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WHITE PAPER OVERVIEW 
 
Lewis Young Robertson & Burningham, Inc. (“LYRB”) was retained by the Mountainland 
Association of Governments (“MAG”), through a sub-contract with Horrocks Engineers to draft a 
white paper researching and analyzing considerations of the State of Utah (“State”), other state 
level agencies, and or regional transportation government(s) in utilizing tax-exempt municipal 
bonds as a financial mechanism to construct priority transportation infrastructure within the 
State. The culmination of this effort is to illustrate the many considerations and reasoning for 
using bonding as a part of the overall financing strategy within the State. This document will help 
provide greater clarity to stakeholders, including metropolitan planning organizations, the State, 
the Utah Department of Transportation (“UDOT”), the Utah State Legislature (“Legislature”) and 
local municipalities, regarding bonding as a finance tool for transportation projects. 
 
This White Paper will address the following bonding topics:  
 
 

Capital Markets 
 

An overview of the positive and negative considerations in accessing the tax-exempt 
municipal market including a discussion of interest rates, credit rating criteria, market 
supply-demand characteristics, market depth of municipal bonds, timing factors, and 
financial and economic considerations. 

 

Credit Criteria Used by Major Rating Agencies 
 

An outline of criteria used by major rating agencies when assigning a bond rating. 
 

Construction Inflation Cost 
 

A quantitative analysis to demonstrate the cost of inflation relative to the cost of 
municipal tax-exempt bonds. 

 

Historic State of Utah Transportation Bonding 
 

A historic overview of how the State of Utah has utilized bonding over the last decade 
for transportation projects and initiatives. 
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CAPITAL MARKETS OVERVIEW 
 

OVERVIEW OF TAX-EXEMPT BONDING USED 
BY STATE, REGIONAL AND LOCAL 
GOVERNMENT ENTITIES 
In order to fulfill their obligations to provide 
a variety of service to their residents, state 
governments and local government entities 
such as cities, counties, school districts, and 
various types of special districts have 
historically relied on access to the tax-
exempt capital markets, via the issuance of 
municipal bonds.  Generally speaking, bonds 
issued by local government entities are tax-
exempt but, in some instances, may be 
issued on a taxable basis for various reasons. 
 
Unlike the federal government that issues 
bonds to pay for operating expenses, state 
and local government entities frequently 
utilize bonds to finance construction of long-
term capital projects, including 
infrastructure with long projected useful 
lives.  While citizens of the community in 
which the bonds are issued are the principal 
beneficiaries of the projects financed by 
such bonds, there are also benefits which are 
realized by people in surrounding 
communities since all benefit from having 
adequate public infrastructure to support 
the local, regional, state and national 
economy.  To the extent that the ability to 
finance critical infrastructure projects at the 
lowest cost decreases the burden on those 
who pay the taxes to repay such borrowing, 
public entities have an incentive to make 
investments in such infrastructure. 
 
Borrowing to finance a project through the 
issuance of bonds is one of several ways local 
governments can accomplish their goal of 
completing a capital project.  A government 
entity may choose to adopt a “pay-as-you-go 
strategy in which funds are set aside, either 
in one budget cycle or over several cycles, to 
accumulate sufficient funds to pay for the 
project in whole during one period.  In this 
section, we will discuss some key criteria 
local governments will want to consider as 
they evaluate different funding structures. 
 
 

INTEREST RATES 
Bonds are debt instruments which typically 
carry a fixed rate of interest although 
sometimes, for various reasons, they may be 
issued with a variable interest rate feature.  
Generally, local government entities are 
allowed under federal tax law to issue bonds 
on which interest is tax-exempt if the bonds 
are issued in conformity with federal tax laws 
that specify the purposes for which such 
bonds may be issued together with other 
constraints which must be observed in the 
structure and issuance process of the bonds.  
Because of the reduced tax burden on 
purchasers of tax-exempt bonds, investors 
have an incentive to accept a rate of return 
on their investment which is lower than it 
would be in the taxable market.  This “win-
win” scenario means that tax-exempt bonds 
benefit the purchasers and significantly 
lower the borrowing cost for the bond issuer. 
 
The tax-exempt bond market is large and 
globally diversified.  It responds to economic 
events in an ever-changing environment 
where bond issuers seek to obtain the lowest 
possible interest rate and bond purchasers 
seek the highest interest rate 
commensurate with the level of risk they are 
willing to accept and that they perceive to 
be associated with a particular bond issuer 
and bond structure.  Since investors have 
other investment options such as the 
equities market, bonds, like stocks, are 
always responding to changes in supply and 
demand.  The market force which works to 
bring these competing elements into 
balance is interest rates.  In the municipal 
bond market, the most common measure of 
interest rates is provided by the Municipal 
Market Data (“MMD”) Yield Curve which is an 
index published on each business day which 
tracks the market interest rate for tax-
exempt securities based on the underlying 
credit quality or “rating” for an investment 
maturing each year over a range of 30 years. 
 
