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JOINT COMMITTEE ON CAPITAL REVIEW
Wednesday, June 25, 2008
8:30 A.M.
House Hearing Room 4

MEETING NOTICE
-

Call to Order

-

Approval of Minutes of May 13, 2008.

-

DIRECTOR'S REPORT (if necessary).

1.

ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Tucson Office Complex
Renovation.

2.

ARIZONA STATE UNIVERSITY - Review of Energy Services and Performance Contract.

3.

NORTHERN ARIZONA UNIVERSITY
A. Review of Distance Learning and Arizona Universities Network Facility Bond Project.
B. Review of Recreation Field Expansion and Multipurpose Building.

The Chairman reserves the right to set the order of the agenda.
6/19/08
sls
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice. If you require accommodations, please contact the JLBC Office
at (602) 926-5491.
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MINUTES OF THE MEETING
JOINT COMMITTEE ON CAPITAL REVIEW
Tuesday, May 13, 2008
The Chairman called the meeting to order at 8:22 a.m., Tuesday, May 13, 2008 in House Hearing Room 4. The
following were present:
Members:

Senator Burns, Vice-Chairman
Senator Aguirre
Senator Arzberger
Senator Johnson
Senator Verschoor
Senator Waring

Representative Pearce, Chairman
Representative Groe
Representative Kavanagh
Representative Lopes
Representative Lujan
Representative Schapira

Absent:

Senator Aboud

Representative Boone

APPROVAL OF MINUTES
Hearing no objections from the members of the Committee, Chairman Russell Pearce stated the minutes of
December 18, 2007 would stand approved.
ARIZONA DEPARTMENT OF TRANSPORTATION (ADOT)
A. Review of the Grand Canyon Airport Modular Housing Project.
Mr. Juan Beltran, JLBC Staff, stated the FY 2007 Capital Outlay Bill appropriated $2.5 million from the State
Aviation Fund in FY 2007 for the Grand Canyon Airport modular housing project. Mr. Beltran also stated each
unit costs approximately $154,000 to build, and that the costs projections are consistent with the low bid and
are within the proposed budget for the project. JLBC Staff recommends a favorable review of the request of
the scope, purpose and estimated cost of $2.5 million for construction of 15 modular homes and related
infrastructure at the Grand Canyon National Park Airport.
Discussion ensued on this item.
Senator Waring moved that the Committee give a favorable review of $2.5 million for the Grand Canyon
Airport Modular Housing Project. The motion carried.

-2B. Review of Sprinkler and Fire Alarm Systems Project.
Mr. Beltran said this item is a review of ADOT’s sprinkler and fire alarm systems project. The FY 2006
Capital Outlay Bill appropriated $1,265,000 from the State Highway Fund for automatic sprinklers and fire
systems in existing ADOT equipment services buildings. ADOT has an expenditure plan for 7 sites for $1.1
million, leaving $164,500 undesignated. ADOT is still evaluating whether to seek a bid for the Show Low
facility since they have a long-term desire to relocate the facility, but there are no plans in place.
Mr. Gerald Cody, Senior Architect, and Mr. Roger Gorres, Physical Plant Manager responded to member
questions.
Senator Waring moved that the Committee give a favorable review to ADOT for the Sprinkler and Fire Alarm
Systems Project in the amount of $1.1 million to install fire sprinkler and alarm systems at 7 sites, and with the
requirement that ADOT seek Committee review prior to expending the $164,500 of undesignated monies. The
motion carried.
ARIZONA STATE UNIVERSITY (ASU) - Review of Memorial Union Fire Renovations Bond Project.
Ms. Leah Ruggieri, JLBC Staff, presented for review the Memorial Union Fire Renovations Bond Project at
ASU. The Committee favorably reviewed this item in December 2007, with the condition that ASU return for
Committee review if any change in excess of $500,000 from insurance reimbursement occurred. ASU is now
reporting that the total cost is increasing by $13 million, all of which will be covered with insurance
reimbursements. The projects per square foot costs are comparable to other projects previously reviewed by
the Committee. JLBC Staff recommends a favorable review with the standard university financing provisions.
Discussion ensued on this item.
Ms. Karla Phillips, Director, State Relations, ASU, and Mr. Bruce Jensen, Construction Manager, responded to
members questions.
Senator Burns moved that the Committee give a favorable review of the revised Memorial Union Fire
Renovations Bond Project with the following standard university financing provisions:
•

ASU shall report to the Committee before expenditure of any allocations that exceed the greater of $500,000
or 10% of the reported contingency amount total for add-alternates that do not expand the scope of the
project. ASU shall also report to the Committee before any reallocation exceeding $500,000 among the
individual planned renovations, renewals, or extensions.

