STATE OF ARIZONA

Joint Committee on Capital Review
STATE
SENATE

1716 WEST ADAMS
PHOENIX, ARIZONA 85007

RUSSELL K. PEARCE
CHAIRMAN 2009
PAULA ABOUD
AMANDA AGUIRRE
SYLVIA ALLEN
JORGE LUIS GARCIA
CHUCK GRAY
AL MELVIN

PHONE (602) 926-5491
FAX (602) 926-5416
http://www.azleg.gov/jlbc.htm

HOUSE OF
REPRESENTATIVES
JOHN KAVANAGH
CHAIRMAN 2010
RICH CRANDALL
DAVID LUJAN
JOHN MCCOMISH
NANCY MCLAIN
DAVID SCHAPIRA
KYRSTEN SINEMA

** R E V I S E D **
JOINT COMMITTEE ON CAPITAL REVIEW
Tuesday, March 23, 2010
8:00 A.M.
House Hearing Room 4

MEETING NOTICE

-

Call to Order

-

Approval of Minutes of January 26, 2010

-

DIRECTOR'S REPORT (if necessary).

1.

ARIZONA GAME AND FISH DEPARTMENT - Review of Flagstaff Shooting Range Land
Acquisition.

2.

MARICOPA COUNTY COMMUNITY COLLEGE DISTRICT - Review of General
Obligation Bond Issuance Project Changes.

2.

ARIZONA BOARD OF REGENTS - Review of Phoenix Biomedical Campus Projects.

The Chairman reserves the right to set the order of the agenda.
3/15/10
3/18/10
sls
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice. If you require accommodations, please contact the JLBC Office
at (602) 926-5491.
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MINUTES OF THE MEETING
JOINT COMMITTEE ON CAPITAL REVIEW
Tuesday, January 26, 2010
The Chairman called the meeting to order at 8:05 am., Tuesday, January 26, 2010 in House Hearing
Room 4. The following were present:
Members:

Representative Kavanagh, Chairman
Representative Crandall
Representative Lujan
Representative McComish
Representative McLain
Representative Schapira
Representative Sinema

Absent:

Senator Pearce, Vice Chairman
Senator Aboud
Senator Aguirre
Senator Allen
Senator Gray
Senator Melvin
Senator Garcia

APPROVAL OF MINUTES
Hearing no objections from the members of the Committee, Chairman John Kavanagh stated the minutes
of November 19, 2009 would stand approved.
ARIZONA DEPARTMENT OF ADMINISTRATION - Review of FY 2010 Emergency Building
Renewal Projects.
Ms. Leatta McLauglin, JLBC Staff, stated that this item is for review of 2 emergency building renewal
projects totaling $222,500. In FY 2010, the Arizona Department of Administration (ADOA) was
appropriated $1,000,000 to spend on emergency building renewal projects. The first item is $22,500 to
repair the chimney cap at the Department of Agriculture building at 1688 W. Adams, and the second
item is $200,000 to repair 2 cooling towers at 15 S. 15th Avenue. The JLBC Staff recommended a
favorable review.
Representative McLain moved that the Committee give a favorable review to ADOA’s 2 emergency
building renewal projects. The motion carried.
SCHOOL FACILITIES BOARD - Review of FY 2010 New School Construction Report
Mr. Jack Brown, JLBC Staff, stated that this item is the School Facilities Board (SFB) review of the
FY 2010 New School Construction Report, which includes demographic assumptions, proposed
construction schedule, and new school construction cost estimates. The Board estimates that it will
(Continued)

-2oversee 15 new school construction projects in FY 2010 for an estimated cost of $62.6 million dollars.
The JLBC Staff presented options to the Committee.
Senator Pearce moved that the Committee give a favorable review to SFB’s FY 2010 New School
Construction Report. The motion carried.
EXECUTIVE SESSION
Senator Pearce moved that the Committee go into Executive Session. The motion carried.
At 8:21 a.m. the Joint Committee on Capital Review (JCCR) went into Executive Session.
Senator Pearce moved that the Committee reconvene into open session. The motion carried.
At 9:02 a.m. the Committee reconvened into open session.
Arizona Department of Administration/State Department of Corrections - Review of Request for
a State Prison Concession Agreement per A.R.S. § 38-431.03A2.
Representative Kavanagh moved that the Committee give a favorable review to the Request for
Information for a State Prison Concession Agreement per A.R.S. § 38-431.03A2, with modified
provisions. The motion carried.
Without objection, the meeting adjourned at 9:05 a.m.
Respectfully submitted:

