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JOINT COMMITTEE ON CAPITAL REVIEW
Friday, March 26, 2004
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House Hearing Room 4

MEETING NOTICE

- Call to Order

- Approval of Minutes of December 18, 2003.

- DIRECTOR'S REPORT (if necessary).

1. ARIZONA DEPARTMENT OF ADMINISTRATION/DEPARTMENT OF CORRECTIONS –
Consider Approval of Lease-Purchase Prison Expansion Projects.

2. ARIZONA DEPARTMENT OF ADMINISTRATION – Consider Approval of Refinancing of
1993B Certificates of Participation.

3. GOVERNMENT INFORMATION TECHNOLOGY AGENCY/ARIZONA DEPARTMENT OF
ADMINISTRATION – Review of Telecommunications Privatization Request for Proposals.
PRESENTATION – Telecommunications RFP Overview

4. ARIZONA STATE UNIVERSITY –
A. Review of Information Technology/Telecommunications Infrastructure Upgrade Bond Project.
B. Review of University Research Infrastructure Lease-Purchase Projects.
C. Review of Phase 3 of Infrastructure Improvements and Revised Scope and Estimated Cost of

Phase 1 of the Arizona Biodesign Institute Bond Projects.

5. UNIVERSITY OF ARIZONA – Review of Parking Garage and Residence Life Lease-Purchase
Projects.

6. SCHOOL FACILITIES BOARD –
A. Review of Revised Lease-to-Own Project List.
B. Review on New School Construction Report.

The Chairman reserves the right to set the order of the agenda.
3/22/04
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) 542-5491.

http://www.azleg.state.az.us/jlbc/powerpt/powerpt33/sld001.htm
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MINUTES OF THE MEETING
JOINT COMMITTEE ON CAPITAL REVIEW

Thursday, December 18, 2003
The Chairman called the meeting to order at 1:40 p.m. Thursday, December 18, 2003 in Senate Appropriations
Room 109 and attendance was as follows:

Members: Representative Pearce, Vice Chairman Senator Burns, Chairman
Representative Biggs Senator Bee
Representative Lopez Senator Brown

Senator Cannell
Senator Mead
Senator Waring

Absent: Representative Farnsworth Senator Soltero (Excused)
Representative Boone
Representative Lopes
Representative Loredo

Staff: Richard Stavneak Jan Belisle, Secretary
Lorenzo Martinez Jake Corey

Bob Hull

Others: Mark Swenson Senate
Carolyn Atwater Senate
Nicki Amberg Senate
Steve Miller ASU
Mernoy Harrison ASU
Terry Trost ADOT
John Arnold SFB
Bill Bell SFB
Candice Cooley SFB

Senator Burns moved the Committee approve the minutes of September 25 and November 6, 2003 as presented.
The motion carried.
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ARIZONA STATE UNIVERSITY –

Review of Revised Parking Structure Bond Project and Packard Stadium Lease-Purchase Project.

Lorenzo Martinez, JLBC Staff, presented the Arizona State University request that the Committee review the
revised parking structure bond project and the Packard Stadium lease-purchase project.  Parking structure costs
increased by $1.3 million to provide additional parking spaces in the structure.  The total number of spaces will be
1,635.  The additional costs will be covered with existing parking reserve funds.

The Packard Stadium renovations increased by $200,000 and this will add a canopy for the batting facility, athletic
flooring and office space.  The additional cost of $200,000 will be funded from gift donations.

In response to Senator Cannell, Mr. Martinez stated that ASU has indicated the amounts have been bid and are
final.

Representative Pearce moved the Committee give a favorable review of the change in scope and estimated costs
for a Parking Structure bond project and the Packard Stadium Clubhouse and Field Renovation lease-purchase
project.  The motion carried.

Review of University Research Infrastructure Lease-Purchase and Renovation and Campus Infrastructure
Bond Projects.

Lorenzo Martinez, JLBC Staff, presented the ASU request that the Committee review Phase 2 of the Arizona
Biodesign Institute university research infrastructure project to be financed with an issuance of $73,0000,000 in
Certificates of Participation (COPs).  Debt service will be funded from the General Fund beginning in
FY 2008.  In the meantime, interest only payments paid from the COP proceeds will be made on the issuance.

The second project includes renovations to classrooms and laboratory space on the main campus.  ASU plans to
issue $10,000,000 in revenue bonds to finance the projects.  Repayment of the bonds will be paid 50% from tuition
collections and 50% from indirect costs recovery monies.

The third project involves infrastructure upgrades at the East and West campuses.  ASU plans to issue $7,000000
in revenue bonds and the repayment will come from tuition collections.

There was no discussion on this item.

Representative Pearce moved the Committee give a favorable review to the Phase 2 of the Arizona Biodesign
Institute university research infrastructure project, as well as the Instruction and Research related renovations on
the Main Campus and the infrastructure upgrades at the East and West Campuses with the following stipulations:
� ASU report to the Committee before expenditure of any allocations that exceed the greater of $100,000 or 10%

of the reported contingency amount total for add alternates that do not expand the scope of the project.
� ASU submit for Committee review any allocations that exceed the greater of $100,000 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.  The JLBC Staff will inform the university if they do not agree with the change of scope as an
emergency.

� ASU report to the Committee on the scope of work and estimated cost for each building prior to starting any
construction on the Instruction and Research Space Renovations.

� ASU report to the Committee on the scope of work and estimated cost for each project prior to starting any
construction on the East and West campus infrastructure upgrades.

� A favorable review by the Committee does not constitute endorsement of General Fund appropriations to
offset any tuition collections that may be required for debt service.  The motion carried.

(Continued)
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SCHOOL FACILITIES BOARD – Review of New School Construction Report and New School Facilities
Fund Litigation Account.

Jake Corey, JLBC Staff presented the School Facilities Board (SFB) request that the Committee review its
demographic assumptions, proposed construction schedule, and the new school construction cost estimates for
FY 2005.  In addition, the Committee is required to conduct an annual review of the New School Fund Litigation
Account.  There has been no activity related to the account.  SFB is reviewing potential projects that may be
eligible for litigation and will report back to the Committee once projects are identified.

The JLBC Staff did not make a recommendation on the New School Construction Report because SFB had not
provided information on cost estimates.  Additional information was received from SFB on December 17, 2003.
SFB plans to spend approximately $150,000,000 on projects that have already been approved.  It also plans to
spend $100,000,000 on projects it plans to approve in the current fiscal year, which equates to about 40% of the
total cost of the projects.

Mr. Corey referred to the handout requested by the Chairman, which contained a chart that detailed the SFB 20-
Year Estimated Debt Service commitment.

Representative Pearce moved the Committee give a favorable review of the board report on the New School
Facilities Fund Litigation Account.

Representative Biggs made a substitute motion to table the item until the department identifies projects that are
eligible for litigation.

John Arnold, Deputy Director for Finance, School Facilities Board said SFB would not have a problem with the
substitute motion.  SFB is still trying to finalize the construction of the ongoing deficiencies corrections projects.

The substitute motion carried.  No action was taken on the New School Construction Report.

