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** R E V I S E D ** 
 
 

JOINT COMMITTEE ON CAPITAL REVIEW 
  Thursday, October 2, 2008 

  1:30 P.M. 
  House Hearing Room 4 House Hearing Room 1 

 
 
 

MEETING NOTICE 
 
 

- Call to Order 
  
- Approval of Minutes of June 25, 2008 
  
- DIRECTOR'S REPORT (if necessary). 
  
- FY 2009 BUDGET UPDATE BY JLBC STAFF 

--Governor's Office Presentation and/or Comments 
  
1. MOHAVE COMMUNITY COLLEGE - Review of General Obligation Bond Projects. 
  
2. PINAL COMMUNITY COLLEGE - Review of General Obligation Bond Projects. 
  
3. ARIZONA DEPARTMENT OF ADMINISTRATION PRISON PROJECTS 
 A. Review of Arizona Department of Corrections 4,000 Public Prison Beds and Yuma Water 

Treatment Plan. 
 B. Review of Lewis and Tucson Prison Water and Wastewater Projects. 
  
4. ARIZONA DEPARTMENT OF CORRECTIONS - Review and Approval of Energy 

Performance Contract. 
  
5. ARIZONA GAME AND FISH - Review of FY 2009 Building Renewal Allocation Plan and 

Report on Flood Warning System. 

http://www.azleg.gov/jlbc/JCCR-JLBCBudgetUpdate100208.pdf
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6. SCHOOL FACILITIES BOARD - Review of FY 2009 $585 Million Lease-to-own Agreement 

and FY 2009 New School Construction Report. 
  
7. ARIZONA DEPARTMENT OF ADMINISTRATION - FY 2009 Building Renewal Allocation 

Plan and Reallocation of FY 2008 Building Renewal Funds -- Agency Request.  (Information 
Only) 

  
8. ARIZONA STATE PARKS BOARD - State Parks Enhancement Fund Project -- Agency 

Request.  (Information Only) 
  
9. ARIZONA DEPARTMENT OF TRANSPORTATION - FY 2009 Building Renewal Allocation 

Plan -- Agency Request.  (Information Only) 
  
10. UNIVERSITY OF ARIZONA 
 A. Residence Halls and Residence Life Building Renewal -- Agency Request.  (Information 

Only) 
 B. Enterprise Systems Replacement (Mosaic) Project -- Agency Request.  (Information Only) 
 C. Energy Bonds -- Agency Request.  (Information Only) 
  
11. ARIZONA STATE UNIVERSITY 
 A. Interdisciplinary Science and Technology Building 4 Bond Project -- Agency Request.  

(Information Only) 
 B. University Lottery Bond Projects - Building Renewal -- Agency Request.  (Information 

Only) 
  
12. ADDITIONAL UNIVERSITY BOND PROJECTS 
 A. University of Arizona - University Lottery Bond Projects - Building Renewal -- 

Agency Request (Information Only) 
 B. Northern Arizona University - University Lottery Bond Projects - Building Renewal -- 

Agency Request (Information Only) 
  
 
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
9/25/08 
9/30/08 
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 
 

Wednesday June 25, 2008 
The Chairman called the meeting to order at 8:44 a.m., Wednesday June 25, 2008 in House Hearing Room 4.  The 
following were present: 
 

 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee, Chairman Russell Pearce stated the minutes of  
May 13, 2008 would stand approved. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION (ADOA) – Review of Tucson Office Complex 
Renovation. 
 
Mr. Dan Hunting, JLBC Staff, stated this item is a review of the expenditure for repairs and renovations to the 
Arizona State Office Complex at Tucson.  The FY 2008 Capital Outlay Bill appropriated $1.5 million from the 
Risk Management Revolving Fund to ADOA for this work.  The Committee has at least the following 2 options 
in this matter: 
 
• A favorable review would authorize the department to proceed with the repairs, which are to be carried out 

by state contract vendors and low-bid estimates. 
• An unfavorable review would allow these monies to be reverted to the General Fund to reduce the budget 

shortfall. 
 
Discussion on this item ensued. 
 

Members: Senator Burns, Vice-Chairman Representative Pearce, Chairman 
 Senator Aboud Representative Kavanagh 
 Senator Aguirre Representative Lopes 
 Senator Waring Representative Lujan 
  Representative Schapira 
   
   
Absent: Senator Arzberger Representative Boone 
 Senator Johnson Representative Groe 
 Senator Verschoor 
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(Continued) 

Mr. Roger Berna, General Manager, ADOA, and Ms. Lynne Smith, Assistant Director, ADOA, responded to 
members questions. 
 
Senator Burns moved that the Committee give a favorable review to the $1.5 million State of Arizona Tucson 
Office Complex renovation project.  The motion carried. 
 
ARIZONA STATE UNIVERSITY (ASU) - Review of Energy Services and Performance Contract. 
 
Ms. Leatta McLaughlin, JLBC Staff, stated that ASU is requesting 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.  The 
$4.8 million annual debt service payments will be paid for by annual utility cost avoidances.  JLBC Staff 
recommends 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. 
 
Discussion ensued on this item. 
 
Ms. Karla Phillips, Director, State Relations, ASU, responded to members questions. 
 
Senator Burns moved that the Committee give a favorable review of their proposal to enter into an Energy 
Services and Performance Contract with Energy Management Services, LLC and Arizona Public Service 
Energy Services Company, Inc., 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.  The 
motion carried. 

 
NORTHERN ARIZONA UNIVERSITY (NAU)  
 
A. Review of Distance Learning and Arizona Universities Network Facility Bond Project. 
 
Ms. Leah Kritzer, JLBC Staff, stated that this item is a review of the NAU Distance Learning and Arizona 
Universities Network Facility bond project.  The proposed project will create a centralized location for 
approximately 140 distance learning and Arizona universities network staff.  NAU plans to renovate space in the 
School of Communications building and construct an addition.  NAU is proposing to issue $12.5 million in 
system revenue bonds, repaying the bond from 3 revenue sources:  Arizona Board of Regents’ Technology and 
Research Initiative Fund, locally retained tuition, and general university funds.  The JLBC Staff recommends a 
favorable review with the standard university provisions. 
 
Discussion ensued on this item. 
 
Ms. Christy Farley, Director, Government Affairs, NAU, and Mr. Fred Hearst, Vice President of Extended 
Programs, responded to member questions. 
 
Senator Burns moved that the Committee give a favorable review to the NAU Distance Learning and Arizona 
Universities Network Facility project to be financed with a $12.5 million 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. 
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(Continued) 

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 Recreation Field Expansion and Multipurpose Building. 
 
Ms. Leah Kritzer, JLBC Staff, stated this item is a review of the NAU Field Expansion and Multipurpose 
Building bond project.  The proposed project will expand the current recreation field and construct a multipurpose 
building.  NAU plans to install artificial turf and programmable lights on the recreation fields.  NAU is proposing 
to issue $8.3 million in system revenue bonds for a term of 30 years, repaying the bond with recreation and 
wellness fee revenues.  The Committee has at least the following 2 options:  a favorable review or an unfavorable 
review with the standard university financing provisions, and the provision that NAU submit a final debt service 
schedule to JLBC. 
 
Discussion on this item ensued. 
 
Ms. Christy Farley, Director, Government Affairs, NAU, responded to members questions. 
 
Senator Burns moved that the Committee give a favorable review with the condition that NAU report to the 
Committee if they  increase or decrease their recreation and health fees to cover the annual debt service 
payments, as well as the following standard university financing provisions and the provision that they submit 
a final debt service schedule to JLBC:
 
• 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. 
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Without objection, the meeting adjourned at 9:32 a.m. 
 
Respectfully 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:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
  Marge Zylla, Assistant Fiscal Analyst 
 
SUBJECT: Mohave Community College District – Review of General Obligation Bond Projects  
 
Request 
 
A.R.S. § 15-1483 requires Committee review of any community college district planned projects that will 
be funded with bond proceeds.  The Committee is required to review the bond issuance prior to the 
district seeking voter approval.  The Mohave Community College District requests Committee review of 
its proposed $111.5 million General Obligation (GO) bond issuance. 
 
The Mohave Community College District plans to hold a bond election in November 2008.  If approved 
by the voters, the district would be authorized to issue $111.5 million in GO bonds.  The $111.5 million 
in bond proceeds would be used to fund construction and renovation projects to address student growth 
and age of the buildings in the district.  The bonds would be issued in 6 installments beginning with $15 
million in FY 2010 and the last installment occurring in FY 2018.  
 
This memo is essentially unchanged from the cancelled August 12, 2008 meeting. 
 
Recommendation 
 
The Committee has at least the following 3 options: 
 
1. A favorable review. 
 
2. A favorable review with the provision that the district return to the Committee for review prior to 

each actual bond issuance.  Requiring the district to return for review prior to each actual bond 
issuance would allow the Committee to receive greater detail on the projects to be funded with each 
individual issuance. 

 
3. An unfavorable review. 
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In the past, the Committee has chosen the second favorable review option for Maricopa, Yuma/La Paz, 
Pinal, and Cochise Community College Districts, prior to their bond elections.   
 
The $111.5 million issuance will have an estimated interest rate of 5.25% for FY 2010, and 6.0% for the 
remaining 5 issuances.  All issuances have 25-year terms.  Total interest would equal $103.2 million, 
which means the total debt service would be approximately $214.7 million.  The first payment of $2.8 
million would be paid in FY 2010.  Over the life of the bond, the average annual debt service payment 
would be $6.5 million (see agency request). 
 
The Mohave Community College District currently does not levy any secondary property tax.  In order to 
pay the annual debt service payments, the district estimates establishing the secondary property tax rate to 
8.6¢ in FY 2010.  This rate changes slightly over the remaining 5 issuances, increasing to 16.3¢ in 
FY 2016 and declining again in FY 2019 as debt service payments decrease.  Over the life of the bonds, 
the district estimates increasing secondary property tax rates by an average of 11.3¢.  This would annually 
result in approximately $1.33 in additional taxes for every $100,000 of house value. 
 
At the end of FY 2008, the district had a total outstanding debt balance of $12,066,100.  This amount 
consists of Pledged Revenue Obligations (PRO), revenue bonds and lease-purchase agreements.  The 
Constitution limits the amount of GO debt a community college district may incur; however, the district 
would still be below its constitutional limit after the proposed new GO issuances. 
 
Analysis 
 
Project Costs 
Mohave Community College has 4 campuses (Bullhead City, Colorado City, Kingman, and Lake Havasu 
City).  Of the $111.5 million GO issuance, $22.6 million will be used for renovations, $74.6 for new 
construction, $3.0 million for infrastructure improvements, $1.5 million for property acquisition, and $9.8 
million for contingency.  The district plans to acquire land from the Bureau of Land Management for 
outreach centers in Beaver Dam and Golden Valley.  They also plan to acquire land parcels in Lake 
Havasu for infrastructure improvements for a total land acquisition cost of $1.5 million.  Mohave will 
cover the operating and maintenance of new facilities using operating funds. 
 
Both tables in Attachment 1 provide greater detail on the district’s expenditure plan.  Table 1 provides 
detail on new construction projects, while Table 2 provides detail on the renovation projects.  New 
construction will total $74.6 million, adding approximately 342,200 square feet, at a cost per square foot 
of $218.  In comparison, the Pinal Community College District is requesting review of a bond issuance 
that would include new construction with an average cost of $223 per square foot.  Given the similarity of 
costs per square foot between the districts, the estimates for renovation and new construction in Mohave 
appear reasonable.   
 
The expenditure plan includes the renovation of approximately 178,600 square feet of current space for a 
total cost of $22.6 million, or a cost per square foot of $126.  As a comparison, the Pinal Community 
College District is requesting review of a bond issuance that would include renovation projects with an 
average cost of $138 per square foot.   
 
Enrollment Growth
The district projects that the FY 2010 Full-Time Student Equivalent (FTSE) enrollment will be 
approximately 3,824.  By FY 2020, the district estimates annual FTSE growth of 25% for an enrollment 
of 4,765 students.  The Department of Economic Security estimates that Mohave County population will 
grow 27% from 2010 to 2020.  Total existing square footage within the district is approximately 304,600.  
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The planned projects would provide an additional 342,200 square feet to the existing space, and demolish 
49,600 square feet of current space, for a new total of 597,200.   
 
Based on FY 2020 enrollment projections, Mohave will have approximately 125 square feet per FTSE 
after adding the new space.  As a comparison, Pinal County projected it would have 167 square feet per 
FTSE after it added new space from its GO bond issuance that is under review.   
 
Bond Issuances and Debt Service 
The agency request provides information on each issuance and the district’s estimated debt service 
payment schedule.  Each of the bond issuances would have a 25-year payment term. 
 
At the end of FY 2008, the district had a total outstanding debt balance of $12,066,100, which will be 
retired by FY 2021.  None of this is GO debt; instead it represents outstanding debt from PROs, revenue 
bonds, and lease-purchase agreements.  The district would still be below its constitutional debt limit after 
the new GO issuances. 
 
The Constitution limits the amount of outstanding GO debt the district may incur to 15% of the district’s 
total Secondary Net Assessed Valuation (NAV).  The FY 2010 planned issuance of $15.0 million would 
equal 0.5% of Secondary NAV, and the FY 2011 issuance would increase that amount to approximately 
0.9%. 
 
Tax Rates 
To pay for the annual debt service costs, the district estimates it will have to establish secondary property 
tax rates.  The agency request details the estimated tax rates associated with the new issuances.  Over the 
life of the debt service payments, the district estimates that rates would increase by an average of 
approximately 11.3¢.   
 
To determine the level of tax rates necessary to make the debt service payments, the district has assumed 
no growth in FY 2010, a decline in FY 2011 through FY 2012, followed by increases in FY 2013 and 
FY 2014. For each subsequent year, the district has assumed 3% growth of the Secondary NAV.   
 
Since the actual tax rate for each year is calculated based on actual Secondary NAV, the actual tax rates 
required to fund the debt service payments will depend on future NAV growth.  Over the past 10 years, 
Secondary NAV in Mohave has grown by an average of 13.8%, with substantial growth in FY 2007 of 
33.4%.  Based on the overall economy of Mohave County, the district is projecting an economic decline 
and, therefore, has adjusted its Secondary NAV growth to reflect this trend through FY 2012.  If actual 
growth is above the district’s projections, it could result in lower secondary property tax rate increases if 
Secondary NAV is above the original assumed rates.  
 
RS/LK:ss 
Attachment 
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Attachment 1 
 

Mohave Community College District  
Estimated Expenditures 

 
Table 1 

New Project Expenditures 
 Total Project Cost 

($ in millions) 
 

Square Feet 
Cost per  

Square Foot 
Bullhead City Campus-This facility currently has 104,500 square feet. 
Classroom/Office $  2,175,600 9,900 $220 
Student Services 4,927,500 21,900 224 
Conference Center 4,620,000 21,000 220 
Classroom/Labs 6,232,500 27,700 225 
Faculty Space   2,790,900 14,700  190 
   Subtotal $20,746,500 95,200 $218 
    

Lake Havasu City Campus-This facility currently has 94,500 square feet. 
Classroom/Office $  3,975,200 18,100 $220 
Student Services 4,185,000 18,600 225 
Conference Center 4,620,000 21,000 220 
Classroom/Labs 8,404,400 37,400 225 
Faculty Space 1,953,200 10,300 190 
Maintenance Space       380,000    2,000   190 
   Subtotal $23,517,805 107,400 $219 
    

Neal Campus-This facility is located in Kingman and has 95,600 square feet 
Classroom/Office $  6,733,800 31,300 $215 
Student Services 4,620,000 21,000 220 
Conference Center 4,620,000 21,000 220 
Library 1,125,000 5,000 225 
Classroom/Labs 7,783,400 34,600 225 
Faculty Space    2,891,200   15,200   190 
   Subtotal $27,773,400 128,100 $217 
    

North Mohave Campus-This facility is located in Colorado City and has 10,000 square feet. 
Multi Purpose Facility  $1,326,600 5,800 $229 
Classroom/Lab 876,300 3,800 231 
Faculty Space      363,700   1,900  191 
   Subtotal $2,566,600 11,500 $223 
    
  TOTAL $74,604,300 342,200 $218 

 
 



 

 

 

Table 2 

Renovation Project Expenditures 
 Total Project Cost 

($ in millions) 
 

Square Feet 
Cost per  

Square Foot 
Bullhead City Campus   
Student Services Building $1,923,100 15,400 $125 
Classrooms, Building 300 1,405,600 10,400 135 
Classrooms, Building 313/314 208,800 1,700 123 
Office and Classrooms, Building 400 445,300 3,600 124 
Classrooms, Building 500 1,539,600 12,300 125 
Multipurpose Room 702,700 5,900 119 
Office and Classroom Pod    863,900   6,900 125 
   Subtotal $7,089,000 56,200 $126 
    

Lake Havasu City Campus    
Hero Building $3,606,900 26,700 $135 
Classrooms, Building 300 432,000 3,600 120 
Science Building 474,000 3,800 125 
Computer Lab 1,422,700 11,900 120 
Multipurpose Room 376,800 3,100 122 
Office and Classrooms, Building 700    325,800  2,600 125 
   Subtotal $6,638,200 51,700 $128 
    

Neal Campus - Kingman    
Administration Building $   368,000 2,900 $127 
Administrative Offices, Building 101 249,600 2,100 119 
Administrative Offices, Building 102 227,800 1,900 120 
Building 104/111 399,600 3,300 121 
Maintenance Building 105 1,334,600 10,700 125 
Administrative Offices, Building 106 111,500 900 124 
Student Services  1,720,300 14,300 120 
Building 401 410,900 3,300 125 
Building 402 156,300 1,300 120 
Computer Center 1,662,800 12,300 135 
Classrooms, Building 1100 403,200 3,400 119 
Science Pod 437,000 3,500 125 
Restrooms       97,000     800 121 
   Subtotal $7,578,600 60,700 $125 
    

North Mohave Campus – Colorado City    
Multipurpose Facility, Building 100 $   501,800 4,000 $125 
Office and Classrooms, Building 200 176,400 1,400 125 
Multipurpose Facility, Building 300 334,000 2,800 120 
Multipurpose Facility, Building 400    239,500   1,800 135 
   Subtotal $1,251,700 10,000 $125 
    
  TOTAL $22,557,500 178,600 $126 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
 
SUBJECT: Pinal County Community College District – Review of General Obligation Bond Projects  
 
Request 
 
A.R.S. § 15-1483 requires Committee review of any community college district planned projects that will 
be funded with bond proceeds.  The Committee is required to review the bond issuance prior to the 
district seeking voter approval.  The Pinal County Community College District requests Committee 
review of its proposed $99.0 million General Obligation (GO) bond issuance.  In May 2005, the 
Committee favorably reviewed a GO bond issuance of $435.2 million for Pinal County; however, the 
voters subsequently did not pass the bond proposal.  
 