Since the daily MMD scale has, as its starting 
point, “AAA”-rated General Obligation Bonds, 
it shows the highest credit quality (i.e. lowest 
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risk investments) interest rates against which 
all securities with a lesser rating (i.e. greater 
risk) will carry a higher interest rate to 
compensate investors for the additional risk 
they assume when they purchase bonds  
which are rated less than AAA. 
 
A graph of the MMD “AAA” scale shown 
above illustrates the decline in bond yields 
on a quarterly basis from January 2020 to 
February 2021.  While interest rates did spike 
significantly in the early months of 2020 as 
the COVID pandemic spread across the US, 
by April 2020, markets had calmed down 
and interest rates began to decline to their 
present levels. 
 
Since bond markets and equities markets 
tend to be negatively correlated, that is they 
each respond to good or bad economic 
news in opposite ways, when equity markets 
are down, the price of bonds tends to 
increase which results in lower interest rates 
for bond issuers.  In uncertain economic 
times, there is a “flight-to-quality” as investors 
shift out of assets perceived as risky such as 
equities and into traditionally safer assets 
such as U.S. Treasury securities and 
municipal bonds. Based on the dynamics of 
the capital markets, it is clear to see why 

municipal tax-exempt bonds have an 
advantage over other securities or other 
capital financing strategies. Thus, given the 
relative low interest costs available to 
municipal borrowers, it is often far more 
advantageous to issue bonds as opposed to 
trying to accumulate enough reserves to 
fund capital infrastructure.        
 

MARKET SUPPLY-DEMAND 
CHARACTERISTICS 
With current interest rates at near-historic 
lows, many bond issuers are making the 
decision to move forward with their bonding 
plans.  Continued high demand for tax-
exempt municipal bonds has worked to 
keep interest rates low and is expected to 
continue through at least the early part of 
2021.       
 
STATE BONDING PROCESS 
The issuance process for State of Utah 
general obligation bonds differs somewhat 
from the process for other local government 
entities in Utah.  Where local government 
entities are required by State law to hold a 
bond election prior to issuing general 
obligation bonds, the State is not required to 
hold a bond election.  The bond issuance 
process for the State begins with the 
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legislature granting approval for the 
issuance of the bonds and specifying such 
items as the maximum amount to be 
bonded for and the term.  This legislative 
authorization acts in many ways like the 
parameters resolution adopted by local 
governments to begin their bonding 
process. 
  
Once legislative approval has been obtained, 
the State Bonding Commission, a three-
person board consisting of the Governor or 
Lt. Governor, the State Treasurer, and a third 
member appointed by the Governor, takes 
over management of the bond issuance 
process.  The State Bond Commission acts 
on behalf of the State in much the same 
fashion as a City Council, School Board, 
County Commission, or Special District 
Board to oversee the bond issuance process 
consistent with the limits set forth in the 
legislative approval.  The bonding process 
from this point forward is similar to that of 
other local government entities in that 
publication of a Notice of Bonds to be Issued, 
and any other required legal notices, must 
be completed and any applicable public 
comment periods complied with. 
  
Unlike other local government entities in 
Utah, the State’s general obligation bonds, 
while secured by the same “full faith and 
credit” pledge of local governments, do not 
have a property tax levy imposed to generate 
the revenues necessary to pay debt 
service.  The State pays its general obligation 
bonds from general fund revenues and 
would only levy a property tax in the event 
that such general fund revenues were 
insufficient to pay the scheduled debt 
service. 
  
The State’s maximum bonding capacity is 
established in the State Constitution at 1.5% 
of the taxable value of all property in the 
State whereas local governments are 
generally limited to 4.0% of the taxable value 
of property within the boundaries of the 
local government.        
 

LOCAL GOVERNMENT BONDING PROCESS 
While municipal bonds can generally be 
issued at any time, several factors need to be 

taken into consideration when planning a 
bond issue to ensure that the bond proceeds 
are available when they are needed for 
project construction.  The discussion of 
several of the key timing considerations 
follows: 
 

 BOND ISSUANCE PROCESS: The bond 
issuance process itself is key in 
determining when an issuer should 
begin.  Aside from the possible need to 
secure voter approval for a bond issue in 
the case of general obligation bonds (see 
discussion below), the bond issuance 
process itself typically requires 
approximately 45-60 days in order to 
meet all the requirements of Utah law 
which vary somewhat depending on the 
type of bond being issued. 
 