Report on FY 2005 Instructions to the Treasurer

Jake Corey, JLBC Staff, presented the School Facilities Board report on FY 2005 instructions to the Treasurer.
SFB is required to report to the Committee the estimated amounts necessary in FY 2005 for the Deficiencies
Correction Fund, Emergency Deficiencies Correction Fund, Building Renewal Fund and New School Facilities
Fund.  The board is also reporting the estimated amounts necessary for these funds for FY 2006.  SFB will instruct
the Treasurer for FY 2005 to transfer approximately $135 million.  This represents building renewal monies based
on the current statutory formula.  The board will not instruct the Treasurer to transfer monies to the new School
Facilities Fund in FY 2005.  The board plans to enter into $250 million in lease-purchase agreements to finance
new school construction costs.  The board will not instruct the Treasurer to transfer monies to the Deficiencies
Correction Fund in FY 2005, there is an existing $100 million advance appropriation to that fund for FY 2005.
This will provide a total of $1.3 billion to the Deficiencies Correction Program and complete that program.  The
Emergency Deficiencies Correction Fund provides monies to school districts for emergencies that threaten the
functioning of the school or public health or safety.  SFB has authority to transfer monies to the fund from the New
School Construction Fund or the Deficiencies Correction Fund and the board plans to transfer $4 million in FY
2004 and $5 million FY 2005 to the Emergency Deficiencies Correction Fund.  For FY 2006, SFB estimates a
requirement of $390 million, including $140 million for building renewal and $250 million for new school
construction.

There was no discussion on this item and no Committee action was required.

(Continued)
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Review of Lease-Purchase New School Construction Projects.

Jake Corey, JLBC Staff, presented the School Facilities Board request that the Committee review its list of $57.2
million in potential new school construction projects to be financed with lease-purchase agreements.  Of the $57.2
million list, final list of projects totaling $50 million will be selected to match the SFB authority to lease-purchase
$50 million.  The SFB is also reporting its finalized list of projects to be included in its $200 million lease-purchase
agreement.  At the August 2003 Committee meeting SFB submitted for review $215 million in potential lease-
purchase projects for Committee review.  The board received a favorable review contingent upon returning to the
Committee to report the actual projects included in the final $200 million agreement.  The report on the finalized
list of $200 million in projects is for information only and no Committee action is required.

The SFB is requesting the Committee review the 7 projects in 6 school districts on the list of $57.2 million in
projects.  The term of the lease-purchase agreement for selected projects totaling $50 million will be 15 years.

Representative Pearce moved the Committee give a favorable review to the list of $57.2 million in potential new
school construction projects to be financed with lease-purchase agreements with the stipulation that the School
Facilities Board subsequently submit a list of actual projects to be funded.  The motion carried.

ARIZONA DEPARTMENT OF TRANSPORTATION – Report on FY 2004 Construction Budget Traffic
Congestion Performance Measures and Unit Cost Measures.

Bob Hull, JLBC Staff, presented the report on the Arizona Department of Transportation (ADOT) traffic
congestion performance measures and the department’s comment on their ability to develop unit cost measures.
ADOT has decided not to propose new traffic congestion performance measures and has added one congested
highway segment for the Tucson area.  Mr. Hull proceeded to review some of the tables submitted.

In response to Chairman Burns, Terry Trost, Director of Strategic Planning and Budgeting, ADOT stated that there
is data available to calculate unit cost measures for the items listed.

Chairman Burns requested that the department calculate the measures and coordinate with the JLBC Staff to
resolve any questions related to the calculations.

Representative Pearce mentioned that some of that calculated data is available and was done on a monthly basis in
the past.  Mr. Trost said he would be willing to provide any of the data that is already compiled and calculate the
data that is not available at this time.

No Committee action was required.

The meeting adjourned at 2:05 p.m.

Jan Belisle, Secretary

Lorenzo Martinez, Assistant Director

Senator Robert “Bob” Burns, Chairman

NOTE:  A full tape recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.
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DATE: March 22, 2004

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

THRU: Richard Stavneak, Director

FROM: Tony Vidale, Senior Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ADMINISTRATION/DEPARTMENT OF
CORRECTIONS – CONSIDER APPROVAL OF LEASE-PURCHASE PRISON
EXPANSION PROJECTS

Request

A.R.S. § 41-791.02 requires the Committee to review and approve lease purchase agreements
relating to capital projects before the agreement takes effect.

The Arizona Department of Administration (ADOA) and Department of Corrections (ADC) requests
Committee approval of the 1,000-bed prison expansion projects and issuance of $33.3 million in
Certificates of Participation (COPs) to finance the projects.

Recommendation

The Committee has at least 2 options:

1. Approve the 1,000-bed prison expansion projects and COP issuance in the amount of
$33,275,000.

2. Approve the 1,000-bed prison expansion projects and COP issuance in the amount of
$33,275,000 with the following stipulation:

� ADOA and ADC report to the Committee by June 1, 2004 on the construction schedule to
determine if the proposed completion date of November 2004 is achievable.  The report
should also contain a timeline for the finalization of contracts to add 1,000 new private prison
beds and projected opening dates.

The COP issuance will be repaid over a 15-year period at an estimated interest rate of 4.2% and will
equate to approximately $11,727,900 in total interest payments.  Total payment over the 15-year
period will be $45,002,900.  The annual debt service is estimated to be $3,126,000.   The annual on-
going operating costs for the 1,000 prison beds are estimated to be $11,979,300.

(Continued)
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Analysis

Laws 2003, Chapter 5, 2nd Special Session authorized ADOA to issue COPs for the expansion of
facilities that will provide 1,000 beds in the prison system.  The issuance for the projects cannot
exceed $37,496,000.  ADOA will construct 200 beds at ASPC – Douglas, 500 beds at ASPC –
Perryville, and 300 beds at ASPC – Tucson.  Total project costs are estimated to be $31,867,800, or
$31,868 per bed.  All of the beds constructed will house Level 1 (minimum-security) inmates.
Although ADOA has never constructed this type of minimum-security bed, the cost per bed appears
reasonable when compared to construction costs of $33,600 per bed for community security
(community-based residential beds for low-security level offenders), as reported in the most recent
Corrections Yearbook.

ADOA estimates construction will begin in May 2004, be complete by November 2004, and ready
for occupancy in December 2004.  ADOA has selected a contractor and is currently negotiating the
project scope, details, and guaranteed maximum price.  Constructing these beds at the three locations
simultaneously and meeting the project schedule appears feasible considering the building type will
be metal pre-engineered structures, which will allow for faster construction.  The following table
summarizes the location, number of beds, security level, and estimated cost of each project.

ADC 1,000-Bed Expansion Lease-Purchase Projects
ASPC-Douglas ASPC-Perryville ASPC-Tucson Total

Number of Beds 200 500 300 1,000

Security Level 1 1 1 1

Project Cost
  Preliminary Site Work $      14,000 $        66,600 $      14,000 $        94,600
  Professional Services 420,000 1,050,000 630,000 2,100,000
  Construction 5,835,200 11,341,300 6,291,000 23,467,500
  Facility Expenditures 827,300 1,034,100 768,900 2,630,300
  Project Management 171,300 342,100 173,500 686,900
  Contingency Allowance       725,400      1,376,700       786,300      2,888,500
    Total Project Cost $ 7,993,100 $ 15,210,900 $ 8,663,800 $ 31,867,800

Cost per Bed $39,966 $30,422 $28,879 $31,868

The bed expansion project will be financed through the issuance of COPs in the amount of
$33,275,000.  The annual debt service is estimated to be approximately $3,126,000 over a 15-year
term, with the exception of the 1st year payment, which is estimated to be about $1,228,000 (interest
only).  Chapter 5, did not provide a specific FY 2005 appropriation for the bed expansion project,
however, the FY 2005 interest payment will be made using COP proceeds.  In FY 2006, an
appropriation will be required to cover the debt service payment.  At an estimated average interest
rate of 4.2%, repayment of the principle and interest will total $45,002,900 over the 15-year period.