The Pinal County Community College District plans to hold a bond election on November 4, 2008.  If 
approved by the voters, the district would be authorized to issue $99.0 million in GO bonds.  The $99.0 
million in bond proceeds would be used to fund land acquisitions and construction and renovation 
projects to address student growth and age of the buildings in the district.  The bond would be issued in a 
single installment of $99.0 million in FY 2010.  
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review. 
 
2. An unfavorable review. 
 
In the past, the Committee’s favorable reviews of bond proposals have been contingent on the review of 
each individual bond issuance within a proposal.  Since Pinal County is proposing a single issuance, this 
is not a factor.  
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The $99.0 million issuance will have an estimated average interest rate of 5.0% for the 25-year term.  
Total interest would equal $76.6 million, which means the total debt service would be approximately 
$175.6 million and will begin in FY 2010.  Over the life of the bond, the average annual debt service 
payment would be $7.0 million (see agency request). 
 
The Pinal County Community College District currently does not levy any secondary property tax.  In 
order to pay the annual debt service payments, the district estimates establishing the secondary property 
tax rate at 16.9¢ in FY 2010.  This rate decreases over the 25-year term to 6.5¢ in FY 2034. Over the life 
of the bond, the district estimates increasing annual secondary property tax rates by an average of 11.0¢.  
This would annually result in approximately $10.95 in additional taxes for every $100,000 of house 
value. 
 
At the end of FY 2008, the district had a total outstanding debt balance of $22,358,000.  This amount 
consists of Pledged Revenue Obligations (PRO), revenue bonds and lease-purchase agreements.  The 
Constitution limits the amount of GO debt a community college district may incur; however, the district 
would still be below its constitutional limit after the proposed new GO issuances. 
 
Analysis 
 
Project Costs 
The Pinal District is known as Central Arizona Community College.  The district has 3 campuses (1 in 
Apache Junction, another between Coolidge and Casa Grande, and a third between Winkelman and 
Mammoth) and 6 centers (Coolidge, Florence, Maricopa, San Tan/Johnson Ranch and 2 in Casa Grande,).  
A campus offers students a full range of services and facilities, whereas centers are smaller, typically 
leased space with some classrooms, office space, and basic student services.    
 
Of the $99.0 million GO issuance, $8.7 million will be used for renovations, $62.0 for new construction 
projects, $20.1 million for land acquisition, and $7.5 million for contingency.  Pinal County will cover the 
operating and maintenance of new facilities using operating funds. 
 
The district plans to acquire land in the San Tan/Johnson Ranch area for a new campus and construct 
another new campus in the Maricopa area. These parcels are estimated to cost $10.0 million each. The 
district also plans to obtain land for a center in Casa Grande for $750,000. 
 
Both tables in Attachment 1 provide greater detail on the district’s expenditure plan.  Table 1 provides 
detail on new construction projects, while Table 2 provides detail on the renovation projects.  New 
construction costs will add approximately 278,300 square feet at a cost per square foot of $223.  In 
comparison, the Mohave Community College District is requesting review of a bond issuance that would 
include new construction with an average cost of $218 per square foot.  Given the similarity of costs per 
square foot between the districts, the estimates for renovation and new construction in Pinal County 
appear reasonable.   
 
The expenditure plan includes the renovation of approximately 63,000 square feet of current space at a 
cost per square foot of $138.  As a comparison, the Mohave Community College District is requesting 
review of a bond issuance that would include renovation projects with an average cost of $126 per square 
foot.   
 
Enrollment Growth
The district projects that the FY 2010 Full-Time Student Equivalent (FTSE) enrollment will be 
approximately 4,203.  By FY 2015, the district estimates annual FTSE growth of 28% for an enrollment 
of 5,364 students.  Although it uses a lower population count, the Department of Economic Security 
estimates that Pinal County population will grow 33% from 2010 to 2015.  Total existing square footage 
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within the district is approximately 615,800.  The planned projects would provide an additional 278,300 
square feet to the existing space, for a new total of 894,100.   
 
Based on FY 2015 enrollment projections, Pinal County will have approximately 167 square feet per 
FTSE after adding the new space.  As a comparison, Mohave projected it would have 125 square feet per 
FTSE after it added new space from its GO bond issuance that is under review.   
 
Bond Issuances and Debt Service 
The agency request provides information on the issuance and the district’s estimated debt service payment 
schedule.  The bond issuance would have a 25-year payment term. 
 
At the end of FY 2008, the district had a total outstanding debt balance of $22,358,000, which will be 
retired by FY 2023.  None of this is GO debt; instead it represents outstanding debt from PROs, revenue 
bonds, and lease-purchase agreements.  The district would still be below its constitutional debt limit after 
the new GO issuances. 
 
The Constitution limits the amount of outstanding GO debt the district may incur to 15% of the district’s 
total Secondary Net Assessed Valuation (NAV).  The FY 2010 planned issuance of $99.0 million would 
equal 2.9% of Secondary NAV. 
 
Tax Rates 
To pay for the annual debt service costs, the district estimates it will have to establish secondary property 
tax rates.  The agency request details the estimated tax rates associated with the new issuance.  Over the 
life of the debt service payments, the district estimates that rates would increase by an average of 
approximately 11.0¢.   
 
To determine the level of tax rates necessary to make the debt service payments, the district has assumed 
the Secondary NAV will grow 20.2% in FY 2010.  Preliminary data from Maricopa County indicates that 
Maricopa County may experience a Secondary NAV growth rate of no more than 2% in FY 2010.  
Considering that Maricopa is a neighboring county with a possibly less variable rate, 20.2% growth does 
not seem likely for Pinal County.  For each subsequent year, the district has assumed 4.0% growth of the 
Secondary NAV.   
 
Since the actual tax rate for each year is calculated based on actual Secondary NAV, the actual tax rates 
required to fund the debt service payments will depend on future NAV growth.  Over the past 10 years, 
Secondary NAV in Pinal County has grown by an average of 20.2%, while in the growth during the past 5 
years has been 28.7%.  The district assumed a lower growth rate of 4.0% for 2011 through 2034 due to 
the declines in real estate values and the overall economy.   
 
If actual growth is below the district’s 20.2% projection in 2010, it would likely result in higher 
secondary property tax rate increases than projected by the district.  
 
RS/MZ:ss 
Attachments 
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Attachment 1 
Pinal County Community College District  

Estimated Expenditures 
 

Table 1 

New Project Expenditures 
 Project Cost 

($ in millions) 
 

Square Feet 
Cost per  

Square Foot 
San Tan/Johnson Ranch Area Campus- This facility is being planned for the Johnson Ranch/San       
   Tan/Florence area along Hunt Highway. The land purchase is estimated to be 200 acres (8,712,000   
   square feet) and cost $10.0 million.  This cost is not included below.   
Classrooms/Faculty Offices $  7,621,000 37,000 $206 
Student Services 5,373,000 25,000 215 
Administration/Offices 3,072,000 12,000 256 
Library/Learning Assistance Center 2,614,000 10,000  261 
   Subtotal $18,680,000 84,000 $222 
    
Maricopa Area Campus - This facility is being planned for the Maricopa/Stanfield area.  The land  
    purchase is estimated to be 200 acres (8,712,000 square feet) and cost $10.0 million.  This cost is not    
    included below. 
Classrooms/Faculty Offices $  7,621,000 37,000 $206 
Student Services 5,373,000 25,000 215 
Administration/Offices 3,072,000 12,000 256 
Library/Learning Assistance Center 2,614,000 10,000  261 
   Subtotal $18,680,000 84,000 $222 
    
Signal Peak Campus - This facility is located in Coolidge, near Casa Grande.  It currently has 
    440,000 square feet. 
Communications Center/Library $  2,695,000 11,000 $245 
Student Union 2,575,000 10,000 258 
Classrooms/Labs 4,150,000 19,300 215 
   Subtotal $9,420,000 40,300 $234 
    
Superstition Mountain Campus - This facility is located in Apache Junction.  It is being converted 
    From retail space and is currently able to use half of its 2,526,500 square feet. 
Classrooms/Faculty Offices $  6,479,000 30,000 $216 
Student Services 4,521,000 20,000 226 
   Subtotal $11,000,000 50,000 $220 
    
Casa Grande Center - This facility is located in downtown Casa Grande.  It currently has 5,000 square  
    feet and is used to support the Signal Peak campus. 
Classrooms/Faculty Offices $  4,250,000 20,000 $213 
    
  TOTAL $62,030,000 278,300 $223 

 



 

 

 

Table 2 

Renovation Project Expenditures 
 Total Project Cost 

($ in millions) 
 

Square Feet 
Cost per  

Square Foot 
Aravaipa Campus   
Classrooms/Faculty Offices Bldg B $1,277,500 8,750 $146 
Classrooms/Faculty Offices Bldg E 722,500 5,000 145 
   Subtotal $2,000,000 13,750 $145 
    

Signal Peak Campus     
Classrooms/Labs/Faculty Offices Bldg S $3,000,000 24,525 $122 
    

Superstition Mountain Campus     
Classrooms/Faculty Offices/Mtg Rm Bldg D $2,000,000 14,750 $136 
    

Casa Grande Center    
Classrooms/Faculty Offices $   825,000 6,000 $138 
Building Demolition/Removal/Infrastructure   870,000 4,000 218 
   Subtotal $1,695,000 10,000 $170 
    
  TOTAL $8,695,000 63,025 $138 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Kimberly Cordes-Sween, Principal Fiscal Analyst 

Martin Lorenzo, Principal Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of the Arizona Department of 

Corrections 4,000 Public Prison Beds and Yuma Water Treatment Plan 
 
Request 
 
In compliance with A.R.S. § 41-1252, the Arizona Department of Administration (ADOA) requests 
Committee review of the scope, purpose, and estimated cost of $202 million for the construction of 4,000 
new public prison beds, including a Yuma water treatment plant.   
 
The FY 2008 Criminal Justice Budget Reconciliation Bill (Laws 2007, Chapter 261) authorized ADOA to 
construct 4,000 new public prison beds using lease-purchase financing totaling no more than $200 million.  
Pursuant to A.R.S. § 41-791.02, the Committee favorably reviewed and approved the projects financed 
with Certificates of Participation (COPs) in December 2007 and this request is for review of the project 
specifics.   
 
ADOA is also requesting that the Committee favorably review the inclusion of the Yuma water treatment 
plant project into the scope of the 4,000-bed proposal.  The FY 2007 Capital Outlay Bill (Laws 2006, 
Chapter 345) appropriated $2.2 million from the Corrections Fund for this water treatment project, but 
ADOA was unable to secure a competitive bid at this cost.  As a result of the inclusion of this project, total 
funding available for both projects is $202 million.  While the total project cost is currently estimated to be 
$195.3 million, including $6.7 million in contingency, ADOA is seeking a favorable review of the full 
$202 million to allow for any necessary cost adjustments. 
 
This memo is essentially unchanged from the cancelled August 12, 2008 meeting. 
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Recommendation 
 
The Committee has at least the following 2 options:  
 
1. A favorable review of an ADOA expenditure of $202 million for the 4,000-bed contract and Yuma 

water treatment plant.  The projects are within the total financial limitation set by the legislative 
authorization and ADOA’s contracted engineer believes that the cost estimates are reasonable.  

 
2. An unfavorable review.   
 
Under either option, JLBC Staff recommends that the Arizona Department of Corrections (ADC) report to 
the Committee on: 
 
1. The final cost details and timeline for each of the 4 bid components. 
 
2. Any increase in costs above the current estimate of $195.3 million. The Committee, however, would 

review any project expansion not already addressed in this memo. 
 
3. The timing for opening the 4,000 beds. 
 
Analysis 
 
Background 
The FY 2008 Criminal Justice Budget Reconciliation Bill authorized ADOA to contract for 2,000 new 
private prison beds as well as the construction of 4,000 new public beds – to be funded via a 20-year, $200 
million lease-purchase agreement.  All 4,000 public beds will be constructed at existing facilities and will 
be minimum custody beds.  The beds are to be constructed as follows: 1,000 female beds in Perryville, 
1,000 male beds in Tucson, and 2,000 male beds in Yuma.  The 2,000 private beds are to be located in 
Kingman. 
 
Relative to the 4,000 public beds, during the second half of FY 2008, ADOA issued $200 million in COPs, 
resulting in a total of $199.9 million being available for the design and construction of the beds.  This 
COP, in conjunction with the $2.2 million in cash for the Yuma water treatment plant, brings total 
available project funding to $202 million.  Also in the second half of FY 2008, the programming, 
conceptual design and estimate (which is currently within budget), and the schematic design were 
completed.  Recently, ADOA and the Construction Manager at Risk (CMAR) completed the design 
development estimate. 
 
These projects will have an average full-year debt service payment of approximately $16 million 
beginning in FY 2010.  
 
Proposed Plan 
The CMAR is proposing to “fast-track” the construction process by offering 4 bid packages with notices to 
proceed being issued between September 2008 and February 2009.  Each of the 4 bid packages will be 
contracted out separately to the most qualified and cost effective bidders and, in doing this, ADOA 
believes this will speed up the issuance, review, and award process for this large project, rather than 
offering it in a single Request for Proposals (RFP).  By “fast-tracking” the process, the CMAR hopes to 
avoid potential increases in construction materials.   
 
The 4 bid packages include, in order of bid and issuance of notice to proceed; 1) Yuma water and waste 
water treatment equipment (as will be discussed later), which is first due to long lead times required for 
delivery and permitting; 2) pre-engineered steel framework for the buildings and site preparation; 3) 
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foundations, electrical, plumbing, and all remaining site-work; and 4) water storage facilities.  The project 
will provide 9 buildings for each 1,000 beds, including two-200-bed units, two-300-bed units, and 1 
building each for education, kitchen/dining/medical, administration, work-based education (WBE), and 
inmate search.   
 
ADOA, in consultation with the CMAR and architect, has determined that a phase-in of the beds will be 
more costly.  With a phased-in approach, ADOA believes that the project will take months longer and 
therefore would be more subject to possible cost increases.  The phase-in would also generate security 
concerns to the contractor since inmates would be located on site while construction is underway.  As a 
result, the current construction schedule indicates the construction of all 4,000 beds would be finished in 
February 2010.  Previously, ADOA anticipated a phase-in of these beds between April and December of 
2009.  It is unclear how the availability of 4,000 beds simultaneously would impact ADC staffing and 
operations.  
 
Construction Costs 
ADOA is projecting that the 4,000-bed project will cost $195.3 million, or $303 per square foot, which is 
within the limit of financing available at $202 million.  The total project cost includes direct construction 
costs, architect and support fees, furniture and equipment costs, and contingency fees.  The direct 
construction costs total $175.3 million, or $272 per square foot, which include labor, material costs, and 
contingency fees.  This includes funding for 644,734 gross square feet of construction.  A breakdown of 
the costs is identified in Table 1. 
 

Table 1 

Arizona Department of Administration / Arizona Department of Corrections 
4,000 Public Prison Beds Costs Projections1/ 

Location Perryville Tucson Yuma Total Total/Bed
Number of Beds 1,000 1,000 2,000 4,000   

        

Land Acquisition $0 $0 $0 $0 $0
Professional Services 3,944,400 3,944,400 8,490,600 16,379,400 4,095
Construction Services 38,788,200 41,025,200 88,826,500 168,639,900 42,160
Other Contract Services 637,400 659,100 1,326,000 2,622,500 656
Project Support 213,500 222,400 470,000 905,900 226
Contingency   1,521,200   1,633,200     3,560,700     6,715,100    1,679
 Total $45,104,700 $47,484,300 $102,673,800 $195,262,800 $48,816
Total/Bed $45,105 $47,484 $51,337 $48,816  
      

__________ 
1/ In total, construction estimates assume 644,734 gross square feet at an average cost of $272 per square foot, including 
 direct construction costs and contingency, or $303 per square foot for the total project cost.  

 
There are no Arizona prison construction projects that have recent cost projections available to complete a 
cost comparison.  As a result, ADOA contracted with a professional construction consulting firm to 
determine what this 4,000-bed project, including the Yuma water treatment plant, may cost.  The 
consulting engineer based their cost estimate on the current market prices for construction and the 
CMAR’s/ADOA’s estimate is based on these documents.  The consultant determined that a reasonable 
construction cost, including contingency, would be $176 million, or $275 per square foot.  Since the 
construction cost being considered by the Committee is $175.3 million, or $272 per square foot, the 
current ADOA proposal appears to be reasonable.  
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While the 4,000-bed project is complete in scope, the following items were not included in the current 
construction plan to ensure that ADOA remained within their budget: 
 
1. Medium security perimeters for all 3 minimum security facilities for possible multi-custody use, as 

was originally assumed with the project plan.  The current project will only have a medium security 
perimeter at 1,000 of the new Yuma beds, while the other 3,000 beds will have minimum security 
perimeters.  A medium security perimeter adds a 14-foot fence with an electronic detection system.  
Other than the perimeter, there is no difference between minimum and medium security facilities.  The 
total cost to provide medium security perimeters at the remaining 3,000 beds would be an estimated 
$1.7 million. 

 
2. Construction of 1 additional WBE building at the Yuma site for Yuma minimum security inmates.  

The construction plan originally included 1 WBE building for each 1,000 beds, but 1 of the 2 has been 
excluded from the Yuma site.  The WBE building is for work education to better facilitate offender re-
entry into society and the workplace.  The cost would be an estimated $1.2 million to add this building. 

