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JOINT COMMITTEE ON CAPITAL REVIEW 
  Thursday, November 13, 2008 

  1:30 P.M. 
  House Hearing Room 3 

 
 
 

MEETING NOTICE 
 
 

- Call to Order 
  
- Approval of Minutes of October 2, 2008 
  
- DIRECTOR'S REPORT (if necessary). 
  
1. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of $735,000 in FY 2009 

Building Renewal Projects and Reallocation of $1.3 Million in FY 2008 Building Renewal 
Funds. 

  
2. ARIZONA DEPARTMENT OF TRANSPORTATION - Review of $984,700 in FY 2009 

Building Renewal Projects. 
  
3. UNIVERSITY LOTTERY BOND PROJECTS 
 A. Arizona State University - Review of $20.8 Million in University Lottery Bond Projects - 

 Building Renewal. 
 B. University of Arizona - Review of $17.5 Million in University Lottery Bond Projects - 

 Building Renewal. 
 C. Northern Arizona University - Review of $26.3 Million in University Lottery Bond Projects 

 - Building Renewal. 
  
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
11/6/08 
sls 
 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical 
accessibility.  Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, 
please contact the JLBC Office at (602) 926-5491. 
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MINUTES OF THE MEETING 

JOINT COMMITTEE ON CAPITAL REVIEW 
 

Thursday October 2, 2008 
The Chairman called the meeting to order at 1:40 pm, Thursday October 2, 2008 in House Hearing Room 1.  The 
following were present: 
 

APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee, Chairman Russell Pearce stated the minutes of  
June 25, 2008 would stand approved. 
 
Richard Stavneak, Director, JLBC gave a presentation on the Budget Update and a list of items on the agenda 
(Attachment 1 and Attachment 2). 
 
ARIZONA STATE UNIVERSITY (ASU), UNIVERSITY OF ARIZONA (UA), AND NORTHERN 
ARIZONA UNIVERSITY (NAU) – University Lottery Bond Projects -- Agency Request (Information 
Only). 
 
Ms. Leatta McLaughlin, JLBC Staff, said she would be discussing the University Lottery bonding package for all 
3 universities (Attachment 3).  These are information only items, at this time.  She stated that there were 2 
additional agenda items included even though they were submitted late, in order to give the Committee an 
overview of what all 3 universities are requesting.   
 
The Committee requested from each of the universities, the following information on the building renewal Lottery 
bond projects: 
 
• How much funding each university is going to put up and what the funding source is for that money.   
• Which of these items are critical in nature?   

Members: Senator Burns, Vice-Chairman 
Senator Aguirre 

Representative Pearce, Chairman 
Representative Groe 

 Senator Waring Representative Kavanagh 
 Senator Verschoor Representative Lopes 
  Representative Lujan 
   
Absent: Senator Aboud 

Senator Arzberger 
Senator Johnson 

Representative Boone 
Representative Schapira 

  



 

• What is the increased cost of doing interest only payments for the first 5 years versus the original estimate of 
principal payments from the beginning? 

 
Mr. Lorenzo Martinez, Arizona Board of Regents, Mr. Jim Florin, Budget Director, UA, Mr. Richard Stanley, 
Senior Vice President and University Planner, ASU, and Ms. Christy Farley, Director, Government Affairs, NAU, 
responded to member questions. 
 
MOHAVE COMMUNITY COLLEGE DISTRICT – Review of General Obligation (GO) Bond Projects. 
 
Ms. Marge Zylla, JLBC Staff, said this item is a review of Mohave Community College District’s GO bond.  
Mohave is proposing a bond for $111.5 million that would be issued in 6 installments from FY 2010 to FY 2018.  
This would go before voters in November 2008 and, if approved, it would be paid for by an increase in property 
taxes.  The bond would fund land acquisition, new construction and renovations. 
 
Dr. Mike Kearns, Chancellor, Mohave Community College, responded to member questions. 
 
Senator Burns moved that the Committee give a favorable review of the proposed $111.5 million GO bond 
issuance with the provision that the district return to the Committee for review prior to each actual bond 
issuance, which would allow the Committee to receive greater detail on the projects to be funded with each 
individual issuance.  The motion carried. 
 
PINAL COUNTY COMMUNITY COLLEGE DISTRICT - Review of General Obligation (GO) Bond 
Projects. 
 
Ms. Marge Zylla, JLBC Staff, said this item is a review of the Pinal County Community College District’s GO 
bond.  Pinal Community College District, which is known as Central Arizona Community College, is proposing 
to issue a bond for $99.0 million in FY 2010.  This would go before voters in November 2008 and, if approved, it 
would be paid for by an increase in property taxes.  The bond would fund a variety of expansion efforts, 
renovations, and purchases. 
 
Senator Burns moved that the Committee give a favorable review of the proposed $99.0 million GO bond 
issuance.  The motion carried. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION (ADOA)  
 
A. Review of the Arizona Department of Corrections (ADC) 4,000 Public Prison Beds and Yuma Water 

Treatment Plant. 
 
Mr. Martin Lorenzo, JLBC Staff, said this is a review of ADOA’s scope, purpose, and estimated cost of the 
construction of 4,000 new public prison beds and a Yuma water treatment plant.   
 
Mr. Charles Goldsmith, Division Director, ADC, Mr. Paul Shannon, Assistant Director, ADOA, and Mr. Roger 
Berna, General Manager, ADOA responded to member questions. 
 
Senator Burns moved that the Committee give a favorable review to the expenditure of $202 million for the 
4,000-bed contract and Yuma water treatment plant with the following provisions: 
 
1. The final cost details and timeline for each of the 4 bid components. 
2. Any increase in costs above the current estimate of $195.3 million. The Committee, however, would review 

any project expansion not already addressed in this memo. 
3. The timing for opening the 4,000 beds. 
 
Senator Verschoor moved a substitute motion that the Committee hold off on approval of this item until 
progress on the private prisons is made. The substitute motion failed. 
 
The original motion carried. 



 

B. Review of Lewis and Tucson Prison Water and Wastewater Projects. 
 
Mr. Martin Lorenzo, JLBC Staff, said this is a review of the scope, purpose, and estimated cost of 2 Arizona 
Department of Corrections (ADC) prison water and wastewater projects that include the renovation of the water 
treatment system at the Lewis prison and the connection of the southern most section of the Tucson prison’s 
sewer system with the Pinal County sewer system.  These projects totaling $4,602,800 will be funded from 
$6,800,000 in lease-purchase proceeds already received and approved by Committee. 
 
Senator Burns moved that the Committee give a favorable review to ADOA’s request of 2 ADC prison water 
and wastewater projects totaling $4,602,800.  In addition, the Committee requested that ADOA report on the 
use of contingency funds exceeding $500,000.   The motion carried. 
 