The total amount required for the project and transaction costs is $33,746,300.  This amount will be
generated by issuing COPs in a principal amount of $33,275,000 and offered at a higher interest rate
than current market yields in order to generate an additional $413,500 (referred to as Reoffering
Premium).  Combined with estimated interest earnings of $47,800, the total amount generated is
$33,746,300.  The higher interest rate is structured to make the COPs more attractive in the current
market.  The net effect is equivalent to issuing $33,746,300 in COPs and offering a lower interest
rate.  (See table below for revenues and expenditures.)

(Continued)
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Proceeds from the COP issuance will cover the estimated expenditures for project construction costs
of $31,867,800, the FY 2005 interest payment of $1,228,000, and COP issuance costs of $640,500
and are displayed in the following table.

Revenues and Expenditures for Prison Bed Expansion Project
Revenues
COP Par Issuance $ 33,275,000
Reoffering Premium 413,500
Accrued Interest           47,800
  Total Revenues $ 33,736,300

Estimated Expenditures
Project Construction $ 31,867,800
FY 2005 Interest Payment 1,228,000
COP Issuance Costs         640,500
  Total Expenditures $ 33,736,300

In addition, ASPC – Lewis units will serve as collateral for the COP issuances.  This could have
implications for any asset sale/lease-back options considered by the Legislature in developing a
budget proposal for FY 2005.

The financing plan for the prison bed expansion project is consistent with the intent of authorizing
legislation.  The JLBC Staff recommends the Committee approve the prison bed expansion projects
and issuance of $33,275,000 in COPs for the project.

Chapter 5 also directed ADC to contract for 1,000 new private prison beds.  As of March 8, the
department issued a proposed contract to prospective vendors to build 1,000 Level 3 (medium-
security) beds in Pinal County to house male sex offenders and received responses from 2 private
prison companies.  The department did not utilize the normal Request for Proposal (RFP) process,
which requires JLBC review, due to a procurement code exemption the department received in
FY 2004 to speed the process of procuring private beds.  ADC is reviewing and evaluating the
proposals through a formal evaluation process and expects to sign a contract by late May or June
2004.  The department also sent out a notice of public hearings on the potential sites, in accordance
with A.R.S. § 41-1609.02, and anticipates completion of the beds and occupancy by February 2005.

RS/TV:jb























STATE OF ARIZONA

Joint Committee on Capital Review
STATE HOUSE OF
SENATE 1716 WEST ADAMS REPRESENTATIVES

PHOENIX, ARIZONA 85007
ROBERT “BOB” BURNS RUSSELL K. PEARCE

CHAIRMAN 2003 PHONE (602) 542-5491 CHAIRMAN 2004
TIMOTHY S. BEE ANDY BIGGS
JACK A. BROWN FAX (602) 542-1616 TOM BOONE
ROBERT CANNELL, M.D. EDDIE FARNSWORTH
SLADE MEAD http://www.azleg.state.az.us/jlbc.htm PHIL LOPES
VICTOR SOLTERO LINDA J. LOPEZ
JIM WARING JOHN LOREDO

DATE: March 18, 2004

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

THRU: Richard Stavneak, Director

FROM: Jake Corey, Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ADMINISTRATION – CONSIDER APPROVAL OF
REFINANCING OF 1993B CERTIFICATES OF PARTICIPATION

Request

The Arizona Department of Administration (ADOA) requests that the Committee approve the refinancing
of Certificates of Participation (COP) that were issued in 1993.

Recommendation

The JLBC Staff recommends that the Committee favorably review and approve the refinancing of the
1993 COP issuance with the stipulation that ADOA report back to the Committee on the interest rate,
debt service schedule, costs and estimated savings of the refinanced COPs after the issuance.

The refinancing will involve the refunding of $19,896,800 in outstanding COPs.  One-time savings are
estimated to be $991,400, almost all of which will be realized in FY 2005.

Under the refinancing, the FY 2005 $2.7 million debt service payment will be reduced to $1.8 million.
Similar to the existing financing agreement, the debt service payment under the refinancing would return
to $2.7 million in FY 2006 and would continue at approximately that level until FY 2011, when the final
payment would be $4.0 million.

Analysis

A.R.S. § 41-791.02(E) requires ADOA COP issuances, also known as lease-purchase agreements, to be
reviewed and approved by the Committee before the agreement takes affect.

In order to take advantage of the lower interest rates that currently exist, ADOA is requesting Committee
approval to refinance a 1993 COP issuance.  The following projects were financed with the original
issuance: Arizona State Schools for the Deaf and the Blind high school and auditorium, Public Records
Office additions, Library for the Blind, 1616 W. Adams, and the Tonto Natural Bridge.  ADOA
anticipates savings of $991,400 in reduced debt service costs from the refinancing of the issuance.

The anticipated interest rate on the issuance is 2.76%.  While the outstanding par amount on the existing
issuance is $19,896,800, the principal amount of the new issuance will be $18,885,000.  The lower
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amount is the result of the availability of $1,366,100 from a debt service reserve (DSR) fund that was
required when the original COPs were issued.  The availability of the DSR fund monies will be used to
defray refinancing costs, estimated at $305,400, and reduce the new COP issuance amount.

Annual debt service payments under the proposed refinancing would be similar to payments under the
existing agreement, except in FY 2005.  In FY 2005 the refinancing would reduce the $2.7 million
payment in the existing agreement to $1.8 million.  Thereafter, annual debt service payments are about
equal in both the existing and proposed refinanced agreements.  Both agreements have annual payments
of $2.7 million from FY 2006 through FY 2010, and a final payment of $4.0 million in FY 2011.  The
repayment period, therefore, would be the same under the proposed refinancing as in the existing
agreement.

RS/JC:jb
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DATE: March 22, 2003

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

THRU: Richard Stavneak, Director

FROM: Shelli Carol, Fiscal Analyst
Steve Schimpp, Assistant Director

SUBJECT: GOVERNMENT INFORMATION TECHNOLOGY AGENCY – REVIEW OF REQUEST FOR
PROPOSALS FOR TELECOMMUNICATIONS PRIVATIZATION

Request

Laws 2003, Chapter 263, Section 101 requires the Government Information Technology Agency (GITA), in
consultation with the Arizona Department of Administration (ADOA), to prepare and submit to the Joint Committee
on Capital Review (JCCR) an actionable request for proposals (RFP) to privatize the state’s telecommunication
services.  The statute further requires that ADOA issue the RFP within ten business days after JCCR review.  GITA,
with conditional approval from the Information Technology Authorization Committee (ITAC), issued the final draft
of its RFP on October 30, 2003.  GITA seeks a favorable review of the proposal.

Recommendation

The Committee has, at least, the following options:

1) A favorable review of the GITA RFP with no conditions.

2) A favorable review with the following stipulations:

a) Delay the effective date of the favorable review until April 9.  ADOA has ten business days from the date
of the Committee’s review to issue the RFP.  By delaying the effective date of the review, ADOA will have
until April 23rd to publish the RFP.  This will give ADOA time to modify the RFP based on Committee
input and for ITAC to approve the modified RFP.

b) Require ADOA to submit information on funding for the non-privatized portion of the Arizona
Telecommunications System (ATS) as part of its cost analysis report, which is due to JCCR before
finalizing the telecommunications contract.

3) An unfavorable review.  However, given that Laws 2003, Chapter 263 provides JCCR authority for only
review, ADOA can still release the RFP.

We understand that various stakeholders may suggest additional stipulations for the Committee’s consideration.

(Continued)
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We have the following main observations about the proposed RFP.