•

ASU shall submit for Committee review any allocations that exceed the greater of $500,000 or 10% of the
reported contingency amount total for add-alternates that expand the scope of the project. In case of an
emergency, ASU may immediately report on the scope and estimated cost of the emergency rather than
submit the item for review. JLBC Staff will inform the university if they do not concur with the emergency
nature of the change in scope.

•

A favorable review by the Committee does not constitute endorsement of General Fund appropriations to
offset any revenues that may be required for debt service, or any operations and maintenance costs when the
project is complete.
Additionally, ASU shall submit for Committee review any change in the current $40.0 million estimated
insurance reimbursement amount in excess of $500,000 and a revised financing plan. The motion carried.

-3NORTHERN ARIZONA UNIVERSITY (NAU)
A. Review of Infrastructure Upgrades Bond Project.
Ms. Leah Kritzer, JLBC Staff, stated that this item is a review of the NAU Infrastructure Upgrade Bond Project.
NAU is proposing to issue $15 million is system revenue bonds, repaying the bond with tuition revenues. There
was no comparable data for JLBC Staff to assess the reasonableness of the project’s cost. As background, the
Committee favorably reviewed a similar item in its December 2007 meeting when it reviewed a University of
Arizona item where no comparable information was available. JLBC Staff recommends a favorable review of
this item with the standard university financing provisions.
Ms. Christy Farley, Director, Government Affairs, NAU, and Mr. Bruce Jensen, Construction Manager,
responded to member questions.
Senator Burns moved that the Committee give a favorable review to the NAU Infrastructure Upgrade Bond
Project to be financed with a $15 million system revenue bond issuance with the following standard university
financing provisions:
•

NAU shall report to the Committee before expenditure of any allocations that exceed the greater of $500,000
or 10% of the reported contingency amount total for add-alternates that do not expand the scope of the
project. NAU shall also report to the Committee before any reallocation exceeding $500,000 among the
individual planned renovations, renewals, or extensions.

•

NAU shall submit for Committee review any allocations that exceed the greater of $500,000 or 10% of the
reported contingency amount total for add-alternates that expand the scope of the project. In case of an
emergency, NAU may immediately report on the scope and estimated cost of the emergency rather than
submit the item for review. JLBC Staff will inform the university if they do not concur with the emergency
nature of the change in scope.

•

A favorable review by the Committee does not constitute endorsement of General Fund appropriations to
offset any revenues that may be required for debt service, or any operations and maintenance costs when the
project is complete. The motion carried.

B. Review of New Residence Life Warehouse Bond Project.
Ms. Kritzer stated that NAU is proposing to issue $3.9 million in revenue bonds for their new residence life
warehouse project and plans on repaying the bond with revenue from auxiliary funds, specifically dorm fees. The
warehouse will be used to store items for residential life including carpeting, appliances, and snow removal
equipment. NAU’s warehouse will include a pallet storage system, 3 offices, and a conference room. The total
project cost per square foot for the warehouse is $232, which she mistakenly referenced as the direct construction
cost per square foot in Committee packets. The correct direct construction cost per square foot is $168. NAU has
suggested that the high cost of the warehouse is due to the small size of the facility, which makes the marginal
costs greater than the average building. The Committee has at least the following options: a favorable review
with the standard university financing provisions or an unfavorable review as the proposed warehouse appears
more expensive than comparable projects.
Ms. Christy Farley, Director, Government Affairs, NAU, and Mr. Lorenzo Martinez, Assistant Executive
Director for Capital Resources, Arizona Board of Regents, responded to members questions.
Senator Burns moved that the Committee give a favorable review to the Northern Arizona University New
Residence Life Warehouse Bond Project to be financed with a $3.9 million system revenue bond issuance with
the standard university financing provisions as listed in Item A. The motion carried.