Sandy Schumacher, Secretary

Leatta McLaughlin, Principal Fiscal Analyst

Representative John Kavanagh, 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:

March 18, 2010

TO:

Representative John Kavanagh, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Ted Nelson, Assistant Fiscal Analyst

SUBJECT:

Arizona Game and Fish Department – Review of Flagstaff Area Shooting Range
Land Acquisition

Request
Pursuant to A.R.S. § 41-1252, the Arizona Game and Fish Department (AGFD) requests
Committee review of $1,120,000 to acquire land for the Flagstaff Area Shooting Range.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review of the department’s
request to purchase the land for the shooting range. These monies are not available to help
resolve the FY 2010 or FY 2011 budget shortfall due to federal regulations that restrict their use.
Analysis
A.R.S. § 41-1252 requires that the Committee review the expenditure of land acquisition
appropriations. Laws 2001, 1st Regular Session, Chapter 237, and Laws 2004, 2nd Regular
Session, Chapter 276 appropriated AGFD a total of $1,800,000 from the Game and Fish Capital
Improvement Fund for development of a shooting range in the Flagstaff area. The department is
seeking review of expenditures totaling $1,120,000 for the acquisition of real property. AGFD
expects to expend the remaining $680,000 for construction of the shooting range project in the
3rd quarter of FY 2011, which will still require Committee review before expenditure.
The department proposes to use $1,120,000 of the $1,800,000 Flagstaff Area Shooting Range
appropriation to secure a site within 30 miles of Flagstaff. A private parcel, Foster Ranch, has
been chosen for the shooting range, and the department wants to purchase the site for the
appraised value of $1,120,000. Foster Ranch is a 162 acre private land holding south of Winona;
(Continued)

-2located to the east of Flagstaff within 30 minutes from the I-40/I-17 exchange. In contrast to
other potential sites, AGFD reports that opposition from adjacent landowners and parties
interested in protecting cultural resources is minimal. Acquisition and design elements are also
most favorable at the Foster Ranch facility. As other sites are located on federal land, National
Environmental Policy Act requirements and the subsequent land exchange process could take
considerably more time than a private land acquisition.
RS/TN:sls
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DATE:

March 18, 2010

TO:

Representative John Kavanagh, Chairman
Members, Joint Committee on Capital Review

THRU:

Richard Stavneak, Director

FROM:

Kimberly Cordes-Sween, Assistant Director

SUBJECT:

Arizona Board of Regents – Review of Phoenix Biomedical Campus Projects

Request

A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.
Arizona State University (ASU), Northern Arizona University (NAU), and the University of Arizona
(UA) request Committee review of a $172.9 million issuance for the Phoenix Biomedical Campus.
Projects include the new Health Science Education Building and Arizona Biomedical Collaborative
Building 1 renovation. This issuance represents a portion of the $800 million University Lottery Bonding
package, as originally authorized by Laws 2008, Chapter 287.
Recommendation
The Committee has at least the following 3 options:
1.

A favorable review.

2.

A favorable review with the provision that the Arizona Board of Regents (ABOR) or the universities
would not request review of any of their remaining Chapter 287 bonding authority for the next 18
months. This provision is consistent with ABOR’s position to seek no additional lottery bonding
projects through August 2011 (see agency letter).

3.

An unfavorable review.

Under any option, the JLBC Staff recommends the following standard university financing provisions:
Standard University Financing Provisions
• ABOR shall report to the Committee before expenditure of any allocations that exceed the greater of
$5,000,000 or 10% of the reported contingency amount total for add-alternates that do not expand the
scope of the project.
(Continued)

-2•

ABOR shall submit for Committee review any allocations that exceed the greater of $1,000,000 or
10% of the reported contingency amount total for add-alternates that expand the scope of the project.
In case of an emergency, ABOR 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.

•

ABOR shall provide final debt service schedules for the Phoenix Biomedical Campus as soon as they
are available.

