State (in its capacity as Lessee or other-
wise) or any of its political subdivisions.

Waivers of Events of Default
The Trustee may in its discretion waive any Event of Default under the Indenture and its consequences and re-
scind any declaration of maturity of principal of and interest on the Bonds, and shall do so upon the written request
of the Owners of more than 50% in aggregate principal amount of all Bonds then Outstanding, subject to the provi-
sions of the Indenture.
Rights and Remedies of Owners of the 2004 Bonds
Except in the case of a failure of the Trustee to accelerate payment of principal of the 2004 Bonds pursuant to

the provisions of the Indenture described under the heading “Remedies Upon Default” above, no Owner of any
Bond shall have any right to institute any suit, action or proceeding in equity or at law for the enforcement of the
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Indenture or for the execution of any trust thereof or the enforcement of any Mortgage or for the appointment of a
receiver or any other remedy under the Indenture or under any Mortgage, unless (a) a default has occurred of which
the Trustee has been notified, or of which it is deemed to have notice, (b) such default has become an Event of De-
fault and the Owners of at least 25% in aggregate principal amount of Bonds then Outstanding have made written
request to the Trustee and have offered it reasonable opportunity either to proceed to exercise the powers granted in
the Indenture or to institute such action, suit or proceeding in its own name, (c) such Owners have offered to the
Trustee indemnity as provided for in the Indenture and (d) the Trustee thereafter has failed or refused to exercise the
powers granted in the Indenture or to institute such action, suit or proceeding in its own name or in the name of such
Owners. Anything in the Indenture to the contrary notwithstanding, the Owners of a majority in aggregate principal
amount of the Bonds then Outstanding shall have the right, at any time, by an instrument or instruments in writing
executed and delivered to the Trustee, to direct the method and place of conducting all proceedings to be taken in
connection with the enforcement of the terms and conditions of the Indenture or the Mortgages or for the appoint-
ment of a receiver or any other proceedings under the Indenture; provided that such direction shall not be otherwise
than in accordance with the provisions of law, the Indenture and any applicable Mortgage.

Limitations Of Liability
Limitations of Liability of Issuer

The Trustee and the Owners agree to look solely to the Trust Estate, including the Leased Property and the
Revenues, for the payment of the obligations of the Issuer under the Indenture. However, nothing contained in the
Indenture shall limit, restrict or impair the rights of the Owners of the 2004 Bonds or the Trustee to exercise all
rights and remedies provided under the Indenture, the Mortgages, the Lease or any Site Lease or otherwise realize
upon the Trust Estate and the Trustee may join the Issuer and the Lessee and their officers, trustees, agents and em-
ployees, in their capacities as officers, trustees, agents and employees of the Issuer or the Lessee, as defendants in
any legal action it undertakes to enforce its rights and remedies under the Indenture.

Limitations of Liability of Lessee

Nothing in the Indenture shall be construed to require the Lessee to appropriate any money for the performance
of any obligation under the Indenture or under the Lease. No provision of the Indenture shall be construed or inter-
preted as creating a general obligation or other indebtedness of the State (in its capacity as Lessee or otherwise) or
any political subdivision of the State within the meaning of any constitutional or statutory debt limitation. Neither
the execution, delivery and performance of the Lease nor the issuance of the 2004 Bonds directly or indirectly obli-
gates the Lessee to make any payments under the Indenture or under the Lease beyond those appropriated for the
Lessee’s then current Fiscal Year or to pay the Option Price or any portion thereof.

Supplemental Indentures; Waivers
Supplemental Indentures Without Consent of the Owners of the 2004 Bonds

The Issuer and the Trustee from time to time and at any time with the prior written consent of the Lessee, but
without the consent of or notice to any Owners and subject to the restrictions contained in the Indenture, may enter
into an indenture or indentures supplemental thereto and that shall thereafter form a part thereof for any one or more
or all of the following purposes:

(a) to add to the covenants and agreements to be observed by, and to surrender any right or power reserved
to or conferred upon, the Issuer;

(b) to subject to the lien of the Indenture additional Property and Revenues hereafter acquired by the Issuer
and intended to be subjected to the lien of the Indenture and to correct and amplify the description of any Prop-
erty and Revenues subject to the lien of the Indenture;

(c) to permit the qualification of the Indenture under the Trust Indenture Act of 1939, as amended, or any
similar federal statute hereafter in effect;

(d) to cure any ambiguity or cure, correct or supplement any provision contained in the Indenture or in any

Supplemental Indenture that may be defective or inconsistent with any other provision contained in the Inden-
ture or in any Supplemental Indenture or to make such other provisions in regards to matters or questions aris-
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ing under the Indenture or any Supplemental Indenture as shall not adversely affect in a material way the inter-
est of any Owner;

(e) to comply with any additional requirements necessary to maintain the excludability from gross income
for federal income tax purposes of interest on the 2004 Bonds; or

(f) to authorize the issuance of Additional Bonds and provide the terms therefor, including such provisions
as are necessary in connection with the terms required to issue Variable Rate Bonds.

Waivers and Consents by Owners; Supplemental Indentures with Owners’ Consent

Upon the prior written waiver or consent of the Owners of at least 66 2/3% in aggregate principal amount of the
Bonds then Outstanding, (a) the Issuer may take any action prohibited, or omit the taking of any action required, by
any of the provisions of the Indenture or any Supplemental Indenture, or (b) the Issuer and the Trustee may enter
into an indenture or indentures supplemental thereto for the purpose of adding, changing or eliminating any provi-
sions of the Indenture or of any Supplemental Indenture thereto or modifying in any manner the rights and obliga-
tions of the Owners of the 2004 Bonds and the Issuer; provided that no such waiver or supplemental indenture shall
(i) impair or affect the right of any Owner to receive payments or prepayments of the principal of, and premium, if
any, and interest on, such Owner’s Bond, as provided therein and in the Indenture, without the consent of such
Owner, (ii) permit the creation of any Lien with respect to any of the Trust Estate, without the consent of the Owners
of all the 2004 Bonds at the time Outstanding, (iii) effect the deprivation of the Owner of any Bond of the benefit of
the liens of the Indenture or any Mortgage upon all or any part of the Trust Estate without the consent of such
Owner, (iv) reduce the aforesaid percentage of the aggregate principal amount of Bonds, the Owners of which are
required to consent to any such waiver or supplemental indenture pursuant to the Indenture, without the consent of
the Owners of all of the Bonds at the time Outstanding or (v) modify the rights, duties or immunities of the Trustee
without the consent of the Trustee and the Owners of all of the Bonds at the time Outstanding.

Amendment Of Lease And Site Leases
Amendments to Lease or Site Leases Not Requiring Consent of Owners

The Issuer and the Lessee may, with the prior written consent of the Trustee, but without the consent of or no-
tice to the Owners, consent to any amendment, change or modification of the Lease or any Site Lease as may be
required (a) by the provisions of the Lease, any Site Lease or the Indenture; (b) for the purpose of curing any ambi-
guity or formal defect or omission in the Lease or any Site Lease; (c) in order to more precisely identify the Leased
Property or any portion thereof or to add additional or substituted improvements or properties acquired in accor-
dance with the Lease, any Site Lease or the Indenture; (d) in connection with any other change in the Lease or any
Site Lease that, in the judgment of the Trustee, does not adversely affect in a material way the interests of the Trus-
tee or any Owner; (e) for the purposes of complying with additional requirements necessary to maintain the exclud-
ability from gross income for Federal income tax purposes of interest on the Bonds or (f) in connection with the is-
suance of Additional Bonds, including such provisions as are necessary to provide for Variable Rate Rentals.

Amendments to Lease or Site Leases Requiring Consent of Owners

Except for the amendments, changes or modifications described in the preceding paragraph, neither the Issuer
nor the Trustee shall consent to any other amendment, change or modification of the Lease or any Site Lease with-
out mailing of notice and the prior written approval or consent of the Owners of not less than 66 2/3% in aggregate
principal amount of the Bonds at the time Outstanding.

THE LEASE
Term Of The Lease
Commencement of the Term of the Lease
The initial term of the Lease commenced as of September 1, 1994, and expired on June 30, 1995 (the “Initial

Term”), subject to the Lessee’s option to extend the term of the Lease for additional and consecutive one—year re-
newal terms commencing July 1,1995, and a final renewal term commencing July 1, 2026, and ending
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May 16, 2027. The Lessee has exercised its option to extend the term of the Lease and is currently in the 10" Re-
newal Term which expires on June 30, 2005. The terms and conditions of the Lease during any Renewal Term shall
be the same as the terms and conditions during the Initial Term, except that the Base Rentals will be as specified in
Schedules attached to the Lease, as such Schedules may be revised as provided in the Indenture.

Each option shall be exercised automatically by the enactment into law of a State budget that appropriates and
allocates to or for the benefit of the Lessee for purposes of the Lease moneys sufficient (after taking into account
any moneys legally available for such purpose, including, but not limited to, such moneys as may be legally avail-
able from non-lapsing appropriations in the Fiscal Year prior to such Renewal Term) to pay the Base Rentals (using
for purposes of computing any Variable Rate Rentals, a projected interest cost based upon the formula contained in
the Supplemental Lease providing for such Variable Rate Rentals) and reasonably estimated Additional Rentals
(calculated as provided in the Lease) for the next succeeding Renewal Term as provided in the Lease. The enactment
into law of such State budget, after compliance with the procedures required by applicable law, shall automatically
extend the term of the Lease for the succeeding Renewal Term without any further action required by any official,
officer or employee of the Lessee or any other Person.

The option to renew may not be exercised at any time during which an Event of Default or an Event of Nonap-
propriation (except as otherwise provided in the Lease as described under the heading “Rentals Payable—
Nonappropriation” below) has occurred and is then continuing under any of the terms of the Lease; provided, how-
ever, that if the Event of Default complained of (money payments excepted) is of such nature that the same is cur-
able but not within the period allowed for curing such Event of Default, then the right of the Lessee to exercise the
option to renew shall not be suspended if the Lessee shall have promptly commenced within such period to comply
with the provisions of the Lease that shall have been breached by it and if and so long as the Lessee shall, with dili-
gence and continuity, proceed to cure such Event of Default.

Expiration or Termination of the Term of the Lease

The term of the Lease will expire or terminate, as appropriate, as to the Lessee’s right of possession of the
Leased Property as described in the next paragraph upon the first to occur of any of the following events: (a) the
expiration of any Renewal Term during which there occurs an Event of Nonappropriation (which is not thereafter
waived by the Trustee); (b) on the Optional Payment Date on which the deposit is made of the purchase price by the
Lessee for Leased Property to be purchased pursuant to the Lease; (c) an Event of Default and a termination of the
term of the Lease as to the possessory interest of the Lessee as provided in the Lease; (d) discharge of the Indenture
as therein provided; or (e) May 16, 2027, which date constitutes the day following the last Bond Payment Date of
the final Renewal Term of the Lease, or such later date as all Rentals required under the Lease and the Bonds shall
be paid.

The expiration or termination of the term of the Lease as to the Lessee’s right of possession and use of the
Leased Property as described in the preceding paragraph shall terminate all obligations of the Lessee thereunder
(except to the extent that the Lessee incurred any obligation to pay Rentals from moneys theretofore appropriated
and available for such purpose) and shall terminate the Lessee’s rights of use, occupancy and operation of the
Leased Property (except to the extent of any conveyance of the Leased Property to the Lessee purchased by the Les-
see as provided in the Lease). All other terms of the Lease and the Indenture, including all obligations of the Trustee
with respect to the Owners of the 2004 Bonds and the receipt and disbursement of funds, shall be continuing until
the lien of the Indenture is discharged or foreclosed, as provided in the Indenture. The termination or expiration of
the term of the Lease as to Lessee’s right of possession and use shall not in itself discharge the lien of the Indenture.

Rentals Payable
Rentals Payable-General
The Lessee shall pay the Base Rentals and the Additional Rentals (but shall not be entitled to prepay or cause to
be prepaid any such Base Rentals or Additional Rentals, except as otherwise expressly provided in the Lease) in the
amounts, at the times and in the manner set forth in the Lease, said amounts constituting in the aggregate the total of
the annual Rentals payable under the Lease, as follows:
(a) Base Rentals. The Lessee agrees, subject to the availability of appropriations of funds to it therefor and

other moneys legally available for the purpose, to pay to the Trustee for the account of the Lessee in arrears dur-
ing each Renewal Term (i) the principal component of the Base Rentals payable in annual installments on
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May 1 of each year as set forth in the Lease and (ii) interest component of the Base Rentals payable in install-
ments on May 1 and November 1 of each year as set forth in the Lease. The Base Rentals shall be paid for the
right to the use, occupancy and operation of the Leased Property during the term of the Lease. The Lessee
agrees to pay the Base Rentals in accordance with the Base Rental Payment Schedule set forth in the Lease as it
may be revised from time to time by such amounts as are necessary to reflect the redemption of the principal of
Bonds (other than mandatory sinking fund redemptions) or to pay the principal of and interest on Additional
Bonds.

(b) Additional Rentals. In addition to the Base Rentals, and as part of the total Rentals during the term of
the Lease, the Lessee shall pay on a timely basis, but only from legally available funds appropriated for such
purposes or otherwise legally available therefor, to the parties entitled thereto an amount or amounts (the “Addi-
tional Rentals”) for each Renewal Term, equivalent to the sum of the following:

(i) the annual fee of the Trustee for the ordinary services of the Trustee rendered and its ordinary ex-
penses incurred under the Indenture, any Mortgage and any Tax Certificate;

(ii) the reasonable fees and charges of the Trustee, any paying agent and any registrar appointed under
the Indenture with respect to the Bonds for acting as trustee, paying agent and registrar as provided in the
Indenture;

(iii) the reasonable fees and charges of the Trustee for extraordinary services rendered and extraordi-
nary expenses incurred by it as Trustee under the Indenture;

(iv) the reasonable fees and out-of—pocket expenses of the Lessor relating to the Leased Property not
otherwise required to be paid by the Lessee under the terms of the Lease;

(v) the costs of maintenance, operation and repair with respect to the Leased Property and utility
charges as required under the Lease and any costs to repair, rebuild or replace the Leased Property as pro-
vided in the Lease;

(vi) the costs of casualty, public liability, property damage and workers’ compensation insurance as re-
quired under to the Lease and the costs related to any self-insurance carried or required to be carried as
provided in the Lease;

(vii) the costs of taxes and governmental charges and assessments as required under the Lease;

(viii) an amount equal to any franchise, succession, capital levy or transfer tax, or any income, excess
profits or revenue tax, or any other tax, assessment, charge or levy (however denominated), if any shall
ever become due, levied, assessed or imposed by the State or any political subdivision thereof upon the
Base Rentals payable under the Lease or the Option Price (if paid) or upon the Leased Property, any portion
thereof or any of the Revenues;

(ix) any amount of interest required to be paid on any of the foregoing items as a result of the Lessee’s
failure to pay any such items when due or any amount of interest required to be paid pursuant to the Lease;
and

(x) any additional payment required to be made pursuant to any Tax Certificate to maintain the exclud-
ability from gross income for federal income tax purposes of interest on any Bonds, together with an
amount equal to all costs and expenses incurred by the Issuer to calculate or cause to be calculated the
amount of any required payment, or otherwise to comply with the provisions of any Tax Certificate.

(c) Prepayment of Base Rentals and Partial Redemption of Bonds. The Lease expressly reserves to the Les-
see the right, and the Lessee is authorized by the Lease, to prepay Base Rentals in addition to the Base Rentals
otherwise payable under the Lease solely for the purpose of redeeming a Series of Bonds in part pursuant to the
Indenture. Such additional Base Rentals shall be deposited into the Redemption Fund and applied to the re-
demption of the Series of Bonds in part in the manner and to the extent provided in the Indenture. See “THE
2004 BONDS—Redemption Provisions For The 2004 Bonds” in the body of the OFFICIAL STATEMENT to
which this APPENDIX B is attached.
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(d) Allocation of Base Rentals. Each payment of Base Rentals on a regularly scheduled Base Rental Pay-
ment Date shall be allocated and applied to each of the portions of the Base Rentals relating to the leasing of the
respective Facilities as part of the Leased Property as provided in the Lease (each such portion being the “Am-
ortization Payments” with respect to its related Facility) in the respective amounts set forth in the Base Rental
Payment Schedule attached to the Lease. A partial payment of such Base Rentals on a regularly scheduled Base
Rental Payment Date shall be allocated pro rata among such payments and shall be treated as a corresponding
reduction to the amount payable with respect to each Facility. Prepayments of Base Rentals in part to effect a
partial redemption of a Series of Bonds as described in paragraph (c) above shall be applied to a reduction of
Base Rentals in the same manner as such Series of Bonds are redeemed in part and shall be allocated either
(i) to the Amortization Payments for the Facilities or (ii) pro rata among the Amortization Payments for all Fa-
cilities financed by such Series of Bonds.