 
The current $195.3 million total project cost includes $6.7 million in contractor contingency costs, or 4%, 
in addition to the currently estimated direct construction cost.  By favorably reviewing the full $202 
million, ADOA would have an additional $6.7 million available for contingencies and possible project 
additions, such as medium security perimeters or the WBE building. 
 
Yuma Water Treatment Project 
 
The FY 2007 Capital Outlay Bill appropriated $2.2 million to ADOA from the Corrections Fund for 
completion of the Yuma water treatment project.  Due to difficulty in awarding a competitive bid that 
included both a cost within budget and quality construction, the Yuma project has instead been included in 
the RFP for the 4,000 new public prison beds.  The new Tucson and Perryville bed expansions do not 
require wastewater treatment since they can be served by municipal sewers. 
 
The estimated Yuma water treatment cost is $8.2 million. While the FY 2007 Capital Outlay Bill 
appropriated $2.2 million for existing facility water treatment, this proposal provides additional funding to 
accommodate the Yuma prison expansion for both water and wastewater needs.  The existing Yuma 
facility holds 2,500 inmates, which will be expanded to 4,500 under this prison bed project.  According to 
ADOA, combining the water treatment and the prison beds projects will provide “efficiencies in 
construction management”. 
 
ADOA would contract this project using CMAR.  In CMAR, ADOA 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, an agency may partially cover higher 
costs to maintain good contractor relations.   
 
RS/KCS/ML:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Caitlin Acker, Assistant Fiscal Analyst 
  Martin Lorenzo, Principal Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration - Review of Lewis and Tucson Prison Water and 

Wastewater Projects 
 
Request 
 
In compliance with A.R.S. § 41-1252, the Arizona Department of Administration (ADOA) requests 
Committee review of the scope, purpose, and estimated cost of 2 Arizona Department of Corrections 
(ADC) prison water and wastewater projects totaling $4,602,800.  This amount includes; $1,900,000 for 
the renovation of the water treatment system at the Lewis prison, and $2,702,800 to connect the Tucson 
prison’s sewer system with the Pima County sewer system.   
 
The FY 2008 Capital Outlay Bill (Laws 2007, Chapter 257) authorized ADOA to issue up to $6,800,000 
in Certificates of Participation (also known as COPs or lease-purchase agreements) for state prison water 
and wastewater projects.  The Committee favorably reviewed and approved the $6,800,000 issuance in 
December 2007 and is now being asked to review the project specifics.  The 2 projects identified above 
represent $4,602,800 of the $6,800,000 in COP proceeds.  The remaining monies will be used for 2 
additional projects to be reviewed at a later date.  The entire $6,800,000 issuance will result in an average 
annual debt service payment of $657,300 beginning in FY 2010.   
 
Recommendation 
 
The Committee has at least the following 2 options:  
 
1. A favorable review.  Based upon independent engineering assessments, the costs appear reasonable. 

 
2. An unfavorable review.   
 
Under either option, JLBC Staff recommends the provision that ADOA report on the use of contingency 
funds exceeding $500,000.  (ADOA is reporting a contingency amount of $689,800.) 
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Analysis 
 
According to ADOA, the current Lewis water treatment system produces too little usable potable water 
and too much by-product brine.  The latter is the waste produced by the treatment process that is 
temporarily placed in a lined pond and later transported to a landfill.  The connection of the Tucson sewer 
system (currently being reviewed) and subsequent closure of the wastewater treatment plant (to be 
reviewed at a later date) is part of an Intergovernmental Agreement between ADOA and Pima County 
signed in 1994.  This agreement consisted of 2 phases, the first phase was completed in 1994 and 
consisted of the connection of the north half of the prison complex to the to the Pima County sewer 
system.  The second phase, which is included in this review, connects the remaining (or south half) of the 
prison complex to the Pima County sewer line.
 
Estimated Costs 
ADOA estimates a total cost of $4,602,800 for the initial 2 projects, including, $1,900,000 for the 
renovation of the water treatment system at the Lewis prison, and $2,702,800 to connect the Tucson 
prison’s sewer system to the Pima County sewer system.  Table 1 below provides a breakdown of 
ADOA’s expenditure plan for each project. 
 

Table 1 

Arizona Department of Administration  
Lewis & Tucson Prison Water Projects1/ 

  Lewis Tucson Total 
Professional Services $117,100 $290,300 $407,400  
Construction Services 1,053,000 1,100,000 2,153,000 
Separate Contracts & Fees 0 1,185,700 1,185,700 
Project Support 40,100 33,200 73,300 
Contingency 689,800 93,600 783,400 
 Total $1,900,000 $2,702,800 $4,602,800  
____________ 
1/ For additional detail of these costs, please see ADOA’s attached request for each project. 

 
Lewis Prison Project 
Construction Services for the Lewis prison project consists of 2 phases, beginning with the upgrade and 
repair of the current water treatment system.  The second phase of construction will involve creating a 
new well to supply additional water to Lewis.  At this time, there are no available comparable projects for 
this upgrade to do a cost comparison.  The vendor is the sole proprietor of the system so ADOA must use 
their parts and services.  ADOA has attempted to ensure the costs are low and reasonable in 2 ways.  
First, rather than hiring a contractor, ADC staff will be completing the improvements, which would result 
in lower costs than if the contractor were to do the improvements.  Second, ADOA hired a consulting 
engineer who verified that the vendor’s quote is the most reasonable and lowest cost solution. 
 
Repairs and installation of new equipment will be supervised by the vendor’s technicians and the 
consulting engineer.  The total project duration is anticipated to be 6 months from the time ADOA 
finalizes the contract with the vendor.  The contract, however, is currently being negotiated. 
 
Tucson Prison Project 
As previously indicated, the Tucson prison project would connect the south end of the prison’s sewer 
system to the Pima County sewer system.  Based on the information provided by ADOA, the project will 
consist of the relocation of an existing modular building in the path of the new pipe alignment, 6,200 feet 
of trenching and new pipe, the renovation and re-equipping of the existing pump station, the temporary 
pumping of wastewater, draining existing structures at the existing wastewater treatment plant, start-up, 
testing, and connection of the new pump station, electrical and instrumentation for the new pump works.  
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Upon completion of these items, the existing wastewater treatment plant will be closed.  This, however, is 
anticipated to be reviewed at a later date. 
 
Unlike the Lewis prison project, ADC will utilize a general contractor, rather than ADC personnel, to 
complete the work.  An Invitation for Bid (IFB) has been issued with responses due in mid-October.  
While the IFB process will provide a more accurate estimate of the cost, ADOA has attempted to ensure 
their estimates provided to the Committee are reasonable by utilizing a consulting engineer.  At this time, 
the project is anticipated to be completed in May 2009. 
 
RS/CA/ML:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
   Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: Arizona Department of Corrections – Review and Approval of Energy Performance 

Contract 
 
Request 
 
A.R.S. § 41-791.02 requires Committee review and approval of any lease-purchase agreement relating 
to energy management systems before the agreement takes effect.  The Arizona Department of 
Corrections (ADC) requests Committee review of their proposal to enter into an Energy Performance 
Contract with Ameresco, Inc.  This contractor will issue $5.0 million in lease-purchase agreements on 
behalf of ADC to purchase and install energy conservation equipment at the Arizona State Prison 
Complex (ASPC) in Tucson.  
 
This memo is essentially unchanged from the cancelled August 12, 2008 meeting. 
 
Recommendation 
 
The Committee has at least the following 3 options:  
 

1. A favorable review and approval of the contract, as presented.  The Energy Performance 
Contract states that ADC would retain 50% of any savings above the debt service payments, 
while the contractor would retain the other half of the savings. 

 
2. A favorable review and approval, with the provision that ADC retains all energy savings in 

excess of the debt service payments.  ADC says they intend to only accept the contract if they 
retain the full savings.   

 
3. An unfavorable review and no approval.   

 
Under either option 1 or 2, JLBC Staff recommends the provision that this does not constitute 
endorsement of any level of General Fund appropriations for purchase of the energy equipment or the 
debt service payments.   
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A.R.S. § 34-456 requires 50% of the after-contract energy savings be used to undertake additional 
energy conservation measures.  Under either option 1 or 2, the JLBC Staff recommends that ADC also 
report to the Committee when they annually report to the Speaker of the House of Representatives, the 
President of the Senate, and the Governor concerning the expenditures, account balances, and energy 
and dollar savings for their energy conservation measures as required by A.R.S. § 34-456.   
 
Analysis 
 
ADC is requesting to implement energy conservation measures, equipment, and technological 
improvements at ASPC-Tucson.  The contractor would provide the energy conservation equipment, 
along with the installation, maintenance, and services. 
 
A.R.S. § 34-451 mandates all buildings in the Arizona Department of Administration (ADOA) building 
system 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.  ASPC-Tucson met the 2008 10% mandate 
in terms of their electrical usage but not for their natural gas usage.  According to ADC, the 
implementation of this proposal will allow them to move closer to the 2011 15% mandate.   
 
ASPC-Tucson consists of about 190 buildings that occupy over 850,000 square feet.  According to 
ADC, their electrical rates will increase by 6% beginning in January 2010, which will result in an 
annual increase of about $109,000.  Their natural gas costs have increased by $206,000 in the past 12 
months.  Their water and wastewater rates have increased 12% in the last 12 months and will increase 
by 6% every 6 months through 2010.  ADC says an increase in inmate population will also increase 
their utility costs.  Due to new construction, their inmate population at ASPC-Tucson will increase by 
over 500 in the next 24 months.   
 
ADC estimates that this proposal would reduce average annual energy costs by at least $419,700 and 
reduce average annual operation and maintenance costs by $39,900 for total annual savings of 
$459,600, which they expect to increase by 3% each year.  The contractor will annually review the 
energy-related cost savings.  They have developed measurement and verification procedures to comply 
with the requirements of the International Performance Measurement and Verification Protocol 
(IPMVP) 2000.  The IPMVP is published by the U.S. Department of Energy and provides an overview 
of current best practice techniques available for verifying results of energy efficiency, water efficiency, 
and renewable energy projects.      
 
Construction Costs 
The following projects would be pursued with the purchased equipment:  
 

• Lighting upgrades – install energy-efficient lighting fixtures, bulbs, and ballasts 
• Cooling tower replacement – install a cooling tower to increase cooling efficiency and 

eliminate patching/sealing of the system that is at least 25 years old 
• Water conservation – replace all old standard flow domestic water fixtures with low flow 

fixtures including toilets, urinals, showers, and lavatory and kitchen faucets 
• Administrative buildings temperature reset – replace all thermostats with light-sensing 

thermostats  
• Transformer replacement – replace existing step-down transforms with energy-efficient 

transformers
 
Financing 
The vendor would issue $5.0 million in lease-purchase agreements on behalf of ADC to purchase and 
install the energy conservation equipment at ASPC-Tucson.  The $5.0 million lease-purchase agreement 



 - 3 - 
 

RS/LMc:sls 

would be tax-exempt and includes 14 months of capitalized interest during construction and installation, 
as well as issuance costs.  Table 1 shows a cost break-out of the $5.0 lease-purchase agreement.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The term of the bond is for 13 years at an expected interest rate of 4.5%.  Once the agreements are 
repaid, ownership of the equipment will revert from the contractor to ADC.  Total interest over the 13-
year period would be $1.7 million, which means total principal plus total interest would equal $6.7 
million (see Table 2 below).  The average annual debt service payments would be about $515,500, 
which would be paid for by annual utility cost avoidances.   
 
As noted previously, the project is expected to generate about $459,600 in savings and cost avoidances, 
which would increase by 3% each year.  Through a performance contract, the contractor will guarantee 
to find additional energy savings to at least equal the debt service payments of about $515,000.  (The 
total ASPC-Tucson energy budget is about $2.6 million.)  The contractor has the fiscal obligation of 
paying the annual debt service payments if the guaranteed savings are not met.    
 
 

Table 1 
Estimated Project Costs 

 
Subcontractor $   844,000 
Equipment/Supplies 1,790,700 
Design 26,600 
Construction Management 184,500 
Commissioning  118,400 
Training 118,400 
Measurement/Verification of Savings 32,900 
Financing Cost 397,700 
Performance/Payment Bond Costs 81,000 
Energy Audit & Contingencies 545,400 
Overhead 511,700 
Profit      341,100 
   TOTAL $4,992,400 

Table 2 
Debt Service Payments 1/ 

 
 Principal Interest Debt Service 
Year 1 $   233,233  $   219,894  $   453,127  
Year 2 262,960  208,790  471,750  
Year 3 289,724  196,410  486,134  
Year 4 276,831  183,636  460,467  
Year 5 303,887  170,625  474,512  
Year 6 332,617  156,362  488,979  
Year 7 363,109  140,771  503,880  
Year 8 395,458  123,769  519,227  
Year 9 429,764  105,272  535,036  
Year 10 466,130  85,188  551,318  
Year 11 504,665  63,424  568,089  
Year 12 545,484  39,879  585,363  
Year 13     588,706       14,448       603,154  
  TOTAL $4,992,567  $1,708,469    $6,701,036 
____________ 

1/ Even though debt service payments would be paid on a monthly basis, they 
 have been depicted on an annual basis.  
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Caitlin Acker, Assistant Fiscal Analyst 
 
SUBJECT: Arizona Game and Fish Department – Review of FY 2009 Building Renewal Allocation 

Plan and Report on Flood Warning System 
 
Request 
 
A.R.S. § 41-1252 requires Committee review of expenditure plans for building renewal monies.  The 
Arizona Game and Fish Department (AGFD) requests Committee review of its FY 2009 Building 
Renewal Allocation Plan.  Laws 2008, Chapter 289 appropriated $531,000 from the Game and Fish Fund 
to AGFD to fund 100% of the building renewal formula in FY 2009.  
 
In addition, AGFD has submitted a report on expenditures for the $350,000 Flood Warning System 
project appropriated by Laws 2006, Chapter 345.  AGFD did not request Committee review of the 
project, as required by A.R.S. § 41-1252, before they expended the funds. 
 
Recommendation 
 
Building Renewal Allocation Plan 
The JLBC Staff recommends that the Committee give a favorable review of the department’s Building 
Renewal Allocation Plan.  The $531,000 plan includes the following expenditures: 
 
• $52,200 for fish hatchery projects. 
• $45,300 for shooting range projects. 
• $433,500 for office projects. 
 
These monies are not available to resolve the FY 2009 budget shortfall due to federal regulations that 
restrict their use. 
 
Flood Warning System Report  
The Committee has at least the following 2 options:  
 

1. Accept the report on the $350,000 Flood Warning System without any further action.  
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2. Require review of all FY 2009 AGFD capital projects appropriated by Laws 2008, Chapter 289 
before expenditure of the appropriations because AGFD failed to have the Flood Warning System 
project reviewed before beginning the project.  The Committee may review any capital project 
regardless of its cost pursuant to A.R.S. § 41-1252.C. 

 
Analysis 
 
Building Renewal Allocation Plan 
Laws 1986, Chapter 85 established the Joint Committee on Capital Review (JCCR) and charged it with 
developing a Building Renewal formula to guide the Legislature in appropriating monies for maintenance 
and repair of state buildings.  A.R.S. § 41-1252 requires JCCR review of the expenditure plan for 
Building Renewal monies.  Laws 2008, Chapter 289 appropriated a total of $531,000 in FY 2009 from 
the Game and Fish Fund to AGFD for building renewal activities. 
 
AGFD has more than 270 structures within its building and infrastructure system across the state totaling 
over 542,000 square feet.  Facilities include the department headquarters in Phoenix, 6 regional offices, 
fish hatcheries, and multiple residences and storage buildings.  The FY 2009 proposed Building Renewal 
expenditure plan is illustrated in Table 1: 
 
Table 1   

Category 
Building Renewal 

Allocation 
Total 
Cost 

Fish Hatchery Projects   
 

 Tonto Creek – Roofing Renovations $ 25,700 $   25,700 
 Page Springs/Bubbling Ponds –Roofing Renovations 14,500 14,500 
 Sterling Springs – Residence Improvements  12,000 12,000 
Shooting Range Projects   
 Ben Avery Clay Target Center – Business/Visitor Center Renovation  39,800 180,000 
 Ben Avery Clay Target Center – Customer Service Office Heat Pump 5,500 5,500 
Other Projects   
 Flagstaff Regional Office – Office Renovation 195,000 1,064,000 
 Tucson Regional Office – Flooring and Sewer Line Replacement 60,000 60,000 
 Pinetop Regional Office – Bunkhouse Remodel and  Parking Lot Repairs    36,900 36,900 
 Headquarters – Major Maintenance Fund 52,200 52,200 
 Kingman Regional Office – Warehouse Evaporative Coolers  6,800 6,800 

Unanticipated modifications or repairs    82,600                0 
  Total $531,000 $1,457,600 
 
The Flagstaff Regional Office project is a major building renovation and expansion project for which 
building renewal funds will supplement a FY 2008 capital improvement appropriation of $1,050,000. 
AGFD plans to construct 2,550 square feet of office space and 3,750 square feet of storage space.  
Renovation of the existing 6,000 square feet of space will include new paint, flooring and roofing as well 
as HVAC and electrical upgrades.  Last year, the Committee approved a FY 2008 building renewal 
allocation of $125,000 for the project.  However, according to the department, the project was postponed 
due to cash flow issues in their Capital Improvement Fund.  The $125,000 building renewal allocation 
was instead spent on remediating extensive termite damage at the Clay Target Visitor Center and 
replacement of a failed heat pump at the Mesa Regional Office.  The project is now expected to go to bid 
in March 2009. 
 
For the remaining projects, the department has indicated the additional project costs will be funded from 
other fund sources.  The submitted material provides additional detail for each project.  The projects are 
consistent with building renewal guidelines and appropriations.
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Flood Warning System Report   
Laws 2006, Chapter 345 appropriated AGFD $350,000 to develop and implement a flood warning system 
for 10 of the dams owned and operated by the department.  AGFD has spent $250,700 of the total 
appropriation even though the project has not come before JCCR for review as required by A.R.S. § 41-
1252.  AGFD did not request Committee review because they had split the project into 3 construction 
contracts and 1 consulting contract, each of which was under the $250,000 minimum for required 
statutory review.  However, A.R.S. § 41-1252 states that a capital project cannot be divided into projects 
with an estimated cost of less than $250,000 for the purpose of avoiding Committee review.  Table 2 
provides a breakdown of already expended funds and planned expenditures for the project. 
 