The first step in the public process of 
bond issuance is for the governing body 
(city council, county commission, special 
district board, etc.) to adopt a resolution, 
usually referred to as the “Parameters 
Resolution”.  This adoption of the 
Parameters Resolution allows the issuer 
to move forward in the bond issuance 
process, but it does not commit the 
entity to issue the bonds if, during the 
bonding process, the decision is made to 
discontinue the bond issuance for some 
reason. 
 
The Parameters Resolution sets forth the 
issuers intent to issue bonds, specifies 
the security pledge backing the bonds, 
requires public notices to be published 
by the issuer, and sets the maximum par 
amount of bonds that will be issued 
along with the maximum interest rate 
the bonds may carry and certain other 
limits on the bonds as required by State 
law.  In certain instances, depending on 
the type of bond, it may be necessary to 
hold a public hearing prior to the 
issuance of the bonds. 
 
State law provides for a 30-day public 
contest period following the publication 
of the issuer’s Notice of Intent to Issue 
Bonds during which time, citizens may 
register any objections they may have to 
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the legality of the bonding process to 
that point.  Bonds may not be issued 
before the end of the 30-day period.  
Once the 30-day contest period has 
ended, citizens do not have the right to 
hold up the bond issuance by contesting 
the legality of the bond issuance process 
to that point. 

 
 BOND ELECTION REQUIREMENT: Since 

General Obligation Bonds (commonly 
called “GO” Bonds) are secured by a 
pledge of the full faith and credit of the 
issuer and by an unlimited pledge of the 
issuer’s ability to levy property taxes 
sufficient to pay debt service on such 
bonds, Utah law requires that, before GO 
Bonds can be issued, they must be 
approved in a public bond election.  
Under current State law, such GO bond 
elections can only be held in conjunction 
with the general election held in 
November. 
 
The steps necessary to put a GO Bond 
question on the ballot are such that any 
effort to do so must start many months 
prior to the election.  This process has 
multiple requirements for actions on the 
part of governing bodies and 
publications of various notices.  Once a 
GO Bond election has passed, the local 
government entity can then begin the 
bond issuance process using the steps 
discussed above.          

 
 REFUNDING OF OUTSTANDING BONDS: In the 

same way homeowners refinance their 
mortgage in response to declining 
interest rates, issuers of bond typically 
have the option to refund their 
outstanding bonds for economic savings 
in an environment of declining interest 
rates. 
 
The timing of such a refunding will 
depend on the early redemption 
features of the outstanding bonds.  In 
some instances, the outstanding bonds 
may be subject to early redemption at 
any time with no penalty to the issuer.  In 
cases such as this, the issuance of new 
bonds to redeem the outstanding bonds 

can be done as soon as the legal steps to 
issue the new bonds have been 
accomplished. 
 
In other cases, the redemption of the 
outstanding bonds is limited to a fixed 
future date as defined at the time of sale 
of the outstanding bonds.  Generally 
speaking, a refunding under this 
circumstance can only be done not more 
than 90 days prior to the redemption 
date of the outstanding bond.  This is 
referred to as a “current refunding”. 
 
If the outstanding bonds were 
themselves issued to refund a prior bond 
issue, current tax laws do not allow 
another tax-exempt refunding to occur 
unless the new bonds are issued not 
more than 90 days prior to the 
redemption date of the outstanding 
bonds.  A refunding of previously issued 
refunding bonds can be accomplished 
prior to the 90-day window but must be 
done on a taxable basis (which can be 
structured to convert to tax-exempt 
interest rates following the redemption 
of the prior bonds).  If the outstanding 
bonds were not issued to refund prior 
bond issues, there is no legal prohibition 
on issuing new bonds at any time in 
advance of the prior bond’s redemption 
date (often referred to as an “advance 
refunding” if done more than 90 days 
prior to the redemption date of the 
outstanding bonds).     

     

ECONOMIC CONSIDERATIONS 
State, regional and local government entities 
considering bonding to finance capital 
projects should review and update their 
annual capital improvement plans to 
identify those projects that can be funded 
with annual operating funds, as well as those 
that might be good candidates for debt 
financing.  All capital projects should be 
reviewed as to their scope, feasibility, cost, 
projected useful life, and the issuer’s capacity 
to repay debt incurred in building them.  
Consideration of these factors will help 
determine if long-term financing is an 
appropriate tool – and if so, what revenues 
and assets are appropriate to pledge for 

DRAFT



 

 

8 | P a g e  

 

STATE OF UTAH TRANSPORTATION BONDING WHITE PAPER 
MOUNTAINLAND ASSOCIATION OF GOVERNMENTS 

 

repayment and what the term of repayment 
should be. 
 
