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** R E V I S E D ** 
 
 

JOINT COMMITTEE ON CAPITAL REVIEW 
  Tuesday, March 27, 2012 

  8:00 A.M. 
  House Hearing Room 4 

 
 
 

MEETING NOTICE 
 
 

- Call to Order 
  
- Approval of Minutes of February 7, 2012. 
  
- DIRECTOR'S REPORT (if necessary). 
  
1. STATE DEPARTMENT OF CORRECTIONS - Review of Revised FY 2012 Building Renewal 

Allocation Plan. 
  
2. NORTHERN ARIZONA UNIVERSITY- Review of Energy Services and Performance 

Contract. 
  
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
3/16/12 
3/23/12 
mt 
 
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 

 
February 7, 2012 

The Chairman called the meeting to order at 8:06 a.m., Tuesday, February 7, 2012, in House Hearing 
Room 4.  The following were present: 
 
Members: Representative Kavanagh, Chairman Senator Shooter, Vice-Chairman 
 Representative Alston Senator Biggs 
 Representative Campbell Senator Crandall 
 Representative Court Senator Klein 
 Representative McLain Senator Schapira 
 Representative Olson  
 Representative Tovar  
  
Absent:  Senator Aboud 
  Senator Murphy 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of November 17, 2011, 
Chairman John Kavanagh stated the minutes would stand approved. 
 
ARIZONA STATE UNIVERSITY 
 
A.  Review of Recreation Facilities Bond Projects. 
 
Ms. Leatta McLaughlin, JLBC Staff, presented Arizona State University’s (ASU) request for review of 
recreation facilities bond projects at both the Tempe and Downtown Phoenix campuses.  ASU is 
requesting a $56.9 million revenue bond to expand the recreation facility space at the Tempe campus, and 
to also fund a new recreation facility at the Downtown Phoenix campus.  Of the $56.9 million bond, 
$32.5 million is for the Tempe campus and the remaining $24.4 million would fund a new 4-story, 74,000 
square foot facility at the Downtown Phoenix campus.   
 
The JLBC Staff presented options to the Committee. 
 
Ms. McLaughlin responded to member questions 
 
Mr. Morgan Olson, Chief Financial Officer, Arizona State University, responded to member questions. 
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Senator Crandall moved that the Committee give a favorable review to ASU’s Recreation Facilities Bond 
Projects, along with the following Standard University Financing Provisions. 
 
Standard University Financing Provisions 
• A favorable review by the Committee does not constitute endorsement of General Fund 

appropriations to offset any revenues that may be required for debt service, or any operations and 
maintenance costs when the project is complete.   

 
• ASU shall provide the final debt service schedule for the projects as soon as it is available. 
 
The motion carried by a roll call vote of 9-0-0-4 (Attachment 1). 
 
B.  Review of Athletic Facilities Renovations Bond Projects. 
 
Ms. Marge Zylla, JLBC Staff, presented ASU’s requests for review of a $4.7 million revenue bond that 
would fund renovations, deferred maintenance and infrastructure updates to 9 athletic facilities on the 
Tempe campus.   
 
The JLBC Staff presented options to the Committee. 
 
Mr. Morgan Olson, Chief Financial Officer, Arizona State University responded to member questions. 
 
Senator Shooter moved that the Committee give a favorable review to ASU’s Athletic Facilities 
Renovations Bond Projects, along with the following Standard University Financing Provisions. 
 
Standard University Financing Provisions 
• A favorable review by the Committee does not constitute endorsement of General Fund 

appropriations to offset any revenues that may be required for debt service, or any operations and 
maintenance costs when the project is complete.   

 
• ASU shall provide the final debt service schedule for the projects as soon as it is available. 
 
Representative Kavanagh requested a roll call vote. 
 
The motion carried by a roll call vote of 10-0-0-4 (Attachment 1). 
 
C.  Review of Student Housing Bond Refund. 
 
Ms. Marge Zylla, JLBC Staff, presented ASU’s request for review of a $17.1 million revenue bond to 
refinance an existing student housing bond.  In 2001, a third party financing entity was created by ASU to 
issue a $21.1 million bond to renovate housing at ASU-East 
 
The JLBC Staff presented options to the Committee. 
 