ARIZONA DEPARTMENT OF CORRECTIONS (ADC) – Review and Approval of Energy Performance 
Contract. 
 
Ms. Leatta McLaughlin, JLBC Staff, stated that this item was for review and approval of ADC’s Energy 
Performance Contract before the agreement takes effect.     
 
Senator Burns moved that the Committee give a favorable review and approval, with the provision that ADC 
retains all energy savings in excess of the debt service payments.  This provision does not constitute 
endorsement of any level of General Fund appropriations for purchase of the energy equipment or the debt 
service payments.  ADC will also report to the Committee when they annually report to the Speaker of the 
House of Representatives, President of the Senate, and the Governor concerning the expenditures, account 
balances, and energy and dollar savings for their energy conservation measures as required by A.R.S. § 34-
456.  The motion carried. 
 
ARIZONA GAME AND FISH DEPARTMENT (AGFD) – Review of FY 2009 Building Renewal Allocation 
Plan and Report on Flood Warning System. 
 
Ms. Caitlin Acker, JLBC Staff, said this item was a review of the FY 2009 Building Renewal Allocation Plan and 
report on the FY 2007 Flood Warning System.     
 
The Chairman said these 2 items would be voted on separately. 
 
Senator Burns moved that the Committee give a favorable review of the department’s FY 2009 Building 
Renewal Allocation Plan.  The $531,000 plan includes the following expenditures: 

• $52,200 for fish hatchery projects 
• $45,300 for shooting range projects. 
• $433,500 for office projects. 

The motion carried. 
 
Senator Burns moved that the Committee require review of all FY 2009 AGFD capital projects appropriated by 
Laws 2008, Chapter 289 before expenditure of the appropriations.  The motion carried. 
 
SCHOOL FACILITIES BOARD (SFB) – Review of FY 2009 $585 Million Lease-to-Own Agreement and 
FY 2009 New School Construction Report. 
 
Ms. Leatta McLaughlin, JLBC Staff, said that this item was a review of SFB’s FY 2009 New School Construction 
report and $585 million lease-to-own agreement.   
 
Mr. John Arnold, Executive Director, SFB, responded to member questions. 
 



 

Senator Burns moved that the Committee give a favorable review of the FY 2009 New Construction Report and 
$585 million lease-to-own agreement, which excludes Full-Day Kindergarten (FDK) capital costs of $8 
million.  In addition, the Committee requests that SFB submit a final list of projects and debt service schedule 
associated with the lease-to-own agreement along with a list of FDK projects.  The motion carried. 
 
Representative Pearce said he chose to put the remaining items on the agenda for information only in light of the 
current budget constraints, until better information is available.  
  
ARIZONA DEPARTMENT OF ADMINISTRATION – FY 2009 Building Renewal Allocation Plan and 
Reallocation of FY 2008 Building Renewal Funds -- Agency Request (Information Only). 
 
Mr. Dan Hunting, JLBC Staff, said reallocation of FY 2008 Building Renewal Funds is an information only item. 
The agency is seeking review of the FY 2009 Building Renewal plan to allocate $6.1 million from the Capital 
Outlay Stabilization Fund.   
 
ARIZONA STATE PARKS BOARD (SPB) – State Parks Enhancement Fund Project -- Agency Request 
(Information Only). 
 
Mr. Art Smith, JLBC Staff, said this item is to consider funding for repairs to the Douglas Mansion at Jerome 
State Historical Park, which is an old adobe building.   
 
Mr. Jay Ziemann, Assistant Director, SPB, provided a handout (Attachment 4).     
 
ARIZONA DEPARTMENT OF TRANSPORTATION (ADOT) – FY 2009 Building Renewal Allocation 
Plan -- Agency Request (Information Only). 
 
Mr. Juan Beltran, JLBC Staff, said that ADOT is requesting review of their FY 2009 Building Renewal 
Allocation Plan.  The plan’s total is $4.2 million for various building renewal projects across the state.   
 
UNIVERSITY OF ARIZONA (UA) 
 
A. Residence Halls and Residence Life Building Renewal -- Agency Request (Information Only). 
 
B. Enterprise Systems Replacement (Mosaic) Project -- Agency Request (Information Only). 
 
C. Energy Bonds -- Agency Request (Information Only). 
 
ARIZONA STATE UNIVERSITY (ASU) – Interdisciplinary Science and Technology Building 4 Bond 
Project -- Agency Request (Information Only). 
 
Ms. Leah Kritzer, JLBC Staff, provided a brief description for items 10A through 11A.  These are information 
only university bond projects which are not related to the university Lottery projects which were discussed earlier. 
 
On item 10A, UA proposed to spend $159.3 million in system revenue bonds to construct 2 new residence halls 
and $37.3 million for residence life building renewal projects.   
 
On item 10B, UA proposed to spend $33.3 million is system revenue bonds to replace its major computer 
systems, which support the university’s personnel system, research administration, and financial reporting.   
 
For item 10C, UA proposed to enter into a third party debt financing agreement for $2.3 million to purchase solar 
panels.   
 



 

For item 11A, ASU proposed to spend $185 million in system revenue bonds to construct a new science building.   
 
Mr. Greg Fahey, UA, Mr. Joel Valdez, UA, and Mr. Kurt Freund, RBC Dain Rauscher, responded to member 
questions.  
 
Without objection, the meeting adjourned at 4:07 p.m. 
 
Respectfully submitted: 
 

 
Cheryl Kestner, Secretary 

 
 
 

Leatta McLaughlin, Principal Fiscal Analyst 
 
 
 

Representative Russell Pearce, Chairman 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE:  A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  A full 
video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  November 6, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Dan Hunting, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration - Review of $735,000 in FY 2009 Building Renewal 

Projects and Reallocation of $1.3 Million in FY 2008 Building Renewal Funds 
 
Request 
 
A.R.S. § 41-1252 requires Committee review of expenditure plans for building renewal monies.  The Arizona 
Department of Administration (ADOA) requests the Committee review its FY 2009 Building Renewal 
Allocation Plan.  Laws 2008, Chapter 289 appropriated $6,100,000 from the Capital Outlay Stabilization Fund 
(COSF) to ADOA to fund 20% of the building renewal formula in FY 2009. 
 
In addition, ADOA requests review of $1,296,610 worth of reallocated FY 2008 Building Renewal monies to 
fund the Department of Revenue (DOR) Elevator Renovation Project.  At the August 16, 2007 meeting, the 
Committee favorably reviewed the ADOA FY 2008 Building Renewal Allocation Plan with the provision that 
ADOA submit for Committee review any reallocation above $100,000 between the individual projects. 
 