-4C. Review of Revised Applied Research Facility Bond Project at NAU-Yuma.
Ms. Kritzer said the Committee favorably reviewed this item in 2006, at a cost of $4 million, as part of NAU’s
research infrastructure project plan. The original project was planned at 10,000 square feet. The facility plan is
now revised to include an additional 2,200 square feet as well as expanded research capacity. This will increase
the cost by $2.5 million for a total project cost of $6.5 million. NAU is proposing to issue $2.5 million in system
revenue bonds, which it will repay with tuition revenues. In comparison to other state university research
facilities built over the last 3 to 4 years, the cost per square is on the high end. The JLBC Staff recommends a
favorable review of this item with the standard university financing provisions.
Senator Burns moved that the Committee give a favorable review of the revised Applied Research Facility on
its Yuma campus to be financed with a $2.5 million system revenue bond issuance with the standard university
financing provisions as listed in Item A. The motion carried.
COCHISE COMMUNITY COLLEGE DISTRICT – Review of Revenue Bond Projects
Ms. Kritzer said this is a review of Cochise Community College District’s revenue bond project. In July 2006,
the Committee favorably reviewed a General Obligation bond issuance for Cochise in the amount of $87
million. The bond issuance failed in the local election and Cochise now plans on constructing $46.5 million in
capital projects with pledged revenue obligations, local district funds, and revenue bonds. Statute requires the
Committee review revenue bond issuances for community colleges. Cochise is proposing to issue $11 million
in revenue bonds, which will be mainly funded by tuition revenues. The bond will fund a new science building
and new student housing complex. Based on comparable projects, the costs per square foot appear reasonable.
The Committee has at least the following 2 options: a favorable review or an unfavorable review.
Ms. Kritzer said there is another item to bring to the Committee’s attention, which is Cochise’s submittal of
information regarding their planned issuance of pledged revenue obligations, which are a type of leasepurchase agreement. Cochise plans on issuing $15 million in lease-purchase agreements in July. Literal
interpretation of statute suggests that no more than $2.5 million in lease-purchase agreements can be issued in 1
year and the total outstanding debt cannot exceed $15 million. Cochise’s bond counsel has interpreted statute
to read that annual principal debt payments themselves cannot exceed $2.5 million in a single year, while the
total principal issuance cannot exceed $15 million. They also note that other community college districts have
interpreted statute in a similar manner.
The Committee is not required to review these lease-purchase agreements and could take no action on this item
if it chooses. However, the Committee could also recommend that Cochise remain within the $2.5 million
annual cap or recommend that statute be modified to match current practice.
Dr. Karen Nicodemus, President, Cochise Community College, Mr. Keith Hoskins, Gust Rosenfeld, Bond
Counsel, and Mr. Kevin Butler, Vice President for Administration, Cochise Community College, responded to
member questions.
Senator Burns moved that the Committee give a favorable review to Cochise Community College District’s $11
million bond projects and in addition, the Committee recommended that A.R.S. § 15-1446 language be clarified
regarding the financial cap on community college lease-purchase issuances and JCCR review for these issuances.
The motion carried.
Without objection, the meeting adjourned at 9:55 a.m.

-5Respectfully submitted:

Cheryl Kestner, Secretary

Leatta McLaughlin, Senior Fiscal Analyst

Representative Russell Pearce, Chairman

NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams. A full
video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm.
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DATE:

June 19, 2008

TO:

Representative Russell Pearce, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Dan Hunting, Fiscal Analyst

SUBJECT:

Arizona Department of Administration – Review of Tucson Office Complex Renovation
Project