� The proposed RFP provides a clear implementation for the first step of the telecommunications initiative, which
is privatization of ADOA’s Arizona Telecommunications System (ATS).  The two remaining stages of the
initiative are consolidation of the state’s other telecommunications systems and convergence of voice, video,
and data through a single transmission line.  Both stages, however, require cooperation and further action from
the various state agencies, which is beyond the scope of this RFP.  As a result, the RFP requests the new private
management contractor to plan, but does not require, those two components.

� We cannot currently determine the magnitude of either the short run or long run savings of this proposal.  In the
short term, the RFP requires the new private management contractor’s rates not to exceed current ATS charges.
ATS, however, would retain some of its current oversight responsibilities, which would represent approximately
$2.8 million of its current $14 million budget.  If the new management contractor’s rates are not much lower
than existing ATS rates, the new system’s short-term costs could exceed those of the current system, due to the
continuing ATS oversight expenses.

� In the long run, this telecommunications initiative intends to generate savings through consolidation of the
state’s different telecommunications systems and the convergence of voice and data lines.  However, the RFP
does not require bidders to provide an estimate of the long-term costs of the telecommunications system.  GITA
believes that a cost study of the necessary size and complexity to provide that information could not be
completed in any useful timeframe, considering the rapidly evolving nature of technology.  In addition, since
there is no set schedule for consolidation or convergence, bidders may not be able to develop long-run cost
estimates.

ADOA feels that an understanding of the total project cost would be useful.  In addition, Chapter 263 requires
ADOA and the chosen management contractor to submit long-term cost information to JCCR before the
contract award.

� ADOA believes that, in the name of further cost savings, all non-core capital equipment for all state agencies
should be privatized under the management contractor.  Meanwhile, GITA believes this proposal would limit
agency flexibility and generate undue costs.

Background

The Arizona Telecommunication System (ATS) in ADOA currently provides some level of voice and data service,
including telecommunication lines for approximately 30% of state’s 42,000 non-university employees.  The
agencies compensate ATS through line and service fees, which are the sole funding source for ATS.  ATS has
approximately 60 FTE employees and annual expenditures of about $14 million.  Agencies that do not use ATS
currently provide their own telecommunication services, either in-house or through private contracts.

As noted above, Laws 2003, Chapter 263 requires GITA to prepare and submit to JCCR an actionable request for
proposals (RFP) to privatize the state’s telecommunication services.  The proposed RFP would contract out
telecommunication services for state agencies, except higher education.  It would eventually place all state agencies
under the same phone system.  A single, private-sector-managed telecommunications system intends to eliminate
duplication of services, improve service quality, and reduce costs.  While GITA is primarily responsible for
developing the RFP, ADOA is responsible for publishing it and for selecting the management contractor.

Chapter 263 outlines required criteria for the telecommunications privatization RFP.  It must:
� meet the telecommunications requirements of all state agency office locations, excluding higher education;
� leverage network equipment already owned by state agencies; and
� provide a scalable, centralized, statewide, voice, video, and data converged solution to streamline agency

communications and associated services.

As detailed below, the RFP would meet all these criteria upon full implementation.

(Continued)
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Implementation Phases

The contract, as outlined in the RFP, runs three years, with an option to renew for up to two additional years,
although contractors would be allowed to propose a longer term in their bids.  The proposed RFP defines three
components for the state’s telecommunications initiative.

Privatization

The first step in implementing the proposed RFP would be privatization.  A facilities management or
telecommunications services management contractor would immediately replace ATS in administering the state’s
telecommunications system.  (The state would retain ownership of all core telecommunications infrastructure.)  The
management contractor would be allowed to subcontract any of its responsibilities.  The management contractor
would be compensated solely through state agency usage fees, which must not exceed current ATS charges.

Meanwhile, ATS would no longer provide direct telecommunications services to state agencies, but would be
responsible for program oversight, procurement, and disaster recovery.  It also would continue to run the state
switchboard.  Since agencies would pay line fees directly to the management contractor, the Legislature would have
to identify a new funding mechanism for the ATS program.  Those functions and ADOA’s FY 2005 estimates are
summarized below.

Expense Category FY 2005 Estimate
Rent – Physical Space $    298,400
Switchboard 526,200
Director’s Office / Program Office 385,800
State Procurement Office 236,700
Statewide Disaster Recovery/Security   ,336,900

Total $2,783,900

The management contractor would handle all interactions with telecommunications carriers and would be precluded
from offering its own carrier services.  The management contractor would be responsible only for hardware,
software, and maintenance related to the state’s core telecommunications infrastructure.  However, it would not be
responsible for any agency-specific hardware, software, or maintenance.  It could provide recommendations,
especially for alternative financing options, such as leasing and trade-ins, and it could bid for these agency contracts
itself.  Approval authority for those procurements would flow through GITA’s Project Investment Justification (PIJ)
process.  Under all circumstances, the management contractor would be required to use current state contracts until
their expiration.  As contracts expire, the management contractor would be expected to help the state negotiate
fewer, larger volume contracts at lower prices.  The management contractor, should it choose to submit such bids
itself, would have an obvious advantage.

Consolidation

The second phase of the state’s telecommunications initiative would be consolidation, with all agencies moving to
one centralized voice network and one centralized data network, including the elimination of redundant
telecommunications administration and management and improvements to agency inter-communication.  According
to a letter from the Governor dated September 24, 2003, all Executive agencies are to participate in GITA’s
telecommunications privatization plan.  The proposed RFP anticipates that all Executive agencies would transition
to services under the management contractor within two years.  GITA envisions all non-executive agencies joining
the program as well, but cannot require consolidation to that extent.  The program would eventually be open to any
of the other 419 political subdivisions of the state that wish to participate.  (GITA anticipates that, through the state’s
relationship with its management contractor, local governments would be able to secure more favorable pricing to
bring high-speed Internet access to rural areas.)

The management contractor’s bid must include a rate schedule, specifying rate reductions as participation increases.
As the project progresses, the RFP encourages the management contractor to recommend improvements for
infrastructure, configuration, or the technology procurement process.  The state would share a portion of any cost
savings with the management contractor.
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Convergence

The third stage of the state’s telecommunications initiative would be convergence, which involves the transmission
of voice, video, and data through a single line.  All bidders would be required to include a high-level plan for
convergence in their RFP response.  The chosen management contractor would have 180 days from the award of the
contract to submit a detailed convergence plan, including cost estimates.  GITA anticipates that, between
infrastructure upgrades by the management contractor and individual agency equipment upgrades, all state hardware
and software should be compatible and secure enough to support convergence after two years.  Since convergence
technology is relatively new and rapidly evolving, its compatibility and prices should also be more favorable two
years from now.

Because convergence is expensive and may not make good business sense for every agency, GITA does not
envision a mandate to convergence any time in the foreseeable future.  As the third year of the project begins, if the
management contractor has met all its obligations to that point, it would begin managing convergence for agencies
that are ready, on a case-by-case basis.  Agencies would be responsible for their own equipment, although the
management contractor would assist them in securing competitive pricing or alternative financing arrangements.
GITA anticipates starting the process with a large agency on the Capitol Mall, to maximize economies of scale and
project experience.

Points of Concern

GITA and ADOA do not agree on all aspects of the RFP.  Major differences between the two agencies are described
below.  Please see additional information regarding these concerns in Attachments 1 (GITA) and 2 (ADOA).

Cost Controls

The total cost of the proposed contract would be the rate offered by the chosen management contractor, multiplied
by the length of the contract and the number of lines provided.  If the management contractor believes the state is
requesting a substantive change to services provided, it can request a change order.