ADOA submitted these requests for review at the October 2, 2008 meeting, but no action was taken on the 
requests as the Chairman is seeking further information on the Governor’s plan to resolve the FY 2009 budget 
shortfall and whether the funding associated with this particular agenda item could be part of that solution.   
 
Since then, ADOA has identified $735,000 of the $6.1 million FY 2009 Building Renewal plan and the entire 
$1.3 million FY 2008 Building Renewal reallocation plan as critical in nature.  The Chairman has placed these 
projects on the agenda for review. 
 
Recommendation 
 
The Committee has at least the following options for the following 2 items: 
 
FY 2009 Building Renewal Projects 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the $735,000 in critical projects.  This amount funds the 2 most critical projects 

identified by ADOA--$475,000 to replace the kitchen roof at the Arizona Department of Juvenile 
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(Continued) 

Corrections (DJC) Catalina Mountain School and $260,000 for roof repairs at the Arizona Schools for the 
Deaf and Blind (ASDB).  These projects are consistent with Building Renewal guidelines and 
appropriations. 
 

2. An unfavorable review.  These monies could be used to reduce the FY 2009 budget shortfall. 
 
The JLBC Staff also recommends the provision that ADOA submit for Committee review any reallocation 
above $100,000 between the individual projects. 
 
Reallocation of FY 2008 Building Renewal Funds 
The Committee has at least the following 2 options: 
 
1. A favorable review of the department’s request to reallocate $1,296,610 of the FY 2008 Building Renewal 

appropriation to the elevator project at 1600 W. Monroe. 
 

2. An unfavorable review.  These monies could be used to reduce the FY 2009 budget shortfall. 
 
Analysis 
 
FY2009 Building Renewal Projects 
The following table includes the projects and corresponding amounts requested by ADOA as part of their 
FY 2009 Building Renewal plan, along with the amounts considered critical in nature. 
 

FY 2009 Building Renewal Projects 
 

Request Review 
Roofing Projects   
ADOA Statewide Roofing and Leak Abatement $    275,000 $            0 
DJC Catalina Mountain Facility Roof Replacement 225,000 475,000 
Executive Tower Replace Roof Membrane 220,000 0 
ASDB Roof Repair Apache Building 210,000 260,000 
DPS Replace Roof Membrane at Phoenix Fleet Building    137,500           0 
 Subtotal $1,067,500 $735,000 
   

HVAC Projects   
Supreme Court Replace Thermal Storage System $1,600,000 $           0 
Attorney General Replace Cooling Towers & Heat Pumps 350,000 0 
Senate and House Replace Air Handlers    335,000           0 
 Subtotal $2,285,000 $           0 
   

Water and Sewer Projects   
DES Sewage Lift Pump Station $     96,000 $           0 
DOC Well Renovation 80,000 0 
DES Well Renovation   25,000           0 
 Subtotal $   201,000 $           0 
   

Infrastructure Projects    
Executive Tower Replace Electrical Service Entrance $   600,000 $           0 
Executive Tower Phase II Seal Exterior Expansion Joints 305,000 0 
DPS Fire Alarm System 220,000 0 
ADOA Building System Carpet & Flooring 200,000 0 
DES Elevator Renovation 65,000 0 
DOR Engineering Assessment 40,000 0 
Senate Fire Alarm System     20,000           0 
 Subtotal $1,450,000 $          0 
   

Other   
Emergency Projects/Contingencies $   820,000 $           0 
Construction Project Management 275,000 0 
Risk Management Construction Insurance       1,000           0 
 Subtotal $1,096,000 $           0 

  

 TOTAL $6,099,500 $735,000 
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The following provides an overview of the projects included in ADOA’s request. 
 
Roofing Projects 
ADOA requested a total of $792,500 for 4 different projects to replace roofs that have reached the end of their 
useful lives and have ongoing leaking problems.  Additionally, ADOA requested $275,000 for roofing and 
leak abatement at buildings statewide.  These funds would be used to perform emergency repairs and partial 
repairs at sites where full repair or replacement of the roof can be deferred to a later date.  Of this $1,067,500, 
ADOA has identified $735,000 worth of critical projects at ASDB and the Catalina Mountain School operated 
by DJC. 
 
ADOA’s original FY 2009 Building Renewal plan would have allocated $225,000 to reroof the kitchen at 
Catalina Mountain School.  Since the October 2nd meeting, there has been a partial collapse of the roof, which 
has rendered the building unusable and caused DJC to rent portable kitchen facilities at a cost of $9,000 per 
month.  ADOA Construction Services estimates that the updated cost to repair the roof and make structural 
changes recommended by a structural engineer will be $475,000.  ADOA Risk Management is processing a 
claim due to the roof collapse, and it is expected that they will reimburse approximately half of the total 
expense, an amount sufficient to cover the damage caused by the roof collapse. 
 
The Apache Dorm at ASDB has been examined by a structural engineer who found that the roof has water 
damage and that it has been overloaded by the addition of concrete deck panels.  Full assessment of the 
condition of the roof cannot be made until the concrete panels have been removed; however, a preliminary 
estimate of the cost to repair the roof is $260,000. 
 
The following FY 2009 Building Renewal projects were part of ADOA’s request but are not included in the 
current review:  
 
HVAC Projects 
ADOA requested a total of $2,285,000 for 4 heating and air conditioning related projects.  The monies would 
be used to replace air handlers, cooling towers, and a thermal storage system, which have all reached the end 
of their useful lives.   
 
Water and Sewer Projects 
ADOA requested a total of $201,000 for 3 projects relating to water and sewer systems.  Monies would be 
used to replace a sewage lift pump and renovate water wells. 
 
Infrastructure Projects
ADOA requested a total of $1,450,000 for 7 projects.  These projects include fire alarms, elevator code related 
renovations, electrical upgrades, and building exterior corrections.  Also included in the allocation is $200,000 
to replace flooring and carpet at state facilities. 
 
Other 
In order to cover project management costs for FY 2009 building renewal projects, ADOA requested 
$275,000.  A total of $820,000 would be allocated for unanticipated and emergency projects.   
 
Reallocation of FY 2008 Building Renewal Funds 
At the August 16, 2007 meeting, the Joint Committee on Capital Review favorably reviewed the ADOA 
FY 2008 Building Renewal Allocation Plan with the provision that ADOA submit for Committee review any 
reallocation above $100,000 between the individual projects.  The original FY 2008 ADOA Building Renewal 
Allocation included $300,000 to design a 2-phase, 5-cab elevator system renovation and to rebuild the freight 
elevator at 1600 West Monroe, which houses the DOR. 
 