The 10 dams affected by the project were chosen because they would pose a potential hazard to property 
or life if the dams were to fail.  The project is composed of 3 parts:  a base station, remote flood warning 
systems and seepage monitoring systems.  
 

 
Base Station 
A total of $33,600 was spent to install receiver equipment on a Department of Public Safety (DPS) radio 
tower, a DPS communications building, and the server room in the AGFD headquarters in Phoenix.  The 
configuration will allow AGFD as well as the Arizona Department of Water Resources to access and 
monitor data transmitted from the dams.  This portion of the project is complete. 
 

Table 2 
Arizona Game and Fish Department 

Flood Warning System Costs 
 
 Expenditures to Date Planned Expenditures 
Base Station   
Proportional Cost of Tower and Communications 
Building, Electrical Equipment and Backup Power Supply $  18,000 $        0 
Conduit and Building Modifications 12,000 0 
Transmitter Box Installation 1,900 0 
Cable Installation           1,700          0 

Subtotal $  33,600 $        0 
   

Flood Warning System   
Flood Warning Equipment 
Field Sensor Station Installation 
Reimbursable Costs 
Base Station Installation and Database Setup  

$  79,700 
73,400 
26,600 
10,900 

$        0 
0 
0 
0 

Coordination and System Design 10,600 0 
Documentation and Training  7,400 0 
Repeater Design     6,400         0 

Subtotal $215,000 $        0 
   

Seepage Monitoring   
Scope of Work for Seepage Monitoring Sensors $    2,100 $        0 
Design and System Integration 0 32,500 
Equipment and Installation – Lynx Lake 0 10,000 
Equipment and Installation – Big Lake 0 10,000 
Equipment and Installation – Lee Valley Reservoir 0   25,0001/ 

Equipment and Installation – Parker Canyon Lake 0 10,000 
Equipment and Installation – Fool Hollow Lake 0 10,000 
Contingency           0      500 

Subtotal $    2,100 $99,000 
   

Total $250,700 $99,000 
___________ 
1/ Requires a second repeater site due to location. 
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Flood Warning System 

A total of $215,000 was spent to design the entire system and install the flood warning component at 10 
lakes.  This component will monitor lake levels, spillway flows, rain and snowfall.  Flood warning 
systems have been installed at all 10 dams. 
 
Seepage Monitoring 
A total of $101,100 is allocated to design seepage monitoring devices that will be installed at 5 dam 
locations to allow remote monitoring of water seepage.  The department has already spent $2,100 on the 
creation of a scope of work for the seepage monitoring sensors.  Additionally, the department has 
completed about 50% of the system design and expects to begin system installation by January 2009.  Of 
the 5 systems, 3 should be completely installed by early spring in 2009 and the remaining 2 are expected 
to be complete by FY 2010.   
 
RS/CA:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: School Facilities Board – Review of FY 2009 $585 Million Lease-to-Own Agreement 

and FY 2009 New School Construction Report  
 
Request 
 
Pursuant to A.R.S. § 15-2004, the School Facilities Board (SFB) requests the Committee review its list of 
$593 million in potential new construction projects to be financed with lease-to-own agreements (also 
known as lease-purchase agreements), which were authorized by Laws 2008, Chapter 287.  The Chairman 
decided to agenda this item excluding the implementation of Full-Day Kindergarten (FDK) capital costs, 
which represents $8 million of the $593 million agreement.   
 
In addition, pursuant to A.R.S. § 15-2002, SFB requests the Committee review its demographic 
assumptions, proposed construction schedule, and new school construction cost estimates for FY 2009.  
The board is annually required to submit this information by June 15. 
 
Recommendation 
 
The Committee has at least the following 2 options:  
 

1. A favorable review of the FY 2009 New Construction Report and $585 million lease-to-own 
agreement, which excludes FDK capital costs of $8 million.  

 
2. An unfavorable review of the FY 2009 New Construction Report and $585 million lease-to-own 

agreement, which excludes FDK capital costs of $8 million.   
  
Under either option, the JLBC Staff recommends that SFB submit a final list of projects and debt service 
schedule associated with the lease-to-own agreement along with a list of FDK projects.   
 
Lease-to-Own Agreement 
SFB has submitted for review 23 projects in 13 school districts to serve as collateral for the lease-
purchase agreement.  The term of the lease-purchase will be 15 years.  At a projected average interest rate 
of 4.2%, SFB estimates a FY 2010 interest only payment of $25.0 million and remaining average annual 
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debt service payments of $57.3 million.  Total debt service is estimated to be about $834.3 million, which 
includes $593 million in principal and $241.3 million in interest.  The debt service includes $8 million to 
expand new construction for FDK.   
 
New School Construction Report 
The board estimates that it will oversee 29 new school construction projects in FY 2009 and will spend a 
total of $245.3 million.  This amount includes funding for all the construction projects that have already 
been approved by the board prior to the FY 2008 approval cycle and $8 million for the first year capital 
costs of implementing FDK.  Of the $245.3 million, $237 million is from the newly authorized lease-
purchase proceeds. 
 
Analysis 
 
Lease-to-Own Agreement 
The FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287) authorized SFB to 
enter into a maximum of $593 million worth of 15-year lease-to-own transactions in FY 2009.  SFB will 
use $237 million for FY 2009 new construction expenditures including $8 million for FDK, while the 
remaining lease-purchase proceeds will be used to pay back the General Fund for previous year 
recoupable expenditures and for a loan to a union high school district that met certain criteria.   

 
The potential lease-purchase projects are detailed in SFB’s submitted documents.  There are a total of 23 
projects.  Even though SFB will oversee 29 projects in FY 2009, only 23 projects were needed as 
collateral for the lease-purchase agreement.   
 
New School Construction Report 
 
New Construction Moratorium 
A moratorium on new construction projects was authorized for FY 2009 by the FY 2009 Education BRB.  
The bill prohibits SFB from authorizing or awarding funding for the design or construction of any new 
school facility, except for FDK, or for school site acquisition in FY 2009.  The moratorium was enacted 
due to declines in the state’s housing market and the state’s population growth rate.  The moratorium also 
requires SFB to provide monies for architectural and engineering fees, project management services, and 
preconstruction services if a school district qualifies for additional space in FY 2009 due to the 
implementation of FDK.  It also requires school districts to submit capital plans during FY 2009 and 
permits SFB to review and award new school projects subject to future appropriations. 
 
Demographic Assumptions 
SFB bases its demographic assumptions on its analysis of the school district forecasts of Average Daily 
Membership (ADM) included in the FY 2009 Capital Plans submitted by districts to the board.  To 
conduct the analysis, SFB uses district population data, grade progression estimates, historical ADM 
growth, and, if applicable, residential housing growth.  Analysis of student enrollment growth is 
performed on a district-by-district basis for districts that submitted a Capital Plan to the board.  
 
For districts that submitted a Capital Plan to the board, SFB expects “enrollment growth” districts to 
increase at a slower rate in FY 2008 and FY 2009 than in FY 2007.  The board expects enrollment growth 
to be 5.3% in FY 2008 and 5.4% in FY 2009.  Actual enrollment growth was 6.8% in FY 2007.  These 
estimates are higher than overall statewide enrollment growth since the calculation only focuses on 
districts with increasing population.   
 
For FY 2009 within Maricopa County, SFB expects growth of approximately 5.1% in the southeastern 
portion of the county, including the cities of Chandler and Higley.  In the northern part of the county, 
including Deer Valley and Dysart, the board also expects growth of about 5.1%.  In the western and 
southern districts of Phoenix, including Tolleson, the board expects growth of 4.5%.  In the districts 
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outlying the western edge of the Phoenix metro area, including Agua Fria, Avondale, Buckeye, Litchfield, 
and Saddle Mountain, SFB expects growth of 7.8%.   
 
In the other areas of the state, the board expects an increase of 14.0% in Pinal County, 0.5% in Yuma and 
La Paz Counties, 4.4% in Southern Arizona, and 0.8% in Northern Arizona for FY 2009.   
 
Due to the decline in the state’s housing market, student population is expected to grow slower than 
compared to the previous few years.  Even before the new construction moratorium was authorized, SFB 
put 16 of their new construction projects on-hold due to student growth not materializing as fast as 
previously projected.   
 
Construction Schedule 
The board estimates it will oversee 29 new school construction projects in FY 2009, of which all have 
been previously approved by the board since there is a moratorium on all new construction except for 
FDK space in FY 2009.  Of the total, SFB estimates that 24 prior year projects will be completed in 
FY 2009 and 5 prior year projects will complete construction in FY 2010.  This estimate does not include 
FDK projects because SFB does not have a list of those projects.  
 
In the year of its approval, SFB awards 5% of the total project cost to the district for architectural and 
engineering fees.  Based on historical spending patterns, SFB estimates that it will, on average, award 
27.6% of the project cost in the next year, followed by 38.5%, 20.6%, 5.5%, and 2.9% each of the 
following years.  This pattern is not intended to suggest that it takes 5 years to build a school.  The delay 
in spending reflects that some projects will not start as quickly as anticipated.   
 
Cost Estimates 
The board estimates spending a total of $245.3 million in FY 2009, including:  
 
• $7 million for land.  The estimate is based on projects already approved by the board.  
• $230.3 million for construction projects.  The estimate is based on prior year expenditures and 

includes projects approved prior to FY 2008.  This estimate does not include projects approved during 
FY 2008 because these projects were part of the new construction moratorium since they were not yet 
under construction when the moratorium took affect. 

• $8 million for the first-year implementation of FDK capital costs.  The FY 2009 Education BRB 
requires kindergarten students to be counted as a full-time ADM for purposes of determining 
minimum school facility adequacy guidelines, thereby requiring SFB to fund new construction costs 
for FDK.  However, the Chairman has decided not to include this portion of the FY 2009 expenditure 
estimate for possible review pending further information on the resolution of the FY 2009 shortfall.   

 
To finance the projected $245.3 million in expenditures, the board expects to use lease-purchase financing 
as authorized by the FY 2009 Education BRB.  The board expects to allocate funding from the following 
revenue sources: 
 
• FY 2009 beginning cash balance of $1.5 million.  
• $237 million in lease-purchase proceeds.  This is based on the newly approved lease-to-own authority 

authorized by the FY 2009 Education BRB.  Of this amount, SFB expects to spend $8 million on 
FDK, which the Chairman has decided not to include this portion for possible review.   

• $7 million in lease revenues from the State Land Department.  The State Land Department leases land 
to school districts.  Any monies the State Land Department receives from school district leases, 
however, are deposited in the New School Facilities Fund. 

 
Table 1 lists the amounts of new construction approvals in FY 2002 through FY 2008 and an estimate for 
FY 2009.  Even though there is a moratorium on new construction projects in FY 2009, SFB is still 
permitted to award new space for FDK and all other non-FDK projects subject to future appropriations.  
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SFB’s FY 2009 estimate of $329.9 million in approvals includes $177.3 million for non-FDK space and 
$152.6 million for FDK space.  While the $152.6 million amount represents the estimated level of FDK 
approvals, SFB projects only spending $8 million for FDK in FY 2009.  This represents architectural and 
engineering expenditures, but SFB does not have list a of projects associated with this estimate.  
 
There was a significant increase in approvals in FY 2006 and a corresponding decrease in FY 2008.  In 
FY 2006, about $200 million more of new construction projects were approved than in FY 2005.  A 
portion of the increase in FY 2006 approvals was due to a greater level of high school approvals in that 
year.  Since high schools require more square feet under the new construction formula, they cost more to 
construct than an elementary or junior high school.  In FY 2008, about $290 million less of new 
construction projects were approved than in FY 2007, which can be attributed to the decline in the 
housing market and the state population not growing as fast as the previous couple years.   
 

Table 1 
New School Construction Approvals 1/ 

FY New School Approvals 
FY 2002 $215,310,672 
FY 2003 $220,399,967 
FY 2004 $272,578,172 
FY 2005 $243,713,838 
FY 2006 $447,978,656 
FY 2007 $410,186,003 
FY 2008 $119,554,680 
FY 2009 - FDK $152,600,000  
               - Non FDK $177,300,000 
____________ 
1/ Most of the funding associated with approvals occurs in years after 
 the actual approval.   

 
New School Construction Funding Guidelines 
SFB provides new construction funding based on the product of the following statutory New School 
Facility (NSF) formula: 
 

No. of pupils x Sq. foot per pupil x Cost per sq. foot = Allocation amount 
 
The square foot per pupil is specified in statute, and varies depending on elementary, junior high, and 
high schools.  The cost per square foot is also specified by school type and may be adjusted annually for 
inflation by JLBC.   
 
SFB has the authority to provide additional funding above and beyond the statutory allocation amount to 
a district if it cannot build a school within the NSF formula amount.  A district can prove they cannot 
build a minimum guidelines school by demonstrating they are building the least expensive school they 
possibly can but are still over the formula amount. 
 
Since the enactment of Students FIRST, some of these projects have been funded above the formula with 
SFB monies.  In FY 2007, SFB funded 86% of their projects over the funding amount for a total of $33.4 
million.  In FY 2008, SFB funded 90% of their projects over the formula amount for a total of $31.1 
million.  Over the past 2 years, SFB has given additional inflationary funding of about $1.5 million to 
each of these projects. 
 
RS/LMc:sls 
Attachments 
 



Attachment 1 
 

School Facilities Board New Construction Report Highlights 
 
Demographic Projections 
• For FY 2009, SFB projects enrollment increase of 5.4% in growing districts. 
• High growth areas include Pinal County and districts outlying the western edge of Phoenix. 
 
Construction Schedule 
• SFB estimates overseeing approximately 29 projects in FY 2009. 

o Includes 24 prior year projects that will be completed in FY 2009 and 5 prior year projects that 
will complete construction in FY 2010. 

 
Cost Estimates 
• Total FY 2009 projected spending equals $245.3 million. 
• Since kindergarten students are now required to be counted as a full Average Daily Membership, the 

first year for Full-Day Kindergarten capital costs will begin in FY 2009. 
 

Expenditures  Financing 
Land $    7.0 M  Beginning Balance $     1.5 M
Construction Projects   230.3 M  Lease-Purchase Proceeds   237.0 M
Full-Day Kindergarten      8.0 M  Lease Revenues (Land Dept.)       7.0 M
   Total $245.3 M     Total $245.5 M
     
   FY 2009 Expected Ending Balance $0.2 M

 
Current District Projects 
 

District 
# of 

Projects  District 
# of 

Projects  
Maricopa Unified 4  Coolidge Unified 1  
Dysart Unified 3  Litchfield Elementary 1  
Florence Unified 3  Littlefield Elementary 1  
Chandler Unified 2  Littleton Elementary 1  
JO Combs Elementary 2  Nadaburg Elementary 1  
Apache Junction Unified 1  Queen Creek Unified 1  
Blue Ridge Unified 1  Red Rock Elementary 1  
Buckeye Elementary  1  Santa Cruz Valley Unified 1  
Cartwright Elementary 1  Tolleson Union High 1  
Casa Grande Union 1  Vail Unified 1  
      
      TOTAL - 20 Districts 29  
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School Facilities Board FY 2009 New Construction Projects 
(29 Projects for 20 School Districts) 

 
Apache Junction High – 1   Litchfield Elementary – 1  
Blue Ridge Unified – 1    Littlefield Elementary – 1  
Buckeye Elementary – 1   Littleton Elementary – 1  
Cartwright Elementary – 1   Maricopa Unified – 4  
Casa Grande Union – 1   Nadaburg Unified – 1  
Chandler Unified – 2   Queen Creek Unified – 1  
Coolidge Unified – 1    Red Rock Elementary – 1  
Dysart Unified – 3    Santa Cruz Valley Unified – 1  
Florence Unified – 3    Tolleson Union – 1  
JO Combs Unified – 2    Vail Unified – 1  
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DATE:  September 25, 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 – FY 2009 Building Renewal Allocation Plan and 

Reallocation of FY 2008 Building Renewal Funds -- Agency Request (Information Only) 
 
Request 
 
A.R.S. § 41-1252 requires Committee review of expenditure plans for building renewal monies.  The Arizona 
Department of Administration (ADOA) requests the Committee review its FY 2009 Building Renewal 
Allocation Plan.  Laws 2008, Chapter 289 appropriated $6,100,000 from the Capital Outlay Stabilization Fund 
(COSF) to ADOA to fund 20% of the building renewal formula in FY 2009. 
 
In addition, ADOA requests review of $1,296,610 worth of reallocated FY 2008 Building Renewal monies to 
fund the Department of Revenue Elevator Renovation Project.  At the August 16, 2007 meeting, the 
Committee favorably reviewed the ADOA FY 2008 Building Renewal Allocation Plan with the provision that 
ADOA submit for Committee review any reallocation above $100,000 between the individual projects. 
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this meeting.  
The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 budget shortfall 
and whether the funding associated with this particular agenda item could be part of the solution. 
 
At the time the vote is taken, the Committee has at least the following options for the following 2 items:   
 
FY 2009 Building Renewal Allocation Plan 
The Committee has at least the following 2 options: 
 
1. A favorable review for $6,099,500 of the COSF FY 2009 Building Renewal Allocation Plan.  This 

allocation represents $5,279,500 for 18 projects, including project management and insurance costs, plus 
$820,000 for emergency projects and contingencies.   

 
2. An unfavorable review.  These monies could be used to reduce the FY 2009 budget shortfall. 
 
Under either option, the JLBC Staff recommends the following provisions: 
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• ADOA submit for Committee review any reallocation above $100,000 between the individual 
projects. 

• ADOA submit for Committee review any new non-emergency projects above $100,000 that are 
funded from the $820,000 allocated for emergency projects and contingencies. 

• ADOA report to JLBC Staff within 3 days any expenditure for emergency projects above $25,000 that 
are funded from the $820,000 allocated for emergency projects and contingencies.  The report would 
include the scope, estimated cost, nature of emergency and reason why the project could not await 
Committee review.  