The limited scope of this RFP does not address the total cost of the state’s entire telecommunications initiative,
which would include many complementary hardware, software, and network upgrades by individual agencies
through their own RFPs.  GITA feels that the size and complexity of state government and the rapidly changing
nature of the telecommunications industry and related technology make it unfeasible to identify all costs for all
agencies in all three stages prior to releasing an RFP.  GITA advises that an all-inclusive cost and convergence study
would take so long to complete that it would be obsolete by the time it was finished.  Since the management
contractor would provide only centralized services and would have information on the exact nature of those services
in advance, GITA anticipates that the RFP will limit change orders.  Usage rates would be the sole compensation for
the management contractor and those rates would be comparable to current ATS rates.  GITA believes it can control
costs through its PIJ review process, in which it evaluates all automation projects with costs above $25,000.  For
projects above $1 million, the 13-member Information Technology Authorization Committee also conducts an
evaluation.

ADOA believes that the RFP should identify the grand total, long-term costs for all Executive Branch agencies and
all three phases of the telecommunications initiative.  ADOA is concerned that, if bidders do not study all agencies
in advance, the chosen management contractor would have the ability to submit change orders whenever an agency
joined the system.

Capital Equipment

The RFP stipulates that the state continue to own all core infrastructure.  It encourages the management contractor to
propose alternative funding arrangements, such as leasing, for all other agency-specific capital equipment.

ADOA believes that the RFP should require the management contractor to provide all non-core capital equipment
for all state agencies and build those costs into its service rates.
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GITA believes that privatization of equipment is not the best option for all agencies.  It contends that agencies with
newer equipment should not subsidize agencies with very outdated equipment through universal rates.  GITA also
maintains that the PIJ process would allow each agency to pursue, and bear the costs of, its own telecommunications
needs.  Furthermore, GITA warns that privatizing all equipment under one contractor would put the state in a weak
negotiating position.

Next Steps

Laws 2003, Chapter 263, Section 101 specifies how this initiative will proceed:

1) ADOA is to issue the telecommunications RFP within ten business days after its review by JCCR.

2) Contingent on approval by ITAC, ADOA must award a contract or contracts within 120 days after the issuance
of the RFP.

3) At least ten days before it enters into a contract or contracts resulting from the RFP, ADOA must submit to
JCCR in Executive Session the following information: 1) an analysis of the short-term and long-term annual
capital and operating costs that would result from the contracts and 2) a comparison of the structure and funding
of ATS to that of the new system proposed by the contract or contracts.

4) ADOA must supervise the implementation of any contracts that result from the RFP.

5) As each agency requests funding for its individual telecommunications initiative related projects, the
Legislature would evaluate those budget impacts.

RS/SC:ss
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DATE: March 22, 2004

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

THRU: Richard Stavneak, Director

FROM: Lorenzo Martinez, Assistant Director

SUBJECT: ARIZONA STATE UNIVERSITY – REVIEW OF INFORMATION
TECHNOLOGY/TELECOMMUNICATIONS INFRASTRUCTURE UPGRADE BOND
PROJECT.

Request

A.R.S. § 15-1683 requires Committee review of any university bond projects.  Arizona State University (ASU)
on behalf of the Arizona Board of Regents (ABOR) requests Committee review of Phase 1 of Information
Technology/Telecommunications Infrastructure Upgrades bond project.

Recommendation

The Committee has at least 2 options:

1) A favorable review.

2) Defer action until additional information is provided on the scope and cost estimates of components of the
project.  ASU did not provide detail on the scope or the development of cost estimates for each
component.  JLBC Staff cannot comment on the reasonableness of the cost estimates.

The project will upgrade and enhance the ASU computer networks and voice, data and video distribution
systems.  The estimated cost of $22,000,000 will be financed with a system revenue bond issuance.  The
weighted average useful life of the project is approximately 14 years.  The bonds will be repaid over a 10-year
period at an estimated interest rate of 5%.  The total interest costs are projected to be $6,500,000.  The annual
debt service of $2,850,000 would be paid from tuition collections and indirect cost recovery funds.  Some of
the tuition collections would have otherwise been available for operating costs such as enrollment growth.

The project would increase the university’s debt ratio (debt services as a percent of total expenditures) from
4.8% to 5.1%. All ASU items on the agenda would increase the debt ratio from 4.8% to 5.8%.  The statutory
cap is 8%.
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Analysis

ASU plans to issue $22,000,000 in system revenue bonds to finance upgrades and enhancements to the
university information technology/telecommunication systems.  The last major upgrade related to the
infrastructure for these systems occurred in 1985.  The following table shows the components of the project
and the estimated cost for each component.  JLBC Staff has requested additional detail on scope and cost
estimates of each component.

Project Component Cost Useful Life (Yrs.) Weighted Avg. Life
Wireless Network $ 2,000,000 6.0 0.6
Upgrade Building Wiring (horizontal) 3,900,000 17.5 3.1
Upgrade Building Wiring (vertical) 1,650,000 17.5 1.3
Upgrade Connections 3,850,000 7.0 1.2
Reliability Upgrades/UPS 6,700,000 7.0 2.1
Voice/Data/Video Infrastructure     3,900,000 30.0   5.3
TOTAL $22,000,000 13.6

Wireless Network
ASU plans to supplement the existing data network with the addition of a wireless network.  Estimated cost of
this component is $2,000,000.  The project will install various connection points throughout the campus to
expand availability of the networks.  This component will also require enhancements to existing local area
networks (LANs) which will include security and wireless compatibility upgrades.  JLBC Staff has requested
additional information on the number and per unit costs for new connection points and LAN upgrades.

Upgrade Building Wiring
ASU plans to upgrade building wiring to meet the latest data standards.  Current wiring infrastructure is not
sufficient to meet existing demand for bandwidth, and upgrading is necessary to implement the other
components of the project and improve the speed of data connections.  Estimated cost of this component is
$5,550,000 for both horizontal wiring (wall connections to central locations on each floor) and vertical wiring
(floor-to-floor connections).  JLBC Staff has requested additional information on the number of buildings to be
upgraded and the average cost per building.

Upgrade Connections
ASU plans to upgrade the network connections to the data networks to improve the speed of communications.
This will require upgrading LANs to Switched Ethernet technology to allow each user to have a dedicated
connection rather than a shared connection.  Estimated cost of this component is $3,850,000.  JLBC Staff has
requested additional information on the number and per unit costs for connection and LAN upgrades.

Reliability Upgrades/UPS
ASU plans to add redundant systems to the existing networks to improve reliability of the systems.  The
project will involve upgrading core switches and uninterruptible power supplies (UPS) within the network.
Estimated cost of this component is $6,700,000.  JLBC Staff has requested additional information on the
number and per unit costs for new switches and UPS systems.

Voice/Data/Video Infrastructure
ASU plans to upgrade the in-ground distribution system.  Similar to the building wiring upgrades, the
connections between buildings need to be upgraded to allow systems within different buildings to
communicate.  Estimated cost of this component is $3,900,000.  JLBC Staff has requested additional
information on how the cost estimate was developed.
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DATE: March 19, 2004

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

THRU: Richard Stavneak, Director

FROM: Lorenzo Martinez, Assistant Director

SUBJECT: ARIZONA STATE UNIVERSITY – REVIEW OF UNIVERSITY RESEARCH
INFRASTRUCTURE LEASE-PURCHASE PROJECTS

Request

A.R.S. § 15-1682.01 requires Committee review of any university projects financed with Certificates of
Participation (also known as COPs or lease-purchase).  Arizona State University (ASU) on behalf of the
Arizona Board of Regents (ABOR) requests Committee review of the Interdisciplinary Science and
Technology Buildings (ISTB) 1 and 2.  These projects will be financed with a COP issuance totaling
$92,000,000.