Having completed the design portion of the project, ADOA now proposes to complete both Phases 1 and 2 
renovations and repairs at a cost of $1,296,610 above the original $300,000 allocated for Phase 1 of the 
project.  This cost is higher than expected due to code requirements and interconnected control systems for the 
passenger and freight elevators.  The cost would be reallocated from other FY 2008 Building Renewal 



- 4 - 
 

 

projects.  Of the proposed $1,296,610 reallocation, $506,794 would come from construction contingency 
funds, $343,035 from emergency funds, and the remaining $446,781 from various projects that were cancelled 
or did not expend their full FY 2008 allocation.   
 
RS/DH:ss 
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DATE:  November 6, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Juan Beltran, Fiscal Analyst 
 
SUBJECT: Arizona Department of Transportation - Review of $984,700 in FY 2009 Building 

Renewal Projects 
 
Request 
 
A.R.S. § 41-1252 requires JCCR review of the expenditure plan for Building Renewal monies.  The 
Arizona Department of Transportation (ADOT) requests that the Committee review its $4,208,900 
FY 2009 Building Renewal Allocation Plan, including $4,052,000 from the State Highway Fund and 
$156,900 from the State Aviation Fund. 
 
ADOT submitted their FY 2009 Building Renewal Allocation Plan for review at the October 2, 2008 
meeting, but no action was taken on the plan as the Chairman is seeking further information on the 
Governor’s plans to resolve the FY 2009 budget shortfall and whether the funding associated with this 
particular agenda item could be part of the solution.   
 
Since then, ADOT has identified 115 projects totaling $984,700 ($920,400 from the State Highway Fund 
and $64,300 from the State Aviation Fund), which are considered by ADOT as critical in nature.  ADOT 
would allocate $895,400 from the State Highway Fund among 109 projects leaving $25,000 for project 
management support and $64,300 from the State Aviation Fund for 6 projects. The Chairman has placed 
these 115 projects on the agenda for review. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the $984,700 in critical projects. These projects are consistent with Building 

Renewal guidelines and appropriations. 
 

2. An unfavorable review. These monies could be used to reduce the FY 2009 budget shortfall. 
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Under either option, the JLBC Staff recommends that ADOT report any project reallocations above 
$100,000. 
 
Analysis 
 
The Capital Outlay Bill (Laws 2008, Chapter 289) appropriated a total of $4,208,900 to ADOT for 
building renewal in FY 2009, including $4,052,000 from the State Highway Fund and $156,900 from the 
State Aviation Fund.  The FY 2009 Building Renewal appropriations represent 50% of the amount 
generated by the revised Building Renewal Formula for the ADOT Building System and 100% for the 
Grand Canyon Airport for FY 2009.  The formula is based on the square footage and replacement cost of 
existing buildings.
 
As shown in the following table, ADOT had originally requested to allocate the $4.1 million in Building 
Renewal monies from the State Highway Fund for 286 projects. Of these 286 projects, 109 projects are 
considered by ADOT to be critical in nature and are, therefore, up for possible review of the Committee. 
 

State Highway Fund Building Renewal Projects 
     

Category 
Requested 
Projects 

Requested 
Amounts 

Review 
Projects 

Possible 
Review 

Roofs Repair/Replacement 168 $1,450,500  77 $461,200 
Building Systems (HVAC, Electrical, Plumbing) 59 1,354,100  6 174,600 
Infrastructure (Sewers, Parking) 13 535,800  5 87,500 
Americans with Disabilities Act 8 207,200   0 
Fire/Life/Safety 21 172,100  21 172,100 
Contingencies N/A 100,000   0 
Project Management Support N/A 85,000  N/A 25,000 
Exterior Preservation (Doors, Windows, Siding) 9 71,500   0 
Major Renovation 5 49,800   0 
Interior Finishes (Paint, Carpet, Tile)     3      26,000                     0 
  Total 286 $4,052,000  109 $920,400 

 
 

In addition, ADOT had originally requested to allocate the $156,900 of Building Renewal monies from 
the State Aviation Fund for 25 projects at the Grand Canyon Airport.  Of these 25 projects, 6 projects 
totaling $64,300 are considered by ADOT to be critical in nature and are, therefore, up for possible 
review of the Committee.  These 6 projects include replacing or repairing roofs as well as replacing 3 
unserviceable vehicle gates in Grand Canyon Airport buildings. 
 
The attached material submitted by ADOT lists each project and its estimated cost along with the projects 
and amounts they consider to be critical in nature.  The projects are consistent with Building Renewal 
guidelines and appropriations. 
 
RS/JB:sls 
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DATE:  November 6, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Arizona State University - Review of $20.8 Million in University Lottery Bond Projects - 

Building Renewal  
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
Arizona State University (ASU) requests Committee review of $34.4 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).   
 
The $34.4 million ASU request was presented for information only at the October 2, 2008 meeting.  This 
memo now addresses the review of $20.8 million for fire alarm and sprinkler system installations, 
electrical code upgrades, elevator upgrades, and roof repairs.    
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review, with the standard university financing provisions (listed below). 
 
2. An unfavorable review.   
 
Under either option, the JLBC Staff recommends the provision that ASU submit a final debt service 
schedule and a list of projects. 
 
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.   
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• ASU shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  
The Committee may review these items depending on the substantive nature of the reallocation. 

 
Analysis 
 
This agenda item is comprised of 3 types of building renewal projects, at an estimated total cost of $20.3 
million.  Building renewal appropriations provide for the major maintenance and repair of state-owned 
buildings.  The universities, however, have received about 12% of their building renewal formula over the 
last 10 years.  ASU’s FY 2009 Building Renewal formula would have been approximately $28.2 million.  
 
The $20.3 million in projects consists of:  roof replacements, electrical entrance system replacement 
work, and elevator refurbishment.  The 27 roof replacements will incorporate replacement of mechanical 
systems located on roofs and asbestos abatement, with 1 additional project consisting of a mechanical 
equipment replacement only.  ASU is proposing 14 main electrical system replacements, which include 
removing significant electrical components and replacing them with code compliant equipment.  There 
are also 7 elevator refurbishment projects planned, some of which will include fire protection upgrades.  
The elevator projects are considered stand alone projects, which are not related to the roof replacement 
and electrical replacement projects discussed above.   
 
Projects that are part of the requested $33.6 million, but are not part of the new $20.3 million review, 
include the renovation of 3 additional buildings.  The Stauffer Building A and B renovations include 
deferred maintenance and minor classroom upgrades.  ASU also proposes to renovate its 476-seat 
Araviapa auditorium on its Polytechnic campus.   
 