Sufficient revenues should be available to 
meet ongoing and projected future debt 
payments and bond issuers needs to 
understand what type of revenues are 
pledged to support (or “secure”) the debt.  
Potential revenues may include a full or 
limited taxing power of the issuer, sales and 
franchise taxes, utility revenues, other 
specific revenue streams, or collateral such 
as the asset that is being acquired with the 
bond proceeds. 
 
Review of anticipated economic trends at a 
local, regional, and national level is critical to 
understanding that factors might impact 
revenues (property taxes, user fees, sales 
taxes and other sources) available to pay 
debt service on any planned bond issues. 
 
Since various debt structures are typically 
available to local government entities, 
financing tools may include municipal 
bonds (both taxable and tax-exempt), direct 
loans from financial institutions, and loans 
from state and    Each structuring option has 
its own benefits and risks.  A qualified 
municipal advisor should be utilized to assist 
in determining which type of obligation best 
suits an issuer’s specific circumstances and 
resources. 
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CREDIT CRITERIA USED BY MAJOR RATING 
AGENCIES 
 
A bond rating is a simple way to measure the 
creditworthiness, or the risk of default that a 
particular bond may carry.  The rating applies 
only to the particular bond issue for which 
the rating was sought, not to the bond issuer 
as a whole or to any other types of debt 
issued by that issuer.  The rating corresponds 
to the cost of borrowing for an issuer; the 
higher the bond rating, the lower the interest 
rate will be.  Ratings typically consist of a 
letter grade that prospective bond 
purchasers can use as an indication of a 
bond’s credit quality compared to similarly 
structured bonds issued by other local 
government entities nation-wide.  
 
In the municipal bond market, the rating 
assigns a grade or score that is recognized by 
potential bond purchasers and makes it 
possible for them to evaluate the risk 
associated with each type of bond based on 
characteristics such as the security pledge 
on a bond, the legal structure, and the 
economic environment and outlook for the 

issuer.  In many ways this can be viewed in 
much the same way as an individual’s credit 
score in that it makes it easier for lenders 
(bond purchasers) to evaluate and compare 
bonds based on the analysis and opinions 
rendered by those ratings agencies which 
specialize in municipal debt.  The higher a 
bond is rated, much like a high credit score 
for an individual, the less risk of default there 
is perceived to be and the lower the interest 
rates on the bonds tends to be.  
 
The three principal agencies which rate 
municipal bonds are Moody’s, S&P Global 
(f/k/a Standard & Poor’s), and Fitch Ratings.  
While each of these agencies has their own 
scale for rating debt they are comparable as 
illustrated in the table to the left. 
 
 In the municipal bond markets, there are 
many local government entities in each state 
which issue bonds.  Since potential bond 
purchasers are located in all parts of the U.S, 
they may not be as familiar with local 
government entities located in other states 
where legal structures, economic conditions, 
and demographic patterns are different.  The 
bond rating provides a good basis for 
making a more “apples-to-apples” 
comparison of bonds issued across the 
country.     
 
Since a bond rating reflects the analysis 
performed by the various ratings agencies, 
there are some common elements to the 
evaluations process used by each of them.  
These criteria are generally what each 
agency considers most important, 
universally applicable, and measurable.  
While bond issuers may have various 
revenue sources that can be either pledged 
to secure payment of a bond or at least used 
to provide funds to pay debt service on the 
bonds even if the actual bond security is 
different., most local government entities 
have the ability to issue general obligation 
bonds backed by the issuer’s full faith and 
credit pledge and by their ability to levy ad 

    

Moody’s S&P 
Global 

Fitch Interpretation 

Aaa AAA AAA Highest 
Quality 

Aa1 AA+ AA+ High Quality 
Aa2 AA AA  
Aa3 AA- AA-  
A1 A+ A+ Good Quality 
A2 A A  
A3 A- A-  
Baa1 BBB+ BBB+ Adequate 

Quality 
Baa2 BBB BBB  
Baa3 BBB- BBB-  
Ba1 BB+ BB+ Below 

Investment 
Grade 

Ba2 BB BB  
Ba3 BB- BB-  
B1 B+ B+  
B2 B B  
B3 B- B-  

DRAFT



 

 

10 | P a g e  

 

STATE OF UTAH TRANSPORTATION BONDING WHITE PAPER 
MOUNTAINLAND ASSOCIATION OF GOVERNMENTS 

 

valorem taxes without limit as to rate or 
amount in order to pay debt service on such 
bonds. 
 