(e) Reductions to Option Price. The allocation of payments and prepayments of Base Rentals to Amortiza-
tion Payments for a Facility as provided in the Lease shall reduce correspondingly the Option Price for that Fa-
cility.

Covenant to Request Appropriations

During the term of the Lease, the Lessee covenants and agrees (i) to include in its annual appropriation request,
or to cause to be included in the annual appropriation request of those State Bodies to which all or any portion of the
Leased Property is subleased as permitted by the Lease, to the Governor for inclusion in the Governor’s budget
submitted to the Legislature, a request or requests for the amount necessary (after taking into account any moneys
then legally available for such purpose) to pay the Base Rentals, including variable rate rentals, and reasonably esti-
mated Additional Rentals for the Leased Property during the next succeeding Renewal Term, (ii) to submit a copy of
such request or requests for appropriation to the Utah Legislative Fiscal Analyst and (iii) to take such further action
(or cause the same to be taken) as may be necessary or desirable to assure that the final budget submitted to the Leg-
islature for its consideration seeks an appropriation of moneys sufficient to pay such Base Rentals and Additional
Rentals for each such Renewal Term.

To effect the covenants described in the preceding paragraph, the Lessee has in the Lease directed the Director
to include in each such request submitted to the Governor and to cause to be included in the annual appropriation
request of those State Bodies to which all or any portion of the Leased Property is subleased, items for all payments
required for the ensuing Renewal Term under the Lease. The Lessee expresses its intention in the Lease that the de-
cision to renew or not to renew the term of the Lease is to be made solely by the Legislature at the time the Legisla-
ture considers for adoption the final budget for each of the Fiscal Years of the State and corresponding Renewal
Terms under the Lease, and not by any official or officials of the Lessee or any State Body, acting in his, her or their
respective capacity as such. The Lessee covenants and agrees that it shall not amend, modify or otherwise change
the appropriations made in any finally adopted budget for the payment of any Rentals without the express prior ap-
proval of the Legislature.

In the event that any Rentals to be paid by the Lessee to the Trustee are insufficient to pay any Base Rentals
payable under the Lease or principal of or interest on the 2004 Bonds when due, the Lessee shall request that the
Governor submit a request to the Legislature to appropriate additional funds to the Lessee or to any State Body that
is subleasing a portion of the Leased Property for the payment of increased Rentals as authorized by
Section 63B-1-307 of the Act.

Limitations on Liability

Nothing in the Lease shall be construed to require the Legislature to appropriate any money to pay any Rentals
or the Option Price or any portion thereof. If the Lessee fails to pay any portion of the Rentals that are due under the
Lease or an Event of Default under the Lease or an Event of Nonappropriation occurs, the Lessee shall immediately
(but in no event earlier than the expiration of the then current Renewal Term for which the Lessee has paid or ap-
propriated moneys sufficient to pay all Rentals due for such Renewal Term, in the case of an Event of Nonappropri-
ation) quit and vacate the Leased Property in accordance with the schedule therefor provided by the Lessee to the
Trustee in accordance with the Lease, and its obligation to pay any Rentals (except for Rentals theretofore appropri-
ated and then available for such purpose) shall thereupon cease. Neither the State (in its capacity as Lessee or other-
wise) nor any political subdivision thereof is obligated to pay any Rentals due to the Lessor or the Option Price or
any portion thereof.
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Should the Lessee fail to pay any portion of the required Rentals and then fail immediately to quit and vacate
the Leased Property, the Trustee in accordance with the Indenture or any Mortgage may immediately bring legal
action to evict the Lessee from the Leased Property (but not for money damages except as provided in the Lease and
in the Indenture) and commence proceedings to foreclose the lien of the Indenture and any Mortgage pursuant to
their respective provisions. The Lessee agrees, to the extent permitted by law, to pay as damages for its failure im-
mediately to quit and vacate the Leased Property upon termination of the then current Renewal Term of the Lease in
violation of the terms thereof and Section 63B-1-307 of the Act an amount equal to the Base Rentals otherwise
payable during such period prorated on a daily basis and any reasonable Additional Rentals attributable to such pe-
riod on the basis of the services provided.

Nothing in the Lease shall be construed to provide the Trustee or any Owners with any recourse against any Fa-
cilities or any portion thereof released from the security interests and lien under the Lease and under the Indenture
and any Mortgage pursuant to the Lease. No judgment may be entered against the State (in its capacity as Lessee or
otherwise) or any political subdivision of the State for failure to pay any Rentals or the Option Price or any portion
thereof, except to the extent that the Lessee has theretofore incurred liability to pay any such Rentals through its
actual use, occupancy and operation of the Leased Property, or through its exercise of an option that renews the
Lease for an additional Renewal Term for which moneys have been appropriated, or is otherwise obligated to pay
such Rentals pursuant to the Lease.

The Rentals constitute current expenses of the Lessee, and the Lessee’s obligations under the Lease are from
year—to—year only and do not constitute a mandatory payment obligation of the Lessee in any ensuing Fiscal Year
beyond the then current Fiscal Year. No provision of the Lease shall be construed or interpreted as creating a general
obligation or other indebtedness of the State or any political subdivision of the State within the meaning of any con-
stitutional or statutory debt limitation. Neither the 2004 Bonds nor the obligation to pay Rentals under the Lease
constitute or give rise to a general obligation or liability of, or a charge against the general credit or taxing power of,
the State or any political subdivisions thereof. Neither the execution, delivery and performance of the Lease nor the
issuance of the 2004 Bonds directly or indirectly obligates the Lessee to make any payments under the Lease beyond
those appropriated for the Lessee’s then current Fiscal Year.

Nonappropriation

In the event that sufficient funds (i) are not appropriated in the duly enacted State budget by the June 1 next
preceding the beginning of any Renewal Term for the payment of the Base Rentals on the Base Rental Payment
Dates and reasonably estimated Additional Rentals payable during such Renewal Term, or (ii) are otherwise not
legally available for such purpose, then an Event of Nonappropriation shall be deemed to have occurred under the
Lease. The Trustee shall declare an Event of Nonappropriation on any earlier date on which the Trustee receives an
Officer’s Certificate from an Authorized Lessee Representative to the effect that the Legislature has determined by
official action not to renew the term of the Lease for the next succeeding Renewal Term and, absent receipt of such
Officer’s Certificate and if an Event of Nonappropriation has otherwise occurred under the Lease, the Trustee shall
give written notice to the Lessee of any Event of Nonappropriation on or before July 1 next succeeding the expira-
tion of the term of the Lease or such later date as the Trustee determines to be in the best interest of the Owners. Any
failure of the Trustee to give such written notice to the Lessee will not prevent the Trustee from declaring an Event
of Nonappropriation or from taking any remedial action that would otherwise be available to the Trustee under the
Lease or under the Indenture or any Mortgage. An Event of Nonappropriation shall also be deemed to have occurred
if, during any Renewal Term, any Additional Rentals shall become due for which moneys were not appropriated in
the duly enacted budget, or that exceed the amount for those Additional Rentals included in such budget, and funds
are not legally available (including funds legally available for such purpose under the Indenture) to the Lessee to pay
such Additional Rentals by the earlier of June 30 of the then current Renewal Term or 90 days after the date on
which such Additional Rentals are due.

The Trustee may waive any Event of Nonappropriation that is cured by the Lessee within a reasonable time if,
in the Trustee’s judgment, such waiver is in the best interests of the Owners of the Bonds. After June 30 of each year
during the term of the Lease the Trustee shall not waive any Event of Nonappropriation that results from sufficient
funds not being appropriated in the duly enacted budget for the payment of the Base Rentals that would be payable
during the next succeeding Renewal Term unless the Trustee has reason to believe that appropriate officials of the
Lessee and the State are diligently pursuing appropriations by the Legislature to pay such Base Rentals on a timely
basis and that a delay in declaring an Event of Nonappropriation, under the circumstances, is in the best interests of
the Owners of the Bonds. If an Event of Nonappropriation shall occur, the Lessee shall not be obligated to make
payment of the Base Rentals or Additional Rentals provided for in the Lease beyond the last day of the Renewal
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Term during which such Event of Nonappropriation occurs, except for the Lessee’s obligation to pay Rentals that
are payable prior to the termination of the Lease. The Lessee shall continue to be liable for the amounts payable pur-
suant to the Lease during such time when the Lessee continues to use, occupy and operate the Leased Property.

The Trustee shall, upon the occurrence of an Event of Nonappropriation and foreclosure of the lien of the In-
denture or any Mortgage, have all rights and remedies to take possession of the Leased Property as trustee for the
benefit of the Owners of the Bonds and shall be further entitled to all moneys then on hand in all funds and accounts
created under the Indenture. All property, funds and rights acquired by the Trustee upon the termination of the Les-
see’s possessory interests under the Lease by reason of an Event of Nonappropriation shall be held by the Trustee
under the Indenture for the benefit of the Owners of the Bonds until the principal of, and premium (if any) and inter-
est on, the Bonds are paid in full.

Upon the occurrence of an Event of Nonappropriation (which is not waived) or an Event of Default (which is
not waived), the Lessee shall have all responsibility for vacating the Leased Property and shall vacate the Leased
Property immediately following such occurrence. Within 10 days after the occurrence of an Event of Nonappropria-
tion or an Event of Default, the Lessee shall provide the Trustee with a timetable for vacating the Leased Property,
which timetable shall provide that the Lessee shall completely vacate the Leased Property no later than June 30 of
the then current Renewal Term.

Acquisition, Construction And Financing Of The Projects

The Lessor shall complete or cause the completion of the Projects, all in accordance with the applicable Project
Documents. For this purpose, the Lessor has entered into the Agency Agreement with the Lessee, as the Lessor’s
agent, and may enter into amendments to such Agency Agreement or enter into other Agency Agreements relating
to Additional Facilities. The Lessor or its agent for this purpose shall require the Contractor or Contractors who are
or have been awarded the Project Contract or Contracts to provide a faithful performance bond and a labor and ma-
terial payment bond satisfactory to the Lessor or such agent conditioned upon substantial completion of the respec-
tive Projects as expeditiously as reasonably possible from the date of execution of the Lease and also conditioned
upon delivery of possession of the Leased Property to the Lessee free and clear of all liens and encumbrances, ex-
cept Permitted Encumbrances, easements and restrictions in the record title accepted by the Lessee.

In the event that a Project is not completed as described above under the caption “THE INDENTURE—
Revenues And Funds—Completion of the Projects; Delivery of Completion Certificate,” as evidenced by delivery of
a Completion Certificate with respect to such Project, the Trustee shall, upon 30 days’ written notice to the Lessee,
be authorized, but not required, to complete the Project from any moneys then remaining in the Project Account
related to such Project.

If an Event of Nonappropriation or an Event of Default shall occur prior to the delivery of the Completion Cer-
tificate for a Project, the moneys remaining in the Project Account relating to such Project may be utilized by the
Trustee to complete such Project or, upon termination of the term of the Lease as to the possessory interest of the
Lessee, may be disbursed as provided in the Indenture.

The Lessee covenants in the Lease, to the extent permitted by applicable law, to use other legally available
funds and to seek additional legally available funds to the extent necessary to complete the Projects as required in
the Lease, or to make certain design changes in the Projects (so long as such changes do not cause the Leased Prop-
erty to be used for purposes other than lawful governmental purposes of the Lessee) to the extent necessary to com-
plete the Projects with moneys then available for such purposes in the respective Project Accounts.

Maintenance And Operation

The Lessee shall, at its own expense, maintain, manage and operate the Leased Property and all improvements
thereon in good order, condition and repair, and suffer no waste or injury to any of the Leased Property, ordinary
wear and tear excepted. The Lessee shall provide or cause to be provided all security service, custodial service, jani-
tor service, power, gas, telephone, light, heating and water, and all other public utility services. The Lessor, the
Trustee and the Owners shall have no obligation to incur any expense of any kind or character in connection with
the management, operation or maintenance of the Leased Property during the term of the Lease. The Lessee shall
keep the Leased Property and any and all improvements thereto free and clear of all liens, charges and encum-
brances, except those caused or consented to by the Trustee and Permitted Encumbrances. The Lessee shall pay for
all damage to the Leased Property, its fixtures and appurtenances due to any act or omission or cause whatsoever.
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Insurance Provisions

The Lessee shall at all times maintain or cause to be maintained with responsible insurers all such insurance on
the Leased Property that is customarily maintained with respect to properties of like character against accident to,
loss of or damage to such properties. Notwithstanding the generality of the foregoing, the Lessee shall not be re-
quired to maintain or cause to be maintained any insurance that is not available from reputable insurers on the open
market, except as required by the Lease, or more insurance than is specifically referred to below.

The Lessee shall during any period of completing each Project and thereafter so long as the Lessee has posses-
sion of the Leased Property:

(i) Keep or cause to be kept a policy or policies of insurance against loss or damage to the Leased Property
resulting from fire, lightning, vandalism, malicious mischief, riot and civil commotion, and such perils ordinar-
ily defined as “extended coverage” and other perils as the Trustee and the Lessee may agree should be insured
against on forms and in amounts satisfactory to each. Such insurance may be carried in conjunction with any
other fire and extended coverage insurance carried or required to be carried by the Lessee. Such extended cov-
erage insurance shall, as nearly as practicable, also cover loss or damage by explosion, windstorm, riot, aircraft,
vehicle damage, smoke and such other hazards as are normally covered by such insurance. Such insurance shall
be maintained in an amount not less than the principal amount of the then Outstanding Bonds or the full insur-
able value of the Leased Property (such value to include amounts spent for completing the Projects and archi-
tectural, engineering, legal and administrative fees, inspection and supervision but excluding value attributable
to the sites on which the Facilities are located), whichever amount is greater, subject to deductible conditions
for any loss not to exceed the lesser of $500,000 or the amount available at any time for such deductible in the
Risk Management Fund for any one loss;

(if) Maintain or cause to be maintained public liability insurance against claims for bodily injury or death,
or damage to property occurring upon, in or about the Leased Property, such insurance to afford protection to a
limit of not less than $1 million combined single limit; provided, however, that nothing in the Lease shall be
construed to require the Lessee to maintain or cause to be maintained any such public liability insurance for
amounts greater than the limitations on such liability provided under the Utah Governmental Immunity Act,
Chapter 30 of Title 63 of the Utah Code. Such insurance may be maintained under an Owners, Landlords and
Tenants policy and may be maintained in the form of a minimum $1 million single limit policy covering all
such risks. Such insurance may be carried in conjunction with any other liability insurance coverage carried or
required to be carried by the Lessee; and

(iii) Maintain or cause to be maintained workers’ compensation coverage to the extent required by law.

All insurance provided for in the Lease shall be effected under policies issued by insurers of recognized respon-
sibility, licensed or permitted to do business in the State, except as otherwise provided in the Lease. The Lessee
may, in its discretion, insure the Leased Property under blanket insurance policies that insure not only the Leased
Property but other properties as well, so long as such blanket insurance policies otherwise comply with the terms of
the Lease.

The Net Proceeds of fire and extended coverage insurance shall be deposited into the Insurance Fund under the
Indenture to be applied to rebuild, replace and repair the affected portion of the Leased Property or redeem Out-
standing Bonds as provided in the Lease. The Net Proceeds of public liability and property damage insurance shall
be applied toward extinguishment or satisfaction of the liability with respect to which the Net Proceeds of such in-
surance shall have been paid.