ASU’s projected costs contain no contingency monies.  ASU intends to shift monies among projects once 
the final building or project assessment is developed, which they note will not exceed the total project 
cost.  The standard university financing provisions listed above include a requirement for ASU to submit 
for Committee review any reallocation above $500,000 between the individual projects depending on the 
substantive nature of the of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Of that amount, ABOR cannot issue more than $285.0 million in FY 2009 and not more than 
$500.0 million in FY 2010.  The annual debt service payments will be paid from the newly-created 
University Capital Improvement Lease-to-Own and Bond (UCI) Fund and will be comprised of 80% 
Lottery revenues and 20% state university system revenues, as required by the FY 2009 Education BRB.   
 
Under the Lottery financing proposal, the prior caps on Lottery advertising have been removed.  As a 
result, advertising expenditures are projected to increase from $11.0 million to $20.2 million.  Along with 
other modifications, the Arizona State Lottery Commission estimates that these changes will increase 
Lottery proceeds by $103.2 million, or 22%, in FY 2009.  After accounting for prizes, this would result in 
$12.7 million more for Lottery beneficiaries.   
 
All current Lottery beneficiaries will continue to receive their current funding allocations with 1 
exception.  Local mass transit projects will receive $9.5 million instead of $18.0 million in FY 2009.  
Most of the growth will be deposited in the UCI Fund.  It is uncertain whether these proposed changes 
will generate the percent increase in proceeds as forecast by the Commission.  Given this uncertainty, 
more than 20% of the debt service may need to be paid by university sources. 
 
Of the $1.0 billion amount, the FY 2009 Education BRB requires ABOR to allocate $470.0 million for 
construction of the University of Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to 
determine the distribution of the remaining funds.  Of the remaining $530.0 million, ABOR plans on 
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allocating $20.0 million to ASU’s School of Construction and $170.0 million to each of the 3 universities 
for building renewal and new construction projects.  This project up for review represents a single ASU 
issuance, which is $20.8 million of ASU’s $170.0 million allocation. 
 
The original project cost totaled $34.4 million, with $0.8 million for issuance costs and $33.6 million for 
project costs.  The new cost totals $20.8 million, with $0.5 million for issuance costs (which assumes 
costs are proportionate to the original issuance), and $20.3 million in project costs.  ASU plans on issuing 
A1/AA- rated revenue bonds with an estimated 5.85% annual interest rate and a term of 20 years.  The 
actual interest rate may change when the bond goes to market in January 2009.   
 
Based on a request of $34.4 million, ASU originally estimated an average annual debt service cost of $2.9 
million with a 20-year total cost of $58.4 million.  It is assumed that the new total cost of $20.8 million 
will result in a proportionate average annual debt service cost to the original estimates.  The new average 
annual debt service is estimated to cost $1.8 million, with a 20-year total cost of $35.0 million.   
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $1.4 million, or 80%, will come from state Lottery proceeds, while $0.4 
million will come from local university funds.  Given the uncertainty with Lottery proceeds, as described 
above, local funds will likely need to provide more than their 20% share.  ASU had originally planned to 
begin construction in October 2008.  The bond issuance is planned for January 2009.  ASU indicates they 
will use their current cash flow to cover immediate costs of approximately $5.0 million necessary to begin 
operation of its plan.  When the bonds are issued, it is intended that ASU will be repaid with its Lottery 
bond proceeds. 
 
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and 
certificates of participation of up to 8% of each institution’s total projected annual expenditures.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If the debt service for the requested $34.4 million was included in the 
calculation, however, the debt ratio would increase by 0.15% from the current 5.7% rate to a new debt 
ratio of 5.85%. 
 
Construction Costs 
Total project costs up for review are estimated at $20.3 million, which typically include direct 
construction costs, architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, 
ASU’s cost estimates are still preliminary and do not include contingency or direct construction costs.  
Table 1 lists estimated capital costs and renovation scopes for the all 5 projects requested for review by 
ASU and also provides a comparison of ASU’s requested projects to those which will be reviewed by the 
Committee. 
 
ASU notes that some of their cost estimates have been developed using information from RS Means, a 
supplier of construction cost information, and historically comparable ASU projects. They also stated that 
once project design is complete, more cost information will be available.  Many of the proposed projects 
have a large range of project specifications and comparable projects were not applicable to assess cost 
reasonableness.   
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Table 1 

ASU Building Renewal Costs and Scopes 

Project Description 
ASU 

Request 
 

Review 
Roof Replacement and Roof 

Mechanical Equipment 
Replace roofs and mechanical 
equipment located on roofs.  Includes 
roof and mechanical replacements for 28 
different buildings. 

$11,300,000 $11,300,000 

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

10,000,000 0 

Main Electrical System  
 Replacements 

Replace service entrance portions of the 
electrical systems.  Includes 
replacements for 14 buildings.  

5,800,000 5,800,000 

Araviapa Auditorium Renovate auditorium on Polytechnic 
campus. 

3,300,000 0 

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

  3,200,000   3,200,000 

     Total  $33,600,000 $20,300,000 
 
The Araviapa Auditorium and the Stauffer A and B buildings, which are not up for review by the 
Committee, have comparable costs which were used to determine reasonableness.  The Araviapa 
Auditorium 476-seat renovation project is estimated to cost $3.3 million, for a per seat cost of $6,900.  
ASU’s 80-seat Pima Room renovation project, as part of the Memorial Union renovations, cost 
approximately $600,000 (or $7,500 per seat).  When compared to the Pima Room renovations, the 
Araviapa Auditorium costs appear reasonable.  The Stauffer A and B building projects would cost 
approximately $10.0 million, with $6.5 million of these costs dedicated to deferred maintenance projects.  
This project would consist of approximately 82,500 square feet, for a total cost per square foot of $121.  
In comparison, ASU completed similar renovations on its Polytechnic campus in 2003, for a cost per 
square foot of $101.  Given increased cost of construction over 5 years, these costs appear reasonable.  
 
Procurement Method 
ASU is considering 3 different procurement methods for its proposed projects.  For its larger deferred 
maintenance projects, ASU plans on using the Construction Manager at Risk (CMAR) method.  In 
CMAR, the university competitively selects a general contractor according to quality and experience.  
The general contractor manages a construction project, including the associated architect and other 
subcontractors, from design to completion.  The general contractor chooses a qualified subcontractor for 
each trade based on price competition, selecting the lowest bid.  Additionally, CMAR defines a 
guaranteed maximum price, after which the general contractor must absorb almost all cost increases 
except those caused by scope changes or unknown site conditions.  Occasionally, in the case of 
substantial materials price inflation, a university will partially cover higher costs to maintain good 
contractor relations. 
 