Recommendation

The JLBC Staff recommends a favorable review of the request with the following stipulations:
� ASU report to the Committee before expenditure of any allocations that exceed the greater of $100,000 or

10% of the reported contingency amount total for add alternates that do not expand the scope of the project.
� ASU submit for Committee review any allocations that exceed the greater of $100,000 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.  The JLBC Staff will inform the university if they do not agree with the change
of scope as an emergency.

The 2 ISTB projects have a total capital cost of $92,000,000, which would be financed with a COP issuance.
The COPs would be repaid over a 25-year period at an estimated interest rate of 6%.  The total interest costs
above the financed amounts are projected to be $87,917,500.  ASU will make interest only annual payments of
approximately $1,100,000 until the General Fund appropriation from Chapter 267 becomes available for debt
service in FY 2008.  By FY 2008, the annual debt service payment will be $7,196,700.

The per square foot costs for the buildings are about average relative to other university research infrastructure
projects.  (See table in Analysis section for per square foot cost comparisons with other projects.)

These projects would increase the university’s debt ratio (debt services as a percent of total expenditures) from
4.8% to 5.4%.  All ASU items on the agenda would increase the debt ratio from 4.8% to 5.8%.  The statutory
cap is 8%.
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The estimated requirement for operating and maintenance costs when the ISTB projects are complete totals
$2,467,000.  ASU plans to fund these operating costs from the Indirect Cost Recovery Fund.

Analysis

ASU has submitted the ISTB projects as “research infrastructure” projects.  Laws 2003, Chapter 267 amended
A.R.S. § 42-5075 to allow the exemption of the proceeds and income from construction contracts related to
research infrastructure projects from being taxed.  A.R.S. § 15-1670 defines research infrastructure as
“installations and facilities for continuance and growth of scientific and technological research activities at the
university.”  The intent of the tax exemptions provided by Chapter 267 is to lower the cost of the projects and
help finance debt service payments until General Fund appropriations from Chapter 267 become available in
FY 2008.  Chapter 267 makes an annual General Fund appropriation of $14,472,000 to ASU for debt service
payments from FY 2008 through FY 2031.  To date, $5,711,000 of the $14,472,000 has been favorably
reviewed by the Committee for Phase 2 of the Arizona Biodesign Institute.  The ISTB projects will use another
$7,196,700 or the $14,472,000.  This will leave $1,564,300 available for debt service on other ASU research
infrastructure projects (equates to $20,000,000 in COP capacity at 6% over 25 years).

The following table lists the capital project costs and financing related costs for each project.

ASU Research Infrastructure Lease-Purchase Projects
Project Issuance Amount Annual Debt Service Total Debt Payments Operating Costs
ISTB 1 $74,000,000 $5,788,700 $144,717,500 $1,837,000
ISTB 2   18,000,000   1,408,000     35,200,000     630,000
TOTAL $92,000,000 $7,196,700 $179,917,500 $2,467,000

Interdisciplinary Science and Technology Building 1
ASU will construct 180,000 square feet to provide space to support the bioscience initiatives at ASU-Main
Campus.  The facility will provide laboratory, research and office space, and include a small animal vivarium
(enclosure for housing animals/plants in natural conditions), Nuclear Magnetic Resonance facility and
information technology center (supercomputer facilities).

ASU will issue $74,000,000 in COPs to fund construction and interest only payments through FY 2007.  The
COPs will be repaid over a 25-year period at an estimated interest rate of 6%.  The estimated annual debt
service will be $5,788,700 by FY 2008.  ASU will use COP proceeds to make interest only payments on the
debt service through FY 2007, after which General Fund appropriations from Chapter 267 will be used to
make the payments.  Beginning in FY 2008, Chapter 267 appropriates $14,472,000 from the General Fund
annually to ASU for debt service payments on research infrastructure projects.  The appropriations are made
through FY 2031.

The project is estimated to take 21 months from the start of construction to completion.  Annual on-going
operating and maintenance costs when the project is complete are estimated to be $1,837,000 and will be
funded with indirect cost recovery funds.

The cost per square foot for ISTB 1 is $412 and the direct construction cost per square foot is $285.  The
following table shows cost comparisons for various university research infrastructure projects.

University Research Infrastructure Projects
Per Square Foot Costs

Project
Total Project
Finance Cost

Total Cost
Per Square Foot

Direct Construction
Cost Per Square Foot

ASU-Biodesign Institute 2 $73,000,000 $425 $307
ASU-Interdisciplinary Science and Technology Building 1 74,000,000 412 285
ASU-Interdisciplinary Science and Technology Building 2 18,000,000 300 217
UA-Institute for Biomedical Science and Biotechnology Building 70,241,700 389 285
UA-Medical Research Building 63,568,800 392 287
UA-Chemistry Building Expansion 53,848,200   475    324

Average $399 $284
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Interdisciplinary Science and Technology Building 2
ASU will construct 60,000 square feet to provide high bay (extended ceiling) laboratories, and research office
and light laboratory space as a separate building on the main campus.  The facility will primarily support the
advanced pavement materials and environmental fluid dynamics programs.

ASU will issue $18,000,000 in COPs to fund construction and interest only payments through FY 2007.  The
COPs will be repaid over a 25-year period at an estimated interest rate of 6%.  The estimated annual debt
service will be $1,408,000 by FY 2008.  ASU will use COP proceeds to make interest only payments on the
debt service through FY 2007, after which General Fund appropriations from Chapter 267 will be used to
make the payments.  Beginning in FY 2008, Chapter 267 appropriates $14,472,000 from the General Fund
annually to ASU for debt service payments on research infrastructure projects.  The appropriations are made
through FY 2031.

The project is estimated to take 16 months from the start of construction to completion.  Annual on-going
operating and maintenance costs when the project is complete are estimated to be $630,000 and will be funded
with indirect cost recovery funds.

The cost per square foot for ISTB 2 is $300 and the direct construction cost per square foot is $217.  The
following table shows cost comparisons for various university research infrastructure projects.
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DATE: March 19, 2004

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

THRU: Richard Stavneak, Director

FROM: Lorenzo Martinez, Assistant Director

SUBJECT: ARIZONA STATE UNIVERSITY/ARIZONA BOARD OF REGENTS – REVIEW OF
PHASE 3 OF INFRASTRUCTURE IMPROVEMENTS AND REVISED SCOPE AND
ESTIMATED COST OF PHASE 1 OF THE ARIZONA BIODESIGN INSTITUTE BOND
PROJECTS

Request

A.R.S. § 15-1683 requires Committee review of any university bond projects.  Arizona State University (ASU)
on behalf of the Arizona Board of Regents (ABOR) requests Committee review of Phase 3 of Infrastructure
Improvements and the revised scope and estimated cost of Phase 1 of the Arizona Biodesign Institute bond
projects.

Recommendation

The JLBC Staff recommends a favorable review of the request.

The projects will be financed with an $11,200,000 system revenue bond issuance, which will be repaid over a
30-year period at an estimated interest rate of 6%.  Of the total, $7,400,000 will be used for infrastructure
improvements and $3,800,000 will be used to expand the scope of the Arizona Biodesign Institute.  Annual
debt service of $537,600 for the infrastructure projects will be paid from tuition collections and $276,100 for
the Biodesign Institute revisions will be paid from Indirect Cost Recovery Funds.