Notwithstanding anything to the contrary in the Lease, any policies of insurance or any deductible under any
policies of insurance that the Lessee is required to keep or cause to be kept pursuant to the Lease may be provided
through the Risk Management Fund or other self-insurance program of the State.

Taxes
The Lessor and the Lessee understand and agree in the Lease that the Leased Property constitutes public prop-
erty free and exempt from all taxation in accordance with applicable law; provided, however, that the Lessor agrees

to cooperate with the Lessee, upon written request by the Lessee, to contest any proposed tax or assessment, or to
take steps necessary to recover any tax or assessment paid. In the event that the Leased Property or any portion
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thereof or any portion of the Rentals shall, for any reason, be deemed subject to taxation, assessments or charges
lawfully made by any governmental body that may be secured by a lien against the Leased Property or any portion
of the Rentals, an Additional Rental shall be paid by the Lessee equal to the amount of all such taxes, assessments
and governmental charges then due.

Alterations, Additions And Improvements

The Lessee shall have the right during the term of the Lease to make any alterations, additions, replacements,
renovations, rehabilitations or improvements of any kind, structural or otherwise, as it shall deem necessary or desir-
able, on or to the Leased Property, to attach fixtures, structures or signs, and to affix any personal property to the
improvements on the Leased Property; provided, however, that no such alteration, addition, replacement, renovation,
rehabilitation or improvement shall reduce or otherwise adversely affect the value of the Leased Property or the fair
rental value thereof or materially alter or change the character or use of the Leased Property or impair the exclud-
ability of interest on the 2004 Bonds from gross income of the Owners thereof for federal income tax purposes.

Except as described below, all such alterations, additions and improvements shall become the property of the
Lessor as a part of the Leased Property and shall be subject to the Lease and the Indenture.

All of the Lessee’s equipment and other personal property installed or placed by the Lessee in or on the Leased
Property that is not a fixture under applicable law or that is not paid for with the proceeds of sale of the Bonds shall
remain the sole property of the Lessee in which neither the Lessor, the Owners of the Bonds nor the Trustee shall
have any interest.

Damage Or Destruction; Condemnation

The Lessor and the Lessee agree in the Lease that it is the intent of the parties that, after the delivery of the
Completion Certificate with respect to a Project, the risk of any loss arising out of any damage, destruction or con-
demnation of the portion of the Leased Property represented by such Project shall be borne by the Lessee and not by
the Lessor or the Owners. The Lessee covenants and agrees that in the event of any such damage, destruction or con-
demnation, the Lessee shall either repair, rebuild or replace the affected portion of the Leased Property to essentially
its same condition before any such damage, destruction or condemnation or provide funds, either through payment
of the applicable Option Price, or otherwise, but in any event only from legally available moneys for such purpose,
necessary to redeem Bonds at the earliest practicable date in accordance with the Indenture.

If, during the term of the Lease, (i) the Leased Property or any portion thereof shall be destroyed, in whole or in
part, or damaged by fire or other casualty or event; or (ii) title to, or the temporary or permanent use of, the Leased
Property or any portion thereof or the estate of the Lessee, the Lessor or the Trustee in the Leased Property or any
portion thereof shall be taken under the exercise of the power of eminent domain by any governmental body or by
any person, firm or corporation acting under governmental authority; or (iii) a material defect in Construction of any
of the Facilities shall become apparent; or (iv) title to or the use of all or any portion of the Leased Property shall be
lost by reason of a defect in title; then, subject to the provisions of the Lease, the Lessee shall continue to pay Base
Rentals and Additional Rentals and to take such action as it shall deem necessary or appropriate to repair, rebuild
and replace the affected portion of the Leased Property, regardless of whether the Projects, or any of them, have
been completed and accepted by the Lessee.

In accordance with the Indenture, the Trustee shall cause the Net Proceeds of any insurance policies (including
any moneys derived from the Risk Management Fund or other self-insurance program), performance bonds or con-
demnation awards with respect to the Leased Property, or Net Proceeds received as a consequence of defaults under
Project Contracts (excluding liquidated damages) for the Projects, to be deposited into the Insurance Fund to be ap-
plied as provided in the Lease and in the Indenture. Net Proceeds so deposited shall be applied to the prompt repair,
restoration, modification, improvement or replacement of the damaged or destroyed portion of the Leased Property
by the Lessee. The balance of any Net Proceeds remaining after the repair, restoration, modification, improvement
or replacement has been completed are to be deposited into the appropriate Project Account in the Project Fund, if
received prior to the applicable Completion Date and, if received thereafter, are to be deposited into the Redemption
Fund, except to the extent otherwise required by a Tax Certificate. The Trustee shall cause the Net Proceeds of any
liquidated damages received as a consequence of a default by a Contractor to complete a Project in a timely fashion
under the Construction Contract to be deposited into the Bond Fund.
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If such Net Proceeds shall be insufficient to pay in full the cost of any such repair, restoration, modification,
improvement or replacement, the Lessee shall, within 90 days after the occurrence of the event giving rise to such
Net Proceeds, either:

(i) commence and thereafter complete the work and pay any cost in excess of the Net Proceeds, but only
from Additional Rentals, in which case the Lessee agrees that it will not be entitled to any reimbursement there-
for from the Trustee or the Owners of the Bonds, nor shall it be entitled to any diminution of the Base Rentals
or Additional Rentals; or

(i) if the failure to repair, rebuild or replace shall not materially detract from the value of the Leased Prop-
erty, then the Lessee may discharge its obligation to repair, rebuild or replace the affected portion of the Leased
Property by causing such Net Proceeds to be deposited into the Redemption Fund for the purpose of causing the
extraordinary optional redemption of all or part of the Bonds, as appropriate, in accordance with the Indenture;
or

(iii) apply or provide for the application of such Net Proceeds to the payment of the Option Price applicable
to the affected Facilities as of the next occurring Optional Payment Date, in which case, if the Net Proceeds are
insufficient to pay such Option Price, the Lessee shall pay or provide for the payment of such amounts as are
necessary to equal the full Option Price applicable to such affected Facilities.

The Lessee agrees in the Lease that any repair, restoration, modification, improvement or replacement paid for
in whole or in part out of such Net Proceeds shall be the property of the Lessor subject to the Indenture, any relevant
Mortgage and the Lease, and will be included as part of the Leased Property subject to the Lease and the Indenture.

Assignments

Neither the Lease nor any interest of the Lessee therein or in the Leased Property shall, at any time after the date
of the Lease, without the prior written consent of the Trustee, be mortgaged, pledged, assigned or transferred by the
Lessee by voluntary act or by operation of law, or otherwise, except as specifically provided in the Lease. The Les-
see shall at all times remain liable for the performance of the covenants and conditions on its part to be performed,
notwithstanding any assigning, transferring or subletting that may be made.

The Lessee shall have the right, without notice to or consent of the Lessor, the Trustee or any Owner of Bonds,
to further sublease or permit the use of any specified portion of the Leased Property (i) to or for the benefit of any
State Bodies with respect to any of the Facilities, (ii) to or for the benefit of any political subdivision or other gov-
ernmental entity of the State and (iii) to any private operator, manager or service provider on such basis, for such use
and for such period as will not impair the excludibility from gross income for federal income tax purposes of interest
on the Bonds. No subleasing of the Leased Property shall relieve the Lessee from its obligation to pay Rentals as
provided in the Lease or relieve the Lessee from any other obligations contained therein. No such assignment or
sublease may be made if the use of the portion of the Leased Property represented by such subleased Facilities by
the assignee or sublessee will affect the validity of the Lease, change the character or use of the Leased Property to
ones not then permitted by applicable law or impair the excludability from gross income for federal income tax pur-
poses of interest on the Bonds.

Compliance With Environmental Laws

The Lessee covenants and agrees in the Lease to carry on the business and operations at the Leased Property in
a manner that complies in all respects, and will remain in compliance, with all federal, State, regional, county or
local laws, statutes, rules, regulations or ordinances concerning public health, safety or the environment, but only to
the extent applicable to the Lessee.

Amendments, Changes And Modifications

Subject to certain limitations contained in the Lease, the Lessor and the Lessee may make, from time to time,
without the consent of the Trustee or the Owners of the 2004 Bonds, such modifications, alterations, amendments or
additions to, or deletions from, the sites on which any of the Facilities are located as the Lessor and the Lessee mu-
tually agree to be necessary and desirable to facilitate the use and development by the Lessee, its successors, permit-
ted sublessees and assigns, of such sites.
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The Lease may be amended at any time by written agreement of the Lessor and the Lessee (regardless of any
assignments of the Lessor’s interests), with the prior written consent of the Trustee, but without notice to or the con-
sent of the Owners of the 2004 Bonds pursuant to the Indenture, (a) whenever, in the opinion of counsel satisfactory
to the Trustee and the Lessee, the contemplated amendment is necessary to cause the Lease to comply with Utah law
or to cause interest on the Bonds to be or remain excludible from gross income for federal income tax purposes,
(b) whenever the effect of such amendment is solely to add further, additional or improved security to the rights of
the Trustee and the Owners of the Bonds, (c) whenever the amendment shall not prejudice in any material respect
the rights of the Owners of the Bonds then Outstanding or (d) otherwise for any of the purposes permitted by the
Indenture. See “THE INDENTURE—Amendment Of Lease And Site Leases” above.

Lessee’s Options To Purchase The Leased Property

The Lessee may, if no Event of Default has occurred and is then continuing under the Lease, purchase the
Leased Property or any portion thereof representing separate Facilities, subject to the terms of the Lease, on each
Optional Payment Date by delivering written notice during the term of the Lease to the Trustee not less than forty—
five (45) days prior to each Optional Payment Date indicating the Lessee’s intention so to purchase the Leased Prop-
erty or a portion thereof representing such Facilities.

The purchase price for the Leased Property in its entirety to be paid by the Lessee to exercise the option granted
in the Lease shall be an amount equal to (i) the Option Price applicable on such Optional Payment Date as indicated
on the Option Price Schedule, plus interest on the Bonds to the Optional Payment Date, premium on the Bonds ap-
plicable on such Optional Payment Date, if any, and fees and expenses that must be paid to retire the then Out-
standing Bonds, (ii) all costs of transferring title to the Leased Property to the Lessee and (iii) all other reasonable
costs and expenses incidental thereto.

The purchase price for a portion of the Leased Property representing separate Facilities shall be an amount
equal to (i) the portion of the Option Price applicable to such Facilities on such Optional Payment Date as indicated
in the Option Price Schedule attached to the Lease, plus the portion of interest on the Bonds allocable to such Facili-
ties to the Optional Payment Date, premium (if any) on the Bonds to be prepaid from amounts deposited to pay such
purchase price and fees and expenses related to a partial redemption of the then Outstanding Bonds, (ii) all costs of
releasing the lien of the Indenture and the applicable Mortgage with respect to, and transferring title to, the Facilities
to be purchased to the Lessee and (iii) all other reasonable costs and expenses incidental thereto. Nothing in the
Lease shall be construed to create any obligation of the Lessee to purchase the Leased Property or any such separate
Facilities.

Events Of Default; Remedies
Events of Default Defined
Any of the following shall be an “Event of Default” under the Lease:

(a) Failure by the Lessee to pay any Base Rentals or other payment obligations required to be paid under
the Lease with respect to the Bonds at the times specified therein as the respective due dates therefor; or

(b) Failure by the Lessee to pay any Additional Rentals during the term of the Lease for a period of 30 days
after written notice specifying such failure and requesting that it be remedied shall be received by the Lessee
from the Trustee; or

(c) Failure by the Lessee to vacate the Leased Property by the expiration of the Initial Term or any Renewal
Term during which an Event of Nonappropriation occurs; or

(d) Failure by the Lessee to observe and perform any covenant, condition or agreement in the Lease on its
part to be observed or performed, other than clauses (a), (b) or (c) above, for a period of 60 days after written
notice, specifying such failure and requesting that it be remedied, shall have been given to the Lessee by the
Trustee, unless the Trustee shall agree in writing to an extension of such time prior to its expiration; provided,
however, that if the failure stated in the notice cannot be corrected within the applicable period, the Trustee will
not unreasonably withhold its consent to an extension of such time if corrective action is instituted by the Les-
see within the applicable period and diligently pursued until the default is corrected; or
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(e) Any representation or warranty (i) made by the Lessee or by the Lessor pursuant to the Lease or
(ii) contained in any certificate delivered in connection with the Lease, shall prove to have been false or mis-
leading in any material respect when made; or

(f) The entry of an order or decree in any court of competent jurisdiction enjoining or restraining any of the
Projects or enjoining, restraining or prohibiting the Lessee from consummating the transactions contemplated
by the Lease, which order or decree is not vacated and which proceedings are not discontinued within 60 days
after the granting of such order or decree.

The foregoing provisions of the Lease are subject to the following limitations: (i) the obligations of the Lessee
to make payments of the Base Rentals and the Additional Rentals shall be subject to the provisions of the Lease with
respect to an Event of Nonappropriation; and (ii) if, by reason of Force Majeure (defined below), the Lessee shall be
unable in whole or in part to carry out any agreement on its part contained in the Lease (other than the obligations of
the Lessee to pay Base Rentals and Additional Rentals), the Lessee shall not be deemed in default during the con-
tinuance of such inability. The Lessee agrees, however, to remedy with all reasonable dispatch the cause or causes
preventing the Lessee from carrying out its agreement; provided, however, that the settlement of strikes, lockouts
and other disturbances shall be entirely within the discretion of the Lessee.

The term “Force Majeure” means the following: acts of God; strikes, lockouts or other disturbances; acts of
public enemies; orders of any kind of the government of the United States of America or the State or any of their
respective departments, agencies or officials, or any civil or military authority; insurrections; riots; epidemics; land-
slides; lightning; earthquakes; fire; storms; floods; washouts; droughts; arrests; restraints of government and people;
civil disturbances; explosions; partial or entire failure or unavailability of utilities; or any other cause or event not
reasonably within the control of the Lessee.

Remedies on Default

Upon the occurrence and continuance of any Event of Default under the Lease or an Event of Nonappropriation,
the Trustee shall give notice to the Lessee to vacate the Leased Property immediately (but in no event earlier than
the expiration of the then current Renewal Term for which the Lessee has paid or appropriated moneys sufficient to
pay all Rentals due for such Renewal Term, in the case of an Event of Nonappropriation) and shall, without any fur-
ther demand or notice, (i) terminate the Lease or the Lessee’s possessory rights under the Lease (without otherwise
terminating the Lease), re—enter the Leased Property and eject all parties therefrom, and relet the Leased Property or
commence proceedings to foreclose on and liquidate, relet or sell the Leased Property; (ii) exercise any of the reme-
dies provided to the Trustee upon the occurrence of an Event of Default under the Indenture or any applicable Mort-
gage as the Trustee shall determine to be in the best interests of the Owners; or (iii) take any action at law or in eg-
uity deemed necessary or desirable to enforce its and the Owners’ rights with respect to the Leased Property and the
Lessee.

Upon the termination of the term of the Lease or the Lessee’s possessory interests in the Lease by reason of an
Event of Nonappropriation or an Event of Default, all moneys then held in any fund or account under the Indenture
and any Net Proceeds received on any foreclosure, liquidation, reletting or sale shall be held by the Trustee for the
benefit of the Owners of the Bonds (and applied from time to time as provided in the Indenture). Notwithstanding
anything in the Lease to the contrary, the Trustee shall be entitled to relet the Leased Property for such period (not
exceeding the term of any applicable Site Lease) as is necessary for the Trustee to obtain sufficient moneys to pay in
full the principal of, and premium (if any) and interest on, the Bonds, and the obligations of the Trustee with respect
to the Owners of the Bonds and the receipt and disbursement of funds shall be continuing until the liens of the In-
denture and the Mortgages are discharged as provided in the Indenture and the Mortgages except as a result of fore-
closure.

The Trustee shall give preference in liquidating, reletting or selling the Leased Property (subject to the Site
Leases) provided therein to those lessees or buyers of the Leased Property whose use or ownership of the Leased
Property would preserve the excludability from gross income for federal income tax purposes of interest on the
2004 Bonds.