ASU also plans to use Job Ordering Contracting (JOC) and design/bid/build procurement methods for its 
other projects depending on the size and nature of the project.  The JOC approach pre-qualifies 
contractors through a competitive selection process and bid estimates are prepared.  According to ABOR 
policy, JOC-procured construction projects can only be used for projects with a maximum total cost of 
$2.0 million.  Under the design/bid/build method, the design and construction phases are separately 
contracted and done in sequence.  After design is complete, the construction phase requires a competitive 
bid process that awards the contract to the lowest responsible and responsive bidder.   
 
RS/LK:ss 
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DATE:  November 6, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: University of Arizona - Review of $17.5 Million in University Lottery Bond Projects - 

Building Renewal 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
The University of Arizona (UA) requests Committee review of $68.5 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).   
 
The $68.5 million UA request was presented for information only at the October 2, 2008 meeting.  This 
memo now addresses the review of $17.5 million for fire alarm and sprinkler system installations, 
electrical code upgrades, elevator upgrades, and roof repairs.    
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review, with the standard university financing provisions (listed below). 
 
2. An unfavorable review.   
 
Under either option, the JLBC Staff recommends the provision that ASU submit a final debt service 
schedule and a list of projects. 
 
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.   

 



- 2 - 

(Continued) 

• UA shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  The 
Committee may review these items depending on the substantive nature of the reallocation. 

 
Analysis 
 
This agenda item is comprised of 4 types of building renewal projects, at an estimated total cost of $17.4 
million.  Building renewal appropriations provide for the major maintenance and repair of state-owned 
buildings.  The universities, however, have received about 12% of their building renewal formula over the 
last 10 years.  UA’s FY 2009 Building Renewal formula would have been approximately $44.2 million.  
 
The $17.4 million projects consist of $16.4 million on the UA Main Campus and $1.0 million for the UA 
Health Sciences Campus.  These projects include fire alarm and sprinkler system installations, electrical 
code upgrades, elevator upgrades, and roof repairs.  The 17 fire alarm and fire sprinkler system projects 
include new or replacement systems.  UA plans on a total of 24 code upgrades for approximately 9 
electrical systems and 15 elevators.  Roofing repairs and upgrades are planned for 38 buildings.   
 
Projects that were part of the requested $68.0 million, but are not part of the new $17.4 million review, 
include 5 types of renovation projects.  These requested projects include interior and exterior components, 
heating, ventilation, and air conditioning (HVAC), mechanical system repairs and replacements, building 
structural repairs, and football stadium repairs. This request includes 1 project for various transformer 
replacements across the main campus.  UA also requested 16 HVAC replacement and duct work projects.  
There are 43 buildings they requested for mechanical and plumbing system repairs and replacements.  UA 
identified a total of 75 buildings that are in need of structural repairs.  Lastly, UA requested structural 
repairs for its football stadium. 
 
UA’s projected costs contain no contingency monies.  UA intends to shift monies among projects once 
the final building or project assessment is developed, which they note will not exceed the total project 
cost.  The standard university financing provisions listed above include a requirement for UA to submit 
for Committee review any reallocation above $500,000 between the individual projects depending on the 
substantive nature of the of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Of that amount, ABOR cannot issue more than $285.0 million in FY 2009 and not more than 
$500.0 million in FY 2010.  The annual debt service payments will be paid from the newly-created 
University Capital Improvement Lease-to-Own and Bond (UCI) Fund and will be comprised of 80% 
Lottery revenues and 20% state university system revenues, as required by the FY 2009 Education BRB.   
 
Under the Lottery financing proposal, the prior caps on Lottery advertising have been removed.  As a 
result, advertising expenditures are projected to increase from $11.0 million to $20.2 million.  Along with 
other modifications, the Arizona State Lottery Commission estimates that these changes will increase 
Lottery proceeds by $103.2 million, or 22%, in FY 2009.  After accounting for prizes, this would result in 
$12.7 million more for Lottery beneficiaries.   
 
All current Lottery beneficiaries will continue to receive their current funding allocations with 1 
exception.  Local mass transit projects will receive $9.5 million instead of $18.0 million in FY 2009.  
Most of the growth will be deposited in the UCI Fund.  It is uncertain whether these proposed changes 
will generate the percent increase in proceeds as forecast by the Commission.  Given this uncertainty, 
more than 20% of the debt service may need to be paid by university sources. 
 
Of the $1.0 billion amount, the FY 2009 Education BRB requires ABOR to allocate $470.0 million for 
construction of the University of Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to 
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determine the distribution of the remaining funds.  Of the remaining $530.0 million, ABOR plans on 
allocating $20.0 million to ASU’s School of Construction and $170.0 million to each of the 3 universities 
for building renewal and new construction projects.  This project up for review represents a single UA 
issuance, which is $17.5 million of UA’s $170.0 million allocation. 
 
The original project cost totaled $68.5 million, with $0.5 million for issuance costs and $68.0 million for 
project costs.  The new cost totals $17.5 million, with $0.1 million for issuance costs (which assumes 
costs are proportionate to the original issuance), and $17.4 million in project costs.  UA plans on issuing 
A1/AA- rated revenue bonds with an estimated 5.85% annual interest rate and a term of 20 years.  The 
actual interest rate may change when the bond goes to market in January 2009.   
 
Based on a request of $68.5 million, UA originally estimated an average annual debt service cost of $5.8 
million with a 20-year total cost of $116.1 million.  It is assumed that the new total cost of $17.5 million 
will result in a proportionate average annual debt service cost to the original estimates.  The new average 
annual debt service is estimated to cost $1.5 million, with a 20-year total cost of $29.7 million.   
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $1.2 million, or 80%, will come from state Lottery proceeds, while $0.3 
million will come from local university funds.  Given the uncertainty with Lottery proceeds, as described 
above, local funds will likely need to provide more than their 20% share.  UA had originally planned to 
begin construction in the fall of 2008.  The bond issuance is planned for January 2009.  UA indicates they 
will use their current cash flow to cover immediate costs of approximately $6.2 million necessary to begin 
operation of its plan.  When the bonds are issued, it is intended that UA will be repaid with its Lottery 
bond proceeds. 
 
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and 
certificates of participation of up to 8% of each institution’s total projected annual expenditures.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If the debt service for the requested $68.5 million was included in the 
calculation, however, the debt ratio would increase by 0.22% from the current 6.05% rate to a new debt 
ratio of 6.27%.  
 
Construction Costs 
Total project costs up for review are estimated at $17.4 million, which typically include direct 
construction costs, architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, 
UA’s cost estimates are still preliminary and do not include contingency costs.  Table 1 lists estimated 
capital costs and renovation scopes for the all 9 projects requested for review by UA and also provides a 
comparison of UA’s requested projects to those which will be reviewed by the Committee. 
 