 
Reallocation of FY 2008 Building Renewal Funds 
The Committee has at least the following 2 options: 
 
1. A favorable review of the department’s request to reallocate $1,296,610 for the FY 2008 Building 

Renewal appropriation to the elevator project at 1600 W. Monroe. 
 
2. An unfavorable review.  These monies could be used to reduce the FY 2009 budget shortfall. 
 
Analysis 
 
FY2009 Building Renewal Allocation Plan 
The FY 2009 Building Renewal Reallocation plan consists of the following projects:  
 

FY 2009 Building Renewal Allocation Plan 
 

 COSF 
Roofing Projects 
ADOA Statewide Roofing and Leak Abatement $    275,000 
DJC Catalina Mountain Facility Roofing 225,000 
Executive Tower Replace Roof Membrane 220,000 
ASDB Roof Repair Apache Building 210,000 
DPS Replace Roof Membrane at Phoenix Fleet Building    137,500 
 Subtotal $1,067,500 
  
HVAC Projects  
Supreme Court Replace Thermal Storage System $1,600,000 
Attorney General Replace Cooling Towers & Heat Pumps 350,000 
Senate and House Replace Air Handlers    335,000 
 Subtotal $2,285,000 
  
Water and Sewer Projects  
DES Sewage Lift Pump Station $  96,000 
DOC Well Renovation 80,000 
DES Well Renovation   25,000 
 Subtotal $201,000 
  
Infrastructure Projects   
Executive Tower Replace Electrical Service Entrance $   600,000 
Executive Tower Phase II Seal Exterior Expansion Joints 305,000 
DPS Fire Alarm System 220,000 
ADOA Building System Carpet & Flooring 200,000 
DES Elevator Renovation 65,000 
DOR Engineering Assessment 40,000 
Senate Fire Alarm System     20,000 
 Subtotal $1,450,000 
  
Other  
Emergency Projects/Contingencies $   820,000 
Construction Project Management 275,000 
Risk Management Construction Insurance       1,000 
 Subtotal $1,096,000 

  
 TOTAL $6,099,500 
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The following provides an overview of the amounts allocated to different categories of projects.  The attached 
materials submitted by ADOA provide more detail of the individual projects. 
 
Roofing Projects 
A total of $792,500 will be allocated to 4 different projects to replace roofs that have reached the end of their 
useful lives and have on-going leaking problems.  Additionally, $275,000 has been allocated for roofing and 
leak abatement at buildings statewide.  These funds will be used to perform emergency repairs and partial 
repairs at sites where full repair or replacement of the roof can be deferred to a later date. 
 
HVAC Projects 
A total of $2,285,000 will be allocated to 4 heating and air conditioning related projects.  The monies will be 
used to replace air handlers, cooling towers, and a thermal storage system, which have all reached the end of 
their useful lives.   
 
Water and Sewer Projects 
A total of $201,000 will be allocated to 3 projects relating to water and sewer systems.  The monies will be 
used to replace a sewage lift pump and renovate water wells. 
 
Infrastructure Projects 
A total of $1,450,000 will be allocated to 7 projects.  These projects include fire alarms, elevator code related 
renovations, electrical upgrades, and building exterior corrections.  Also included in the allocation is $200,000 
to replace flooring and carpet at state facilities. 
 
Other 
In order to cover project management costs for FY 2009 building renewal projects, $275,000 will be allocated.  
A total of $820,000 is allocated for unanticipated and emergency projects.   
 
Reallocation of FY 2008 Building Renewal Funds 
At the August 16, 2007 meeting, JCCR favorably reviewed the ADOA FY 2008 Building Renewal Allocation 
Plan with the provision that ADOA submit for Committee review any reallocation above $100,000 between 
the individual projects.  The original FY 2008 ADOA Building Renewal Allocation included $300,000 to 
design a 2-phase 5 cab elevator system renovation and to rebuild the freight elevator at 1600 West Monroe. 
 
Having completed the design portion of the project, ADOA now proposes to complete both Phases 1 and 2 
renovations and repairs at a cost of $1,296,610 above the original $300,000 allocated for Phase 1 of the 
project.  This cost is higher than expected due to code requirements and interconnected control systems for the 
passenger and freight elevators.  The cost would be reallocated from other FY 2008 Building Renewal 
projects.  Of the proposed $1,296,610 reallocation, $506,794 would come from construction contingency 
funds, $343,035 from emergency funds, and the remaining $446,781 from various projects that were cancelled 
or did not expend their full FY 2008 allocation.   
 
RS/DH:ss 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Fiscal Analyst 
 
SUBJECT: Arizona State Parks Board – State Parks Enhancement Fund Project -- Agency Request 

(Information Only) 
 
Request 
 
Pursuant to A.R.S. § 41-511.11, the Arizona State Parks Board requests Committee approval of 
$1,185,000 in State Parks Enhancement Fund (SPEF) monies for repairs to the Douglas Mansion at 
Jerome State Historical Park. 
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.   The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee has at least the following 2 options:   
 
1. Approve the Parks Board request for $1,185,000 in SPEF monies for repairs at the Douglas Mansion, 

as the project expenditures comply with statute. 
 
2. Not approve the Parks Board request.  These monies could instead be used to reduce the FY 2009 

budget shortfall.  
 
Analysis 
 
SPEF revenues come from state parks user fees and concession sales.  Pursuant to A.R.S. § 41-511.11, 
one-half of this fund is appropriated for park operations and the other half is used for park acquisition and 
development, including the lease-purchase payments for the Tonto Natural Bridge State Park, and other 
capital development projects as approved by the Parks Board and the Committee. 
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Since FY 2004, the SPEF statute has been suspended as a budget savings measure in order to allow more 
than 50% of park fees to be used for operating purposes, thereby reducing the department’s General Fund 
expenses.  The Board, however, has been able to accumulate $7.2 million in capital monies from the 
portion of the fees still dedicated to capital projects. 
 
The Parks Board is seeking approval for monies that will be used to conduct a damage assessment and to 
make repairs to the Douglas Mansion at Jerome State Historic Park.  The Douglas Mansion, which 
completed construction in 1916, was built by James S. Douglas to house mining officials, mining 
investors and members of the Douglas family.  The mansion is currently used as a museum that details the 
history of Jerome in addition to that of the Douglas family.  The museum features exhibits of 
photographs, artifacts and geological items, in addition to video presentations of the town of Jerome and 
its surrounding mines.   
 
From FY 2000 to FY 2007, Jerome State Historic Park has averaged approximately $160,000 in revenue 
per year, and has operated at costs ranging from $171,000 to $280,000 per year.  The resulting net 
revenues during those 8 years have ranged from $(120,000) to $(13,000).
 
Construction Costs 
The Parks Board states that their request would be used to repair and stabilize adobe walls at the mansion, 
which have recently crumbled and shed large sections of plaster and wood beam.  As a result of this 
damage, visitors to the mansion have been unable to visit the affected area and exhibits in that area have 
had to be removed.  The Parks Board estimates that repairs to the Douglas Mansion could take up to 3 
years from assessment to completion of repairs.  The Parks Board procurement process requires that they 
have the funding in place before they can begin hiring engineers and contractors. 
 
The Parks Board estimates a total cost of $1,269,300, or $99 per square foot, for stabilization of the 
12,859 square foot Douglas Mansion.  Although the SPEF request for approval totals $1,185,000, the 
Parks Board says that the remaining $84,300 would be financed using monies from the State Parks Board 
Heritage Fund.  The project total includes direct construction costs, furniture and equipments costs, 
professional fees, utility and other expenses, insurance fees and contingency fees in addition to other 
smaller costs.  Table 1 below provides detail on the Parks Board’s expenditure plan for the mansion’s 
stabilization. 
 

 
The direct construction costs total $715,000, or $56 per square foot, which primarily include labor and 
material costs.  Table 2 below provides detail of the Parks Board’s estimate of the costs for construction.   

Table 1 
Arizona State Parks Board 

Douglas Mansion Stabilization Costs 

 Estimated Cost 
Construction Costs1/ $     715,000 
Professional Fees 184,600 
Insurance, Tax, Permits, and Fees 143,100 
Utility and Other Expenses 69,200 
Inflation Adjustment 68,000 
Furniture, Fixtures and Equipment 35,800 
Contingency       53,600 
 Total $1,269,300 2/ 
____________ 
1/ Parks Board estimate of total cost for supplies and supervision of labor. 
2/ Parks Board SPEF request for approval is for $1,185,000.  The remaining 
 $84,300 in expenses would be covered with monies from the State Parks 
 Board Heritage Fund. 
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Table 2 

Douglas Mansion Construction Costs 
 
 Estimated Cost 
Adobe Blocks $160,000 
Roofing 120,000 
Bond Beam/Parapet 90,000 
Wood Beams 80,000 
Replastering 70,000 
Windows/Lintels 60,000 
Chimneys 40,000 
Grade Beam 40,000 
Electrical 35,000 
Repainting      20,000 

Total $715,000 
 
There are no available projects for this upgrade to do a cost comparison, but the renovation costs of $50 to 
$100 per square foot would not be unreasonable.  The Parks Board indicates, however, that it is possible 
that the cost estimates outlined above are low and that Committee approval for additional SPEF monies 
for this project might be necessary at a later date. 
 
RS/AS:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Juan Beltran, Fiscal Analyst 
 
SUBJECT: Arizona Department of Transportation – FY 2009 Building Renewal Allocation Plan -- 

Agency Request (Information Only) 
 
Request 
 
A.R.S. § 41-1252 requires JCCR review of the expenditure plan for Building Renewal monies.  The 
Arizona Department of Transportation (ADOT) requests that the Committee review its $4,208,900 
FY 2009 Building Renewal Allocation Plan, including $4,052,000 from the State Highway Fund and 
$156,900 from the State Aviation Fund. 
 
ADOT has allocated $3,867,000 from the State Highway Fund among 286 projects, leaving a contingency 
amount of $100,000 and $85,000 for project management support.  ADOT has allocated $156,900 from 
the State Aviation Fund for 25 projects.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee has at least the following 2 options:   
 
1. A favorable review of the FY 2009 expenditure plan, since the projects are consistent with Building 

Renewal guidelines and appropriations. 
 

2. An unfavorable review.  These monies could be used to reduce the FY 2009 budget shortfall.  While 
State Highway Fund dollars cannot be directly transferred to the General Fund, the Building Renewal 
monies could be used to benefit the General Fund through other fund shifts. 
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Under either option, the JLBC Staff recommends that ADOT report to JLBC Staff any allocations for 
FY 2009 projects from the $100,000 contingency amount and any project reallocations above $100,000. 
 
Analysis 
 
The Capital Outlay Bill (Laws 2008, Chapter 289) appropriated a total of $4,208,900 to ADOT for 
building renewal in FY 2009, including $4,052,000 from the State Highway Fund and $156,900 from the 
State Aviation Fund.  The FY 2009 Building Renewal appropriations represent 50% of the amount 
generated by the revised Building Renewal Formula for the ADOT Building System and 100% for the 
Grand Canyon Airport for FY 2009.  The formula is based on the square footage and replacement cost of 
existing buildings.
 
ADOT expects to allocate the Building Renewal monies from the State Highway Fund in the following 
categories for 286 projects: 
 

Category Projects State Highway Fund % of Total 
Roofs Repair/Replacement  168 $1,450,500  35.8% 
Building Systems (HVAC, Electrical, Plumbing)  59 1,354,100  33.4 
Infrastructure (Sewers, Parking)  13 535,800  13.2 
Americans with Disabilities Act  8 207,200  5.1 
Fire/Life/Safety  21 172,100  4.3 
Contingencies  N/A 100,000  2.5 
Project Management Support  N/A 85,000  2.1 
Exterior Preservation (Doors, Windows, Siding)  9 71,500  1.8 
Major Renovation  5 49,800  1.2 
Interior Finishes (Paint, Carpet, Tile)      3      26,000      0.6 
    Total  286 $4,052,000  100.0% 

 
The following 19 State Highway Fund projects require $50,000 or more: 
 
Project Allocation 
Roof Repairs/Replacement  
Roof inspection and reporting services - ADOT Statewide $   100,000 
Replace roof and repair parapet walls - Mesa Regional MVD (South Office) 95,000 
Replace unserviceable roof including asbestos abatement - East Mesa MVD 84,400 
Replace failing roof - Little Antelope Storage/Equipment Bldg. I-17, Exit 320 82,600 
Replace failing roof - Prescott Office Bldg  54,900 
Major Building Systems   
Install cooling tower -Traffic Operations Center, 2302 W. Durango St., Phoenix 100,000 
Replace HVAC water towers, pumps, and flat plate heat exchanger - Phoenix Equipment Services, 2225 S.  22nd 

 Ave., Phoenix 100,000 
Convert HVAC controls from pneumatic to digital - West Phoenix MVD, 4005 N. 51st Ave., Phoenix 90,000 
Replace pumps/motors on all de-icing tanks - Holbrook District-wide 80,000 
Repair/replace failing electrical service - Tucson CDL, 621 E. 22nd St., Tucson 75,000 
Replace pumps/motors on all de-icing tanks - Globe District-wide 71,000 
Replace pumps/motors on all de-icing tanks - Prescott District-wide 71,000 
Energy reduction feasibility study - New MVD Bldg., 1801 W. Jefferson St., Phoenix. 53,800 
Americans with Disabilities Act   
Verify all MVD public facilities for ADA compliance - MVD Statewide 80,000 
ADA corrections throughout building - Springerville POE MVD 55,000 
Infrastructure   
Connect buildings to city sewer system - Wickenburg Maintenance Yard, 601 E. Wickenburg Way, Wickenburg 150,000 
Connect remaining buildings to city sewer - Kingman District Multi-Use Facility Site, 3660 E. Andy Ave.,  
 Kingman 120,000 
Design and connect buildings to existing city sewer line - Springerville Maintenance Yard 99,200 
Replace unserviceable security fence and gate; relocate parking canopy to Georgia Yard - West Area Lab, 1001 N.  
 Black Canyon Freeway, Phoenix      50,000 
 Total $1,611,900 
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ADOT expects to allocate the $156,900 of Building Renewal monies from the State Aviation Fund for 25 
projects at the Grand Canyon Airport, including replacing or repairing roofs, walls and signs, lighting, 
kitchen and bath counters and cabinets, and replacing 3 unserviceable vehicle gates in Grand Canyon 
Airport buildings.   
 
The attached material submitted by ADOT lists each project and its estimated cost.  The projects are 
consistent with Building Renewal guidelines and appropriations. 
 
RS/JB:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Kimberly Cordes-Sween, Principal Fiscal Analyst 
 
SUBJECT: University of Arizona – Residence Halls and Residence Life Building Renewal -- Agency 

Request (Information Only) 
 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with system revenue 
bonds.  The University of Arizona (UA) requests Committee review of $159.3 million for 2 new 
residence halls and $37.3 million for building renewal projects.  
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution. 
 
At the time the vote is taken, the Committee has at least the following options for the following 2 items:   
 
Residence Halls Building Renewal Project 
The Committee has at least the following 2 options: 
 
1. A favorable review of the department’s request to spend $37.3 million for the building renewal 

projects, or an increase of $15.4 million above the September 2006 JCCR approved amount of $21.9 
million. 

 
2. An unfavorable review.   
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Sixth Street Residence Halls Project 
The Committee has at least the following 2 options: 
 
1. A favorable review of the department’s request to spend $159.3 million to construct 2 new residence 

halls at UA.   
 
2. An unfavorable review.  
 
Under either option for the 2 projects, the JLBC Staff recommends the following standard university 
financing provisions: 
 
Standard University Financing Provisions 
• UA 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.  UA shall also report to the Committee before any reallocation exceeding 
$500,000 among the individual planned renovations, renewals, or extensions. 
 

• UA 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, UA 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 auxiliary revenues that may be required for debt service, or any 
operations and maintenance costs when the project is complete.  Auxiliary funds derive from 
substantially self-supporting university activities, including student housing. 

 
• UA shall not use bonding to finance any repairs whose typical life span is less than the bond 

repayment period.  Such repairs include, but are not limited to new flooring and painting.  The 
exceptions to this stipulation are circumstances where such repairs are required to complete a major 
renovation. 

 
Analysis 
 
Residence Life Building Renewal 
UA is requesting additional funding of $15.4 million beyond the September 2006 JCCR approved amount 
of $21.9 million to complete Phases III and IV residence hall renovations of 321,815 gross square feet.  
UA’s request for $37.3 million includes Coronado, Apache-Santa Cruz, and Colonia De La Paz Hall 
renovations, as was previously reviewed by the Committee, but no longer includes fire sprinkler 
renovations to Cochise Hall.  According to UA, the renovations would extend the useful life of these 
residential facilities, minimize the risk of disruptive failures, and improve building safety.  Projects are 
anticipated to be complete by 2012. 
 
Construction Costs 
UA anticipates that the updated total cost would be $37.3 million, or $116 per square foot.  This total cost 
includes a design cost of $2.9 million, a direct construction cost of $32.3 million, and $2.1 million in 
contingencies.  The total costs previously approved by the Committee totaled $21.9 million.  In addition, 
while Cochise Hall was originally included in the September 2006 review of Phases III and IV, UA has 
funded and completed this project separately.  The current direct construction amount consists of:  
 



 - 3 - 

(Continued) 

• $14.4 million for mechanical renovations, electrical and plumbing, in Coronado and Apache-
Santa Cruz Halls 

• $9.3 million for demolition and replacement of ceilings, walls and floors in Coronado and 
Apache-Santa Cruz Halls 

• $4.9 million for asbestos abatement in Coronado and Apache-Santa Cruz Halls 
• $1 million for fire sprinklers in Apache-Santa Cruz Hall 
• $2.7 million for shower base and restroom renovations in La Paz Hall   

 
Table 1 below lists the per square foot construction costs for all 4 phases of the Residence Life Building 
Renewal projects.   
 