Limitations on Remedies

With the sole exception of the obligation of the Lessee to pay Base Rentals and Additional Rentals attributable
to any period during which the Lessee shall actually use, occupy and operate the Leased Property, or for which the

B-30



Legislature has appropriated funds for such purpose, no judgment requiring the payment of money not subject to the
lien of the Indenture may be entered against the Lessee by reason of any Event of Default or an Event of Nonappro-
priation under the Lease. In the event the term of the Lease is terminated as a result of an Event of Default or an
Event of Nonappropriation, no deficiency judgment may be entered against the Lessee, except as otherwise ex-
pressly herein provided with respect to the Lessee’s actual use, occupancy and operation of the Leased Property. The
Lessee shall not be under any obligation in respect to any creditors, shareholders or security holders of the Lessor
(including the Owners of the 2004 Bonds), and no remedy or other provision herein or in the Indenture or in any
Mortgage provided shall be construed to provide any such remedy or to create or impose any such obligation.

AMENDMENTS TO THE INDENTURE AND THE LEASE
Amendments To The Indenture

The Fifth Supplemental Indenture of Trust entered into by the Authority in conjunction with the issuance of the
1998A Bonds contains amendments to the Indenture that, among other things, permit the creation of a security inter-
est for the benefit of the Trustee in Additional Facilities consisting of a variety of personal property (including, with-
out limitation, vehicles and equipment) that may be financed under the Indenture, and made conforming changes to
the condemnation, remedy and termination provisions of the Indenture to reflect the personal property nature of such
Additional Facilities. In order to finance Additional Facilities consisting of personal property, the amendments fur-
ther provide that the Authority may issue Additional Bonds without regard to the requirement to provide title insur-
ance, if the Authority submits to the Trustee a certificate stating that such Additional Facilities or portions thereof to
be financed or refinanced are of such a nature that obtaining title insurance thereon is impractical or impossible.

The amendments also provide that the Authority may issue Additional Bonds to finance or refinance Additional
Facilities or portions thereof pursuant to the Indenture without subjecting such Additional Facilities or portions
thereof to any additional Mortgages or supplements to existing Mortgages and without providing title insurance
thereon, if the Authority submits to the Trustee a certificate stating and demonstrating that (a) the Additional Facili-
ties or portions thereof to be financed or refinanced are of such a nature that would make an additional Mortgage or
a supplement to an existing Mortgage impractical and (b) the value to the Lessee of the Facilities and Additional
Facilities or portions thereof that are subject to Mortgages is sufficient to secure all Outstanding Bonds and the Ad-
ditional Bonds to be issued.

The amendments broaden the definition of “Excepted Property” to include Additional Facilities in which the
Trustee has not been given a lien or security interest as provided in the relevant Supplemental Indenture.

Amendments to the Lease

The Fifth Amendment to the Lease entered into by the Authority in conjunction with the issuance of the
1998A Bonds contains amendments to the Lease that, among other things, make conforming changes to the con-
demnation, remedy and termination provisions of the Indenture applicable to Additional Facilities that consist of
personal property. The amendments also provide that, notwithstanding any other provisions of the Lease to the con-
trary, in the event that a lien on or a security interest in, any Facility constituting a portion of the Leased Property
has not been granted to the Trustee under a Mortgage, the Lessee shall not be required to surrender, quit or vacate
such Facility under any circumstance except as otherwise required by the Act.

The Ninth Amendment to the Lease, entered into by the Authority in conjunction with the Series 2001C Bonds,
makes the Letter of Credit Bank (Landesbank Hessen-Thiringen Girozentrale acting through its New York Branch
(the “Bank” or “Helaba™)), a party to the Ninth Amendment and provides rights to the Bank and additional duties on
the Lessee in respect to the Bank.
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APPENDIX C

DEMOGRAPHIC AND ECONOMIC DATA REGARDING THE STATE OF UTAH

GENERAL INFORMATION

This appendix has been summarized from information which is contained in the 2004 Economic Re-
port to the Governor (the “2004 ERG”) and on data from the 2003 calendar year. However, the Gover-
nor’s Office of Planning and Budget (““GOPB’’) has updated the various sections contained in this ap-
pendix with the latest information available. The 2004 ERG is prepared by the Demographic and Eco-
nomic Analysis Section of the GOPB. Among other functions, the GOPB is to serve as the lead agency
for the U.S. Census Bureau’s State Data Center Program. Much of the economic data in 2004 ERG has
been generated by members of the State Council of Economic Advisors. A complete copy of the
2004 ERG may be obtained on the internet or by contacting GOPB, 801.538.1027, fax 801.538.1547,

email rellis@utah.gov.

TOPOGRAPHICAL INFORMATION

On January 4, 1896, the State became the 45" state of the United States of America (the “U.S.”).
Ranking 12™ among the states in total area, the State contains approximately 82,143 square miles. It
ranges in elevation from a low of 2,200 feet above sea level in the south, to a high of 13,500 feet above
sea level in the northern mountains. The State is located in an arid region (precipitation ranks as the 2™
lowest in the nation, behind Nevada). Home to deserts, plateaus, the Great Basin and the Rocky Moun-
tains, the State is known for its scenic beauty and the diversity of its outdoor recreation areas. As of April
2001, land ownership in the State was distributed as 63.9% federal, 10.1% State, and 26% other (Ameri-
can Indian reservation, municipal, state sovereign lands, and private).

ECONOMIC INDICATORS
Demographics

The State’s July 1, 2003 population is estimated by the Utah Population Estimates Committee to be
2,385,358 person, an increase of 2% from 2002. Although the State continues to experience net in—
migration, natural increase accounts for the majority of the State’s population growth. The State also con-
tinues to have a distinctive demographic profile. The State’s population growth is characterized by a high
birth rate and low death rate, both at record levels for the State in 2002 and 2003. The State’s population
is younger, women tend to have more children, people on average live in larger households, and people
tend to survive to older ages in comparison to other states.
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State Population

% Change From

Year Population Prior Period
2003 EStIMAte (1) ....cvvvereeieerieieieesiesie e 2,385,358 6.8%
2000 CENSUS .....vevveneeiiaiinienie e 2,233,169 29.6
1990 CENSUS .....ccvvvirriirerieeeeeee e 1,722,850 17.9
1980 CENSUS......cevrviriiiiiiiieeeee e 1,461,037 37.9
1970 CENSUS ... 1,059,273 18.9
1960 CENSUS.....cvvririrereieeeeee e 890,627 29.3
1950 CeNSUS.....ocviiviriiieieisiscse e 688,862 25.2
1940 CENSUS....ccevvveeiieee ettt 550,310 8.1

(1) Utah Population Estimates Committee, July 1, 2003.

(Source: 2004 ERG.)

Components of Population Change in the State

Natural Net In- Population
Fiscal Year Births Deaths Increase Migration Change
2003 49,518 12,798 36,720 9,877 46,597
2002, 48,041 12,662 35,379 7,411 42,790
2001, 47,688 12,437 35,251 14,167 49,418
2000......ccciieiir, 46,880 11,953 34,927 18,612 53,539
1999, 45,434 11,636 33,798 17,584 51,382
1998.....coiiiviiieee, 44,126 11,648 32,478 9,745 42,223
1997, 42,512 11,249 31,263 25,253 56,516
1996....cccciiiiieee, 40,495 11,001 29,494 18,171 47,665
1995, 39,064 10,581 28,483 20,024 48,507
1994 ..., 37,623 10,411 27,212 30,116 57,328

(Source: 2004 ERG.)
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Significant Characteristics of the State’s Population

Category Ranking Comments

State population (2002).............. Ranked as the 34" state out of 50 states

age (under five years old) ....... Ranked highest in the U.S. 9.5%

age (fiveto 17).ocovevvvveenne Ranked 2™ highest in the U.S. 21.3%

age (1810 64).....ccccocvvvrenrenn. Ranked 4™ lowest in the U.S. 60.6%

age (over age 65) .......cccceeeenee Ranked 2™ lowest in the U.S. 8.6%
Median age (2002) ...........cccvnee. Ranked youngest in the U.S. 27.1 years
Fertility rate (2003)........cccceeuennee Ranked highest in the U.S. 2.68 births/woman
Birth rate (2000).........ccccceevvvnnnne Ranked highest in the U.S. 21.9 births/1,000 population
Death rate (2000) .......cccvevervennen. Ranked 2" lowest in the U.S. 5.7 deaths/1,000 population
Dependency ratio (2002)............ Ranked 4™ in the U.S. 65.0 per 100 of working age
Population in metropolitan

areas (2000) .......cccevevivvininnnns Ranked 36" highest in U.S. 59.7%
Household size (2000) ............... Ranked largest in the U.S. 3.13 persons/household

(Sources: U.S. Bureau of the Census and the GOPB)

Employment, Wages And Labor Force

The prevailing national recession has caused an employment down turn in nearly all states in this
country and was powerful enough to affect the State from its normal employment—growth habit. Job
shedding in the State began in 2001, continued into 2002, and did not rebound until 2003. The State’s
employment increased 0.1% in 2003. Prior to the employment decline of 2002, the State experienced its
last decline in 1964. By the end of 2004 it is expected that the State’s employment will increase by 2.0%.

Current Unemployment Rates

Current Unemployment Rate (1) State
AUGUSE 2004 ... 4.8%
AUGUSE 2003 ... 5.5%

(1) Seasonally adjusted.

(Source: Utah Department of Workforce Services, Workforce Information.)
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Average Annual Employment and Unemployment Rate for Utah and the U.S.

Year

2005 (F) w.oooerrrreeree
2004 (F) covvvveeereeee

Utah

Civilian Total
Labor Force Employed
1,214,600 1,153,200
1,202,300 1,136,500
1,184,385 1,117,732
1,180,007 1,107,946
1,161,070 1,110,359
1,143,103 1,105,951
1,086,100 1,045,500
1,064,200 1,024,200
1,040,000 1,007,700
1,012,000 976,800
986,600 951,400

() forecast.

(Source: 2004 ERG.)
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Unemployment

Rate

Utah U.S.
5.1% 5.4%
55 5.6
5.6 6.0
6.1 5.8
4.4 4.8
3.3 4.0
3.7 4.2
3.8 4.5
3.1 49
3.5 5.4
3.6 5.6

Utah
Unemployment
Rate as % of
U.S. Rate

94%
98
93
105
92
83
88
84
63
65
64



Civilian labor force..........cocoiiiiii,
Employed........oooviii
Unemployed.........covoeviiiiiiie i e
Unemployment rate..........ccoveeviiieineennnnnn,

Manufacturing..........cooevee i
Trade, transportation, utilities.....................
Information................coii
Financial activity.............ccooviiiiiii i,
Professional and business services...............
Education and health services.....................
Leisure and hospitality...............ccooeeeini.
Other SErVICES......ovvv i,
GOVEIMMENt.....ooe i

Total Nonagricultural wages (millions)............
Average monthly wage..........ccooceeeveieninnnn.

Employment
Utah Labor Force, Nonagricultural Jobs, and Wages

Selected Years (in thousands)

% % % %
Change Change Change Change
2005 (f) 2004 (f) 2003 2002 2001 04-05 03-04 02-03 01-02
1,214,600 1,202,300 1,188,000 1,180,007 1,161,070 1.0 1.2 0.7 1.6
1,153,200 1,136,500 1,119,096 1,107,946 1,110,359 15 1.6 1.0 0.2)
61,400 65,800 68,904 72,061 50,711 (6.7) (4.5) 4.4y 421
5.4% 5.5% 5.8% 6.1% 4.4% - - - -
1,131,950 1,102,150 1,074,363 1,073,746 1,081,685 2.7 2.6 0.1 0.7)
6,900 6,750 6,668 6,880 7,209 2.2 1.2 (3.1) (4.6)
75,050 71,900 67,589 67,838 71,621 4.4 6.4 0.4) (5.3)
116,800 114,800 112,284 113,873 122,093 1.7 2.2 (1.4) (6.7)
224,200 219,200 213,999 216,032 219,945 2.3 2.4 0.9 (1.8)
32,400 30,300 29,978 31,004 33,512 6.9 11 (3.3) (7.5)
65,300 64,600 64,635 63,352 62,213 11 0.1) 2.0 1.8
144,500 138,800 131,902 131,912 136,645 4.1 5.2 0.0 (3.5
126,400 122,200 118,364 113,696 109,516 3.4 3.2 4.1 3.8
103,800 101,600 99,781 100,943 98,345 2.2 1.8 (1.2) 2.6
34,300 32,900 32,512 32,970 30,471 4.3 1.2 (1.4) 8.2
202,300 199,100 196,651 195,246 190,115 1.6 1.2 0.7 2.7
$36,700 $34,600 $32,878 $32,333 $32,060 6.1 5.2 1.7 0.9
$2,702 $2,616 $2,550 $2,509 $2,470 3.3 2.6 1.6 1.6

() forecast; (p) Preliminary; subject to change

(Source: 2004 ERG.)
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Largest Nonagricultural Employers (1)

Employee
Employer Business Range
Intermountain Health Care ..o, Hospitals and clinics 22,000+
State of Utah ....c.ooiiii State government 22,000+
Brigham Young UniVersity..........ccccooienininininiciene e, Higher education 15,000-20,000
University of Utah (Including Hospital)............ccccccevvennne. Higher education 15,000-20,000
Hill Air FOrCe BaSe.....cceveerieirieiiee et Military installation 10,000-15,000
CONVEIGYS .uveieitisiesiesteeeeneereessesie e sreste e sse s e ensesaesseseeseenees Telemarketing 7,000-10,000
Granite SChool DIStriCt .........ccviiiiriiiicresee s Public education 7,000-10,000
Jordan School DiStriCt. ........coevvvereiniieree e Public education 7,000-10,000
Wal—Maart STOrES.......cocviiieieiiee et Department store 7,000-10,000
Alpine School DiStriCt .........ccocevviiiiiiineiee e Public education 5,000-7,000
Davis County School DiStrict ..........ccocvvinieiieinicieienee, Public education 5,000-7,000
Internal REVENUE SErVICE.......ccoeiiiiieiieeeeee e Federal government 5,000-7,000
Kroger Group COOPEratiVe ........ccoerirereeiieniene e Retail stores 5,000-7,000
NoVUS (DiSCOVEr Card)........ccccvvvveereieerierie e e sreseseeneas Consumer loans 5,000-7,000
Salt Lake COUNLY ....cvcvcieiee e County government 5,000-7,000
U.S. POStal SEIVICE .....ocvvveiiiiiieiiie e Mail distribution 5,000-7,000
Utah State UnIVErSity ........ccccveiiiniieicieiene e Higher education 5,000-7,000
AIDEISON’S ... Food stores 4,000-5,000
ATK Aerospace COMPaNY .........ccovrerreirenieenenieesieneeennens Aerospace equipment manufact. 4,000-5,000
Autoliv Asp (Morton International)..........cccccoeerevevnivinnnnns Mfg. vehicle parts 4,000-5,000
Delta AIrlINES INC...ovviieiieieieie e Air transportation 4,000-5,000
Icon Health & FItNeSS.......cccoviiiiiiiiieeee e Mfg. Exercise equipment 3,000-4,000
SAIELAKE CItY ..oveeiiieieieieeeie e e Local government 3,000-4,000
Salt Lake City School DiStriCt ..........ccoceeoiiiieieicicieee, Public education 3,000-4,000
United Parcel SErVICe ......ccovvvveiiieieiie et Courier service 3,000-4,000
Weber County School DiStriCt........cccccovveeveiiiieneienenieeen, Public education 3,000-4,000
Zions First National Bank.............cccooervininnnininninens Banking 3,000-4,000
HOME DEPOL....c.eiecie e Building supply store 2,000-3,000
J.C. Penney COmMPAaNY.......cccceerurireerieeneenieeieseeseeesieeneesneens Department stores 2,000-3,000
Nebo SChool DiStriCt ......ccccovvviiiieieieee e Public education 2,000-3,000
Pacific Corp. (Utah POWEN)........cooeviiiiiiienne e, Electric generation/distribution 2,000-3,000
Provo City SChool DIStriCt........cccooiieiiireiieieeseceneas Public education 2,000-3,000
QWESE COrPOFAtION.......eiueeiieieieeie et e Telephone service/communications 2,000-3,000
Salt Lake Community College..........coveiiiiiieeiniiienenee, Higher education 2,000-3,000
SKYWESE ATTTINES....c.viiiiiiiieieeee e Air transportation 2,000-3,000
Utah Valley State College ......c.cccovvviveiiiieireieeececeeenn, Higher education 2,000-3,000
Washington County School District..........ccccoceevieiecinnenn, Public education 2,000-3,000
Weber State UnIVerSity........ccoovivveiivnieiiieerene e sesense e Higher education 2,000-3,000
ACS Data ENtry .....oooeiiiee e Data processing 1,000-2,000
Cache County School DiStrict .........cccoevevverevere i Public education 1,000-2,000
CR ENGIaNd & SONS......ccviiieieiiiiieeeee e Trucking 1,000-2,000
Harmon’s GroCery STOreS .......ccoocvvveieeieeneenie e Grocery stores 1,000-2,000
K—=Mart COrporation ...........ccoevrvrvrenierierene e e e Department stores 1,000-2,000
KEIY SEIVICES....uiiiiieiii sttt Temporary employment placement 1,000-2,000
KeNNECOtt COPPEL ....cuvieeeerieeterieeiie e Copper mining and smelting 1,000-2,000
Lifetime Products INC. ......cccooeviieinieseceesece e Sporting goods manufacturing 1,000-2,000
MACEY’S INC. oooviiiiiecii e Food stores 1,000-2,000
Nestles USA Prepared FOOS.........cccoecveivevieveienenese e Food manufacturing 1,000-2,000
Northern Utah Health (St. Marks) ..........ccocevevevcnieneninnnn. Hospitals and clinics 1,000-2,000