Senator Shooter moved that the Committee give a favorable review to ASU’s Student Housing Bond 
Refund, along with the provision that the projects are ultimately approved by the Arizona Board of 
Regents and the following Standard University Financing Provisions.   
 
 
 
 

(Continued) 
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Standard University Financing Provisions 
• A favorable review by the Committee does not constitute endorsement of General Fund 

appropriations to offset any revenues that may be required for debt service, or any operations and 
maintenance costs when the project is complete.   

 
• ASU shall provide the final debt service schedule for the projects as soon as it is available. 
 
The motion carried by a roll call vote of 10-0-0-4 (Attachment 2). 
 
ARIZONA DEPARTMENT OF ADMINISTRATION - Consider Recommending FY 2012 Rent 
Exemptions. 
 
Mr. Brett Searle, JLBC Staff, presented ADOA’s requests for an increased rent payment for the 
Department of Insurance, which will be offset by a partial rent exemption for the Department of Real 
Estate.  Both are for $4,100.  In addition, JLBC Staff presented ADOA’s request for a $44,400 partial rent 
exemption for the Arizona Historical Society. 
 
The JLBC Staff presented options to the Committee. 
 
Mr. Searle responded to member questions. 
 
Senator Shooter moved that the Committee recommend ADOA’s FY 2012 Rent Exemptions.  The motion 
carried by a roll call vote of 12-0-0-2 (Attachment 2). 
 
Without objection, the meeting adjourned at 8:29 a.m. 
 
Respectfully submitted: 
 
 
 
 
 _________________________________________ 
  Mya Trivison, Secretary 
 
 
 _________________________________________ 
  Leatta McLaughlin, Assistant Director 
 
 
 _________________________________________ 
  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 20, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  James Alcantar, Fiscal Analyst 
 
SUBJECT: State Department of Corrections - Review of Revised FY 2012 Building Renewal 

Allocation Plan 
 
Request 
 
A.R.S. § 41-1252 requires Committee review of expenditure plans for building renewal monies.  At its 
September 2011 meeting, the Committee gave a favorable review for the Arizona Department of 
Corrections (ADC) to expend its FY 2012 $4,630,500 building renewal appropriation.   
 
On behalf of the Arizona Department of Administration (ADOA), ADC is now requesting review of its 
revised FY 2012 Building Renewal Allocation Plan.  The revision would reallocate resources, including 
allocating $847,000 to modify 4 housing units at the Cibola Prison Unit in Yuma.  The project includes 
adding a secure control room and enhancing the unit’s camera system.     
 
Recommendation 
 
The Committee has at least the following 2 options:  
 
1. A favorable review.  
 
2. An unfavorable review.   
 
The proposed expenditure plan is consistent with building renewal guidelines and appropriations. 
 
Under either option, the JLBC Staff recommends the provision that ADC shall report any further 
changes in the spending plan to the JLBC Staff, including reallocations between projects and allocations 
from the contingency plan.   

 
Analysis 
 
Building renewal appropriations provide for the major maintenance and repair of state-owned buildings.  
A total of $4,630,500 was appropriated from the Department of Corrections Building Renewal Fund in 
FY 2012 to ADOA for ADC use.  Table 1 outlines the original proposal that was approved by the 
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Committee in September 2011 and the proposal as revised.  The total revised plan has been reduced by 
$48,700 from the original plan.   
 

Table 1    
 

FY 2012 Building Renewal Allocation Plan 
 
 

Renewal Projects Original Plan Revised Plan  
Locking Systems $1,659,200 $1,368,000 
Perimeter Electronic Security 2,252,800 2,167,200 
Well and Water Systems 320,000 120,000  
Cibola Housing Unit                0    847,000 1/ 

    Subtotal $4,232,000 $4,502,200 
 
Other    
Preventative Maintenance $   226,100 $     32,000 
Emergency & Imminent 
Failure Contingency 169,300 47,600 
Risk Management Insurance 
Premium         3,100               0 
    Subtotal $   398,500 $     79,600 
    Total $4,630,500 $4,581,800 

__________ 
1/ In addition to this amount, the project would include $117,000 from ADC's 
 Operating Budget.  Including this allocation, the entire project would cost 
 $964,000. 
 