Since general obligation bonds are generally 
considered the most credit-worthy, thus 
carrying the lowest interest rate, we will 
focus on the criteria used to evaluate general 
obligation bonds.  Each rating agency will 
assign different weightings to these factors, 
but generally speaking, the factors 
considered by the rating agencies can be 
characterized as follows: 
 

1. Economy/Tax Base of the Issuer:  
This includes measures of the full 
value of the tax base, the full value of 
the tax base on a per-capita basis 
and various measures of wealth such 
as median household adjusted gross 
income.  Other potential data 
included in the economy/tax base 
analysis includes: 
 

i. Per capital income 
ii. Composition of workforce and 

employment opportunities 
iii. Proportion of tax base that is 

vacant or exempt from taxes 
iv. Median home values 
v. Trends in real estate values 
vi. Trends in population 
vii. Significant increases/decreases 

in tax base  
 
2. Finances: This area looks at the bond 

issuer and its finances, including such 
things as (i) fund balance as a percent 
of the issuer’s revenues; fund balance 
trends and legal limits on fund 
balances; cash balance trends; days-
cash-on-hand and other measures of 
the issuers’ financial management 
practices and history.  Other 
potential data included in the 
analysis of the issuer’s finances 
includes: 

i. Balance sheet items that could 
distort the issuer’s fund 
balances 

ii. Understanding of large fund 
balances that are either 
restricted or unusable 

iii. Limits on the issuer’s ability to 
raise revenues, property tax 
caps, constraints on capturing 
tax base growth, or other levy-
raising limits 

iv. Limits on the issuer’s ability to 
control expenditures, 
constraints on budgetary 
flexibility 

v. The issuer’s fixed costs, 
including contractually fixed 
costs such as pension 
payments or increasing future 
pension contributions.   

 
3. Management:  This area examines 

the legal structure and institutional 
framework of the bond issuer, 
together with its management 
practices and operating history. 
Other potential data included in the 
analysis of the issuer’s management 
includes: 
 

i. Tax caps 
ii. Issuer’s ability to increase 

revenues (i.e., public vote or 
other process) 

iii. Ability of the issuer to predict 
costs 

iv. State-imposed limits on fund 
balances or other reserves  

 
4. Outstanding debt and pension 

liabilities:  Here the rating agencies 
are looking at various measures of 
the issuer’s capacity to pay existing 
debt and any future anticipated 
debt, typically measures as the ratio 
of debt to full value and/or debt to 
revenues.  Rating agencies also 
monitor the issuer’s pension liability 
as a percent of full value and 
revenues.  Other potential data 
included in the analysis of the issuer’s 
debt and pension liabilities includes: 

i. Likelihood of the State 
reducing historical levels of 
pension support 

ii. Very high or low debt service 
relative to budget 
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iii. Very high or low overall debt 
burden (including overlapping 
debt) 

iv. Large future capital needs that 
may require additional debt 
issuance 

v. Unusually slow or quick 
amortization of debt as 
measured by percentage of 
bond principal paid within 10 
years. 

vi. OPEB issues including retiree 
healthcare liabilities  

 
RATING AGENCY ASSESSMENT OF PAY-AS-
YOU-GO VS. BONDING 
The rating agencies are accustomed to 
seeing local government entities finance 
capital projects using a mixture of pay-as-
you-go and bonding.  Generally, the method 
chosen to finance a project does not affect 
the rating in either a positive or negative way.  
Any impact on the credit rating would 
depend on how a particular plan of 
financing flows through to the issuer’s actual 
financial metrics as forecasted by the rating 
agencies such as debt service coverage, deb- 
to-net-revenue ratio and the liquidity-to-
debt ratio. 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
. 
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CONSTRUCTION INFLATION COST

Generally speaking, there is only one source 
of funds for transportation infrastructure 
construction.  This is the revenue that flows 
to the local government entity from the 
various taxes, fees, or other revenue sources 
that federal, state and local law allocates to 
them.  This revenue can be spent as it is 
received by the local government entity – 
often referred to as the “pay-as-you-go” 
option. Alternatively, future revenue streams 
may be used to secure some type of 
borrowing to finance the project.  This is the 
bonding or debt financing option. 
 
There is no “one-size-fits-all” or “right way” to 
pay for transportation infrastructure 
construction.  There are arguments that can 
be made for either the “pay-as-you-go” or the 
bonding approach.  Nor is there a set 
formula for determining an optimal mix of 
financing methods.  In considering the 
appropriate mix of pay-as-you-go and 
borrowing, state, regional and local 
governments must consider the advantages 
and disadvantages of each approach.  The 
optimal mix of financing methods depends 
on several factors, such as the kinds and sizes 
of projects and infrastructure needs, the 
government’s administrative structure and 
fiscal health, and legal and political 
constraints.  
 