(1) Annual average 2002. Includes those firms with 1,000 to 2,000 and more employees.
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Largest Nonagricultural Employers (1)-continued

Employee
Employer Business Range
NOVEI INC. v Computer software 1,000-2,000
Ogden City School DIStriCt.........ccoooviieiiniiieieiee e Public education 1,000-2,000
RC Willey Home Furnishings ...........ccccoovenininiencnencnn, Home furnishing store 1,000-2,000
Sinclair Oil COrp. ..cooviiiiiiiieee e Hotels and ski resort 1,000-2,000
SUPET TarQeL ...vveivii it Department stores 1,000-2,000
Union Pacific Railroad .........cccccovvvveiviiiciieee e Railroad 1,000-2,000
U.S. Department of Agriculture..........ccccoceveveiniininennne, Federal government 1,000-2,000
Utah Transit AUthOFItY........ccooverevere e Public transportation 1,000-2,000
Wells Fargo Bank NW, N.B. .....ccccocevvriiviinininieeeeecie s Banking 1,000-2,000
Wendy’s Old Fashion Hamburgers..........c.coovoenvininennen. Restaurants 1,000-2,000

(1) Annual average 2002. Includes those firms with 1,000 to 2,000 and more employees. The Church of Jesus
Christ of Latter—day Saints (“LDS”) remains one of the State’s largest employers; however, the Church does not
disclose employment numbers.

(Source: Utah Department of Workforce Services, Workforce Information.)
Personal Income

The State’s 2004 forecasted total personal income of $61.9 billion is anticipated to be 5.3% above the
2003 estimate of $58.8 billion. This compares to an estimated State personal income growth rate of 2.9%
in 2003. The State’s growth forecast is slightly below the US growth forecast of 5.7% in 2004. The
State’s 2004 per capita personal income is forecasted to be $25,683, an increase of 2.8% over the 2003
estimate of $24,977. The most recent available income estimates for the State from the U.S. Bureau of
Economic Analysis (“BEA”) are for 2003. According to BEA, the State’s 2003 per capita income ranks
35" among the 50 states (excluding Washington D.C.).

Total Personal Income (in millions)

Utah United States
Year Amount % Change Amount % Change
2004 (F)cveveieeceeeece s $61,896 5.4% $9,724,000 5.7%
2003 () v.vevvererereereete e 58,732 2.8 9,199,008 3.4
2002.....ciiiiieeee e 57,134 2.8 8,900,007 2.3
2001 . 55,594 3.8 8,703,023 3.3
2000......c e 53,561 8.5 8,422,074 8.0
1999 49,343 4.9 7,796,137 5.1
1998, 47,019 1.7 7,415,709 7.4
1997 .. 43,667 8.1 6,907,332 6.1
1996, 40,386 8.5 6,512,485 6.0
1995 e 37,218 8.1 6,144,741 5.3
1994 ... 34,437 - 5,833,906 -

() forecast; (e) estimate.

(Source: 2004 ERG and the Bureau of Economic Analysis.)
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Components of the State’s Total Personal Income

(in thousands)

%
change
2002 2001 2001-02
Total Personal iNCOME........cvvve i e e $57,133,565 $55,594,428 2.8
Earnings by place of work......... ..o 46,510,553 45,570,562 2.1
less: Contributions for government social insurance......... 5,166,739 5,036,647 2.6
plus: Adjustment for residence.............ccooveviiiiian, 11,712 16,347 (28.4)
equals: Net earnings by place of residence.................... 41,355,526 40,550,262 2.0
plus: Dividends, interest, and rent.............c.ooceiieeinnnes 9,126,175 9,070,215 0.6
plus: Personal current transfer receipts........................ 6,651,864 5,973,951 11.3
Components of earnings:
Wage and salary disbursements.............c.ccoeevvinnnnnn, 34,247,172 33,807,295 1.3
Supplements to wages and salaries................coooeints 7,568,410 7,215,411 4.9
Proprietors’ iNCOME........vuvrie it e e e e e 4,694,971 4,547,856 3.2
Farm proprietors’ inCome.............cooviiveiiiiiineaennn, 116,977 178,943 (34.6)
Nonfarm proprietors’ inCOMe............coovevveennnnnnnn. 4,577,994 4,368,913 4.8
Earnings by industry:
Farm @arningS......cuevveiieeriieeeeveee e e ee e e e 239,835 297,529 (19.4)
Nonfarm arnings..........c.eoeveie i 46,270,718 45,273,033 2.2
Private earningsS.......oooeevieveiee e ieie e e 37,292,417 36,889,221 1.1
Forestry, fishing, related activities, and other......... 51,065 55,118 (7.4)
MINING. . 481,423 509,577 (5.5)
UtHITIES. .o oot e e e 430,498 395,309 8.9
CoNStIUCTION. .. .eu e e e e 3,377,899 3,447,200 (2.0)
Manufacturing..........coove i, 5,512,664 5,724,441 3.7
Durable goods manufacturing...................... 3,822,891 4,081,098 (6.3)
Nondurable goods manufacturing.................. 1,689,773 1,643,343 2.8
Wholesale trade..........coooeveiiiii i 2,129,435 2,128,164 0.1
Retail trade........c.oovev i e, 3,652,931 3,548,428 29
Transportation and warehousing........................ 1,993,212 2,013,069 (12.0)
Information.............oooi i 1,492,883 1,610,334 (7.3)
Finance and insSuranCe..........cc.oevvevnneveninnnnnn, 2,729,546 2,603,154 4.9
Real estate and rental and leasing...................... 1,013,551 912,975 11.0
Professional and technical services.................... 3,726,540 3,759,207 (0.9)
Management of companies and enterprises........... 1,062,921 1,190,454 (10.7)
Administrative and waste Services..................... 1,579,521 1,585,245 (0.4)
Educational Services...........cooooviii i i, 681,977 650,090 4.9
Health care and social assistance....................... 3,467,508 3,233,768 7.2
Aurts, entertainment, and recreation..................... 576,037 455,429 26.5
Accommodation and food Services..................... 1,251,223 1,184,475 5.6
Other services, except public administration......... 2,081,583 1,882,784 10.6
Government and government enterprises............. 8,978,301 8,383,812 7.1
Federal, civilian...................oo 2,393,977 2,193,050 9.2
MiIlItary.....oooe 516,379 479,297 7.7
Stateand local...........ooooiiii i 6,067,945 5,711,465 6.2
State government..........ccoovviiiiiineenn e, 2,447,296 2,295,598 6.6
Local government.............cooeeviiiiineann. 3,620,649 3,415,867 6.0

(Source: Bureau of Economic Anaylsis.)

C-8



Per Capita Personal Income

Income Per Capita

Annual % Change

Year Utah u.S. Utah
2004 (f) vooveviiieiee, $25,683 $33,041 2.8%
AV VXN (C) ISP 24,977 31,632 1.4
2002 ., 24,639 30,906 1.0
2001 oo, 24,388 30,527 2.1
2000 ..., 23,878 29,847 6.6
1999 .., 22,393 27,939 3.2
1998 ..o, 21,708 26,883 -
1995 .o, 18,478 23,076 -
1990 ..o, 14,913 19,477 -
1985 ..o, 12,048 14,758 -
1980 ..o, 8,501 10,114 -

() forecast; (e) estimate.

(Sources: 2004 ERG and the Bureau of Economic Analysis.)

Gross State Product

Utah

asa%

Uu.S. of U.S.

4.5% 77.7%
2.3 79.0
1.2 79.7
2.3 79.9
6.8 80.0
3.9 80.1
- 80.7
- 80.1
- 76.6
- 81.6
- 84.1

Gross State Product (“GSP”) is the market value of final goods and services produced by the labor
and property located in a State. It is the regional counterpart to the national Gross Domestic Product
(*GDP”). Conceptually, GSP is gross output less intermediate inputs. BEA released revisions of GSP for
1999 and 2000 and estimates for 2001 in May 2003.

Total Gross State Product
(in millions of current dollars)

GSP is not available for 2002 and 2003.

(Source: U.S. Department of Commerce, Bureau of Economic Analysis (“BEA™).)

Utah United States
Amount % Change Amount % Change
$70,409 2.9% $10,082,151 2.6%
68,430 9.3 9,824,639 5.9
62,635 6.0 9,274,319 5.6
59,084 7.3 8,781,500 5.6
55,070 6.9 8,318,400 6.5
51,523 11.3 7,813,200 5.6
46,290 - 7,400,500 -
31,359 - 5,803,200 -
24,115 - 4,213,000 -
15,494 - 2,795,600 -



Gross Taxable Sales

The State taxable sales are estimated to be up 0.8% during 2003 (2% less than predicted previously).
(Taxable sales consist of final sales of most tangible personal property in the State. Taxable sales of se-
lected services such as hotel and lodging, automobile leases, amusements and repairs to tangible personal
property are also taxable in the State.) For the second year in a row, business spending failed to turn
around. However, nationally, business spending has improved in the second and third quarters of 2003.
Detracting from the 2003 growth rate was an Iraq war—economic shock that resulted in a 4% drop in tax-
able sales during the first quarter. However, since the first quarter, taxable sales have improved close to a
3% year—over growth rate. Taxable sales are expected to conservatively increase 3.2% in 2004. Economic
models call for a 6% growth rate if all the optimistic economic assumptions hold true. However, other
influencing economic forces that must be taken into consideration include: job growth that has only im-
proved slightly, although purchasing manager surveys indicate more improvement will occur. China im-
ports may still be impacting the State manufacturers more than is being felt in the rest of the nation. But
the State manufacturing sector taxable purchases should be up nearly 5% in 2003. The impact of cheap,
high quality goods from China and other Southeast Asian countries has lowered goods inflation, thereby
effectively cutting into nominal dollar taxable sales growth. Negative impacts from 9/11, terrorism and
the Irag situation continue to shadow consumer and business confidence, but this should abate in
July 2004. Mounting sales to consumers over the Internet will cut the sales tax base by 2% in FY 2005.

Taxable sales can be dissected into three major components:

Retail trade at $18.7 billion, represents about 57% of taxable sales. Retail trade is expected to
grow 2.1% in 2003, the slowest rate since 1987. This growth is about half the growth rate that was
previously expected, and well below the most recent 10-year average of 6.4%. A 3.5% growth is
expected in 2004.

Taxable Business Investment and Utility Sales at $8.1 billion, represents less than 25% of taxable
sales, and should grow less than 1% in 2003. An improvement between 5% and 9% is expected in
2004.

Taxable Services at $4.5 billion, will decline 3% in 2003 and represent less than 14% of taxable
sales. The 3% decline is the third annual drop in a row and is in contrast to the 7.6% average gains

since 1993. In 2004, taxable services is expected to grow within a range of 3% to 7% if the State
consumers, tourists, and business spending permeate together.

(The remainder of this page has been intentionally left blank.)
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Gross Taxable Sales

(millions of dollars)

Total
Business Gross
Calendar Retail % Investment % Taxable % All % Taxable %
Year Sales Change Purchases Change Services Change Other  Change Sales Change
2004 (f)....  $19,400 35 % $8,500 52 % $4,600 31 % $1334 (111)% $ 33,834 32 %
2003 (g).... 18,738 2.1 8,079 0.5 4,461 (3.3) 1,500 0.2) 32,778 0.8
2002 ....... 18,356 3.4 8,039 (6.4) 4,615 (2.0 1,502 8.8 32,512 0.3
2001 ....... 17,748 2.7 8,588 2.6 4,709 0.8) 1,381 10.5 32,426 25
2000........ 17,278 4.8 8,372 6.8 4,746 9.1 1,250 (5.0) 31,646 55
1999........ 16,493 5.3 7,839 14 4,351 5.6 1,316 15.7 29,999 47
1998........ 15,657 5.3 7,729 9.7 4,122 10.7 1,137 (4.3) 28,645 6.8
1997........ 14,873 33 7,044 2.4 3,724 3.6 1,188 22.7 26,828 3.8
1996........ 14,404 10.1 6,878 10.4 3,594 12.1 968 (11.4) 25,844 9.5
1995........ 13,080 8.1 6,231 111 3,205 14.4 1,093 7.3 23,609 9.7

(e) estimate; (f) forecast.

(Source: 2004 ERG.)
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Construction And Housing

The value of permit-authorized construction set an all-time record in 2003 of $4.5 billion, up 7%
over the previous peak of $4.2 billion (inflation adjusted) in 1999. Residential construction had a phe-
nomenal year with $3 billion in new construction. The number of new dwelling units receiving building
permits totaled 22,800 units, which includes new homes, apartments, condominiums, manufactured
homes, and cabins. The high level of new construction activity in the residential sector was driven by the
lowest mortgage rates in 50 years. New home construction in 2003 totaled 16,500 units, which ranks sec-
ond to the all-time high of 17,400 new homes in 1977. Condominium construction had the best year since
the late 1970s, as it captured over 10% of the residential market. While the residential sector was at or
near record pace, the nonresidential sector also showed some improvement. Total nonresidential value for
2003 rose 11.5% to $1 billion. Permit—authorized construction is projected to continue its recent in-
creases, with the number of new dwelling units rising to 24,000, and total valuation increasing to around
$5 billion.

Permit-Authorized Construction

Construction Value (millions of dollars)

Total Total

Year Units Residential Nonresidential Renovations Valuation

2004 () vovveveeiene 24,000 $3,400.0 $1,100.0 $450.0 $4,950.0
2003 (€) cvevveveeverenane 22,800 3,046.0 1,018.0 497.0 4,561.0
2002 .. 19,500 2,492.0 897.0 393.0 3,782.0
2001 oo, 19,675 2,352.7 970.0 562.8 3,885.4
2000 ... 18,154 2,140.1 1,213.0 583.3 3,936.0
1999 i, 20,350 2,238.0 1,195.0 537.0 3,971.0
1998 .o, 21,743 2,188.7 1,148.4 461.3 3,798.4
1997 o, 20,687 1,943.5 1,370.9 407.1 3,721.6
1996 ..o, 23,737 2,104.5 951.8 386.3 3,442.6
1995 .., 21,558 1,854.6 832.7 409.0 3,096.3
1994 ..., 19,747 1,730.1 772.2 341.9 2,844.2

(f) Forecast; (e) estimate.

(Source: 2004 ERG and the GOPB.)