Table 1 
University of Arizona Residence Life Building Renewal 

 

Phase Review Date Affected Halls 
Direct Costs 

per Square Foot 
1 March 2004 Gila, Yuma, Arizona $45 
2 July 2005 Maricopa, Sonora $40 

2A May 2006 Manzanita/Mohave $57 
3 & 4 October 2008 Coronado, Apache- 

   Santa Cruz, La Paz 
$100 

 
As seen in Table 1, the Phase III and IV projects per square foot direct costs are higher than the other 
phases of the project.  According to UA, the higher cost compared to prior projects can be attributed to  
contractors having to complete work over 2 summers, cost increases for asbestos abatement and copper 
piping, a longer construction phase for separate projects, and higher construction market costs.  By 
completing the work over 2 summers, additional expenses are related to putting up temporary fencing, 
construction elevators, protection of existing construction and other associated costs.  UA indicates that 
these changes resulted in the $15.3 million cost increase from September 2006.  In addition, Phases III 
and IV will be more costly in general due to more extensive restroom facility renovations in these phases, 
which result in more piping, ductwork, finish materials and a general increase in the associated labor per 
gross square foot cost.  
 
Financing 
The project will be funded with $37.6 million in Auxiliary Fund system revenue bonds.  Auxiliary Funds 
are non-appropriated funds generated from self-supporting activities – in this case, dorm rental revenues.  
UA anticipates issuing the AA rated system revenue bonds in November 2008, with an estimated 5.22% 
annual interest rate and a term of 23 years, including 1 year of capitalized interest.  The project cost is 
$37.3 million, with bond issuance related costs totaling approximately $307,000, for a total cost of $37.6 
million.  The university estimates annual debt service of $2.9 million, with a 23-year total cost of $65.1 
million.  UA anticipates that these renovations will extend the life of the buildings by at least 30 years, 
while the debt payment schedule spans 23 years.  There are no annual operating and maintenance costs 
associated with this project, according to UA.   
 
Sixth Street Residence Halls 
UA proposes to construct 2 new residence halls in Tucson, totaling 350,000 gross square feet, to house 
1,066 freshman UA students.  There will be 2 independent buildings with rooms for double occupancy – 
one at the northeast corner of Sixth Street and Euclid Avenue (697 students) and the other at the northeast 
corner of Sixth Street and Highland Avenue (369 students).  Each building would range from 4 to 6 
stories and would include some administrative offices at the Highland Avenue site.  Both sites will be 
located on what is currently surface lot parking and eliminating this parking will contribute to the 
university effort to increase the use of parking structures.  The university indicates that the projects would 
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begin construction in November 2008 and January 2009, with occupancy in August 2010 and January 
2011.  
 
Construction Costs 
The $159.3 million total project cost, or $455 per square foot, includes land acquisition, direct 
construction costs, architect fees, furniture and equipment costs, telecommunications costs, parking 
reserve, and contingency fees.  The direct construction costs, for comparison purposes, total $103.3 
million, or $295 per square foot, including labor and material costs for new building construction and 
basic hardscape and landscape.  In comparison, the FY 2004 ASU Hassayampa Village and the FY 2007 
NAU residence hall construction projects had a direct construction cost of $180 and $245 per square foot, 
respectively.   
 
The per square foot direct cost for the Sixth Street Residence Halls is higher than the other projects that 
were recently completed.  UA explains that this request has a higher cost due to construction market cost 
increases, there is more construction necessary with 2 buildings, and asbestos abatement and structure 
demolition were not necessary with the prior projects.   
 
Financing 
The new residence halls construction project will be funded with $185.2 million in Auxiliary Fund system 
revenue bonds.  Auxiliary Funds are non-appropriated funds generated from self-supporting activities – in 
this case, dorm rental revenues.  UA anticipates issuing the AA rated system revenue bonds in the 
November 2008 with an estimated 5.27% annual interest rate and a term of 30 years.  While the total 
project cost is $159.3, the total issuance cost will be $185.2 million, including $1.5 million for costs of 
issuance and $24.4 million for capitalized interest.  The university estimates annual debt service payments 
of $9.8 million from 2009 to 2011 and $13 million starting in 2012, with a 30-year total cost of $375.7 
million.  UA projects that the 2 new residence halls will be constructed to last 50 to 75 years, while the 
debt payment schedule spans 30 years.   
 
UA anticipates annual operating and maintenance costs of $3.9 million when the project in completed, 
which will be covered by university Auxiliary Funds.  This cost includes utilities at $1.6 million, 
residence life personnel at $1.7 million, and other operating costs at $600,000. 
 
Debt Ratios 
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 2 projects would increase the UA debt ratio by 0.82%.  The 
current ratio is 5.14% and the adjusted debt service ratio would total 5.96%. 
 
CMAR 
UA would contract both the Residence Life Building Renewal and the Sixth Street Residence Halls bond 
projects 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 qualifications alone or on a 
combination of qualifications and price.   
 
Additionally, CMAR defines a Guaranteed Maximum Price (GMP), 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.  The GMP has already been obtained and is within the 
projects’ budgets. 
 
RS/KCS:ss 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Eric Jorgensen, Principal Fiscal Analyst 
 
SUBJECT: University of Arizona – Enterprise Systems Replacement (Mosaic) Project -- Agency 

Request (Information Only) 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with system revenue 
bonds.  The University of Arizona (UA) requests Committee review of its proposed Enterprise Systems 
Replacement Project to be financed with a $33.3 million system revenue bond issuance.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, 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.  Redirecting indirect cost recovery funds could be viewed as a means to 

reduce FY 2009 budget shortfalls.  UA proposes to use these funds to fund most of the project. 
 
Standard University Financing Provisions 
• UA 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.  UA shall also report to the Committee before any reallocation exceeding 
$500,000 among the individual planned project components. 
 

• UA 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, UA 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. 
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• 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 
 
In July 2008, UA began its “Mosaic” project to replace its major computer systems, including its 
financial, research administration, student and human resources/payroll systems.  These systems will be 
replaced with “off-the-shelf” products that will be customized and integrated with each other and other 
existing systems.  The project also includes new software for “Business Intelligence,” which would allow 
increased access to data stored in the systems.   
 
UA estimates the useful life of these new systems at 15 to 20 years.  Their current systems have been in 
place between 20 and 26 years.  While the current technology is at the end of its expected life, the existing 
systems do appear to be in usable form.  JLBC Staff has asked UA for additional justification for 
proceeding with the project at the present time. 
 
Based on UA’s budget documents, excluding ongoing costs, the start-up and development costs are about 
$46.6 million.  This amount includes a contingency of $9.1 million.  This cost is similar to the cost of the 
enterprise system replacement project conducted over the past 7 years by the Arizona State Retirement 
System at $46.5 million. 
 
UA has attempted to ensure their estimates provided to the Committee are reasonable by utilizing an 
independent consultant with experience in similar projects.  At this time, the project has an anticipated 
completion date of June 2012. 
 
Financing 
The financed amount includes $271,500 for issuance costs and $33.0 million for project costs.  UA plans 
on issuing the Aa3/AA rated system revenue bonds in 2 series in November 2008 and July 2009 with an 
estimated 4.8% annual interest rate and a term of 15 years.  While UA uses a single fixed rate as the 
estimate, they have stated that they may issue some or all of the bonds with a variable rate.  The 
university estimates an average annual debt service cost of $3.3 million with a 15-year total cost of $47.1 
million.  
 
The financed portion of the project will be funded from 2 separate revenue streams, with $1.7 million 
annually, or 50% of the debt service, coming from UA’s Indirect Cost Recovery Fund.  The remaining 
$1.7 million will come from an administrative services charge.  JLBC Staff has asked for clarification on 
the source of the administrative services charge. 
 
Including operating costs, UA estimates the total 5-year project cost at $89.4 million.  The non-financed 
$56.1 million would be paid from various revenue sources including tuition, indirect cost recovery, 
investment income, administrative service charges and other funds over the course of 5 years.  This 
includes the first 2 years of ongoing operational costs, estimated at $9.6 million annually.  Ongoing 
operating costs include annual software licensing fees and upgrades, training, and additional technical and 
business staff. 
 
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 $33.3 million system revenue bond issuance would increase 
the UA debt ratio from 5.96% to 6.05%. 
 
RS/EJ:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
   Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: University of Arizona – Energy Bonds -- Agency Request (Information Only)  
 
Request 
 
A.R.S. § 15-1682.02 requires Committee review of any university projects using indirect debt financing 
(also known as third party financing).  The University of Arizona (UA) requests Committee review of 
their proposal to enter into a capital lease agreement with General Electric (GE) Government Finance 
Inc., or another third party financing company, through a Request for Proposal (RFP) process.  GE will 
issue $2.3 million in Clean Renewable Energy Bonds (CREBs) on behalf of UA in order for them to 
purchase renewable energy generation equipment.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.  
 
At the time the vote is taken, the Committee has at least the following 2 options:   
 
1. A favorable review. 
 
2. An unfavorable review.  Redirecting indirect cost recovery funds could be viewed as a means to 

reduce the FY 2009 budget shortfall.  UA proposes to use these funds to make the annual debt 
service payments.   

 
Under either option, JLBC Staff recommends that this does not constitute endorsement of any level of 
General Fund appropriations for purchase of the energy equipment, the annual debt service payments, or 
any operations and maintenance costs when the project is complete.   
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At its June 2008 meeting, the Committee favorably reviewed Arizona State University’s (ASU) Energy 
Performance Contract proposal.  Up for review and approval at this meeting is an Energy Performance 
Contract for the Arizona Department of Corrections.  With an Energy Performance Contract, a non-profit 
organization issues debt for the agency in order for them to purchase energy conservation equipment.  
The non-profit has the fiscal obligation of paying the annual debt service payments through annual utility 
cost avoidances so the state is not responsible for the debt service.   
 
In comparison, UA is proposing to enter into a contract in which the third party will issue debt on their 
behalf for them to purchase energy conservation equipment, but UA is responsible for the principal 
portion of the annual debt service payments and also a small portion of the interest payments.  The reason 
UA is not proposing an Energy Performance Contract is because the estimated annual utility cost 
avoidances are not great enough to cover the annual debt service payments.   
 
Analysis 
 
Through an RFP process, GE was selected by UA to be their financing institution for capital leases.  The 
vendor is eligible to issue CREBs through the Federal Energy Policy Act created by the federal 
government in 2005 because they are a cooperative electric company.  The goal of this program is to 
provide subsidies for government entities to invest in renewable energy generation such as solar energy.   
 
The university’s College of Agriculture and Life Sciences in cooperation with their energy consultant, 
Arizona Public Service Energy Services Company, Inc., submitted 6 proposals to the federal government 
in July 2007 requesting to secure CREBs for 6 of their facilities, and the federal government granted all 6 
applications.  According to UA, they are pursuing this project to promote a positive environmental 
stewardship regarding renewable energy, reduce their overall carbon footprint, educate the student body 
regarding solar photovoltaic systems, and facilitate the development of solar energy through research and 
local partnerships.   
 
It is estimated that these improvements will collectively generate $45,000 in annual utility savings at all 6 
sites.  The average annual electrical utility cost at 5 of the 6 facilities is currently $126,400 (the 6th facility 
has not been constructed yet).  
 
Construction Costs 
UA plans on purchasing $2.3 million worth of renewable energy generation equipment to install at 6 
various Agricultural Centers located around the state.  The equipment that will be purchased are 
integrated solar panels electric producing units (also known as photovoltaic arrays), which will convert 
solar energy into direct current energy.  Support frames, electrical cabling, metering, and inverters will 
also be purchased to convert the direct current energy into useable alternating current electricity.  
Construction is expected to be completed in April 2009.  The following shows the cost for each center 
along with its location:  
 
• Red Rock Agricultural Center (Marana)  $   703,500 
• Maricopa Agricultural Center (Maricopa)       314,900 
• Veterinary Diagnostic Lab (Tucson)       381,200 
• Campus Agricultural Center (Tucson)       396,600 
• Groseta Education Center (Camp Verde)         87,600 
• Yuma Agricultural Center (Yuma)        376,900 

$2,260,700 
 
According to the university, the electrical usage and needs of each facility was reviewed and outside 
vendors were invited to submit cost estimates for each project in order to form each project’s budget.    
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Financing  
The private vendor will issue $2.3 million in CREBs on behalf of UA in order for them to purchase 
renewable energy generation equipment.  The federal CREBs financing program allows the vendor to 
charge UA a small portion of the interest rate they would receive.  The vendor is expecting to receive an 
interest rate of 7.7% for this proposal of which UA will be responsible for 2%.  If UA were to use 
traditional capital financing instead, they would expect to receive an interest rate of almost 4% higher 
than the 2% rate.  The vendor is responsible for paying their 5.7% portion of the interest rate, but this cost 
will be fully offset through a federal tax credit because CREBs are a form of “tax credit’ bonds.   
 
The $2.3 million CREBs issuance would be tax-exempt and includes $20,000 in 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, and UA is responsible for 2% of the total interest rate.  
UA will purchase and hold title of the equipment, and the vendor will have a security interest in the 
equipment until the lease is paid off.   
 
UA’s total interest over the 15-year period would be about $419,000, which means total principal and 
total interest would equal $2.7 million.  Annual debt service payments owed by UA to the vendor would 
be $186,200 and would be paid for by UA’s indirect cost recovery funds, which are the costs of providing 
overhead and supporting services in administering federal grants and contracts.  The vendor will annually 
pay about $82,500 in interest payments, or a total of $1.2 million over the life of the bond, which will be 
offset through annual tax credits.  
 
RS/LMc:sls 
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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Arizona State University - Interdisciplinary Science and Technology Building 4 Bond 

Project -- Agency Request (Information Only) 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with system revenue 
bonds.  Arizona State University (ASU) requests Committee review of its proposed Interdisciplinary 
Science and Technology Building 4 to be financed with a $185.0 million system revenue bond issuance.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.  
 
At the time the vote is taken, 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.  Redirecting indirect cost recovery and tuition funds could be viewed as a 

means to reduce the FY 2009 budget shortfall.  ASU proposes to use these funds to make over half 
of the annual debt service payments. 

 
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. 
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• 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.   

 
Analysis 
 
ASU plans to construct a new 293,000 square foot, 8-level, Interdisciplinary Science and Technology 
Building on its Main Campus to house the School of Earth and Space Exploration, a number of Fulton 
School of Engineering research programs, and certain research units from the College of Liberal Arts and 
Sciences.  The School of Earth and Space Exploration includes earth and planetary scientists and 
astronomers.  The building would also include environmental engineering, energy research, and various 
chemistry and bioscience research programs.  ASU states that these research areas will provide the 
university with the capacity to win funding for large scale interdisciplinary projects in the areas of climate 
science, energy sources, and earth systems that require specific infrastructure needs not readily available 
on its campus.  
 
The proposed project will consist of lab space, offices, and a 250-seat auditorium and gallery area.  The 
auditorium space will be used for university classrooms, K-12 educational programs, and for-profit public 
events.  The building will include 73 dry lab modules, 81 wet lab modules, 15 general purpose lab 
modules, and 60 faculty offices for approximately 360 research assistant and graduate students, 60 faculty 
members, and 120 post-doctoral students. 
 
Financing 
The total cost for the project is $187.0 million, with $2.0 million for issuance costs and $185.0 million for 
project costs.  ASU plans on issuing Aa3/AA rated system revenue bonds for the project in the spring or 
summer of 2009 with an estimated 5.5% annual interest rate and a term of 30 years.  The university 
estimates an average annual debt service cost of $12.9 million with a 30-year total cost of $386.0 million.   
 
The building will be funded from 4 separate revenue streams, with $6.6 million, or 51%, annually coming 
from ASU’s Indirect Cost Recovery Fund.  In FY 2008, ASU received approximately $41.2 million from 
that fund.  ASU indicates that indirect cost recovery revenues have grown 76% from FY 2003 to 
FY 2008.  The remaining annual revenue consists of $2.5 million from the Proposition 301 Technology 
Research Initiative Fund, $2.3 million from tuition revenues, and $1.5 million from other local revenues.   
 
ASU plans on requesting state General Fund monies for estimated annual operating and maintenance 
costs of $4.0 million when the project is completed in November 2010.  ASU noted that they have the 
ability to cover these costs with projected indirect costs if state funds are not available. 
 
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 $187.0 million system revenue bond issuance would increase 
the ASU debt ratio from 5.7% to 6.41%.  As a measure of overall debt, however, the ratio’s usefulness is 
limited since the recent $1 billion in lottery debt financing was statutorily exempt from the calculation. 
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Construction Costs 
Total project costs are estimated at $185.0 million, which includes direct construction costs, architect 
fees, furniture and equipment costs, and contingency fees.  The direct construction costs total $134.0 
million, which includes construction labor and material costs only.  The total cost per square foot for the 
building would be $631 and a direct construction cost per square foot of $457.  In comparison, the 2005 
Science Building had a direct construction cost of $300 per square foot.  ASU notes that the higher cost 
reflects increases in construction goods and services.  Inflation probably cannot totally explain, however, 
a 50% increase in per square foot cost since 2005.  
 
ASU 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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DATE:  September 25, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Arizona State University – University Lottery Bond Projects - Building Renewal -- 

Agency Request (Information Only) 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
Arizona State University (ASU) requests Committee review of $34.4 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).  Additional 
information on this legislation can be found in Attachment 1.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee would have at least the following 2 options:   
 
1. A favorable review, with the university standard financing provisions (listed below). 
 
2. An unfavorable review.  Projected Lottery revenues may be insufficient to repay the estimated 

annual debt service payments. 
 
Under either option, the JLBC Staff recommends the provision that ASU submit a final debt service 
schedule and list of projects to the JLBC. 
 
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 
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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.   

 
• ASU shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  

The Committee may review these items depending on the substantive nature of the reallocation. 
 
Analysis 
 
The project is comprised of 5 types of renovation projects, at an estimated total cost of $33.6 million.  
Building renewal appropriations provide for the major maintenance and repair of state-owned buildings.  
The universities, however, have received about 12% of their building renewal formula over the last 10 
years.  ASU’s FY 2009 Building Renewal formula would have been approximately $28.2 million.  
 