We will begin by examining the advantages 
and disadvantages of both the “pay-as-you-
go” option and the bonding option (or often 
referred to as “pay-as-you-use”). 
 
THE PAY-AS-YOU-GO APPROACH 
 Most state, regional and local governments 
do not generate sufficient revenues from 
current revenue sources to finance all of the 
infrastructure projects that they would need 
to construct in order to maintain their target 
level of service.  However, current revenues 
can finance a significant portion of most 
state government’s capital needs and may 
include revenues that have been specifically 
collected or designated to fund capital 
projects.  Current revenues used to fund 
capital projects are often accumulated in a 

capital projects account until amounts 
sufficiently large enough to fund projects are 
accumulated. Additionally, any 
unanticipated surpluses may also be set 
aside for capital projects.  
 
Government entities must ensure that the 
commitment of current revenues to capital 
projects leaves funds sufficient to finance the 
operating budget and to maintain sufficient 
balances to meet emergencies and 
maintain good credit quality.  It would be 
undesirable to attempt to finance capital 
expenditures on a pay-as-you-go basis if 
doing so meant that operating reserves be 
reduced below prudent levels. 
 
The main advantages of a ”pay-as-you-go” 
strategy can be summarized as follows: 
 

 Reduced interest expense. The savings 
in interest costs payable on 
outstanding debt can be used to 
finance additional capital projects, 
reduce taxes, or expand services. 

 
 Increased flexibility. The absence of 
fixed annual debt costs provides 
greater flexibility during economic 
downturns.  Future revenues not 
designated for debt service can be 
used for other purposes such as saving 
for future projects. 

 
 Enhanced debt capacity and credit 
rating.  If a local government entity has 
no outstanding current debt, it may 
find that future ability to borrow for 
“greater” capital needs is enhanced.  If 
a state, regional or local government 
entity borrows now, it may not be able 
to borrow as much in the future if 
needed.  High current debt burdens 
may lower credit ratings and raise the 
cost of future borrowing. 

 
 Increased fiscal responsibility. The 
likelihood of incurring excessive debt is 
reduced.  Decision makers are forced 
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to consider the impact of major capital 
expenditures on the operating budget. 

 
The main disadvantages of a “pay-as-you-
go” financing strategy (relative to debt 
financing) are as follows: 
 

 Insufficient funds. Current revenues are 
not likely to be sufficient to pay for 
significant capital outlays, unless 
accumulated in a reserve account. 

  
 Higher cost of construction inflation. if 
construction is in excess of the interest 
cost of borrowing, this can be a 
significant disadvantage of a pay-as-
you-go philosophy. 

 
 Intergenerational inequity.  Those who 
benefit in the future from a capital 
facility contribute proportionally less to 
the cost of the facility comparted to 
those who generated the revenues 
that were accumulated over one or 
more years. 

 
 Volatility of funding requirements.  
Unlike a bond’s debt service payments, 
the funds necessary for capital projects 
may vary greatly from year to year and 
are not correlated with revenues 
received. 

 
 Possibility of diverting accumulated 
reserves to other purposes.  Reserves 
set aside for a particular project may be 
raided for other uses before they are 
sufficient to finance the intended 
capital projects. 

 
 Deferred economic benefits. Waiting 
for normal cash flow to fund capital 
projects will necessarily delay the 
benefits of a project to individuals, and 
to the economy as a whole, that could 
be accelerated if bonding allowed 
construction of a project to begin 
sooner. 

 

THE USE OF BORROWING THROUGH 
ISSUANCE OF BONDS 
Strictly speaking, borrowing or debt 
financing are not new sources of revenue. 

Borrowing is a way of moving the 
completion of capital projects to the present 
and the payment for those projects into the 
future. These temporal movements have a 
cost, interest expenses necessarily accrue 
when debt financing is used.  Ultimately, the 
debt plus interest expense must be repaid 
from the pay-as-you-go revenue sources 
discussed above. However, the repayment 
with interest can be made over time as the 
capital facility is used. 
 
Under many circumstances, it would be 
both impractical and fiscally unwise to fund 
all capital needs on a pay-as-you-go basis. 
Debt financing is appropriate not only when 
other sources are not available, but when 
economic, fiscal, and planning 
considerations dictate its use. Debt financing 
should not be viewed as a “last resort”, 
because it is often the best alternative 
available. 
 
The main advantages of debt financing 
(relative to pay-as-you-go) are as follows: 
 

 Timeliness of constructing 
infrastructure. Debt financing allows 
construction to occur when a 
particular project is needed. The 
governmental entity, citizens, and the 
economy can enjoy the immediate 
use and benefit of capital 
improvement projects. Immediate or 
rapid construction is limited with pay-
as-you-go financing. 
 