Request
In compliance with A.R.S. § 41-1252, the Arizona Department of Administration (ADOA) requests
Committee review of $1,500,000 for the State of Arizona Tucson Office Complex renovation project.
The FY 2008 Capital Outlay Bill (Laws 2007, Chapter 257) appropriated a total of $1,500,000 from the
Risk Management Revolving Fund for renovations to these 3 office buildings.
Recommendation
The Committee has at least the following 2 options:
1) A favorable review. Much of the renovations will be performed by state contract vendors. The basis
for a favorable review would be that the cost estimates of the non-state contract vendors are consistent
with the low bid and are within the proposed budget for the project.
2) An unfavorable review. These monies could instead be reverted to the General Fund to help reduce the
budget shortfall.
Under either option, the JLBC Staff recommends the provision that ADOA report on the use of
contingency funds and any reallocation exceeding $100,000 among the individual planned projects.
Analysis
The FY 2008 Capital Outlay Bill appropriated $1,500,000 from the Risk Management Revolving Fund in
FY 2008 to the department to renovate the 3 adjacent buildings that comprise the State of Arizona Tucson
Office Complex. A.R.S. § 41-1252 requires that the Committee review the scope, purpose, and estimated
cost before the release of monies for construction of a new capital project costing over $250,000.
(Continued)

-2-

Mold abatement is needed at the 400 W. Congress building due to water leakage into the building’s
atrium. Damaged flooring, walls, and control joints will be repaired or replaced as well. The roof
membrane on the adjoining building at 402 W. Congress has failed and needs replacement. Finally,
galvanized piping at the 416 W. Congress building needs to be replaced.
ADOA estimates a total cost of $1,500,000 for renovations including 2 phases of construction, mold
abatement, and replacement of damaged carpet, as shown in the following table:
ADOA’s Estimated Cost for Tucson Office Complex Renovations
Phase 1 construction
Phase 2 construction
Mold abatement and carpet replacement
Architectural & engineering fees
Contingency
Total

Estimated Cost
$ 528,900
440,000
230,000
155,700
145,400
$1,500,000

ADOA plans to have the construction proceed in 2 phases, beginning with repairs to the roof and drainage
system and re-pointing of masonry at the 402 W. Congress building. The department received bids for
the first phase of construction on April 24, 2008, and the lowest responsive bid was $528,900.
The second phase of construction will involve replacement of piping and carpet at the 416 W. Congress
building and repairs to the roof, expansion joints, and HVAC system at 400 W. Congress. The roofing
aspects of phase two of the project will be put out to bid, with the remaining tasks carried out by contract
vendors. Cost for carpeting on this project is estimated at $4.00 per square foot and roofing repairs are
estimated at $4.77 per square foot, which appear to be reasonable.
The JLBC Staff recommends that the Committee give a favorable review of $1,500,000 for the proposed
renovations since the proposal appears consistent with the statutory intent for the project and the cost
estimate is consistent with the low bid.
RS:DH/ss
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DATE:

June 19, 2008

TO:

Representative Russell Pearce, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Leatta McLaughlin, Senior Fiscal Analyst

SUBJECT:

Arizona State University – Review of Energy Services and Performance Contract

Request
A.R.S. § 15-1682.02 requires Committee review of any university projects using indirect debt financing.
Arizona State University (ASU) requests Committee review of their proposal to enter into an Energy
Services and Performance Contract with Energy Management Services, LLC (EMS) and Arizona Public
Service Energy Services Company, Inc. (APSES). EMS will issue $45.2 million in revenue bonds on
behalf of ASU in order for them to purchase $40 million worth of energy conservation equipment from
APSES.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review, with the provision that this
does not constitute endorsement of any level of General Fund appropriations for purchase of the energy
equipment or the annual debt service payments.
Analysis
A.R.S. § 34-451 mandates all university buildings to reduce their energy use by 10% per square foot of
floor area on or before July 1, 2008 and by 15% per square foot of floor area on or before July 1, 2011.
ASU will have reduced their energy use by 8.7% in 2008, which does not meet the 10% mandate, due to
last year’s winter temperatures being colder than the base year winter. According to ASU, the
implementation of this proposal will reduce their energy use by the 2011 15% mandate.
APSES provided ASU with proposed improvements to their utility systems in 2001. As a result of this,
the Arizona Board of Regents approved Phase I of an Energy Services Agreement in 2002, which was
completed in October 2004. Phase I provided ASU facilities with energy conservation projects,
equipment, and technological improvements, and had a cost of $35 million, which was financed through
EMS. Phase I was expected to result in annual energy savings of $2.5 million but achieved higher annual
savings of between $2.7 million and $3.8 million.
(Continued)