 
The primary revision reallocates $847,000 to modify 4 housing units at the Cibola Prison Unit: $786,300 
for building construction, $39,300 for contractor fees, and $21,400 for contingency.  The majority of the 
reduction comes from a well system being delayed until FY 2013, locking systems that will now be 
funded with ADC’s Operating Budget, and reduced preventative maintenance spending.  ADC will fund 
the Cibola project from the Department of Corrections Building Renewal Fund, and $117,000 in design 
fees from ADC’s Operating Budget.  The entire project, including the design fees, totals $964,000, 
allocated as shown in Table 2.  
 

Table 2 
 

Cibola Prison Unit Costs 
  
Construction  
Installation of new control room $505,200 
Installation of electrical, fire alarm, and data wiring 76,000 
Installation of security cameras and monitors 58,100 
Modification of existing restroom walls 46,100 
Demolition and relocation of electrical equipment 42,200 
Demolition of existing structures 35,500  
Installation of security pass through windows in control rooms     23,200 
    Subtotal $786,300 
  
Other  
Contractor Fees     $39,300 
Contingency     21,400 
    Subtotal $60,700 
  
    Total from Building Renewal  $847,000 
  
Design Fees (Operating Budget) $117,000 
  
    TOTAL $964,000 
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The following provides an overview of the amounts allocated to different categories of the revised 
project.  The attached materials submitted by ADC provide more detail on the project.   
 
Construction 
A total of $786,300 would be allocated for construction costs.  The addition of a secure control room for 
staff would allow for increased visibility of inmate activities and provide a safer location for staff.  The 
enhanced camera system would provide visibility and additional inmate tracking abilities.     
 
Other 
A total of $177,700 would be allocated to construction-related fees and contingency.  Of this amount, 
$117,000 for design fees would come from ADC’s Operating Budget.  The $39,300 contractor’s fee 
covers the contractor’s review of the work, validation of the contractors’ bids, and contract 
administration.  A total of $21,400 would be allocated for contingency. 
 
RS/JA:mt 
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DATE:  March 23, 2012 
 
TO:  Representative John Kavanagh, Chairman 
   Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Senior Fiscal Analyst 
 
SUBJECT: Northern Arizona University - Review of Energy Services and Performance Contract 
 
Request 
 
A.R.S. § 15-1682.02 requires Committee review of any university projects using indirect debt financing.  
Northern Arizona University (NAU) requests Committee review of their proposal to enter into an Energy 
Services and Performance Contract with NORESCO and into a capital lease or a bonding agreement with 
a third party financing entity.  NAU will pay approximately $6.3 million up front and the third party 
entity will provide $11.7 million in financing in order for NAU to purchase $18 million worth of energy 
conservation equipment from NORESCO.    
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review. 
 
2. An unfavorable review.   
 
The merits of using a third party entity to provide the projects’ financing have not yet been determined.  
 
Under either option, the JLBC Staff recommends the provision that the project is ultimately approved by 
the Arizona Board of Regents along with the following standard university financing provisions: 
 
Standard University Financing Provisions 
• A favorable review by the Committee does not constitute endorsement of General Fund 

appropriations to offset any revenues that may be required for debt service, or any operations and 
maintenance costs when the project is complete.   

 
• NAU shall provide the final debt service schedule for the projects as soon as it is available. 
 

(Continued) 
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Analysis 
NORESCO, an energy service company that was selected by NAU through a Request for Qualifications 
(RFQ) process, audited and proposed improvements to NAU’s utility systems in 2011.  The RFQ process 
included both the audit and any and all contracted energy services.  NAU is now requesting to implement 
the energy conservation measures (ECMs) outlined in the audit.  According to NAU, the ECMs will 
reduce water and energy usage on the Flagstaff campus by 18.2% and provide utility savings in the first 
year of $1.6 million.  NAU plans to transfer annual energy savings to the third party entity to fund the 
bond or capital lease payments for the length of the 15 to 20-year term.   
 