The $33.6 million projects consist of 5 projects on its main and Polytechnic campuses including roof 
replacements, elevator refurbishment, and classroom building renovations.  The 27 roof replacements will 
incorporate replacement of mechanical systems located on roofs and asbestos abatement, with 1 
additional project consisting of a mechanical equipment replacement only.  ASU has 14 main electrical 
system replacements, which include removing significant electrical components and replacing them with 
code compliant equipment.  There will be 7 elevator refurbishment projects, some of which will include 
fire protection upgrades.  Stauffer Building A and B renovations will include deferred maintenance and 
minor classroom upgrades.  Lastly, ASU also plans on renovating its 476-seat Aravaipa auditorium on its 
Polytechnic campus.     
 
ASU allocated all $33.6 million among its 5 projects with no contingency monies, noting its intention to 
shift monies among projects once the final building or project assessment is developed not to exceed the 
total project cost.  The university standard financing provisions listed above include a requirement for 
ASU to submit for Committee review any reallocation above $500,000 between the individual projects 
depending on the substantive nature of the of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Of that amount, ABOR cannot issue more than $285.0 million in FY 2009 and not more than 
$500 million in FY 2010.  The annual debt service payments will be paid from the newly-created 
University Capital Improvement Lease-to-Own and Bond (UCI) Fund and will be comprised of 80% 
Lottery revenues and 20% state university system revenues, as required by the FY 2009 Education BRB.   
 
Under the Lottery financing proposal, the prior caps on Lottery advertising have been removed.  As a 
result, advertising expenditures are projected to increase from $11.0 million to $20.2 million.  Along with 
other modifications, the Lottery Commission estimates that these changes will increase Lottery proceeds 
by $103.2 million, or 22%, in FY 2009.  After accounting for prizes, this would result in $12.7 million 
more for Lottery beneficiaries.   
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All current Lottery beneficiaries will continue to receive their current funding allocations with one 
exception.  Local mass transit projects will receive $9.5 million instead of $18 million.  Most of the 
growth will be deposited in the UCI Fund.  It is uncertain whether these proposed changes will generate 
the percent increase in proceeds as forecast by the Commission.  Given this uncertainty, more than 20% 
of the debt service may need to be paid by university sources. 
 
Of the $1.0 billion amount, the FY 2009 Education BRB requires ABOR to allocate $470.0 million for 
construction of the University of Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to 
determine the distribution of the remaining funds.  Of the remaining $530.0 million, ABOR plans on 
allocating $20 million to ASU’s School of Construction and $170.0 million to each of the 3 universities 
for building renewal and new construction projects.  This project represents a single ASU issuance, which 
is $34.4 million of ASU’s $170.0 million allocation. 
 
The total cost for the project is $34.4 million, with $0.8 million for issuance costs and $33.6 million for 
project costs.  ASU plans on issuing A1/AA- rated system revenue bonds in the winter of 2009 with an 
estimated 5% annual interest rate and a term of 20 years.  The university estimates an average annual debt 
service cost of $2.9 million with a 20-year total cost of $58.4 million.   
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $2.3 million, or 80%, will come from state Lottery proceeds, while $0.6 
million will come from local university funds.  Given the uncertainty with Lottery proceeds as described 
above, local funds will likely need to provide more than their 20% share.  ASU plans to begin 
construction in October, while the bond issuance is not expected to occur until the winter of 2009.  ASU 
indicates they are using their current cash flow to cover immediate costs necessary to begin operations of 
its plan.  When the bonds are issued, it is intended that ASU will be repaid with its Lottery bond proceeds. 
 
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.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If this debt service was included in the calculation, however, the debt 
ratio would increase by 0.15% from the current 5.7% rate to a new debt ratio of 5.85%.
 
Construction Costs 
Total project costs are estimated at $33.6 million, which typically include direct construction costs, 
architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, ASU’s cost 
estimates are still preliminary and do not include contingency or direct construction costs.  Table 1 lists 
estimated capital costs and renovation scopes for the 5 projects associated with this phase.   
 

Table 1 

ASU Building Renewal Costs and Scopes 
Project Request Description 
Roof Replacement and Roof 

Mechanical Equipment 
$11,300,000 Replace roofs and mechanical equipment located on 

roofs. Includes roof and mechanical replacements for 28 
different buildings. 

Stauffer Buildings A and B 10,000,000 Renovate for use as swing space, life/safety upgrades, 
and new classroom space. 

Main Electrical System Replacements 5,800,000 Replace service entrance portions of the electrical 
systems. Includes replacements for 14 buildings.  

Aravaipa Auditorium 3,300,000 Renovate auditorium on Polytechnic campus. 

Elevator Refurbishment   3,200,000 Includes replacement of flooring, doors, and wall panels 
for elevators in 7 buildings.  

Total $33,600,000  
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ASU notes that some of their cost estimates have been developed using information from RS Means, a 
supplier of construction cost information, and historical comparable ASU projects. They also stated that 
once project design is complete, more cost information will be available.  Many of the proposed projects 
have a large range of project specifications, and comparable projects were not applicable to assess cost 
reasonableness.   
 
The Araviapa Auditorium 476-seat renovation project is estimated to cost $3.3 million, for a per seat cost 
of $6,900.  ASU’s 80-seat Pima room renovation project, as part of the Memorial Union renovations, cost 
approximately $600,000 (or $7,500 per seat).  When compared to the Pima room renovations, the 
Araviapa Auditorium costs appear reasonable.  The Stauffer A and B building projects will cost 
approximately $10.0 million, with $6.5 million of these costs dedicated to deferred maintenance projects.  
This project will consist of approximately 82,500 square feet, for a total cost per square foot of $121.  In 
comparison, ASU completed similar renovations on its Polytechnic campus in 2003, for a cost per square 
foot of $101.  Given increased cost of construction over 5 years, these costs appear reasonable.  
 
Procurement Method 
ASU is considering 3 different procurement methods for its 5 projects.  For its larger deferred 
maintenance projects, ASU plans on using the Construction Manager at Risk (CMAR) method.  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. 
 
ASU also plans to use Job Ordering Contracting (JOC) and design/bid/build procurement methods for its 
other projects depending on the size and nature of the project.  The JOC approach pre-qualifies 
contractors through a competitive selection process and bid estimates are prepared. According to ABOR 
policy, JOC-procured construction projects can only be used for projects with a maximum total cost of 
$2.0 million.  Under the design/bid/build method, the design and construction phases are separately 
contracted and done in sequence.  After design is complete, the construction phase requires a competitive 
bid process that awards the contract to the lowest responsible and responsive bidder.   
 
RS/LK:ss 
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Attachment 1 
University Lottery Capital Projects 

 
The FY 2009 Education BRB (Laws 2008, Chapter 287) authorized the Arizona Board of Regents 
(ABOR) to enter into lease-to-own and bond transactions up to a maximum of $1 billion to pay for 
building renewal projects and new facilities.  Of that amount, ABOR cannot issue more than $285 million 
in FY 2009 and not more than $500 million in FY 2010.   
 
Chapter 287 requires ABOR to allocate $470 million of the proceeds for construction of the University of 
Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to determine the distribution of the 
remaining funds.  Of the remaining $530 million in proceeds, ABOR plans on allocating $20 million to 
Arizona State University’s School of Construction and $170 million to each of the 3 universities for building 
renewal, deferred maintenance, and new construction projects.   
 
The annual debt service payments will be paid from the newly created University Capital Improvement Lease-
to-Own and Bond (UCI) Fund and will be comprised of 80% Lottery revenues and 20% state university 
system revenues, as required by Chapter 287.  The bill also provides that the monies distributed from the UCI 
Fund are exempt from the university debt limit calculations.  However, each university will be required to submit 
their debt limit calculations with and without this bonding package as part of their annual Capital Improvement 
Plans.    
 
To generate additional sales to pay the debt service, Chapter 287 removed the cap on Lottery advertising, 
which will effectively increase the level of advertising from $11 million to $20.2 million.  Chapter 287 
also appropriated $750,000 to allow Lottery staff to receive performance incentives, directly tied to sale 
objectives and agency sales goals.  Due to the elimination of the Lottery’s advertising cap and other 
procedural changes in the bill, the Lottery Commission expects to increase sales to pay for a deposit to the UCI 
Fund in FY 2009 and for their 80% portion of the annual debt service payments in FY 2010 and beyond.  
 
Beyond the statutory revisions, the Lottery Commission plans to implement several other administrative 
changes to increase sales: 
 
• Offer higher prizes and increase aggregate game payouts from 60% to 70%. 
• Increase utilization of “Lottery Express” machines, where customers are able to purchase all Lottery 

products.  These machines were first integrated into the traditional network of instant ticket vending 
machines in FY 2007. 

 
In FY 2008, the Lottery had estimated sales of $467.7 million (and preliminary actual sales of $472.9 
million).  Prior to the Chapter 287 changes, the JLBC Staff had forecast FY 2009 sales of $481.9 million.  
With the Chapter 287 revisions, the Lottery Commission estimates increasing its sales level to $576.1 
million.   
 
The Lottery Commission also forecasts further sales growth in future years as a result of the Chapter 287 
changes.  The Lottery anticipates sales will grow to $638.4 million by FY 2010 and $836.9 million by 
FY 2014.  (Please see Table 1.) 
 



 

 

After all Lottery revenue beneficiaries have received their statutory distributions, Chapter 287 requires up to $20 
million to be deposited into the UCI Fund in FY 2009.  Lottery is estimating that this fund will receive about 
$12.7 million in FY 2009.  Beginning in FY 2010, the additional Lottery revenues will be used for the debt 
service payments.   
 
If the Lottery is not able to generate enough additional sales revenue to meet its current statutory obligations and 
its portion of the annual debt service payments, the UCI’s fund balance can be drawn down to $10 million in 
order to make the annual debt service payments.  For example, the Lottery projects that $13.6 million in Lottery 
revenue will be available to make their debt service payment in FY 2010.  In comparison, Lottery’s 80% share of 
the $17.2 million debt service payment is projected to be $13.8 million.  This difference would be funded by 
reducing the balance in the UCI Fund (the $12.7 million expected to be deposited in FY 2009). 
 
The debt service payments are expected to begin in FY 2010.  Table 2 shows the debt service payments for 
FY 2010 to FY 2013 as projected by the Lottery Commission.  The annual debt service payments are expected 
to remain at the $66.4 million amount for 24 years after FY 2013.   
 

Table 2 
Income Available and 

Estimated Debt Service Payments 

 FY 2010 FY 2011 FY 2012 FY 2013 
     

Income Available1/ $13.6 $26.5 $41.1 $48.5 
     

Debt Service     
Lottery  (80%)2/ 13.8 25.4 41.6 53.1 
Univ. Rev. (20%)3/     3.4     6.4   10.4   13.3 
  Total Debt Service $17.2 $31.8 $52.0 $66.4 
____________ 
1/ Represents projected Lottery income available to UCI Fund. 
2/ Represents projected debt service payment from Lottery proceeds. 
3/ Represents projected debt service payment from university system revenues. 

 

Table 1 
Long Term Projections 

($ in Millions) 

  
Lottery 

Baseline Sales 1/  
Lottery Sales 

with Changes 2/ 
Beneficiaries 
Transfers 3/ 

Available for University 
Capital Funding 4/ 

FY 2010 $510.7 $638.4 $136.1 $13.6 
FY 2011 552.9 694.8 137.9 26.5 
FY 2012 600.2 759.1 139.8 41.4 
FY 2013 630.2 797.0 141.9 48.5 
FY 2014 661.8 836.9 144.1 55.8 
____________ 
1/ Lottery Commission Sales estimate without Chapter 287 or other changes. 
2/ Lottery Commission Sales estimate with Chapter 287 and other changes. 
3/ Beneficiary transfers up to and including the General Fund segment of the distribution formula. 
4/  These amounts are available to pay for 80% of the annual debt service payments for the newly authorized $1 billion 

University Bonding Package as required by Laws 2008, Chapter 287.  To the extent that these amounts are insufficient 
for the debt service requirement as shown in Table 2, the difference will be paid from the UCI Fund. 
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DATE:  September 30, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: University of Arizona – University Lottery Bond Projects - Building Renewal -- Agency 

Request (Information Only) 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
The University of Arizona (UA) requests Committee review of $68.5 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).  Additional 
information on this legislation can be found in Attachment 1.   
 
UA submitted their request after the deadline for the meeting, but the Chairman has decided to place this 
information-only item on the agenda so that members can learn about all 3 university proposals 
simultaneously. 
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee would have at least the following 2 options:   
 
1. A favorable review. 
 
2. An unfavorable review.  Projected Lottery revenues may be insufficient to repay the estimated 

annual debt service payments. 
 
Under either option, the JLBC Staff recommends the provision that UA submit a final debt service 
schedule and list of projects to the JLBC along with the following: 
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Standard University Financing Provisions 
• UA 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.  UA shall also report to the Committee before any reallocation exceeding 
$500,000 among the individual planned renovations, renewals, or extensions. 

 
• UA 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, UA 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.   

 
• UA shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  The 

Committee may review these items depending on the substantive nature of the reallocation. 
 
Analysis 
 
The project is comprised of 9 types of renovation projects, at an estimated total cost of $68.0 million.  
Building renewal appropriations provide for the major maintenance and repair of state-owned buildings.  
The universities, however, have received about 12% of their building renewal formula over the last 10 
years.  UA’s FY 2009 Building Renewal formula would have been approximately $44.2 million.  
 
The $68.0 million projects consist of $61.9 million on the UA main campus and $6.1 million for the UA 
Health Sciences campus.  These projects include utility hook-ups, transformer installations, heating, 
ventilation, and air conditioning (HVAC) replacement and repairs, and fire alarm and sprinkler upgrades.  
The 14 fire alarm and fire sprinkler system projects include new or replacement systems.  UA plans on a 
total of 18 code upgrades for approximately 9 electrical systems and 9 elevators.  There is 1 project for 
various transformer replacements across the main campus.  UA also has 16 HVAC replacement and duct 
work projects planned.  There are 43 buildings planned for mechanical and plumbing system repairs and 
replacements.  Roofing repairs and upgrades are planned for 27 buildings.  UA identified a total of 75 
buildings that are in need of structural repairs.  Lastly, UA plans on structural repairs for its football 
stadium. 
 
UA allocated all $68.0 million among its projects with no contingency monies, noting its intention to shift 
monies among projects once the final building or project assessment is developed not to exceed the total 
project cost.  The university standard financing provisions listed above include a requirement for UA to 
submit for Committee review any reallocation above $500,000 between the individual projects depending 
on the substantive nature of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Please see Attachment 1 for more information.  With the $470.0 million set aside for the 
Phoenix Medical School, ABOR plans on allocating $170.0 million to each of the 3 universities for 
building renewal and new construction projects.  This project represents a single UA issuance, which is 
$68.5 million of UA’s $170.0 million allocation. 
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The total cost for the project is $68.5 million, with $0.5 million for issuance costs and $68.0 million for 
project costs.  UA plans on issuing A1/AA-rated system revenue bonds in the winter of 2009 with an 
estimated 5% annual interest rate and a term of 20 years.  The average annual debt service is estimated to 
cost $5.8 million with a 20-year total cost of $116.1 million.   
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $4.6 million, or 80%, will come from state Lottery proceeds, while $1.2 
million will come from local university funds.  Given the uncertainty with Lottery proceeds as described 
in the ASU Building Renewal memo (Agenda Item 11B), local funds will likely need to provide more 
than their 20% share.  UA plans to begin construction in the Fall of 2008, while the bond issuance is not 
expected to occur until December 2009.  UA indicates they are planning on paying initial project costs 
with other fund sources.  When the bonds are issued, it is intended that UA will be repaid with its Lottery 
bond proceeds. 
 
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.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If this debt service was included in the calculation, however, the debt 
ratio would increase by 0.22% from the current 6.05% rate to a new debt ratio of 6.27%.  
 
Construction Costs 
Total project costs are estimated at $68.0 million, which typically include direct construction costs, 
architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, UA’s cost estimates 
are still preliminary and do not include contingency costs.  The direct construction costs total $62.2 
million, which includes construction labor and material costs only.
 
Table 1 lists estimated capital costs and renovation scopes for the 9 types of projects on UA’s Main and 
Health Sciences campus associated with this phase.     
 

Table 1 

UA Building Renewal Costs and Scopes 
Project Request Description 
Interior and Exterior Building 

Components  
$19,600,000 Various utility hook-ups and transformer installations on 

the main campus. 
Heating, Ventilation, and Air 

Conditioning 
17,820,000 HVAC equipment replacements and duct work in 16 

buildings.  
Fire Alarm and Fire Sprinklers 

Systems 
7,180,000 New, replaced, and repaired systems in 14 buildings.  

Mechanical System Repairs and 
Replacements 

7,127,800 Mechanical and plumbing improvements in 43 
buildings. 

Roofing Repairs 5,560,000 Roofing repairs and replacements on 27 buildings.  

Building Structural Repairs 3,650,000 The structural repairs are planned for 75 buildings.  
Electrical Code Upgrades 2,634,200 Replacement and upgrades of switchboards, switches, 

battery systems and emergency generator systems.  
Includes work on 9 buildings. 

Football Stadium Structural Repairs 2,400,000 Structural repairs. 

Elevator Code Compliance Upgrades  2,028,000 Repair and replacements of shafts, hydraulics, fire 
alarms, and controls systems.  Includes work in 9 
buildings. 

 Total $68,000,000  
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UA notes that costs for large, complex projects were developed using independent cost estimates from 
specialty consultants and contractors, which considered square footage and regional cost data.  Costs for 
smaller and less complex projects were based on recent UA projects.  Lastly, equipment costs were 
estimated from available manufacturer price lists.  The proposed projects have a large range of project 
specifications, and comparable projects were not applicable to assess cost reasonableness.  
 
Procurement Method 
UA is considering 3 different procurement methods for its 9 projects.  Most of the projects will be 
procured using Job Ordering Contracting (JOC).  The JOC method pre-qualifies contractors through a 
competitive selection process where bid estimates are prepared.  According to ABOR policy, JOC-
procured construction projects can only be used for projects with a maximum total cost of $2.0 million.  
The remaining projects will be procured using the Construction Manager at Risk (CMAR) and 
design/bid/build methods.   
 
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.  Under the design/bid/build method, the design and construction phases are 
separately contracted and done in sequence.  After design is complete, the construction phase requires a 
competitive bid process that awards the contract to the lowest responsible and responsive bidder.   
 