UA notes that costs for large, complex projects were developed using independent cost estimates from 
specialty consultants and contractors, which considered square footage and regional cost data.  Costs for 
smaller and less complex projects were based on recent UA projects.  Lastly, equipment costs were 
estimated from available manufacturer price lists.  The proposed projects have a large range of project 
specifications, and comparable projects were not applicable to assess cost reasonableness.  
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Table 1 

UA Building Renewal Costs and Scopes 

Project Description 
UA 

Request 
 

Review 
Interior and Exterior Building 

Components  
Various utility hook-ups and transformer 
installations on the main campus. 

$19,600,000 $           0 

Heating, Ventilation, and Air 
Conditioning 

HVAC equipment replacements and duct work in 
16 buildings.  

17,820,000 0 

Fire Alarm and Fire 
Sprinklers Systems 

New, replaced, and repaired systems in 17 
buildings.  

7,180,000 7,180,000 

Mechanical System Repairs 
and Replacements 

Mechanical and plumbing improvements in 43 
buildings. 

7,127,800 0 

Roofing Repairs Roofing repairs and replacements on 38 
buildings.  

5,560,000 5,560,000 

Building Structural Repairs The structural repairs are planned for 75 
buildings.  

3,650,000 0 

Electrical Code Upgrades Replacement and upgrades of switchboards, 
switches, battery systems and emergency 
generator systems.  Includes work on 9 buildings.

2,634,200 2,634,200 

Football Stadium Structural 
Repairs 

Structural repairs. 2,400,000 0 

Elevator Code Compliance 
Upgrades 

Repair and replacements of shafts, hydraulics, 
fire alarms, and controls systems.  Includes work 
on 15 elevators. 

 2,028,000  2,028,000 

 Total  $68,000,000 $17,402,200 
 
Procurement Method 
UA is considering 3 different procurement methods for its 9 projects.  Most of the projects will be 
procured using Job Ordering Contracting (JOC).  The JOC method pre-qualifies contractors through a 
competitive selection process where bid estimates are prepared.  According to ABOR policy, JOC-
procured construction projects can only be used for projects with a maximum total cost of $2.0 million.  
The remaining projects will be procured using the Construction Manager at Risk (CMAR) and 
design/bid/build methods.   
 
In CMAR, the university competitively selects a general contractor according to quality and experience.  
The general contractor manages a construction project, including the associated architect and other 
subcontractors, from design to completion.  The general contractor chooses a qualified subcontractor for 
each trade based on price competition, selecting the lowest bid.  Additionally, CMAR defines a 
guaranteed maximum price, after which the general contractor must absorb almost all cost increases 
except those caused by scope changes or unknown site conditions.  Occasionally, in the case of 
substantial materials price inflation, a university will partially cover higher costs to maintain good 
contractor relations.  Under the design/bid/build method, the design and construction phases are 
separately contracted and done in sequence.  After design is complete, the construction phase requires a 
competitive bid process that awards the contract to the lowest responsible and responsive bidder.   
 
RS/LK:ss 
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DATE:  November 6, 2008 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Northern Arizona University - Review of $26.3 Million in University Lottery Bond 

Projects - Building Renewal  
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.  
Northern Arizona University (NAU) requests Committee review of $64.8 million in Building Renewal 
projects.  This issuance represents a portion of the University Lottery Bonding package as authorized by 
the FY 2009 Education Budget Reconciliation Bill (BRB) (Laws 2008, Chapter 287).   
 
The $64.8 million NAU request was presented for information only at the October 2, 2008 meeting.  This 
memo now addresses the review of $26.3 million for the North Campus utility upgrade project and the 
North Union Building renovation. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review, with the standard university financing provisions (listed below). 
 
2. An unfavorable review.   
 
Under either option, the JLBC Staff recommends the provision that ASU submit a final debt service 
schedule and a list of projects. 
 
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.   
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• NAU shall submit to JLBC Staff any reallocation above $500,000 between the individual projects.  
The Committee may review these items depending on the substantive nature of the reallocation. 

 
Analysis 
 
This agenda item is comprised of 2 types of building renewal projects, at an estimated total cost of $26.0 
million.  Building renewal appropriations provide for the major maintenance and repair of state-owned 
buildings.  The universities, however, have received about 12% of their building renewal formula over the 
last 10 years.  NAU’s FY 2009 Building Renewal formula would have been approximately $10.4 million.  
 
The $26.0 million in projects consists of NAU’s North Campus utility upgrade project and the North 
Union Building renovation.  The North Union Building project would address aging wiring, sprinkling, 
and mechanical code issues.  NAU notes that the building is almost 50 years old and is in need of fire 
suppression and asbestos remediation.  They also plan to address Americans with Disabilities Act 
compliance issues and replace the roof and original copper wiring.  NAU has also planned a utilities 
retrofit project for its North Campus, which would include plumbing and electrical improvements that are 
intended to improve capacity.  The 3 boilers, which currently supply heat and hot water, are over 25 years 
old, which NAU states is past the equipment’s useful life.  This equipment would be replaced with a new 
steam generator and related equipment.  NAU indicates that portions of both the North Plant and North 
Union buildings have been red tagged by the State Fire Marshal to prevent them from being occupied 
until the safety concerns are remediated.     
 
Projects that are part of the requested $64.1 million, but are not part of the new $26.0 million review, 
include the renovation of 3 additional buildings.  The Hotel and Restaurant Management (HRM) Building 
renovation would convert the old Inn at NAU hotel rooms and dining areas to classroom and lab space.  
The Liberal Arts Building project would include roof, mechanical, and electrical system replacements in 
addition to classroom renovations.  Lastly, NAU’s Skydome renovation would address deficiencies such 
as seating, handrails, and wheelchair spaces in addition to electrical, mechanical, and water issues.       
 
NAU’s projected costs contain no contingency monies.  NAU intends to shift monies among projects 
once the final building or project assessment is developed, which they note will not exceed the total 
project cost.  The standard university financing provisions listed above include a requirement for NAU to 
submit for Committee review any reallocation above $500,000 between the individual projects depending 
on the substantive nature of the of the reallocation. 
 
Financing 
The FY 2009 Education BRB authorized the Arizona Board of Regents (ABOR) to enter into lease-to-
own and bond transactions up to a maximum of $1.0 billion to pay for building renewal projects and new 
facilities.  Of that amount, ABOR cannot issue more than $285.0 million in FY 2009 and not more than 
$500.0 million in FY 2010.  The annual debt service payments will be paid from the newly-created 
University Capital Improvement Lease-to-Own and Bond (UCI) Fund and will be comprised of 80% 
Lottery revenues and 20% state university system revenues, as required by the FY 2009 Education BRB.   
 