(The remainder of this page has been intentionally left blank.)
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APPENDIX D

PROPOSED FORMS OF OPINIONS OF BOND COUNSEL

[LETTERHEAD OF CHAPMAN AND CUTLER LLP]

[TO BE DATED CLOSING DATE]

$45,805,000
Utah State Building Ownership Authority
Lease Revenue and Refunding Bonds
(State Facilities Master Lease Program),
Series 2004A

We hereby certify that we have examined certified copy of the proceedings of record of the State
Building Ownership Authority (the “Issuer”), a body politic and corporate of the State of Utah, passed
preliminary to the issuance by the Issuer of its Lease Revenue and Refunding Bonds (State Facilities
Master Lease Program), Series 2004A, in the aggregate principal amount of $45,805,000 (the “Series
2004A Bonds”). The Series 2004A Bonds are issuable only as fully registered bonds without coupons in
the denomination of $5,000 or any whole multiple thereof. The Series 2004A Bonds are dated the date
hereof, bear interest payable on May 15 and November 15 in each year, commencing May 15, 2005, until
paid, and mature on May 15 of each of the years and in the amounts and bear interest as follows:

YEAR OF PRINCIPAL RATE OF YEAR OF PRINCIPAL RATE OF

MATURITY AMOUNT INTEREST MATURITY AMOUNT INTEREST
2005 $ 495,000 3.00% 2016 $3,245,000 5.00%
2006 335,000 3.00 2017 3,405,000 5.00
2007 865,000 3.00 2018 2,450,000 5.00
2008 895,000 3.00 2019 2,230,000 5.00
2009 1,930,000 3.25 2020 2,345,000 5.25
2010 2,405,000 5.00 2021 2,110,000 5.25
2011 2,550,000 5.00 2022 1,665,000 5.25
2012 2,665,000 5.00 2023 1,755,000 5.25
2013 2,795,000 5.00 2024 1,845,000 5.25
2014 2,945,000 5.00 2027 3,790,000 4.75
2015 3,085,000 5.00

The Series 2004A Bonds are subject to redemption prior to maturity at the times, in the manner
and upon the terms set forth in the Series 2004A Bonds and the Indenture hereinafter described.

The Series 2004A Bonds are being issued pursuant to the Indenture under the authority of the
State Building Ownership Act, Part 3, Chapter 1 of Title 63B, Utah Code Annotated 1953, as amended,
Section 63B-13-201 of the Utah Code Annotated 1953, as amended, the Utah Refunding Bond Act,
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Chapter 27 of Title 11, Utah Code Annotated 1953, as amended, and other applicable Utah law
(collectively, the “Act”) for the purpose of (a) financing certain projects pursuant to the Act consisting of
(i) the acquisition and construction of a regional office building for the Department of Human Resources
and the Office of Rehabilitation of the State of Utah and related facilities, property and improvements; (ii)
the acquisition of an existing office building for the Department of Human Resources, the Department of
Natural Resources, Public Safety—Drivers License Division, Department of Corrections— Adult Probation
and Parole, and School and Institutional Trust Lands of the State of Utah and related facilities, property
and improvements; (iii) the acquisition and construction on certain land owned by Tooele County, Utah
(“Tooele County”), of a new courts building for the State Courts of the State of Utah and related
facilities, property and improvements; and (iv) the acquisition, construction, replacement and remodeling
of five State-operated alcoholic beverage outlets for the Department of Alcoholic Beverage Control of the
State of Utah and related facilities, property and improvements; (b) capitalizing interest on the Bonds as
provided in the Indenture; (c) refunding $18,565,000 aggregate principal amount of outstanding Lease
Revenue Bonds (the “Refunded Bonds”) of the Issuer; and (d) paying the costs and expenses incidental
thereto and to the issuance of the Series 2004A Bonds. Accordingly, a portion of the proceeds of sale of
the Series 2004A Bonds has been applied to the purchase of certain obligations of the United States of
America, which obligations have been deposited in trust in an escrow account (the “Escrow Account”)
with Wells Fargo Bank N.A., Salt Lake City, Utah, as escrow agent (the “Escrow Agent”), in such
manner that the collection of the principal thereof and the interest thereon is to be applied to the payment
of the redemption price of and interest on the Refunded Bonds as such redemption price and interest
become due thereon on each interest payment date and on each redemption date. We have relied upon an
accountant's report of Grant Thornton LLP, Minneapolis, Minnesota, as to the accuracy of (1) the
mathematical computations concerning the adequacy of the maturing principal amounts of and interest
earned on the obligations of the United States of America, together with the other escrowed moneys,
placed in the Escrow Account to pay when due, pursuant to call for redemption, the redemption price of
and interest on the Refunded Bonds and (2) the mathematical computations of the yield on the Series
2004 A Bonds and of the yield on the obligations so purchased with the proceeds of sale of the Series
2004 A Bonds.

From such examination of the proceedings of the Issuer referred to above and from an
examination of the Act, we are of the opinion that such proceedings show lawful authority for the
issuance of the Series 2004A Bonds under the laws of the State of Utah (the “State”) now in force.

In connection with the issuance of the Series 2004A Bonds, we have also examined an originally
executed counterpart of each of the following: (a) that certain Indenture of Trust, Assignment of State
Facilities Master Lease Agreement and Security Agreement, dated as of September 1, 1994 (the
“Original Indenture”), between the Issuer and Wells Fargo Bank, N.A. (as successor in interest to First
Security Bank of Utah, N.A.), as trustee (the “Trustee”), as heretofore supplemented and amended and as
supplemented and amended by that certain Twelfth Supplemental Indenture of Trust, dated as of October
1, 2004 (the “Twelfth Supplemental Indenture”) to the Original Indenture (the Original Indenture as
thereafter supplemented and amended, including by the Twelfth Supplemental Indenture, is herein
referred to as the “Indenture”), between the Issuer and the Trustee; (b) that certain annually renewable
State Facilities Master Lease Agreement, dated as of September 1, 1994 (the “Original Lease” ), between
the Issuer and the State, acting through its Department of Administrative Services, Division of Facilities
Construction and Management, as lessee, as heretofore supplemented and amended and as further
supplemented and amended by that certain Twelfth Amendment, dated as of October 1, 2004 (the
“Twelfth Amendment”) to the Original Lease (the Original Lease and the Twelfth Amendment are herein
collectively referred to as the “Lease”), between the Issuer and the State; (c) that certain Tooele
Courthouse Facilities Site Lease, dated as of October 1, 2004 (the “Tooele Courthouse Facilities Site
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Lease”) between the Issuer and Tooele County; and (d) that certain Escrow Agreement, dated as of the
date hereof (the “Escrow Agreement”), between the Issuer and the Escrow Agent.

The Series 2004A Bonds are issued under and are equally and ratably secured by the Indenture,
pursuant to which the Issuer has mortgaged, pledged and assigned to the Trustee for the benefit of the
owners of the Series 2004A Bonds and the Prior Parity Bonds (as such term is defined in the Indenture)
and the owners of any bonds hereafter issued on a parity therewith under the Indenture all of the Issuer’s
right, title and interest in and to the Facilities (as such term is defined in the Indenture), the Lease
(including the right under the Lease to receive Base Rentals, as such term is defined in the Lease), and the
Tooele Courthouse Facilities Site Lease, as security for the payment of the principal of, and premium, if
any, and interest on, the Series 2004A Bonds, the Prior Parity Bonds and such parity bonds. The Series
2004 A Bonds are limited obligations of the Issuer and are payable solely from the Base Rentals received
under the Lease and, if paid, the Option Price (as such term is defined in the Lease) and, to the extent not
so paid, from the Trust Estate (as such term is defined in the Indenture) and from such amounts as may be
realized by the Trustee upon the exercise of any of its rights and remedies pursuant to the Indenture and
the Mortgages (as such term is defined in the Indenture). Neither the Series 2004A Bonds nor the Lease
constitute the debt or indebtedness of the Issuer, the State or any political subdivision of the State within
the meaning of any constitutional provision or limitation nor constitute or give rise to or are a general
obligation or liability of, nor a charge against the general credit or taxing powers of, the State or any
political subdivision of the State. The Issuer has no taxing power. In the event of default of any payment
of principal of, or premium (if any) or interest on, the Series 2004A Bonds or any violation of any
provision of the Lease or the Indenture resulting in the foreclosure of the liens, security interests and
rights granted by the Indenture and the Mortgages, the Trustee shall be entitled, among other things, to
pursue certain remedies against the Facilities as provided in the Indenture and the Mortgages but no
deficiency judgment upon foreclosure may be entered in any event against the Issuer, the State or any
political subdivision of the State, except as otherwise expressly provided in the Lease with respect to the
State’s actual use and occupancy of the Leased Property (as such term is defined in the Indenture), and no
breach of any covenant or agreement in the Lease, the Indenture or the Mortgages shall impose any
general obligation or liability upon, nor a charge against, the State or the general credit or taxing power of
the State or any of its political subdivisions.

Under the Lease, the Facilities have been or will be leased by the Issuer to the State, and the State
has agreed to pay, directly to the Trustee, the Base Rentals, but only if and to the extent that the Utah
Legislature specifically appropriates funds annually sufficient to pay the Base Rentals coming due during
the succeeding fiscal year of the State plus such additional amounts (the “Additional Rentals”) as may be
necessary to operate and maintain the Facilities during such period. The Base Rentals and the Additional
Rentals are hereinafter referred to collectively as the “Rentals.” Under the Lease, the Issuer has been
granted an option to purchase the Leased Property (excluding State-Owned Sites, as such term is defined
in the Lease) and to terminate its obligations under the Lease upon payment of the then-applicable Option
Price. The Lease specifically provides, however, that nothing therein shall be construed to require the
State to appropriate any money to pay any Rentals or the Option Price thereunder. In addition, the
obligation of the State to pay Base Rentals under the Lease will terminate, without payment of the Option
Price or any other amounts, if an Event of Nonappropriation or an Event of Default (as each such term is
defined in the Lease) shall occur.

Based upon an examination of the aforementioned documents and of such other documents and

matters of law as we have deemed relevant and necessary as a basis for the opinions set forth herein, it is
further our opinion that:
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1. The Issuer is a duly organized and validly existing body politic and corporate of
the State and has the authority under the Act to issue the Series 2004A Bonds and to authorize,
execute, deliver and perform its obligations under the Lease, the Tooele Courthouse Facilities
Site Lease and the Indenture.

2. The Twelfth Amendment has been duly authorized, executed and delivered and
the Lease constitutes the legal, valid and binding obligation of the Issuer and the State
enforceable in accordance with its terms, except to the extent that the enforcement thereof may be
limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought.

3. The Twelfth Supplemental Indenture has been duly authorized, executed and
delivered by the Issuer and, assuming the due authorization, execution and delivery thereof by the
Trustee, the Indenture constitutes the legal, valid and binding obligation of the Issuer enforceable
against the Issuer in accordance with its terms, except to the extent that the enforcement thereof
may be limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought.

4.  The Tooele Courthouse Facilities Site Lease has been duly authorized, executed
and delivered by the Issuer and, assuming the due authentication, execution and delivery thereof
by Tooele County, constitutes the legal, valid and binding obligation of the Issuer in accordance
with its terms, except to the extent that the enforcement thereof may be limited by bankruptcy,
insolvency, moratorium or other laws affecting the enforcement of creditors’ rights generally or
usual equity principals in the event equitable remedies should be sought.

5. The Escrow Agreement has been duly authorized, executed and delivered by the
Issuer and constitutes the legal, valid and binding obligation of the Issuer enforceable in
accordance with its terms, except to the extent that the enforcement thereof may be limited by
bankruptcy, insolvency, moratorium or other laws affecting the enforcement of creditors’ rights
generally or usual equity principles in the event equitable remedies should be sought.

6.  The Series 2004A Bonds are valid and binding limited obligations of the Issuer
enforceable in accordance with their terms (except to the extent that the enforcement thereof may
be limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought) and the terms of the Indenture and are entitled to the benefits of the Indenture and the
Act; and (except to the extent paid out of moneys attributable to Bond proceeds or income from
the temporary investment thereof, the Option Price, if paid, and any payments derived from the
exercise by the Trustee of its rights and remedies against the Trust Estate as provided in the
Indenture and the Mortgages) the Series 2004A Bonds are and will continue to be payable solely
from Base Rentals paid by the State under the Lease, which Base Rentals have been duly
assigned to the Trustee pursuant to the Indenture and pledged to the payment of principal of, and
premium, if any, and interest on, the Series 2004A Bonds. Such amounts, which by the terms of
the Lease are to be paid by the State to the Trustee, are sufficient for the payment of the principal
of, and premium, if any, and interest on, the Series 2004A Bonds as the same become due so long
as the State exercises its option annually under the Lease to extend the term of the Lease as
provided therein.
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7. The obligations of the State under the Lease are subject to the exercise in the
future by the State and its governmental bodies of the police power inherent in the sovereignty of
the State and to the exercise by the United States of America of the powers delegated to it by the
federal Constitution.

We further certify that we have examined the form of registered Bond of the issue and find the
same in due form of law.

It is our opinion that, subject to the Issuer’s and the State’s compliance with certain covenants,
under present law, interest on the Series 2004A Bonds is not includible in gross income of the owners
thereof for federal income tax purposes and is not included as an item of tax preference in computing the
alternative minimum tax for individuals and corporations under the Internal Revenue Code of 1986, as
amended (the “Code”), but is taken into account in computing an adjustment used in determining the
federal alternative minimum tax for certain corporations. Failure to comply with certain of such Issuer
and State, covenants could cause interest on the Series 2004A Bonds to be included in gross income for
federal income tax purposes retroactively to the date of issuance of the Series 2004A Bonds. Ownership
of the Series 2004A Bonds may result in other federal tax consequences to certain taxpayers, and we
express no opinion regarding any such collateral consequences arising with respect to the Series 2004A
Bonds.

It is further our opinion that under the laws of the State, as presently enacted and construed,
interest on the Series 2004A Bonds is exempt from taxes imposed by the Utah Individual Income Tax
Act. No opinion is expressed with respect to any other taxes imposed by the State of or any political
subdivision thereof. Ownership of the Series 2004A Bonds may result in other state and local tax
consequences to certain taxpayers, and we express no opinion regarding any such collateral consequences
arising with respect to the Series 2004A Bonds.

We express no opinion as to the title to, the description of, or the perfection, priority or existence
of any liens, charges, security interests or encumbrances on, any of the Facilities.

We express no opinion herein as to the accuracy, adequacy or completeness of the Official
Statement relating to the Series 2004A Bonds.

In rendering this opinion, we have relied upon certifications of the Issuer and the State with
respect to certain material facts solely within the Issuer’s and the State’s knowledge. Our opinion
represents our legal judgment based upon our review of the law and the facts that we deem relevant to
render such opinion, and it not a guarantee of a result. This opinion is given as of the date hereof and we
assume no obligation to revise or supplement this opinion to reflect any facts or circumstances that may
hereafter come to our attention or any changes in law that may hereafter occur.

Respectfully submitted,
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[LETTERHEAD OF CHAPMAN AND CUTLER LLP]

[TO BE DATED CLOSING DATE]

$8,920,000
Utah State Building Ownership Authority
Lease Revenue Refunding Bonds
(State Facilities Master Lease Program),
Series 2004B

We hereby certify that we have examined certified copy of the proceedings of record of the State
Building Ownership Authority (the “Issuer”), a body politic and corporate of the State of Utah, passed
preliminary to the issuance by the Issuer of its Lease Revenue Refunding Bonds (State Facilities Master
Lease Program), Series 2004B, in the aggregate principal amount of $8,920,000 (the “Series 2004B
Bonds”). The Series 2004B Bonds are issuable only as fully registered bonds without coupons in the
denomination of $5,000 or any whole multiple thereof. The Series 2004B Bonds are dated the date
hereof, bear interest payable on May 15 and November 15 in each year, commencing May 15, 2005, until
paid, and mature on May 15 of each of the years and in the amounts and bear interest as follows:

YEAR OF PRINCIPAL RATE OF YEAR OF PRINCIPAL RATE OF
MATURITY AMOUNT INTEREST MATURITY AMOUNT INTEREST
2005 $ 220,000 3.00 2010 $ 1,380,000 5.00%
2006 85,000 3.00 2011 1,455,000 3.30
2007 90,000 3.00 2012 1,500,000 3.50
2008 1,295,000 3.00 2013 1,555,000 3.60
2009 1,340,000 3.25

The Series 2004B Bonds are subject to redemption prior to maturity at the times, in the manner
and upon the terms set forth in the Series 2004B Bonds and the Indenture hereinafter described.