-2EMS operates in conjunction with the Arizona Capital Facilities Finance Corporation, a non-profit
corporation that ASU has established to facilitate the financing of its projects. EMS was solely
established to finance ASU’s energy needs. Lower interest rates can be realized with EMS than with a
private contractor, such as APSES, due to EMS’s tax exempt status since they are a non-profit
organization.
ASU is now requesting to implement the second phase of their energy reduction plan in order to reduce
electrical and natural gas related costs primarily at their Tempe campus. According to ASU, their
electrical rates have gone up by more than 16% and natural gas prices by more than 18% in the last 12
months. ASU estimates that this proposal will reduce average annual energy costs by at least $6.2
million, and the payback period will be about 8 years.
Phase III is now being contemplated by ASU. A third phase could expand energy conservation measures
from Phase II to additional buildings.
Construction Costs
ASU plans on purchasing $40 million worth of energy conservation equipment from APSES, which will
primarily be installed at ASU’s Tempe campus. The following projects will be pursued with the
purchased equipment:
•
•
•
•
•
•
•

Air duct enhancements
Chilled water and hot water/steam flow optimization
Energy saving light installation
Energy dispatch model development
HVAC upgrades and improvements
Laboratory fume hoods retrofitting
Steam trap repairs and upgrades

Financing
EMS will issue $45.2 million (no more than $46 million) in revenue bonds on behalf of ASU in order for
them to purchase the $40 million worth of energy conservation equipment from APSES. EMS issued $35
million worth of bonds for the first phase of ASU’s energy reduction plan. Financing through EMS will
result in lower financing costs than those that are available to APSES.
The $45.2 million revenue bond issuance would be tax-exempt and includes 2 years of capitalized interest
during construction and initial start up, as well as issuance costs. This financing does not count against
the university’s debt ratio since the debt would not be incurred by the university. The term of the bond is
for 15 years at an expected interest rate of 4.95%. Once the bonds are repaid, ownership of the equipment
will revert from APSES to ASU.
Total interest over the 15-year period would be $17.2 million, which means total principal plus total
interest would equal $62.4 million. Annual debt service payments would be $4.8 million, which would
be paid for by annual utility cost avoidances. According to ASU, average annual costs of at least $6.2
million will be avoided through reduced utility bills due to the purchase of the energy reduction
equipment from APSES. The average annual utility costs on ASU’s Tempe campus are about $39
million. Through a performance contract, APSES will guarantee that the energy savings will at least
equal the bond’s annual debt service payments and other related costs. APSES has the fiscal obligation of
paying the annual debt service payments if the guaranteed savings are not met.
RS/LMc:sls
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DATE:

June 19, 2008

TO:

Representative Russell Pearce, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Leah Kritzer, Fiscal Analyst

SUBJECT:

Northern Arizona University – Review of Distance Learning and Arizona Universities
Network Facility Bond Project

Request
A.R.S. § 15-1683 requires Committee review of any university projects financed with system revenue
bonds. Northern Arizona University (NAU) requests Committee review of a new distance learning and
Arizona Universities Network (AZUN) facility to be financed with a $12.5 million system revenue bond
issuance.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review of the request with the
following standard university financing provisions:
•

NAU shall report to the Committee before expenditure of any allocations that exceed the greater of
$500,000 or 10% of the reported contingency amount total for add-alternates that do not expand the
scope of the project. NAU shall also report to the Committee before any reallocation exceeding
$500,000 among the individual planned renovations, renewals, or extensions.

•

NAU shall submit for Committee review any allocations that exceed the greater of $500,000 or 10%
of the reported contingency amount total for add-alternates that expand the scope of the project. In
case of an emergency, NAU may immediately report on the scope and estimated cost of the
emergency rather than submit the item for review. JLBC Staff will inform the university if they do
not concur with the emergency nature of the change in scope.