 Accelerated economic benefits. The 
State, regional and local economies 
benefit from having infrastructure in 
place sooner through the issuance of 
debt than would otherwise occur. The 
return on investment in capital 
infrastructure is significant as the 
development creates additional new 
revenue streams for the State. By 
accelerating development, the State 
may capitalize on this advantageous 
economic development position.  

 
 Intergenerational equity. The cost of 

capital expenditures is spread more 
equitably over all users and those 
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benefiting and using the capital 
infrastructure. 

 
 Repayment in cheaper dollars.  With a 

positive inflation rate, repayment 
costs will be less burdensome than 
would full payment at the time of 
acquisition.  

 
 Enhanced Budgetary Stability.  Debt 

service payments are fixed at the time 
of the bond sale such that wide 
fluctuations in required annual 
expenditures are avoided. 

 
 Reduced operating cost of capital 

facilities.  as older, higher-
maintenance cost capital facilities are 
more quickly replaced by newer, low-
maintenance cost facilities. 

 
The main disadvantages of debt financing 
(relative to pay-as-you-go) are as follows: 
 

 Interest costs.  The interest incurred 
over the life of the bonds must be 
added to the total cost of the capital 
project. 

 
 Encumbered future revenues.  

Potential revenues are dedicated to 
the repayment of debt and are thus 
not available for other uses. 

  
 Overleveraging of future revenues. 

The temptation to take on too much 
debt.  Because borrowing enables 
the political credit for that 
construction to accrue to current 
governing bodies while passing the 
costs on to future administrations, 
there may be a temptation to take on 
too much debt.  Since what 
constitutes “too much debt” may not 
be known until after the occurrence 
of some event such as an economic 
downturn which results in a decline 
in anticipated revenues, it might be 
better to not borrow at all. 
 

 

 

HISTORIC HIGHWAY INFLATION AND STATE 
OF UTAH BORROWING COST 
Based on data obtained from UDOT, from 
2014 to 2020, the “All Average Unit Bid 
Prices” construction cost inflation has 
averaged 6.75%. 

   
During this same timeframe, the State of 
Utah has issued multiple General Obligation 
Bonds to finance various projects, including 
numerous transportation and highway 
projects.  The borrowing cost to the State in 
each of these cases has ranged from a low of 
1.19% to a high of 3.71%, with an average 
interest rate of 2.35% as measured by the 
True Interest Cost (the “TIC”) of the State of 
Utah GO Bonds issued from 2004 through 
2020.  This reflects the State’s ability to 
leverage its “AAA” bond rating to lock in 
interest rates much lower than the inflation 
rate for highway project construction.  This 
allows the State to both avoid future inflation 
cost increases while receiving the benefits to 
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the overall State economy of improved 
transportation infrastructure much sooner 
than would be the case is the State operated 
on a pay-as-you-go basis.    

COMPARISON OF BONDING VS. PAY-AS-YOU-
GO SCENARIO 
In the following example, we will compare 
the cost of a $100,000,000 project financed 
through the issuance of tax-exempt bonds 
versus that of accumulating sufficient funds 
to build the project prior to commencing its 
construction. 

For the bonding scenario, we assume that 
the entire $100,000,000 project cost will be 
financed by bonds issued for 10 years and 
utilizes the State’s historic average interest 
rate from 2004-2020 of 2.35%. Under this 
scenario, the following bond costs result: 

With the Pay-As-You-Go scenario, the 
average historic construction inflation of 
6.75% is used to project future project costs. 
The issuer would have to accumulate funds 
for between two and three years in order to 
build the project for the same total cost as 
bonding for it would incur.  

Bond Financed Scenario 
Par amount of Bonds Issued $100,910,000 
Cost of Project Construction 100,000,000 
Bond Issuance Costs 910,000 
Average Annual Debt Service 11,440,640 
Total Interest Cost 13,496,403 
Total Debt Service Costs 114,406,403 
True Interest Cos (TIC) 2.35% 
All-Inclusive Cost (AIC) 2.45% 

Pay-As-You-Go Scenario 
Current Cost of Project 
Construction 

$100,000,000 

Annual Construction 
Inflation Rate 

6.75% 

Future Estimated Construction Cost 
After 1 Year $106,750,000 
After 2 Years 113,955,625 
After 3 Years 121,647,629 
After 4 Years 129,858,845 
After 5 Years 138,624,317 
After 7 Years 157,970,207 
After 10 Years 192,167,012 
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HISTORIC STATE OF UTAH TRANSPORTATION 
BONDING 
 
The State has historically issued general 
obligation bonds for the acquisition, 
construction and renovation of major capital 
facilities and for highway construction. These 
general obligation bonds are secured by the 
full faith and credit of the State. The 
Legislature provides a legislative 
appropriation from the State’s general tax 
revenues to fulfill the debt service 
requirements. Likewise, the Utah Transit 
Authority (“UTA”), a major discrete 
component unit of the State has historically 
issued sales tax revenue bonds which are 
secured by sales tax revenue. As of June 30, 
2020, UDOT’s outstanding debt obligations 
included $2.821 billion including $2.309 
billion of debt associated with the 
Transportation Investment Fund (“TIF”), 
$56.254 million related to Salt Lake County 
transportation projects and $455.795 million 
of building debt. UTA’s outstanding debt 
obligation is $2.263 billion. 
 