LK:sls 
Attachment 
 

 



 

(Continued) 

Attachment 1 
University Lottery Capital Projects 

 
The FY 2009 Education BRB (Laws 2008, Chapter 287) authorized the Arizona Board of Regents 
(ABOR) to enter into lease-to-own and bond transactions up to a maximum of $1 billion to pay for 
building renewal projects and new facilities.  Of that amount, ABOR cannot issue more than $285 million 
in FY 2009 and not more than $500 million in FY 2010.   
 
Chapter 287 requires ABOR to allocate $470 million of the proceeds for construction of the University of 
Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to determine the distribution of the 
remaining funds.  Of the remaining $530 million in proceeds, ABOR plans on allocating $20 million to 
Arizona State University’s School of Construction and $170 million to each of the 3 universities for building 
renewal, deferred maintenance, and new construction projects.   
 
The annual debt service payments will be paid from the newly created University Capital Improvement Lease-
to-Own and Bond (UCI) Fund and will be comprised of 80% Lottery revenues and 20% state university 
system revenues, as required by Chapter 287.  The bill also provides that the monies distributed from the UCI 
Fund are exempt from the university debt limit calculations.  However, each university will be required to submit 
their debt limit calculations with and without this bonding package as part of their annual Capital Improvement 
Plans.    
 
To generate additional sales to pay the debt service, Chapter 287 removed the cap on Lottery advertising, 
which will effectively increase the level of advertising from $11 million to $20.2 million.  Chapter 287 
also appropriated $750,000 to allow Lottery staff to receive performance incentives, directly tied to sale 
objectives and agency sales goals.  Due to the elimination of the Lottery’s advertising cap and other 
procedural changes in the bill, the Lottery Commission expects to increase sales to pay for a deposit to the UCI 
Fund in FY 2009 and for their 80% portion of the annual debt service payments in FY 2010 and beyond.  
 
Beyond the statutory revisions, the Lottery Commission plans to implement several other administrative 
changes to increase sales: 
 
• Offer higher prizes and increase aggregate game payouts from 60% to 70%. 
• Increase utilization of “Lottery Express” machines, where customers are able to purchase all Lottery 

products.  These machines were first integrated into the traditional network of instant ticket vending 
machines in FY 2007. 

 
In FY 2008, the Lottery had estimated sales of $467.7 million (and preliminary actual sales of $472.9 
million).  Prior to the Chapter 287 changes, the JLBC Staff had forecast FY 2009 sales of $481.9 million.  
With the Chapter 287 revisions, the Lottery Commission estimates increasing its sales level to $576.1 
million.   
 
The Lottery Commission also forecasts further sales growth in future years as a result of the Chapter 287 
changes.  The Lottery anticipates sales will grow to $638.4 million by FY 2010 and $836.9 million by 
FY 2014.  (Please see Table 1.) 
 



 

 

After all Lottery revenue beneficiaries have received their statutory distributions, Chapter 287 requires up to $20 
million to be deposited into the UCI Fund in FY 2009.  Lottery is estimating that this fund will receive about 
$12.7 million in FY 2009.  Beginning in FY 2010, the additional Lottery revenues will be used for the debt 
service payments.   
 
If the Lottery is not able to generate enough additional sales revenue to meet its current statutory obligations and 
its portion of the annual debt service payments, the UCI’s fund balance can be drawn down to $10 million in 
order to make the annual debt service payments.  For example, the Lottery projects that $13.6 million in Lottery 
revenue will be available to make their debt service payment in FY 2010.  In comparison, Lottery’s 80% share of 
the $17.2 million debt service payment is projected to be $13.8 million.  This difference would be funded by 
reducing the balance in the UCI Fund (the $12.7 million expected to be deposited in FY 2009). 
 
The debt service payments are expected to begin in FY 2010.  Table 2 shows the debt service payments for 
FY 2010 to FY 2013 as projected by the Lottery Commission.  The annual debt service payments are expected 
to remain at the $66.4 million amount for 24 years after FY 2013.   
 

Table 2 
Income Available and 

Estimated Debt Service Payments 

 FY 2010 FY 2011 FY 2012 FY 2013 
     

Income Available1/ $13.6 $26.5 $41.1 $48.5 
     

Debt Service     
Lottery  (80%)2/ 13.8 25.4 41.6 53.1 
Univ. Rev. (20%)3/     3.4     6.4   10.4   13.3 
  Total Debt Service $17.2 $31.8 $52.0 $66.4 
____________ 
1/ Represents projected Lottery income available to UCI Fund. 
2/ Represents projected debt service payment from Lottery proceeds. 
3/ Represents projected debt service payment from university system revenues. 

 

Table 1 
Long Term Projections 

($ in Millions) 

  
Lottery 

Baseline Sales 1/  
Lottery Sales 

with Changes 2/ 
Beneficiaries 
Transfers 3/ 

Available for University 
Capital Funding 4/ 

FY 2010 $510.7 $638.4 $136.1 $13.6 
FY 2011 552.9 694.8 137.9 26.5 
FY 2012 600.2 759.1 139.8 41.4 
FY 2013 630.2 797.0 141.9 48.5 
FY 2014 661.8 836.9 144.1 55.8 
____________ 
1/ Lottery Commission Sales estimate without Chapter 287 or other changes. 
2/ Lottery Commission Sales estimate with Chapter 287 and other changes. 
3/ Beneficiary transfers up to and including the General Fund segment of the distribution formula. 
4/  These amounts are available to pay for 80% of the annual debt service payments for the newly authorized $1 billion 

University Bonding Package as required by Laws 2008, Chapter 287.  To the extent that these amounts are insufficient 
for the debt service requirement as shown in Table 2, the difference will be paid from the UCI Fund. 
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DATE:  September 30, 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 – University Lottery Bond Projects - Building Renewal -- 

Agency Request (Information Only) 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
Northern Arizona University (NAU) requests Committee review of $64.8 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).  Additional 
information on this legislation can be found in Attachment 1.   
 
NAU submitted their request after the deadline for the meeting, but the Chairman has decided to place 
this information-only item on the agenda so that members can learn about all 3 university proposals 
simultaneously. 
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee would have at least the following 2 options:   
 
1. A favorable review. 
 
2. An unfavorable review.  Projected Lottery revenues may be insufficient to repay the estimated 

annual debt service payments. 
 
Under either option, the JLBC Staff recommends the provision that NAU submit a final debt service 
schedule and list of projects to the JLBC along with the following: 
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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.  

 
• NAU shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  

The Committee may review these items depending on the substantive nature of the reallocation. 
 
Analysis 
 
The project is comprised of 5 renovation projects, at an estimated total cost of $64.1 million.  Building 
renewal appropriations provide for the major maintenance and repair of state-owned buildings.  The 
universities, however, have received about 12% of their building renewal formula over the last 10 years.  
NAU’s FY 2009 Building Renewal formula would have been approximately $10.4 million.  
 
The $64.1 million projects include roof, mechanical, and electrical replacements in addition to classroom 
building and stadium renovations on NAU’s Flagstaff campus.  NAU identified their costs by building 
rather than project types.  The Hotel and Restaurant Management (HRM) Building renovation would 
convert the old Inn at NAU hotel rooms and dining areas to classroom and lab space.  The Liberal Arts 
Building project includes roof, mechanical, and electrical system replacements in addition to classroom 
renovations.  The North Union Building project addresses aging wiring, sprinkling, and mechanical code 
issues.  NAU has planned a utilities retrofit project for its North Campus, which would include plumbing 
and electrical improvements that are intended to improve capacity.  Lastly, NAU’s Skydome renovation 
will address deficiencies such as seating, handrails, and wheelchair spaces in addition to electrical, 
mechanical, and water issues.       
 
NAU allocated all $64.1 million among its 5 projects with no contingency monies, noting its intention to 
shift monies among projects once the final building or project assessment is developed, not to exceed the 
total project cost.  The university standard financing provisions listed above include a requirement for 
NAU to submit for Committee review any reallocation above $500,000 between the individual projects 
depending on the substantive nature of the of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Please see Attachment 1 for more information.  With $470.0 million set aside for the Phoenix 
Medical School, ABOR plans on allocating $170.0 million to each of the 3 universities for building 
renewal and new construction projects.  This project represents a single NAU issuance, which is $64.8 
million of NAU’s $170.0 million allocation. 
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The total cost for the project is $64.8 million, with $0.7 million for issuance costs and $64.1 million for 
project costs.  NAU plans on issuing A/A3-rated system revenue bonds in February 2009 with an 
estimated 5% annual interest rate and a term of 20 years.  It is unclear why NAU is assuming a 5% 
interest rate, as both Arizona State University and University of Arizona have also assumed a 5% interest 
rate for their proposed Lottery project issuances and have better credit ratings than NAU.  The average 
annual debt service is estimated to cost $5.5 million with a 20-year total cost of $110.1 million.    
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $4.4 million, or 80%, will come from state Lottery proceeds, while $1.1 
million will come from local university funds.  Given the uncertainty with Lottery proceeds as described 
in the ASU Building Renewal memo (Agenda Item 11B), local funds will likely need to provide more 
than their 20% share.  NAU plans to begin construction in January, while the bond issuance is not 
expected to occur until February 2009.  NAU indicates they are planning on paying initial project costs 
with other fund sources.  When the bonds are issued, it is intended that NAU will be repaid with its 
Lottery bond proceeds. 
 
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.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If this debt service was included in the calculation, however, the debt 
ratio would increase by 1.6% from the current 5.16% rate to a new debt ratio of 6.76%. 
 
Construction Costs 
Total project costs are estimated at $64.1 million, which typically include direct construction costs, 
architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, NAU’s cost 
estimates are still preliminary and do not include contingency costs.  The direct construction costs total 
$52.9 million, which includes construction labor and material costs only. 
 

Table 1 
NAU Building Renewal Costs and Scopes 

 
Project Request Description 
North Campus Utility Upgrade  
 (Phase 1) 

$22,000,000 Project would upgrade plumbing; electrical; lighting; and heating, 
ventilation, and air conditioning (HVAC) systems.  Improvements 
to the underground delivery system and capacity are also planned.  

Skydome Renovation 21,900,000 Addresses deficiencies including seating, handrails, and wheelchair 
space.  Upgrades would include electrical and mechanical systems 
in addition to installing a fire suppression system.  NAU also plans 
to remodel the men and women’s locker rooms.   

Liberal Arts Building Renovation 8,900,000 Project includes roof replacement, HVAC system upgrades, and 
fire sprinklers installation.  NAU also plans on classroom 
renovations including flooring and lighting. 

HRM Renovations at the old Inn at NAU 7,340,000 15 hotel rooms would be converted to classrooms, 3 hotel rooms 
would be converted to student lab space, and the kitchen would be 
expanded and remodeled for a lab.   

North Union Building Renovation   4,000,000 Fire sprinklers would be installed throughout the building. Ingress 
and egress issues would also be addressed.  

 Total $64,140,000  
 
NAU hired design consultants for building and utility assessments to develop cost estimates for its 
projects.  The costs for the North Union building were based on preliminary design work and cost 
estimates in 2007, which were escalated for 2008.  Many of the proposed projects have a large range of 
project specifications, and comparable projects were not applicable to assess cost reasonableness.   
 
The 55,900 square foot Liberal Arts Building renovation project is estimated to cost a total of $8.9 
million, with a direct construction cost of $7.2 million.  Of this amount, $5.0 million represents the total 
project cost for classroom renovations, with $4.1 million for direct construction costs.  The proposed 
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classroom renovations are planned on the first and second floors for a total square footage of 38,300.  The 
total cost per square foot is $130, while the direct construction cost per square foot is $107.  The 
Committee recently favorably reviewed NAU’s School of Communications Building renovation at a 
direct construction cost per square of $111.  When compared to the School of Communications project, 
the costs for the Liberal Arts Building renovation appear reasonable. 
 
The HRM Building is estimated to cost a total of $7.3 million, with a direct construction cost of $6.1 
million.  The building is currently 14,600 square feet and NAU is proposing to add 5,300 square feet, for 
new square footage of 19,900.  The total construction cost per square foot is $369, with a direct 
construction cost per square foot of $305.  This project will renovate the existing Inn at NAU into 
classroom, lab, and kitchen space.  While this project is unique, NAU’s 2007 Union Dining Expansion, 
which was favorably reviewed by the Committee, included both kitchen and student space.  The direct 
construction cost per square foot was $278.  It is unclear if the costs for the HRM Building appear 
reasonable given the differences between the proposed project and the 2007 dining expansion project.   
 
Procurement Method 
NAU would contract all bond projects 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.   
 
LK:sls 
Attachment 



 

(Continued) 

Attachment 1 
University Lottery Capital Projects 

 
The FY 2009 Education BRB (Laws 2008, Chapter 287) authorized the Arizona Board of Regents 
(ABOR) to enter into lease-to-own and bond transactions up to a maximum of $1 billion to pay for 
building renewal projects and new facilities.  Of that amount, ABOR cannot issue more than $285 million 
in FY 2009 and not more than $500 million in FY 2010.   
 
Chapter 287 requires ABOR to allocate $470 million of the proceeds for construction of the University of 
Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to determine the distribution of the 
remaining funds.  Of the remaining $530 million in proceeds, ABOR plans on allocating $20 million to 
Arizona State University’s School of Construction and $170 million to each of the 3 universities for building 
renewal, deferred maintenance, and new construction projects.   
 
The annual debt service payments will be paid from the newly created University Capital Improvement Lease-
to-Own and Bond (UCI) Fund and will be comprised of 80% Lottery revenues and 20% state university 
system revenues, as required by Chapter 287.  The bill also provides that the monies distributed from the UCI 
Fund are exempt from the university debt limit calculations.  However, each university will be required to submit 
their debt limit calculations with and without this bonding package as part of their annual Capital Improvement 
Plans.    
 
To generate additional sales to pay the debt service, Chapter 287 removed the cap on Lottery advertising, 
which will effectively increase the level of advertising from $11 million to $20.2 million.  Chapter 287 
also appropriated $750,000 to allow Lottery staff to receive performance incentives, directly tied to sale 
objectives and agency sales goals.  Due to the elimination of the Lottery’s advertising cap and other 
procedural changes in the bill, the Lottery Commission expects to increase sales to pay for a deposit to the UCI 
Fund in FY 2009 and for their 80% portion of the annual debt service payments in FY 2010 and beyond.  
 
Beyond the statutory revisions, the Lottery Commission plans to implement several other administrative 
changes to increase sales: 
 
• Offer higher prizes and increase aggregate game payouts from 60% to 70%. 
• Increase utilization of “Lottery Express” machines, where customers are able to purchase all Lottery 

products.  These machines were first integrated into the traditional network of instant ticket vending 
machines in FY 2007. 

 
In FY 2008, the Lottery had estimated sales of $467.7 million (and preliminary actual sales of $472.9 
million).  Prior to the Chapter 287 changes, the JLBC Staff had forecast FY 2009 sales of $481.9 million.  
With the Chapter 287 revisions, the Lottery Commission estimates increasing its sales level to $576.1 
million.   
 
The Lottery Commission also forecasts further sales growth in future years as a result of the Chapter 287 
changes.  The Lottery anticipates sales will grow to $638.4 million by FY 2010 and $836.9 million by 
FY 2014.  (Please see Table 1.) 
 



 

 

After all Lottery revenue beneficiaries have received their statutory distributions, Chapter 287 requires up to $20 
million to be deposited into the UCI Fund in FY 2009.  Lottery is estimating that this fund will receive about 
$12.7 million in FY 2009.  Beginning in FY 2010, the additional Lottery revenues will be used for the debt 
service payments.   
 
If the Lottery is not able to generate enough additional sales revenue to meet its current statutory obligations and 
its portion of the annual debt service payments, the UCI’s fund balance can be drawn down to $10 million in 
order to make the annual debt service payments.  For example, the Lottery projects that $13.6 million in Lottery 
revenue will be available to make their debt service payment in FY 2010.  In comparison, Lottery’s 80% share of 
the $17.2 million debt service payment is projected to be $13.8 million.  This difference would be funded by 
reducing the balance in the UCI Fund (the $12.7 million expected to be deposited in FY 2009). 
 
The debt service payments are expected to begin in FY 2010.  Table 2 shows the debt service payments for 
FY 2010 to FY 2013 as projected by the Lottery Commission.  The annual debt service payments are expected 
to remain at the $66.4 million amount for 24 years after FY 2013.   
 

Table 2 
Income Available and 

Estimated Debt Service Payments 

 FY 2010 FY 2011 FY 2012 FY 2013 
     

Income Available1/ $13.6 $26.5 $41.1 $48.5 
     

Debt Service     
Lottery  (80%)2/ 13.8 25.4 41.6 53.1 
Univ. Rev. (20%)3/     3.4     6.4   10.4   13.3 
  Total Debt Service $17.2 $31.8 $52.0 $66.4 
____________ 
1/ Represents projected Lottery income available to UCI Fund. 
2/ Represents projected debt service payment from Lottery proceeds. 
3/ Represents projected debt service payment from university system revenues. 

 

Table 1 
Long Term Projections 

($ in Millions) 

  
Lottery 

Baseline Sales 1/  
Lottery Sales 

with Changes 2/ 
Beneficiaries 
Transfers 3/ 

Available for University 
Capital Funding 4/ 

FY 2010 $510.7 $638.4 $136.1 $13.6 
FY 2011 552.9 694.8 137.9 26.5 
FY 2012 600.2 759.1 139.8 41.4 
FY 2013 630.2 797.0 141.9 48.5 
FY 2014 661.8 836.9 144.1 55.8 
____________ 
1/ Lottery Commission Sales estimate without Chapter 287 or other changes. 
2/ Lottery Commission Sales estimate with Chapter 287 and other changes. 
3/ Beneficiary transfers up to and including the General Fund segment of the distribution formula. 
4/  These amounts are available to pay for 80% of the annual debt service payments for the newly authorized $1 billion 

University Bonding Package as required by Laws 2008, Chapter 287.  To the extent that these amounts are insufficient 
for the debt service requirement as shown in Table 2, the difference will be paid from the UCI Fund. 
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