•

A favorable review by the Committee does not constitute endorsement of General Fund
appropriations to offset any revenues that may be required for debt service, or any operations and
maintenance costs when the project is complete.
(Continued)

-2Analysis
NAU currently administers distance learning programs from its Flagstaff campus. NAU’s distance
learning program delivers classes over the internet as well as manages satellite campuses throughout
Arizona. In the fall of 2007, NAU had approximately 7,363 students enrolled in its distance learning
program for a total of 51,900 credit hours. Enrollment is projected to increase to 8,500 students, or
60,000 credit hours, which is a 15% increase, by the fall of 2009. NAU indicates that over the last 10
years they have seen growth averaging more than 10% in new distance learning student enrollments.
NAU also administers the Arizona Board of Regents’ (ABOR) AZUN program, which coordinates online
degree programs by combining class offerings from all 3 Arizona universities.
NAU plans to create an expanded and centralized location for its approximately 140 distance learning and
AZUN staff. NAU’s distance learning and AZUN staff are currently spread out over a number of
buildings on its Flagstaff campus. Additionally, the NAU distance learning program has a television
studio which it shares with its Communications Department, and as a result, production time for its
distance learning classes is limited.
The proposed project will include a new television studio, space for production technology, 2 classrooms,
offices, storage space, restrooms, and conference rooms. NAU plans to renovate 13,500 square feet of the
School of Communications building and construct a 3-story addition with 24,500 square feet of space, for
a total of 38,000 square feet. The renovated area will contain the majority of the production technology
space, while the new addition will house the new television studio and remaining administrative and
programmatic space.
Financing
The total cost for the project is $12.5 million and will be funded with 3 separate revenue streams.
Approximately 61% will be funded by a portion of ABOR Proposition 301 monies, also referred to as the
Technology and Research Initiative Fund. Locally retained tuition revenues will represent approximately
24% of the annual debt service payment, while the remaining 15% will consist of general university
funds.
NAU anticipates issuing the AA rated system revenue bonds later this summer with an estimated 5%
annual interest rate and a term of 30 years. The university estimates an annual debt service cost of
$833,800 with a 30-year total cost of $25.0 million. NAU anticipates annual operating and maintenance
costs of $70,500 when the project is completed and will cover these expenses from general university
funds.
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and
certificates of participation of up to 8% of each institution’s total projected annual expenditures. This
calculation is known as the debt ratio. The $12.5 million system revenue bond issuance would increase
the NAU debt ratio from 6.53% to 6.73%.
Construction Costs
Total project costs are estimated at $12.5 million, which includes direct construction costs, architect fees,
furniture and equipment costs, and contingency fees. The direct construction costs total $10.5 million,
which includes construction labor and material costs only. Of this amount, the renovation will cost
approximately $1.5 million, or a direct construction cost per square foot of $111. The new addition is
estimated to cost $8.5 million, for a direct construction cost per square foot of $347. The combined direct
construction cost per square foot is $276, which is on the higher end of recent comparable projects, but
could be considered reasonable given the increased cost of constructing a television studio and
accompanying production needs.
(Continued)

-3Table 1 illustrates the construction and project costs associated with the distance learning and AZUN
renovation and expansion project, as well as previous comparable projects.
Table 1

Northern Arizona University
Distance Learning/AZUN Facility Costs
Direct
Construction
Cost Per
Square Foot

Project

Total
Project Cost

Total Cost Per
Square Foot

Direct
Construction
Cost

NAU – Distance Learning/AZUN Facility

$12,500,000

$329

$10,486,000

$276

$20,500,000

$342

$16,484,000

$275

$20,000,000

$269

$15,019,000

$202

$24,075,000

$217

$20,644,000

$186

NAU – Applied Research and Development
Facility (2006) 1/
ASU – Instructional/Research Lab
Renovations (2007)
NAU – College of Business Administration
New Construction (2004)