The State received authorization to issue up 
to $1.145 billion of general obligation debt in 
2007 under Utah Code 63B-16-101. The bond 
proceeds are to be used to pay for all or part 
of the cost of state highway construction or 
reconstruction as prioritized by Critical 
Highway Needs Fund which is a capital 
projects fund within the TIF fund. 
Prioritization of highway projects to be 
funded through the bond authorization 
included consideration of high growth areas, 
critical access needs due to commercial and 
energy development, congestion mitigation, 
local matching fund availability, and critical 
alternative routes for I-15 reconstruction 
projects. A total of $1.072 billion of general 
obligation debt was issued between 2009 
and 2012 with a total offering premium 
amount of $72.019 million.  
 
In 2009, Utah Code 63B-18-401 provided 
bonding and financing for highway projects 
up to $2.077 billion. This authorization 
includes all or part of the costs for the 
Mountain View Corridor, Southern Corridor  

 
and state and federal highways prioritized by 
the Transportation Commission. In addition, 
the bond proceeds were earmarked for a 
number of highway projects throughout the 
State, as well as projects specific to Salt Lake 
County. Approximately $1.857 billion of 
bonds were issued between 2010 and 2014 
with the final take down in 2020. Also in 
2009, Utah Code 63B-18-402 provided 
bonding and financing authorization for 
$39.500 million of funds for UDOT to pay for 
or provide funds to a municipality or county 
to pay for projects including interchange 
improvements along Bangerter Highway, a 
viaduct on North Temple, and road widening 
of 1300 East in Sandy. 
 
In 2017, Utah Code 63B-27-101 provided 
bonding and financing authorization for 
$1.000 billion for highway projects. This 
authorization includes state and federal 
highway projects prioritized by the 
Transportation Commission. This includes 
$100.000 million for prioritized projects that 
have a significant economic development 
impact and projects that address congestion 
mitigation. Funding in the amount of 
$46.000 million was also authorized for the 
State Infrastructure Bank Fund for projects 
related to the Military Development 
Installation Authority (“MIDA”), the Inland 
Port Authority and a parking structure for 
Midvale City. Additional uses of funds 
include a public transit fixed guideway rail 
station associated with higher education, 
construction of an underpass connecting a 
state park with a MIDA project area, 
transportation infrastructure improvements 
at the Provo Airport and a study of rail access 
through I-80 in western Salt Lake County. 
These bonds were issued between 2018 and 
2020. 
 
In 2020, Utah Code 63B-30-101 provided 
bonding and financing authorization for 
$89.510 million for transportation projects. 
This authorization includes a $20.000 
million MIDA project. In 2018, Utah Code 
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63B-27-102 provided bonding and financing 
authorization for $47.000 million for Salt 
Lake County Highway projects. 

  

 

 
 
 

 

Historic State of Utah Bonding 
Fiscal Year 63B-16-101 63B-18-401 63B-27-101 

 CHNF TIF TIF 
2009            $366,720,000  $- $- 
2010            230,744,501         587,306,670  - 
2011            408,851,280         546,408,720  - 
2012              65,500,000         497,560,000  - 
2013 - - - 
2014 -        226,175,000  - 
2015 - - - 
2016 - - - 
2017 - - - 
2018 - -      254,550,000  
2019 - -      127,715,000  
2020 -          62,486,720       564,926,974  

Premium              72,018,991         157,062,890         52,808,026  
         $1,143,834,772      $2,077,000,000    $1,000,000,000  

Historic State of Utah Bonding Continued 
Fiscal Year 63B-30-101 63B-27-102 63B-18-402 

  Co of First Class Co of First Class 
2009 $- $- $- 
2010 - -        39,500,000  
2011 - - - 
2012 - - - 
2013 - - - 
2014 - - - 
2015 - - - 
2016 - - - 
2017 - - - 
2018 -        41,260,000  - 
2019 - - - 
2020   89,510,000  - - 
Premium Amount  - 5,740,000              395,000  
 $89,510,000  $47,000,000  $39,895,000  DRAFT