Analysis
The universities plan to complete 2 projects at the Phoenix Biomedical Campus located at 7th Street and
Van Buren, including a new Health Sciences and Education Building (HSEB) and partial renovation of
the Arizona Biomedical Collaborative Building (ABC 1).
The HSEB will be a new 265,000 square foot, 6-story building that will allow UA, ASU, and NAU to
provide expansion of healthcare professional education and training. The facility will include large
lecture halls, classrooms, clinical training suites, a simulation center, laboratories, a library and learning
center, and faculty and staff offices. When completed the building will house:
•
•
•
•
•

College of Medicine-Phoenix – allowing expansion from 48 to 120 first year students
UA College of Pharmacy – new program for 80 advanced Pharmacy students
ASU College of Nursing and Health Innovation – relocating 2,000 nursing students currently
housed at the ASU Downtown Campus
ASU Department of Biomedical Informatics expansion
NAU Health Care Professionals Program expansion

The ABC 1 project will include renovation of 14,501 square feet to better accommodate research needs at
the medical campus. ABC 1 is an 85,600 square foot collaborative UA/ASU facility built in 2007. The
project would renovate the first and second floors of this building, where the ASU Department of
Bioinformatics is housed, to provide additional wet laboratory research space similar to existing space on
the third and fourth floors. According to ABOR, since future construction of the ABC 2 research building
is likely to be delayed as a result of lower than anticipated lottery revenues, this additional research space
will be needed in the interim. The ASU Department of Bioinformatics will be shifted to the Health
Sciences and Education Building.
The original project request also included $15 million for 22,000 square feet of support space for a
Vivarium to conduct animal-related research. The project will now be funded entirely by a federal grant
from the National Institute of Health and will not require bonding authority or Committee review.
Financing
Chapter 287 authorizes ABOR to enter into lease-to-own and bond transactions up to a maximum of $800
million to pay for building renewal projects and new facilities. Of the $800 million total, only $376
million of bonding authority is permitted for the Phoenix Biomedical Campus. No debt has been issued
to date for the Phoenix Biomedical Campus since this request is for Phase 1 of the project. Annual debt
service payments on these university projects will be paid from the University Capital Improvement
Lease-to-Own and Bond (UCI) Fund. Chapter 287 requires the UCI payments to be comprised of up to
80% Lottery revenues and at least 20% state university system revenues.
(Continued)

-3In February 2009, JCCR favorably reviewed $167.7 million of University Lottery Bonding monies to be
used for building renewal projects. This debt has not yet been issued. As shown in Table 1, the estimated
debt service for interest-only payments for the first 5 years is projected at $9.8 million in FY 2011 and
$7.8 million for FY 2012 to FY 2015. From FY 2016 until FY 2030, the fully annualized payment would
be $15.9 million. With the addition of the Phoenix Biomedical Campus projects, the total University
Lottery Bonding issuance would be $340.6 million.
The Phoenix Biomedical Campus projects include a debt issuance of $172.9 million, including $170.6
million for project costs and $2.3 million for issuance costs. Ratings have not yet been obtained on the
bonds; however, ASU, NAU and UA anticipate issuing revenue bonds in the “A” category with an
estimated 4.88% annual interest rate and a term of 35 years, including interest-only payments in the first 5
years. The actual interest rate may change when the bond goes to market. The financing allocation
among the universities is 71% for UA, 25% for ASU, and 4% for NAU. UA anticipates issuing bonds in
spring 2010 and ASU and NAU are intending to issue in August 2010.
The total estimated annual debt service cost for the Phoenix Biomedical Campus will be $7.2 million in
FY 2011, $8.2 million annually from FY 2012 to FY 2015, and $11.1 million from FY 2016 to FY 2045,
with a 35-year total cost of $372.1 million. Under Chapter 287, these payments could be split 80% from
Lottery proceeds and 20% from local university funds. Table 1 is a summary of the payment schedule for
the Phoenix Biomedical Campus and building renewal projects if the maximum of 80% of the debt
service was paid from Lottery funds.
Table 1
University Lottery Bonding Projects
Projected Lottery Revenue

2/

1/

FY 2011
$ 5,028,600

FY 2012
$ 7,541,900

FY 2013
$13,251,400

FY 2014
$19,205,400

FY 2015
$25,411,100

FY 2016
$31,875,600

Building Renewal Projects
Lottery Debt Service
University Debt Service
Total Debt Service for $167.7 M

80%
20%

$ 7,801,800
1,950,500
$ 9,752,300

$ 6,241,500
1,560,400
$ 7,801,900

$ 6,241,500
1,560,400
$ 7,801,900

$ 6,241,500
1,560,400
$ 7,801,900

$ 6,241,500
1,560,400
$ 7,801,900

$12,716,000
3,179,000
$15,895,000

Phoenix Biomedical Campus
Lottery Debt Service
University Debt Service
Total Debt Service for $172.9 M