The revised amount for the Arizona Biodesign Institute increases the cost of the project from $406 to $419 per
square foot.  No supporting information was submitted on cost comparisons for infrastructure improvements.

The issuance would increase the university’s debt ratio (debt services as a percent of total expenditures) from
4.8% to 4.9%.  All ASU items on the agenda would increase the debt ratio from 4.8% to 5.8%.  The statutory
cap is 8%.

Analysis

ASU plans to have one bond issuance totaling $11,200,000, including $7,400,000 for infrastructure
improvements and $3,800,000 for the revised scope of the Biodesign Institute.
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Infrastructure Improvements
ASU plans to undertake 6 infrastructure improvement projects, as well as others if sufficient funding is available, as
part of an ongoing program to upgrade utility systems, repair existing facilities and provide infrastructure support for
new building projects.  Cost of the improvements is estimated to be $7,400,000 and will be financed with the
issuance of revenue bonds.  The projects will upgrade the existing infrastructure and expand utility capacity to
accommodate new and planned construction projects.  These infrastructure improvements represent Phase 3 of
continued improvements and will take 14 months to complete after construction begins.  The Committee favorably
reviewed the issuance of $22,800,000 in bonds for Phase 1 (14 projects) at its March 2002 meeting, and the issuance
of $10,000,000 in bonds for Phase 2 (11 projects) at its August 2003 meeting.  The following table lists the projects
and allocation for each Phase 3 project.

ASU Phase 3 Infrastructure Improvement Projects
Project Allocation
Utility Delivery Systems - McAllister Corridor $4,500,000
Utility Delivery Systems - Interdisciplinary Science & Tech Bldg 950,000
Campus Sewer Systems - Evaluation and Design 100,000
Campus Sewer Systems – Remediation 950,000
Main/East/West Campus Storm Water Control Plan 200,000
Electrical System Upgrades      700,000

TOTAL $7,400,000

The estimated annual debt service of $537,600 would be funded from university tuition collections.  Tuition
collections not set aside for debt service could be available to offset General Fund appropriations for university
operating budgets.  Therefore, any increases in debt service requiring tuition collections for payment could
impact the amount of tuition available to offset General Fund appropriations for operating costs in future years.

Arizona Biodesign Institute - Phase 1
The Committee gave a favorable review to the original scope and estimated cost of Phase 1 of the Arizona
Biodesign Institute at its December 2002 meeting.  The original scope is being financed with a $69,000,000
bond issuance (already issued) and included 140,000 square feet of research space and 30,000 square feet of
office space.  The revised scope will convert 10,000 square feet already under construction into specialized
animal facilities and add 3,800 square feet of modular space to accommodate the needs of a recently recruited
program.

The original cost of $69,000,000 will increase by $3,800,000.  The additional $3,800,000 will be combined
with the infrastructure improvements issuance.  The bonds will be repaid over a 30-year period at an estimated
interest rate of 6%.  The additional annual debt service of $276,100 for the Biodesign Institute will be paid
from Indirect Cost Recovery Funds.  Indirect Cost Recovery Funds come from overhead charges to programs
throughout the university.  The following table shows the original and revised debt service costs.

Arizona Biodesign Institute - Phase 1
Fund Source Original Debt Service Revised Debt Service
Tuition $   462,200 $   462,200
Proposition 301 Funding 462,200 462,200
Indirect Cost Recovery Fund 2,475,200 2,751,300
ASU Research Park 924,400 924,400
Federal Grant      820,000      820,000
   TOTAL $5,144,000 $5,420,100

The original total project cost per square foot was $406 and the direct construction cost per square foot was
$311.  The revised total project cost per square foot is $419 and the direct construction cost per square foot is
$332.  As a comparison, Phase 2 of the Biodesign Institute has a total project cost per square foot of $425 and
a direct construction cost per square foot of $307.  Phase 2 was favorably reviewed by the Committee at its
December 2003 meeting.

The project is estimated to be completed by October 2004.
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DATE: March 22, 2004

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

THRU: Richard Stavneak, Director

FROM: Lorenzo Martinez, Assistant Director

SUBJECT: UNIVERSITY OF ARIZONA/ARIZONA BOARD OF REGENTS – REVIEW OF
PARKING AND RESIDENTIAL LIFE LEASE-PURCHASE PROJECTS

Request

A.R.S. § 15-1682.01 requires Committee review of any university projects financed with Certificates of
Participation (also known as COPs or lease-purchase).

The University of Arizona (UofA) on behalf of the Arizona Board of Regents (ABOR) requests
Committee review of the Highland Avenue Parking Structure and Phase 1 of Residence Life Building
Renewal lease-purchase projects.

Recommendation

The Committee has at least 3 options:

1) A favorable review.

2) A favorable review with the following stipulations:

� UofA report to the Committee before expenditure of any allocations that exceed the greater of
$100,000 or 10% of the reported contingency amount total for add alternates that do not expand
the scope of the project.

� UofA submit for Committee review any allocations that exceed the greater of $100,000 or 10% of
the reported contingency amount total for add alternates that expand the scope of the project.  In
case of an emergency, UofA may immediately report on the scope and estimated cost of the
emergency rather than submit the item for review.  The JLBC Staff will inform the university if
they do not agree with the change of scope as an emergency.

3)   Defer action until additional information is provided on the scope and costs of components of the
Residence Life Building Renewal lease-purchase project.
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The 2 projects have a total capital construction cost of $26,600,000.  Of the total, $21,600,000 will be
financed with COPs and the remaining $5,000,000 will come from a Parking Replacement Reserve.  The
COPs will be repaid over a 25-year period at an estimated interest rate of 6%.  The total interest costs are
projected to be $20,642,500

Of the annual debt service of $1,689,700, $1,016,900 will be paid from auxiliary revenues generated from
parking fees and $672,800 will be paid from auxiliary revenues generated from dorm fees.  Auxiliary
funds are generated from self-supporting activities.  See Table 1 for financial detail on each project.

These projects would increase the university’s debt ratio (debt services as a percent of total expenditures)
from 4.6% to 4.7%.  The statutory cap is 8%.

The Highland Avenue Parking Structure is the only project with new on-going operational costs of $185,000.
These costs will be paid from auxiliary funds.

Analysis

Table 1 lists the capital project costs and annual debt service for each project.

Project
Total

Capital Cost
Financed
Amount

Annual
Debt Service

Operating
Costs

Highland Avenue Parking Structure $18,000,000 $13,000,000 $1,016,900 $185,000
Residential Life Building Renewal 8,600,000 8,600,000 672,800 0

TOTAL $26,600,000 $21,600,000 $1,689,700 $185,000

Highland Avenue Parking Structure
UofA plans to construct a 1,516 space multi-level parking garage in the northeast portion of the campus.  The
facility will provide parking for building development related to university research infrastructure (bioscience)
projects.  Cost of the garage is estimated to be $18,000,000 and will be financed with the issuance of
$13,000,000 in COPs and $5,000,000 from existing Parking Replacement Reserves.  Parking Replacement
Reserves are funded from other capital projects that result in the permanent loss of existing parking spaces.
The estimated cost of $11,800 per space is within the range of costs typical for multi-level parking facilities.
This amount includes $2,500,000 allocated for land acquisition.  The cost without land acquisition is $10,200
per space.  As a comparison, a recent parking project at the Arizona State University campus had a cost of
$10,000 per space (no land acquisition costs).