____________
1/ Includes $5.7 M in Federal Funds (for Applied Research)

NAU would contract this bond project using Construction Manager at Risk (CMAR). In CMAR, the
university competitively selects a general contractor according to quality and experience. The general
contractor manages a construction project, including the associated architect and other subcontractors,
from design to completion. The general contractor chooses a qualified subcontractor for each trade based
on price competition, selecting the lowest bid. Additionally, CMAR defines a guaranteed maximum
price, after which the general contractor must absorb almost all cost increases except those caused by
scope changes or unknown site conditions. Occasionally, in the case of substantial materials price
inflation, a university will partially cover higher costs to maintain good contractor relations.
RS:LK/ss
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TO:

Representative Russell Pearce, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Leah Kritzer, Fiscal Analyst

SUBJECT:

Northern Arizona University - Review of Recreation Field Expansion and Multipurpose
Building

Request
A.R.S. § 15-1683 requires Committee review of any university projects financed with system revenue
bonds. Northern Arizona University (NAU) requests Committee review of a recreation field expansion
and multipurpose building to be financed with an $8.6 million system revenue bond issuance. The bond
issuance will be paid from a new $50 recreation and wellness fee, which will increase to $235 by 2011.
Recommendation
The Committee has at least the following 2 options:
1.

A favorable review, with the standard university financing provisions (listed below).

2.

An unfavorable review. The artificial grass turf is projected to last 10 years which is less than the
life of the proposed 30-year debt service repayment schedule. NAU, however, will structure its bond
issuance so that the artificial turf is paid off first. We are awaiting additional information as to how
they plan to accomplish this objective.

Under either option, the JLBC Staff recommends the provision that NAU submit a final debt service
schedule to JLBC.
Standard University Financing Provisions
• NAU shall report to the Committee before expenditure of any allocations that exceed the greater of
$500,000 or 10% of the reported contingency amount total for add-alternates that do not expand the
scope of the project. NAU shall also report to the Committee before any reallocation exceeding
$500,000 among the individual planned renovations, renewals, or extensions.
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NAU shall submit for Committee review any allocations that exceed the greater of $500,000 or 10%
of the reported contingency amount total for add-alternates that expand the scope of the project. In
case of an emergency, NAU may immediately report on the scope and estimated cost of the
emergency rather than submit the item for review. JLBC Staff will inform the university if they do
not concur with the emergency nature of the change in scope.

•

A favorable review by the Committee does not constitute endorsement of General Fund
appropriations to offset any revenues that may be required for debt service, or any operations and
maintenance costs when the project is complete.

Analysis
NAU proposes to construct on its only south campus recreation field, a 6,000 square foot multi-purpose
building, which will include restrooms, water fountains, and storage for field equipment. They plan to
expand their existing recreational field of 84,600 square feet and add an additional field. NAU also plans
to install programmable lighting and artificial turf for both fields covering a total area of 280,000 square
feet. The existing field will be converted from natural grass to artificial turf. These fields will provide
expanded space for intramural sports, which include football, baseball, and ultimate Frisbee. NAU
indicates they chose artificial turf over natural grass to allow for year long usage of the fields and rapid
drainage after inclement weather.
NAU states that the number of intramural participants has increased as enrollment has increased and
requests for field space currently exceed capacity. The recreation field expansion and multi-purpose
building represent the first of 4 phases of NAU’s full student recreation and wellness initiative on its
Flagstaff campus. Phase 2 represents additional recreation improvements and phases 3 and 4 will be used
to construct a Wellness facility. NAU assessed the feasibility of all 4 phases by conducting a web survey
and feedback sessions with students on the Flagstaff campus, which discussed the proposed projects and
associated fees.
Financing
The field expansion project will be funded with $8.6 million in auxiliary fund system revenue bonds.
Auxiliary funds are non-appropriated funds generated from self-supporting activities, such as student fees.
Beginning in the fall 2008 semester, NAU students on the Flagstaff campus will be charged a student
recreation and wellness fee, which NAU will use to fund the field expansion project. The fee will start at
$50 per semester in fall 2008 and increase to $235 per semester by fall 2011. NAU currently charges a
$25 recreation fee and a $15 health fee per semester.
The project cost is $7.8 million, with bond issuance related costs totaling approximately $820,000
including any discounts and bond insurance, for a total cost of $8.6 million. NAU anticipates issuing the
AA rated system revenue bonds later this summer with an estimated 5% annual interest rate and a term of
30 years. The university estimates an annual debt service of $570,000, with a 30-year total cost of $17.0
million. The average life span of artificial turf is approximately 10 years, while the debt payment
schedule spans 30 years. NAU acknowledges that turf will have to be replaced before the revenue bond is
repaid and plans on funding the turf replacement with the new recreation fees.
The operating and maintenance costs for the current recreation field range between $32,000 and $40,000
per year. NAU anticipates operating and maintenance costs of $90,000 when the project is completed and
will cover these expenses from university auxiliary funds.
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and
certificates of participation of up to 8% of each institution’s total projected annual expenditures. This
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-3calculation is known as the debt ratio. The $8.6 million system revenue bond issuance would increase the
NAU debt ratio from 6.53% to 6.78%.
Construction Costs
The $7.8 million project cost includes direct construction costs, architect fees, furniture and equipment
costs, and contingency fees. The direct construction costs total $6.3 million, which include labor and
material costs. The field expansion project includes 3 separate components: the construction of the field
expansion itself, construction of the multi-purpose building, and installation of field lighting. Table 1
provides a breakout of the direct construction costs of the 3 components with comparable Arizona
recreation projects.
Table 1
NAU FIELD EXPANSION PROJECT
Excavation, Preparation of Field, and Turf Installation 1/
Project
CAP Basin Park Soccer Fields
City of Flagstaff - Thorpe Park
NAU Field Expansion