80%
20%

$ 5,789,600
1,447,400
$ 7,237,000

$ 6,596,000
1,649,000
$ 8,245,000

$ 6,596,000
1,649,000
$ 8,245,000

$ 6,596,000
1,649,000
$ 8,245,000

$ 6,596,000
1,649,000
$ 8,245,000

$ 8,848,000
2,212,000
$11,060,000

Total Lottery Requirement
Lottery Shortfall 3/

$13,591,400 $12,837,500
(8,562,800) (5,295,600)

$12,837,500
0

$12,837,500
0

$12,837,500
0

$21,564,000
0

Projected Unused Lottery Revenues

$

$

$ 6,367,900

$12,573,600

$10,311,600

Projected University Cost
$11,960,700 $ 8,505,000
$ 3,209,400 $ 3,209,400 $ 3,209,400
___________
1/ All debt service estimates are rounded and final numbers will not be available until bonds are secured.
2/ Revenues are based on a 10-year average 5% annual increase in lottery revenues (post distribution to beneficiaries).
3/ University revenues would be used to offset the Lottery shortfall.
4/ Includes the 20% university share plus the Lottery shortfall.

$ 5,391,000

4/

0

$

0

413,900

Current lottery revenue projections into the UCI Fund for FY 2011 are estimated at $5.0 million. In
comparison, the Biomedical and Building Renewal projects would require $13.6 million in Lottery funds
at the 80% level. The universities would use their general system revenues to compensate for the $8.6
million shortfall. Along with their regular 20% share, university system revenues would pay $12.0
million of the debt service in FY 2011.
In FY 2012, UCI Lottery revenues are projected to be $5.3 million short of the 80% threshold. In
FY 2013 and thereafter, UCI Lottery revenues are projected to cover the full debt service payments for
both building renewal and the Phoenix Biomedical Campus.
(Continued)

-4A.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. Chapter
287 provided that the University Lottery building projects be exempt from university debt limit
calculations. If the debt service for the $340.6 million was included in the calculation; however, UA’s
debt ratio would increase from the current 5.2% rate by 0.54%, ASU’s current 5.1% rate would increase
by 0.24%, and NAU’s 6.63% rate would increase by 1.01%.
In addition to bonding for this project, the universities are leasing land from the City of Phoenix to build
HSEB and other buildings for the Phoenix Biomedical Campus. The agreement is for a 60-year lease for
3 acres, after which time ABOR takes ownership of the land. The payments on this property will be split
proportionately between the universities and will not begin for 10 years. For the subsequent 30 years, the
annual payment will be $98,000 and the last 20 years will be $147,000.
Operating and maintenance costs for HSEB are projected at $2,997,100, which will be allocated among
the universities through a joint agreement. ABOR anticipates requesting a General Fund appropriation to
cover this expense but has also indicated if General Fund monies are not available, a combination of
university tuition collections and other state and locals funds will be utilized to pay for operating and
maintenance costs.
Construction Costs
Total project costs for the HSEB are estimated at $164 million, or $619 per square foot for 265,000
square feet. This includes direct construction costs, architect fees, furniture and equipment costs, and
contingency fees. The direct construction costs total $115 million, or $434 per square foot, including
construction labor and material costs only. In comparison, the 2010 ASU Science Building reviewed by
the Committee in November, 2010, had a total project cost of $546 and a direct construction cost of $379.
According to ABOR, the higher cost for HSEB is a result of 4 main factors: 1) HSEB is a teaching
facility that requires many medical exam rooms and a significant amount of data processing, video
capabilities, and other technology for both on-site and distance learning; 2) Gross Anatomy Labs have
very controlled environments that have greater costs for mechanicals, electricity and plumbing, as well as
epoxy walls and flooring; 3) HSEB will contain the initial infrastructure for the biomedical campus,
including the lobby and mechanical and electrical spaces; and 4) each HSEB floor will have a diverse
configuration and varying functional needs and will not be as repetitive as the Science Building. A
portion of the HSEB costs will be funded by $1.4 million in gift aid from the City of Phoenix, while the
remaining $162.6 million will require bonding authority.
Total project costs for the ABC 1 renovation are $8 million, or $552 per square foot for 14,501 square
feet. Total direct construction costs are $4.3 million or $296 per square foot. In comparison, ASU direct
construction costs for building renewal and renovation, including wet lab space, for a 2007 Science
Building was $320 per square foot and for an Engineering Technology Building was $536 per square
foot.
The universities would contract these 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. Subcontractor bids are set to expire at the end of March 2010.
RS/KCS:ss