The COP issuance will be repaid over a 25-year period at an estimated interest rate of 6%.  The estimated
annual debt service of $1,016,900 will be funded from university auxiliary funds.  Auxiliary fund revenues
are generated from self-supporting activities such as parking facilities.  The project is estimated to take 1
year from beginning of construction to completion.

Residential Life Building Renewal – Phase 1
UofA plans to replace plumbing systems in the Gila, Yuma and Arizona residential halls and convert
common areas in the Gila and Yuma residential halls to provide capacity for 80 additional beds.  The
estimated cost is $8,600,000, which will be funded with a COP issuance.  JLBC Staff has requested
additional information on the components of this project.  As a reference point, the combined annual
building renewal requirements for these facilities is $766,800.  Studies conducted in 1999 and 2000
estimated deferred maintenance costs to be approximately $503,800, however, the residence halls have
not received any major renovations since originally built.  Gila and Yuma halls were constructed in 1937
and Arizona hall was constructed in 1963.  Dorm facilities constructed by Arizona State University in
2001 had an estimated cost of $28,000 per bed.

(Continued)
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The COP issuance will be repaid over a 25-year period at an estimated interest rate of 6%.  The estimated
annual debt service of $672,800 will be funded from university auxiliary funds.  Auxiliary fund revenues are
generated from self-supporting activities.  The project is planned to occur during the summer of 2004.

The UofA plans to have future submissions for additional residential life building renewal projects with
estimated costs of $27.6 million over the next 4 years.

The residence halls have not received any major renovations since originally built.  Gila and Yuma halls
were constructed in 1937 and Arizona hall was constructed in 1963.  The residence life program will
include 22 facilities and 6,020 beds by fall 2004.  The number of students on waiting lists has averaged
500 over the last 2 years.
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DATE: March 15, 2004

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

THRU: Richard Stavneak, Director

FROM: Jake Corey, Fiscal Analyst

SUBJECT: SCHOOL FACILITIES BOARD – REVIEW OF REVISED LEASE-TO-OWN
PROJECT LIST

Request

Pursuant to A.R.S. § 15-2004, the School Facilities Board (SFB) requests the Committee review its list of
$49.2 million in new school construction projects to be financed with lease-purchase agreements.

Recommendation

The JLBC Staff recommends a favorable review of the request.

At the December 2003 Committee meeting SFB submitted for review $57.2 million in potential lease-
purchase projects for Committee review.  The board received a favorable review contingent upon their
returning to the Committee to report the actual projects to be included in the $50 million agreement.

Analysis

A.R.S. § 15-2004 grants SFB the authority to enter into lease-purchase agreements to pay for the costs of
new school construction.  Before any agreement takes effect, the statute requires the board to submit for
Committee review the projects related to the agreement.

The attachment identifies the actual projects to be included in the lease-purchase agreement.  When SFB
submitted its list of potential projects in December, the list did not include the two projects in Chandler
Unified School District.  At that time SFB believed that Chandler would not be ready to begin
construction on these projects until fall 2004.  Since then Chandler has indicated the district would like to
begin construction now.  The board, therefore, has elected to include these projects in its current lease-
purchase agreement.
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DATE: March 19, 2004

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

THRU: Richard Stavneak, Director

FROM: Jake Corey, Fiscal Analyst

SUBJECT: SCHOOL FACILITIES BOARD – REVIEW OF NEW SCHOOL CONSTRUCTION
REPORT

Request

Pursuant to A.R.S. § 15-2002, the School Facilities Board (SFB) requests the Committee review its
demographic assumptions, proposed construction schedule, and new school construction cost estimates for FY
2005.  The Committee previously heard this item at its December 18, 2003 meeting, but did not take action on
the item as SFB had not provided cost estimate information at that time.

Recommendation

The JLBC Staff recommends a favorable review of the request.  The board estimates that it will oversee 64
new school construction projects in FY 2005 and that it will spend $319.7 million in that year.

Analysis

Demographic Assumptions

The SFB bases its demographic assumptions on its analysis of the school district forecasts of Average Daily
Membership (ADM), included in the Capital Plans submitted by districts to the board.  To conduct the
analysis, SFB uses state 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, SFB expects enrollment to grow at a higher rate in FY
2004 and FY 2005 than in FY 2003.  The board expects enrollment growth to be 6.3% in FY 2004 and 7.5% in
FY 2005.  Actual enrollment growth for the same districts in FY 2003 was 5.6%.

For FY 2005, within Maricopa County SFB expects growth of approximately 9.0% in the southeastern portion
of the county, including the cities of Chandler and Gilbert.  In the northern part of the county, including Peoria,
Deer Valley, and Cave Creek, the board expects growth of about 6.2%.  In the western and southern districts of
Phoenix, including Tolleson, the board expects growth of 5.7%.  In the districts outlying the western edge of
Phoenix, including Dysart, Litchfield, Avondale, Agua Fria, Buckeye, and Saddle Mountain, SFB expects
growth of 18.3%.
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In the other areas of the state, the board expects growth of 9.8% in Pinal County, 4.0% in Yuma County, 7.9%
in the southern edges of Tucson, and 2.3% in various northern regions, including the Prescott and Lake Havasu
areas.

Construction Schedule

The board estimates that it will oversee 64 new school construction projects in FY 2005.  Of the total, SFB
estimates that 27 projects will be ongoing from a previous year and will be completed in FY 2005, and that 37
projects will begin construction in FY 2005.

Cost Estimates

The table below provides detail on the board’s estimated FY 2005 expenditures.

Source of Financing FY 05 Spending FY 05 Balance
FY 03 Lease-Purchase ($400 M) 1/ $    8.9 M $   0.0
FY 04 Lease-Purchase ($250 M) 1/ 87.3 M 0.0
FY 05 Lease-Purchase ($250 M) 1/ 165.0 M 85.0 M 2/

New School Facilities Fund     58.4 M     1.9 M
TOTAL $319.7 M $86.9 M

____________
1/ Amount in parentheses equals original issuance.
2/ Required to complete projects started in FY 2005.

The board estimates spending a total of $319.7 million in FY 2005, including $261.2 million from prior and
future lease-purchase proceeds and $58.4 million in cash financing that has been recouped by replacing prior
cash expenditures with lease-purchase proceeds.

Of the total spent from lease-purchase proceeds, $96.2 million is for on-going projects that will be completed
in FY 2005 and $165.0 million is for projects that will begin construction in FY 2005.  The $165.0 million in
FY 2005 expenditures would be included as part of the FY 2005 $250.0 million lease-purchase agreement.
This would leave the board with a balance of $85.0 million in lease-purchase proceeds at the end of FY 2005;
however, the $85.0 million would be required in FY 2006 (and beyond) to complete the projects.  It is
necessary for the board to enter into a $250.0 million agreement in FY 2005, rather than a $165.0 million
agreement, as a lease-purchase agreement requires the board to include the full value of the lease-purchased
projects in the agreement.

The $58.4 million in cash financing from the New School Facilities Fund is for expenditures that the board can
not initially incorporate into a lease-purchase agreement, including land, design fees, and transfers to the
Emergency Deficiencies Correction Fund.  The funding is derived from previous cash expenditures that the
board has been able to recoup by making those prior cash expenditures a part of a lease-purchase agreement.
The SFB can do this because the Internal Revenue Service (IRS) allows the board, as a public issuer of
Certificates of Participation, to recoup any construction expenses made 60 days prior to issuing an Intent to
Issue letter.  The board has issued these letters each time it has entered into a lease-purchase agreement,
beginning with the FY 2003 agreement.  Any cash payments made to districts for construction expenses, then,
are eligible to become part of a future lease-purchase financing agreement.
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