The Series 2004B Bonds are being issued pursuant to the Indenture under the authority of the
State Building Ownership Act, Part 3, Chapter 1 of Title 63B, Utah Code Annotated 1953, as amended,
the Utah Refunding Bond Act, Chapter 27 of Title 11, Utah Code Annotated 1953, as amended, and other
applicable Utah law (collectively, the “Act”) for the purpose of refunding $8,270,000 aggregate principal
amount of outstanding Lease Revenue Bonds (the “Refunded Bonds”) of the Issuer and paying the costs
and expenses incidental thereto and to the issuance of the Series 2004B Bonds. Accordingly, a portion of
the proceeds of sale of the Series 2004B Bonds has been applied to the purchase of certain obligations of
the United States of America, which obligations have been deposited in trust in an escrow account (the
“Escrow Account”) with Wells Fargo Bank N.A., Salt Lake City, Utah, as escrow agent (the “Escrow
Agent”), in such manner that the collection of the principal thereof and the interest thereon is to be
applied to the payment of the redemption price of and interest on the Refunded Bonds as such redemption
price and interest become due thereon on each interest payment date and on each redemption date. We
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have relied upon an accountant's report of Grant Thornton LLP, Minneapolis, Minnesota, as to the
accuracy of (1) the mathematical computations concerning the adequacy of the maturing principal
amounts of and interest earned on the obligations of the United States of America, together with the other
escrowed moneys, placed in the Escrow Account to pay when due, pursuant to call for redemption, the
redemption price of and interest on the Refunded Bonds and (2) the mathematical computations of the
yield on the Series 2004B Bonds and of the yield on the obligations so purchased with the proceeds of
sale of the Series 2004B Bonds.

From such examination of the proceedings of the Issuer referred to above and from an
examination of the Act, we are of the opinion that such proceedings show lawful authority for the
issuance of the Series 2004B Bonds under the laws of the State of Utah (the “State”) now in force.

In connection with the issuance of the Series 2004B Bonds, we have also examined an originally
executed counterpart of each of the following: (a) that certain Indenture of Trust, Assignment of State
Facilities Master Lease Agreement and Security Agreement, dated as of September 1, 1994 (the
“Original Indenture”), between the Issuer and Wells Fargo Bank, N.A. (as successor in interest to First
Security Bank of Utah, N.A.), as trustee (the “Trustee”), as heretofore supplemented and amended and as
supplemented and amended by that certain Twelfth Supplemental Indenture of Trust, dated as of October
1, 2004 (the “Twelfth Supplemental Indenture”) to the Original Indenture (the Original Indenture as
thereafter supplemented and amended, including by the Twelfth Supplemental Indenture, is herein
collectively referred to as the “Indenture’), between the Issuer and the Trustee; (b) that certain annually
renewable State Facilities Master Lease Agreement, dated as of September 1, 1994 (the “Original
Lease”), between the Issuer and the State, acting through its Department of Administrative Services,
Division of Facilities Construction and Management, as lessee, as heretofore supplemented and amended
and as further supplemented and amended by that certain Twelfth Amendment, dated as of October 1,
2004 (the “Twelfth Amendment”) to the Original Lease (the Original Lease and the Twelfth Amendment
are herein collectively referred to as the “Lease”), between the Issuer and the State; (c) that certain
Huntsman Cancer Institute Site Lease, dated as of November 1, 1996 (the “U of U 1996B Facilities Site
Lease”), between the Issuer and the University of Utah (the “University”); and (d) that certain Escrow
Agreement, dated as of the date hereof (the “Escrow Agreement”), between the Issuer and the Escrow
Agent.

The Series 2004B Bonds are issued under and are equally and ratably secured by the Indenture,
pursuant to which the Issuer has mortgaged, pledged and assigned to the Trustee for the benefit of the
owners of the Series 2004B Bonds and the Prior Parity Bonds (as such term is defined in the Indenture)
and the owners of any bonds hereafter issued on a parity therewith under the Indenture all of the Issuer’s
right, title and interest in and to the Facilities (as such term is defined in the Indenture), the Lease
(including the right under the Lease to receive Base Rentals, as such term is defined in the Lease), and the
U of U 1996B Facilities Site Lease, as security for the payment of the principal of, and premium, if any,
and interest on, the Series 2004B Bonds, the Prior Parity Bonds and such parity bonds. The Series 2004B
Bonds are limited obligations of the Issuer and are payable solely from the Base Rentals received under
the Lease and, if paid, the Option Price (as such term is defined in the Lease) and, to the extent not so
paid, from the Trust Estate (as such term is defined in the Indenture) and from such amounts as may be
realized by the Trustee upon the exercise of any of its rights and remedies pursuant to the Indenture and
the Mortgages (as such term is defined in the Indenture). Neither the Series 2004B Bonds nor the Lease
constitute the debt or indebtedness of the Issuer, the State or any political subdivision of the State within
the meaning of any constitutional provision or limitation nor constitute or give rise to or are a general
obligation or liability of, nor a charge against the general credit or taxing powers of, the State or any
political subdivision of the State. The Issuer has no taxing power. In the event of default of any payment
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of principal of, or premium (if any) or interest on, the Series 2004B Bonds or any violation of any
provision of the Lease or the Indenture resulting in the foreclosure of the liens, security interests and
rights granted by the Indenture and the Mortgages, the Trustee shall be entitled, among other things, to
pursue certain remedies against the Facilities as provided in the Indenture and the Mortgages but no
deficiency judgment upon foreclosure may be entered in any event against the Issuer, the State or any
political subdivision of the State, except as otherwise expressly provided in the Lease with respect to the
State’s actual use and occupancy of the Leased Property (as such term is defined in the Indenture), and no
breach of any covenant or agreement in the Lease, the Indenture or the Mortgages shall impose any
general obligation or liability upon, nor a charge against, the State or the general credit or taxing power of
the State or any of its political subdivisions.

Under the Lease, the Facilities have been or will be leased by the Issuer to the State, and the State
has agreed to pay, directly to the Trustee, the Base Rentals, but only if and to the extent that the Utah
Legislature specifically appropriates funds annually sufficient to pay the Base Rentals coming due during
the succeeding fiscal year of the State plus such additional amounts (the “Additional Rentals”) as may be
necessary to operate and maintain the Facilities during such period. The Base Rentals and the Additional
Rentals are hereinafter referred to collectively as the “Rentals.” Under the Lease, the Issuer has been
granted an option to purchase the Leased Property (excluding State-Owned Sites, as such term is defined
in the Lease) and to terminate its obligations under the Lease upon payment of the then—applicable Option
Price. The Lease specifically provides, however, that nothing therein shall be construed to require the
State to appropriate any money to pay any Rentals or the Option Price thereunder. In addition, the
obligation of the State to pay Base Rentals under the Lease will terminate, without payment of the Option
Price or any other amounts, if an Event of Nonappropriation or an Event of Default (as each such term is
defined in the Lease) shall occur.

”

Based upon an examination of the aforementioned documents and of such other documents and
matters of law as we have deemed relevant and necessary as a basis for the opinions set forth herein, it is
further our opinion that:

1.  The Issuer is a duly organized and validly existing body politic and corporate of
the State and has the authority under the Act to issue the Series 2004B Bonds and to authorize,
execute, deliver and perform its obligations under the Lease, the U of U 1996B Facilities Site
Lease and the Indenture.

2. The Twelfth Amendment has been duly authorized, executed and delivered and
the Lease constitutes the legal, valid and binding obligation of the Issuer and the State
enforceable in accordance with its terms, except to the extent that the enforcement thereof may be
limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought.

3. The Twelfth Supplemental Indenture has been duly authorized, executed and
delivered by the Issuer and, assuming the due authorization, execution and delivery thereof by the
Trustee, the Indenture constitutes the legal, valid and binding obligation of the Issuer enforceable
against the Issuer in accordance with its terms, except to the extent that the enforcement thereof
may be limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought.
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4. The U of U 1996B Facilities Site Lease has been duly authorized, executed and
delivered by the Issuer and, assuming the due authentication, execution and delivery thereof by
the University, constitutes the legal, valid and binding obligation of the Issuer in accordance with
its terms, except to the extent that the enforcement thereof may be limited by bankruptcy,
insolvency, moratorium or other laws affecting the enforcement of creditors’ rights generally or
usual equity principals in the event equitable remedies should be sought.

5.  The Escrow Agreement has been duly authorized, executed and delivered by the
Issuer and constitutes the legal, valid and binding obligation of the Issuer enforceable in
accordance with its terms, except to the extent that the enforcement thereof may be limited by
bankruptcy, insolvency, moratorium or other laws affecting the enforcement of creditors’ rights
generally or usual equity principles in the event equitable remedies should be sought.

6.  The Series 2004B Bonds are valid and binding limited obligations of the Issuer
enforceable in accordance with their terms (except to the extent that the enforcement thereof may
be limited by bankruptcy, insolvency, moratorium or other laws affecting the enforcement of
creditors’ rights generally or usual equity principles in the event equitable remedies should be
sought) and the terms of the Indenture and are entitled to the benefits of the Indenture and the
Act; and (except to the extent paid out of moneys attributable to Bond proceeds or income from
the temporary investment thereof, the Option Price, if paid, and any payments derived from the
exercise by the Trustee of its rights and remedies against the Trust Estate as provided in the
Indenture and the Mortgages) the Series 2004B Bonds are and will continue to be payable solely
from Base Rentals paid by the State under the Lease, which Base Rentals have been duly
assigned to the Trustee pursuant to the Indenture and pledged to the payment of principal of, and
premium, if any, and interest on, the Series 2004B Bonds. Such amounts, which by the terms of
the Lease are to be paid by the State to the Trustee, are sufficient for the payment of the principal
of, and premium, if any, and interest on, the Series 2004B Bonds as the same become due so long
as the State exercises its option annually under the Lease to extend the term of the Lease as
provided therein.

7.  The obligations of the State under the Lease are subject to the exercise in the
future by the State and its governmental bodies of the police power inherent in the sovereignty of
the State and to the exercise by the United States of America of the powers delegated to it by the
federal Constitution.

We further certify that we have examined the form of registered Bond of the issue and find the
same in due form of law.

It is our opinion that, subject to the Issuer’s, the State’s and the University’s compliance with
certain covenants and compliance by the Huntsman Cancer Foundation, a Delaware Corporation
authorized to transact business in the State (the “Foundation”), with its covenants, in each case made to
satisfy pertinent requirements of the Internal Revenue Code of 1986, as amended (the “Code”), under
present law, interest on the Series 2004B Bonds is not includible in gross income of the owners thereof
for federal income tax purposes and is not included as an item of tax preference in computing the
alternative minimum tax for individuals and corporations. Interest on the Series 2004B Bonds is taken
into account, however, in computing an adjustment used in determining the federal alternative minimum
tax for certain corporations. Failure to comply with certain of such Issuer, State, University and
Foundation covenants could cause interest on the Series 2004B Bonds to be included in gross income for
federal income tax purposes retroactively to the date of issuance of the Series 2004B Bonds. Ownership

D-9



of the Series 2004B Bonds may result in other federal tax consequences to certain taxpayers, and we
express no opinion regarding any such collateral consequences arising with respect to the Series 2004B
Bonds. In rendering our opinion on tax exemption, we have relied on the opinion of Stoel Rives LLP,
counsel to the Foundation, that the Foundation is a 501(c)(3) organization and certain other matters and
on the mathematical computations of the yield on the Bonds and the yield on certain investments by Grant
Thornton LLP, Certified Public Accountants.

It is further our opinion that under the laws of the State, as presently enacted and construed,
interest on the Series 2004B Bonds is exempt from taxes imposed by the Utah Individual Income Tax
Act. No opinion is expressed with respect to any other taxes imposed by the State of or any political
subdivision thereof. Ownership of the Series 2004B Bonds may result in other state and local tax
consequences to certain taxpayers; we express no opinion regarding any such collateral consequences
arising with respect to the Series 2004B Bonds.

We express no opinion as to the title to, the description of, or the perfection, priority or existence
of any liens, charges, security interests or encumbrances on, any of the Facilities.

We express no opinion herein as to the accuracy, adequacy or completeness of the Official
Statement relating to the Series 2004B Bonds.

In rendering this opinion, we have relied upon certifications of the Issuer, the State, the
University and the Foundation with respect to certain material facts solely within the Issuer’s, the State’s,
the University’s and the Foundation’s knowledge. Our opinion represents our legal judgment based upon
our review of the law and the facts that we deem relevant to render such opinion, and it not a guarantee of
a result. This opinion is given as of the date hereof and we assume no obligation to revise or supplement
this opinion to reflect any facts or circumstances that may hereafter come to our attention or any changes
in law that may hereafter occur.

Respectfully submitted,
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APPENDIX E
PROPOSED FORM OF CONTINUING DISCLOSURE UNDERTAKING

This Continuing Disclosure Undertaking (the ““Disclosure Undertaking™) is executed and delivered
by the STATE OF UTAH (the “State™), in connection with the issuance by the State of Utah Building
Ownership Authority (the “Authority”) of $45,805,000 principal amount of its Lease Revenue and Refunding
Bonds (State Facilities Master Lease Program), Series 2004A (the “Series 2004A Bonds”) and $8,920,000
principal amount of its Lease Revenue Refunding Bonds (State Facilities Master Lease Program), Series
2004B (the “2004B Bonds” and, together with the 2004A Bonds, the “2004 Bonds™). The 2004 Bonds are
being issued pursuant to an Indenture of Trust, Assignment of State Facilities Master Lease Agreement and
Security Agreement, dated as of September 1, 1994, as thereafter supplemented and amended (as so
supplemented and amended, the “Indenture”). Certain terms are defined in Section 10 hereof.

The State undertakes and agrees as follows:
SECTION 1. Purpose of the Disclosure Undertaking. This Disclosure Undertaking is being

executed and delivered by the State for the benefit of the Bondholders and in order to assist each Participating
Underwriter in complying with the Rule.

SECTION 2.  Annual Information and Audited Financial Statements. The State agrees to provide
or cause to be provided to each Repository:

@ Annual Information for the preceding Fiscal Year not later than the Filing Date for
each Fiscal Year; and

(b) Audited Financial Statements for the preceding Fiscal Year not later than the later of
the Filing Date for each Fiscal Year or within 30 days after becoming available to the State.

Any or all of the items listed above may be included by specific reference to other documents; provided that if
the document included by reference is not a final official statement, it must have been provided previously to
each of the Repositories or the Securities and Exchange Commission, and if the document included by
reference is a final official statement, it must be available from the MSRB. Notwithstanding the provisions of
this Section 2, the State may comply with its obligations pursuant hereto by filing its Annual Financial
Information and its Audited Financial Statements, and any notice of its failure to provide information
pursuant hereto, on a timely basis, electronically, either directly or indirectly through a Dissemination Agent,
with DisclosureUSA at DisclosureUSA.org for submission to each Repository.

SECTION 3.  Notice of Listed Events and Failure to Provide Annual Information. The State agrees
to provide or cause to be provided to each National Repository or to the MSRB, and to any State Repository,
in a timely manner:

@ notice of the occurrence of any Listed Event with respect to the 2004 Bonds, if
material (within the meaning of the Rule); and

(b) notice of its failure to provide or cause to be provided the Annual Information on or
before the applicable Filing Date.