Construction Costs 
NAU plans on a total construction cost of $18 million for energy conservation projects, equipment and 
technological improvements performed by NORESCO.  The following projects are included in the $16 
million direct construction cost:  
 
• Interior Lighting - Retrofit existing 4-foot ceiling lamps with 25-watt supersaver T8 lamps; specify 

power levels to fulfill lighting needs in different spaces with the least amount of energy usage, 
decrease use of multiple lamps by replacing some bulbs with reflectors.  To be implemented in 20 
residence halls and 32 academic buildings. 

• Plumbing - Replace existing toilets with ultra low flush toilets, retrofit bathroom faucets and 
showerheads with lower water usage units, retrofit commercial kitchen and lab spaces with pre-rinse 
sprayers and garbage disposal restrictors.  To be implemented in 22 residence halls and 51 academic 
buildings. 

• Reconfigure Existing Direct Digital Temperature Controls - Reschedule controls more efficiently 
based on building occupancy schedules.  To be implemented in 4 academic buildings. 

• Install Direct Digital Temperature Controls - Upgrade pneumatic and existing digital controls.  To be 
implemented in 17 residence halls and 17 academic buildings. 

• HVAC Projects - Install new chillers and air conditioners; upgrade air handling units with new motors 
and variable frequency drives.  To be implemented in 8 academic buildings. 

• Utility Meters - Add utility meters to measure and manage energy use.  To be implemented in 20 
residence halls and 32 academic buildings. 

• Behavioral Change Program - Implement campus-wide behavioral change program to educate on 
energy usage.  

• Insulation - Add insulation to steam traps, valves, and expansion joints in the North Central plant and 
the tunnel system.  Add insulation to 10 residence hall attics. 

• Ice Makers - Update ice maker condenser units in 2 dining facilities. 
 
Financing 
NAU will supply approximately $6.3 million up front to avoid paying debt service payments with interest 
to fund projects that have a return on investment of 5 or fewer years.  This amount would be paid for with 
respective local revenues for projects in residence halls, dining facilities and academic buildings.  The 
third party financing entity, which will be selected through a Request for Proposal (RFP) process, will 
either 1) issue a maximum of $11.7 million in revenue bonds on behalf of NAU in May or June 2012, 
with an expected rating of A2 (Moody’s)/A (S&P) at a maximum annual interest rate of 4.5% for a term 
of 15 to 20 years, or 2) will enter into a capital lease agreement that will loan NAU $11.7 million at 
interest rate of 3% to 5% for a term of 15 to 20 years.   
 
NAU states that financing through a third party entity will result in lower financing costs than if NAU 
issued the $11.7 million bond independently.  The relative costs of the financing mechanism cannot be 
determined until the RFP process is complete. 
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If the interest rate is 4.5% for a term of 15 years, NAU estimates interest-only debt service payments of 
$482,600 and $526,500 in FY 2013 and FY 2014, respectively, followed by annual payments of about 
$1.2 million over the remaining years of the term of the bond or capital lease.  The total expected cost 
over the 15-year term is $16.7 million.    
 
NAU anticipates that their budgeted utility costs will be $1.6 million lower during the first year of EMC 
implementation and will eventually increase to $2.6 million.  NAU anticipates that their utility costs in 
future years will increase at a lower rate than if the EMCs were not implemented.  NAU would transfer 
these annual utility savings to the third party entity, which would use these funds to make the debt service 
payments.  
 
NORESCO has guaranteed the utility savings will be met through the length of the financing term.  If the 
savings amounts are not met, NORESCO will pay any shortfall in savings.  The contract also requires 
insurance that will cover any savings shortfalls in the event NORESCO goes out of business.   
 
This financing does not count against the university’s debt ratio since the debt would not be incurred by 
the university.  Once the bonds are repaid, NAU will own the equipment and upgrades.          
 
RS/MZ:mt 
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