Total Direct Cost
$3.0 million
$5.3 million
$3.1 million

Square Foot
600,000
557,900
280,000

Total Direct Cost
Per Square Foot
$5.00
$9.50
$11.16

Multi-Purpose Building 1/
Project
NAU Field Expansion
City of Scottsdale - Grayhawk Park
Town of Fountain Hills Desert Vista Park

Total Direct Cost
$584,300
$372,000

Square Foot
6,000
1,600

$508,000

1,872

Total Direct Cost
Per Square Foot
$97
$232
$271

Sports Field Lighting
Project
NAU Field Expansion
City of Scottsdale - Grayhawk Park
City of Flagstaff - Thorpe Park

Total Direct Cost
$682,700
$640,000
$1,390,000

Number of Poles
16
11
21

Total Direct
Cost Per Pole
$42,700
$58,200
$66,190

____________
1/ The following comparable data were provided by NAU, which includes project costs as reported by Valley Rain Contractors.

NAU estimates the field expansion itself, which includes turf, preparation of field, and excavation, will
cost approximately $3.1 million, or $11.16 per square foot. The City of Flagstaff installed natural grass
instead of turf at its Thorpe Park at a cost of $9.50 per square. On average, natural grass costs
approximately 44% less than turf. If NAU’s costs were adjusted for the difference in cost between
artificial and natural turf, NAU’s adjusted cost would be $6.70 per square foot, which appears reasonable.
The multi-purpose building is estimated to cost approximately $584,300, or $97 per square foot. The City
of Scottsdale’s Grayhawk Park has a similar building, with restrooms and a storage area, for a cost per
square foot of $232. NAU states its costs are below its comparables due to the building’s simple design
and minimal interior finishes. The cost estimate for NAU’s multi-purpose building appears reasonable.
NAU’s 16-pole sports field lighting project is estimated to cost a total of $682,669, or an average cost per
pole of $42,700. The City of Scottsdale installed 11 sports lights at its Grayhawk Park for a total cost of
$58,200, with an average cost of $58,200 per pole. The cost estimate provided by NAU for its sports
lighting project appears reasonable.
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-4NAU would contract this bond project using Construction Manager at Risk (CMAR). In CMAR, the
university competitively selects a general contractor according to quality and experience. The general
contractor manages a construction project, including the associated architect and other subcontractors,
from design to completion. The general contractor chooses a qualified subcontractor for each trade based
on price competition, selecting the lowest bid. Additionally, CMAR defines a guaranteed maximum
price, after which the general contractor must absorb almost all cost increases except those caused by
scope changes or unknown site conditions. Occasionally, in the case of substantial materials price
inflation, a university will partially cover higher costs to maintain good contractor relations.
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