Notwithstanding the foregoing, notice of Listed Events consisting of bond calls or defeasances need not be
given under this Section 3 any earlier than the date notice of the underlying event is given to the registered
owners of affected 2004 Bonds pursuant to the Indenture, and notice of the occurrence of a mandatory,
scheduled redemption, not otherwise contingent upon the occurrence of an event, is not required if the terms
of the redemption pursuant to which the redemption is to occur are set forth in detail in the Official Statement
and the only open issue is which 2004 Bonds will be redeemed in the case of a partial redemption.
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SECTION 4. Termination of Reporting Obligation. The obligations of the State pursuant to this
Disclosure Undertaking will terminate at such time as no 2004 Bonds remain Outstanding (within the
meaning of the Indenture) or all of the 2004 Bonds have been legally defeased, redeemed or paid in full. The
State shall give notice of such termination in a timely manner to each Repository.

SECTION 5. Dissemination Agent. The State may, from time to time, appoint or engage a
Dissemination Agent and may discharge any such Dissemination Agent, with or without appointing a
successor Dissemination Agent.

SECTION 6. Amendment; Waiver. Notwithstanding any other provision of this Disclosure
Undertaking, the State may amend this Disclosure Undertaking, and any provision of this Disclosure
Undertaking may be waived; provided, however, that no amendment or waiver may take effect unless the
following conditions are satisfied:

€)) the amendment or waiver is made in connection with a change in circumstances that
arises from a change in legal requirements, change in law, or change in the identity, nature or status of an
“obligated person” (within the meaning of the Rule) with respect to the 2004 Bonds, or the type of business
conducted:;

(b) this Disclosure Undertaking, as amended or taking into account such waiver, in the
opinion of counsel of national reputation experienced in bond or federal securities law selected by the State,
would have complied with the requirements of the Rule at the time of the original issuance of the 2004 Bonds,
taking into account any amendments or interpretations of the Rule, as well as any change in circumstances;
and

(c) the amendment or waiver either (i) is approved by the registered owners of the 2004
Bonds in the same manner as provided in the Indenture for amendments to the Indenture with the consent of
registered owners of the 2004 Bonds, or (ii) does not materially impair the interests of the Bondholders as
determined by the opinion of counsel of national reputation experienced in bond or federal securities law
unaffiliated with the State but who or which may be selected by the State, or as determined by another party
unaffiliated with the State but which may be selected by the State.

SECTION 7.  Additional Information. Nothing in this Disclosure Undertaking shall be deemed to
prevent the State from disseminating any other information, using the means of dissemination set forth in this
Disclosure Undertaking or any other means of communication, or including any other information in any
Annual Information or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Undertaking. If the State chooses to include any information in any Annual Information or notice
of occurrence of any Listed Event or any other event, in addition to that which is specifically required by this
Disclosure Undertaking, the State will have no obligation pursuant to this Disclosure Undertaking to update
the information or include it in any future Annual Information or notice of occurrence of a Listed Event.

SECTION 8.  Failure to Perform. Any Bondholder may enforce the State’s obligation to provide or
cause to be provided information or notice pursuant to this Disclosure Undertaking by commencing an action
in a court of competent jurisdiction to seek specific performance by court order to compel the State to provide
or cause to be provided such information or notice; provided that any Bondholder must first as a condition
precedent to commencing the action provide at least 30 days’ prior written notice to the State of its failure to
perform, giving reasonable detail of such failure, following which notice the State shall have such 30 days
within which to perform. Failure by the State to perform pursuant to this Disclosure Undertaking shall not be
deemed a default or an Event of Default with respect to the 2004 Bonds or within the meaning of the
Indenture or any other document and the sole remedy pursuant to this Disclosure Undertaking in the event of
any failure of the State to comply with this Disclosure Undertaking shall be an action in mandamus or to
compel specific performance.

SECTION 9. Beneficiaries. This Disclosure Undertaking shall inure solely to the benefit of the
State, the Bondholders from time to time, and any Dissemination Agent appointed and acting as such pursuant
hereto, and shall create no rights in any other person or entity.
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SECTION 10. Definitions. For the purposes of this Disclosure Undertaking, the following
capitalized terms shall have the following meanings:

“Annual Information” means:

@) guantitative financial information and operating data concerning the operations of the
State of the type contained in the sections of the Official Statement captioned “DEBT STRUCTURE OF THE
STATE OF UTAH” and “FINANCIAL INFORMATION REGARDING THE STATE OF UTAH”; and

(b) unaudited annual Financial Statements of the State unless Audited Financial
Statements are provided at the same time.

In addition to the information described in clauses (a) and (b) above, (i) if any part of the Annual Information
described in (a) can no longer be generated because the operations to which it is related have been materially
changed or discontinued, the State will include a statement to that effect as part of the Annual Information for
the year in the change or discontinuation occurs, and (ii) the Annual Information for the year in which any
amendment or waiver of a provision of this Disclosure Undertaking occurs shall describe and explain the
amendment or waiver, the reason for it and its impact on the type of information being provided, and if the
amendment relates to the accounting principles to be followed in preparing financial statements, the Annual
Information for the year in which the change is made shall present a comparison (in narrative form and also, if
feasible, in quantitative form) between the financial statements prepared on the basis of the new accounting
principles and those prepared on the basis of the former accounting principles.

“Audited Financial Statements™ means the audited annual Financial Statements of the State.

“Bondholder’” means a beneficial owner of a 2004 Bond, with beneficial ownership determined on a
basis consistent with the provisions of Rule 13d-3 adopted by the Securities and Exchange Commission under
the Securities Exchange Act of 1934, as amended, or, if those provisions do not adequately address the
situation in question (in the opinion of counsel of national reputation experienced in bond or federal securities
law selected by the State), with beneficial ownership determined on the basis of ownership for federal income
tax purposes. Any assertion of beneficial ownership must be established by evidence in writing with full
documentary support filed with the State.

“Dissemination Agent” means any agent appointed by the State from time to time to assist the State in
discharging its obligations pursuant to this Disclosure Undertaking.

“Filing Date”” means the January 15th following the end of each Fiscal Year, the first Filing Date
being January 15, 2005.

“Financial Statements’ means annual financial statements of the State prepared in conformity with
generally accepted accounting principles applicable to governmental units as promulgated from time to time
by the Governmental Accounting Standards Board.

“Fiscal Year” means each fiscal year of the State commencing with the fiscal year ending June 30,
2004.

“Listed Events” means any of the following events:
@ principal and interest payment delinquencies;
2 non-payment related defaults;
3 unscheduled draws on debt service reserves reflecting financial difficulties;

(@) unscheduled draws on credit enhancements reflecting financial difficulties;
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5) substitution of credit or liquidity providers, or their failure to perform;

(6) adverse tax opinions or events affecting the tax-exempt status of the security;

@) modifications to rights of security holders;

(8) bond calls;

9 defeasances;

(10)  release, substitution, or sale of property securing repayment of the securities; and
(11)  rating changes.

“MSRB” means the Municipal Securities Rulemaking Board, the current address of which is 1150
18th Street, N.W., Suite 400, Washington, D.C. 20036-2491; telephone number (202) 223-9347; facsimile
(202) 872-0347.

“National Repository” means each Nationally Recognized Municipal Securities Information
Repository which is recognized as such for purposes of the Rule at the time any information or notice is to be
provided pursuant to this Disclosure Undertaking. The National Repositories at the time of execution and
delivery of this Disclosure Undertaking are listed in Exhibit A.

“Official Statement” means the final Official Statement dated October 6, 2004, with respect to the
initial offering of the 2004 Bonds.

“Participating Underwriter”” means each broker, dealer, or municipal securities dealer acting as an
underwriter in the primary offering of the 2004 Bonds, including, without limitation, UBS Financial Services
Inc. and Wells Fargo Brokerage Services, LLC.

“Repository’” means each National Repository and each State Repository.

“Rule”” means Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission pursuant to
the Securities Exchange Act of 1934, as amended, as applicable to the 2004 Bonds.

““State”” means the State of Utah.
““State Repository’” means any public or private repository or entity designated by the State as a state
repository for the purpose of the Rule and recognized as such by the Securities and Exchange Commission.

As of the date of this Disclosure Undertaking, there is no State Repository.

SECTION 11. CUSIP Numbers. The CUSIP numbers of the 2004 Bonds are as set forth below:

Series 2004A Bonds
$42,015,000 Serial Bonds

Maturity CUSIP Maturity CUSIP

(May 15) Number (May 15) Number
2005 917547 QM 6 2016 917547 QY 0

2006 917547 QN 4 2017 917547 QZ 7

2007 917547 QP 9 2018 917547 RA 1

2008 917547 QQ 7 2019 917547 RB 9

2009 917547 QR 5 2020 917547 RC 7

2010 917547 QS 3 2021 917547 RD 5

2011 917547 QT 1 2022 917547 RE 3

2012 917547 QU 8 2023 917547 RF O



Series 2004A Bonds (cont.)
$42,015,000 Serial Bonds (cont.)

Maturity CUSIP Maturity CUSIP
(May 15) Number (May 15) Number
2013 917547 QV 6 2024 917547 RG 8
2014 917547 QW 4
2015 917547 QX 2
$3,790,000 Term Bond

Maturity CUSIP

(May 15) Number

2027 917547 RH 6

Series 2004B Bonds

Maturity CUSIP Maturity CUSIP
(May 15) Number (May 15) Number
2005 917547 RJ 2 2010 917547 RP 8
2006 917547 RK 9 2011 917547 RQ 6
2007 917547 RL 7 2012 917547 RR 4
2008 917547 RM 5 2013 917547 RS 2
2009 917547 RN 3

SECTION 12. Governing Law; Forum. This Disclosure Undertaking shall be governed by the law
of the State. Any action to enforce this Disclosure Undertaking against the State may be brought only in a
State court.

SECTION 13. Budget Requirement. Pursuant to the law of the State, no expenditures may be made
by the State in any Fiscal Year for a purpose not included in the budget, and no expenditure may be made or
obligation or liability incurred or created by the State in any Fiscal Year in excess of the amount specified for
such purpose in the budget for that Fiscal Year, except as otherwise provided by law. The State’s undertaking
in this Disclosure Undertaking is subject to this limitation of State law on expenditures by the State for costs
of performing its obligations pursuant to this Disclosure Undertaking.

SECTION 14. Source of Information. The persons from whom Annual Information, Audited
Financial Statements and any notices described herein can be obtained are (a) the Treasurer of the State of
Utah, Utah State Capitol Complex, East Office Building Ste E315 (PO Box 142315), Salt Lake City, Utah
84114-2315, telephone: (801) 538-1042, and (b) a Trust Officer of the Bond Registrar, at Wells Fargo Bank,
N.A., Corporate Trust Services, 299 S. Main St, 12th Fl, Salt Lake City, Utah 84111; telephone: (801) 246-
5930.

Date: October 26, 2004

STATE OF UTAH

By

Edward T. Alter, State Treasurer

E-5



Exhibit A

List of Nationally Recognized Municipal Securities Information Repositories
at the time of execution and delivery of the Disclosure Undertaking

The list of National Repositories may change from time to time. The Disclosure Undertaking requires that
Annual Information be provided to each Repository, and that certain notices be provided to the State
Repository, if any, and either to each National Repository or to the MSRB. There is currently no State
Repository for the State of Utah. The list should be checked for changes each time information or notice is to
be provided. A current list may be obtained from the Securities and Exchange Commission over the Internet
at http://www.sec.gov/info/municipal/nrmsir.htm

Bloomberg Municipal Repositories

100 business Park Drive

Skillman, New Jersey 08558

Phone: (609) 279-3225

Fax:  (609) 279-5962
http://www.bloomberg.com/markets/rates/municontacts.html
E-mail: Munis@Bloomberg.com

DPC Data Inc.

One Executive Drive

Fort Lee, New Jersey 07024
Phone: (201) 346-0701

Fax:  (201) 947-0107
http://www.dpcdata.com
E-mail: nrmsir@dpcdata.com

FT Interactive Data

100 William Street

New York, New York 10038

Phone: (212) 771-6999

Fax:  (212) 771-7390 (Secondary Market Information)
(212) 771-7391 (Primary Market Information)

http://www.interactivedata.com

E-mail: NRMSIR@FTID.com

Standard & Poor’s Securities Evaluations, Inc.

55 Water Street, 45th Floor

New York, New York 10041

Phone: (212) 438-4595

Fax:  (212) 438-3875
http://jjkenny.com/jjkenny/pser_descrip_data_rep.html
E-mail: nrmsir_repository@sandp.com
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APPENDIX F
BOOK-ENTRY SYSTEM

DTC, the world’s largest depository, is a limited—purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A
of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over two million is-
sues of U.S. and non-U.S. equity, corporate and municipal debt issues, and money market instruments
from over 85 countries that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also facili-
tates the post—trade settlement among Direct Participants of sales and other securities transactions in de-
posited securities, through electronic computerized book—-entry transfers and pledges between Direct Par-
ticipants’ accounts. This eliminates the need for physical movement of securities certificates. Direct Par-
ticipants include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing
corporations, and certain other organizations. DTC is a wholly—owned subsidiary of The Depository Trust
& Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of Direct Participants of DTC
and Members of the National Securities Clearing Corporation, Government Securities Clearing Corpora-
tion, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC, GSCC, MBSCC,
and EMCC, also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the American
Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the DTC system
is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly (“Indirect Participants™). DTC has Standard & Poor’s highest rat-
ing: “AAA”. The DTC Rules applicable to its Participants are on file with the Securities and Exchange
Commission. More information about DTC can be found at dtcc.com.

Purchases of the 2004 Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the 2004 Bonds on DTC’s records. The ownership interest of each actual
purchaser of each 2004 Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their pur-
chase. Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
2004 Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants act-
ing on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in the 2004 Bonds, except in the event that use of the book—entry system for the
2004 Bonds is discontinued.

To facilitate subsequent transfers, all 2004 Bonds deposited by Direct Participants with DTC are reg-
istered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested
by an authorized representative of DTC. The deposit of the 2004 Bonds with DTC and their registration in
the name of Cede & Co. or such other nominee do not effect any change in beneficial ownership. DTC
has no knowledge of the actual Beneficial Owners of the 2004 Bonds; DTC’s records reflect only the
identity of the Direct Participants to whose accounts such 2004 Bonds are credited, which may or may not
be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping ac-
count of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Partici-
pants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as
may be in effect from time to time. Beneficial Owners of the 2004 Bonds may wish to take certain steps
to augment transmission to them of notices of significant events with respect to the 2004 Bonds, such as
redemptions, tenders, defaults, and proposed amendments to the 2004 Bond documents. For example,
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Beneficial Owners of the 2004 Bonds may wish to ascertain that the nominee holding the 2004 Bonds for
their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial
Owners may wish to provide their names and addresses to the registrar and request that copies of notices
be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the 2004 Bonds within an issue are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in
such issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the
2004 Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its
usual procedures, DTC mails an Omnibus Proxy to the State as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts the 2004 Bonds are credited on the record date (identified in a listing attached to the Omnibus
Proxy).

Redemption proceeds, distributions, and dividend payments on the 2004 Bonds will be made to Cede
& Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s prac-
tice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detailed in-
formation from the State or the Paying Agent, on payable date in accordance with their respective hold-
ings shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by stand-
ing instructions and customary practices, as is the case with securities held for the accounts of customers
in bearer form or registered in “street name,” and will be the responsibility of such Participant and not of
DTC nor its nominee, the Paying Agent, or the State, subject to any statutory or regulatory requirements
as may be in effect from time to time. Payment of redemption proceeds, distributions, and dividend pay-
ments to Cede & Co. (or such other nominee as may be requested by an authorized representative of
DTC) is the responsibility of the State or the Paying Agent, disbursement of such payments to Direct Par-
ticipants will be the responsibility of DTC, and disbursement of such payments to Beneficial Owners will
be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the 2004 Bonds at
any time by giving reasonable notice to the State or the Paying Agent. Under such circumstances, in the
event that a successor securities depository is not obtained, 2004 Bond certificates are required to be
printed and delivered.

The State may decide to discontinue use of the system of book—entry transfers through DTC (or a
successor securities depository). In that event, 2004 Bond certificates will be printed and delivered to
DTC.

The information in this section concerning DTC and DTC’s book—entry system has been obtained
from sources that the State believes to be reliable, but the State takes no responsibility for the accuracy
thereof.
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