Under the Lottery financing proposal, the prior caps on Lottery advertising have been removed.  As a 
result, advertising expenditures are projected to increase from $11.0 million to $20.2 million.  Along with 
other modifications, the Arizona State Lottery Commission estimates that these changes will increase 
Lottery proceeds by $103.2 million, or 22%, in FY 2009.  After accounting for prizes, this would result in 
$12.7 million more for Lottery beneficiaries.   
 
All current Lottery beneficiaries will continue to receive their current funding allocations with 1 
exception.  Local mass transit projects will receive $9.5 million instead of $18.0 million in FY 2009.  
Most of the growth will be deposited in the UCI Fund.  It is uncertain whether these proposed changes 
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will generate the percent increase in proceeds as forecast by the Commission.  Given this uncertainty, 
more than 20% of the debt service may need to be paid by university sources. 
 
Of the $1.0 billion amount, the FY 2009 Education BRB requires ABOR to allocate $470.0 million for 
construction of the University of Arizona Phoenix Biomedical Campus.  The legislation permits ABOR to 
determine the distribution of the remaining funds.  Of the remaining $530.0 million, ABOR plans on 
allocating $20.0 million to ASU’s School of Construction and $170.0 million to each of the 3 universities 
for building renewal and new construction projects.  This project up for review represents a single NAU 
issuance, which is $26.3 million of NAU’s $170.0 million allocation. 
 
The original project cost totaled $64.8 million, with $0.7 million for issuance costs and $64.1 million for 
project costs.  The new cost totals $26.3 million, with $0.3 million for issuance costs (which assumes 
costs are proportionate to the original issuance), and $26.0 million in project costs.  NAU plans on issuing 
A/A3-rated revenue bonds with an estimated 5.85% annual interest rate and a term of 20 years.  The 
actual interest rate may change when the bond goes to market in January 2009.  Both Arizona State 
University and University of Arizona have also assumed a 5.85% interest rate for their proposed Lottery 
project issuances, although they have better credit ratings than NAU.   
 
Based on a request of $64.8 million, NAU originally estimated an average annual debt service cost of 
$5.5 million with a 20-year total cost of $110.1 million.  It is assumed that the new total cost of $26.3 
million will result in a proportionate average annual debt service cost to the original estimates.  The new 
average annual debt service is estimated to cost $2.2 million, with a 20-year total cost of $44.6 million.   
 
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009 
Education BRB.  Approximately $1.8 million, or 80%, will come from state Lottery proceeds, while $0.4 
million will come from local university funds.  Given the uncertainty with Lottery proceeds, as described 
above, local funds will likely need to provide more than their 20% share.  NAU plans to begin 
construction in January 2009, which is the same time they plan on issuing the bond.  NAU indicates they 
will use their current cash flow to cover immediate costs of approximately $8.4 million in pre-
construction costs necessary to begin operation of its plan.  When the bonds are issued, it is intended that 
NAU will be repaid with its Lottery bond proceeds. 
 
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and 
certificates of participation of up to 8% of each institution’s total projected annual expenditures.  The 
FY 2009 Education BRB provided that the University Lottery building projects will be exempt from 
university debt limit calculations.  If the debt service for the requested $64.8 million was included in the 
calculation, however, the debt ratio would increase by 1.6% from the current 5.16% rate to a new debt 
ratio of 6.76%. 
 
Construction Costs 
Total project costs up for review are estimated at $26.0 million, which typically include direct 
construction costs, architect fees, furniture and equipment costs, and contingency fees.  As noted earlier, 
NAU’s cost estimates are still preliminary and do not include contingency costs.  The direct construction 
costs total $21.3 million, which includes construction labor and material costs only.  Table 1 lists 
estimated capital costs and renovation scopes for the all 5 projects requested for review by NAU and also 
provides a comparison of NAU’s requested projects to those which will be reviewed by the Committee. 
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Table 1 
NAU Building Renewal Costs and Scopes 

 

Project Description 
NAU 

Request Review 
North Campus Utility Upgrade 

(Phase 1) 
Project would upgrade plumbing; electrical; lighting; 
and heating, ventilation, and air conditioning (HVAC) 
systems.  Improvements to the underground delivery 
system and capacity are also planned.  

$22,000,000 $22,000,000 

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

21,900,000 0 

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

8,900,000 0 

HRM Renovations at the old Inn 
at NAU 

15 hotel rooms would be converted to classrooms, 3 
hotel rooms would be converted to student lab space, 
and the kitchen would be expanded and remodeled for 
a lab.   

7,340,000 0 

North Union Building 
Renovation 

Fire sprinklers would be installed throughout the 
building. Ingress and egress issues would also be 
addressed.  

  4,000,000   4,000,000 

 Total  $64,140,000 $26,000,000 
 
NAU hired design consultants for building and utility assessments to develop cost estimates for its 
projects.  The costs for the North Union Building were based on preliminary design work and cost 
estimates in 2007, which were escalated for 2008.  Many of the proposed projects have a large range of 
project specifications, and comparable projects were not applicable to assess cost reasonableness.   
 
The Liberal Arts and HRM buildings, which are not up for review by the Committee, have comparable 
costs which were used to determine reasonableness.  The 55,900 square foot Liberal Arts Building 
renovation project is estimated to cost a total of $8.9 million, with a direct construction cost of $7.2 
million.  Of this amount, $5.0 million represents the total project cost for classroom renovations, with 
$4.1 million for direct construction costs.  The proposed classroom renovations are planned on the first 
and second floors for a total square footage of 38,300.  The total cost per square foot is $130, while the 
direct construction cost per square foot is $107.  The Committee recently favorably reviewed NAU’s 
School of Communications Building renovation at a direct construction cost per square of $111.  When 
compared to the School of Communications project, the costs for the Liberal Arts Building renovation 
appear reasonable. 
 
The HRM Building is estimated to cost a total of $7.3 million, with a direct construction cost of $6.1 
million.  The building is currently 14,600 square feet and NAU is proposing to add 5,300 square feet, for 
new square footage of 19,900.  The total construction cost per square foot is $369, with a direct 
construction cost per square foot of $305.  This project will renovate the existing Inn at NAU into 
classroom, lab, and kitchen space.  While this project is unique, NAU’s 2007 Union Dining Expansion, 
which was favorably reviewed by the Committee, included both kitchen and student space.  The direct 
construction cost per square foot was $278.  It is unclear if the costs for the HRM Building appear 
reasonable given the differences between the proposed project and the 2007 dining expansion project.   
 
Procurement Method 
NAU would contract all bond projects using Construction Manager at Risk (CMAR).  In CMAR, the 
university competitively selects a general contractor according to quality and experience.  The general 
contractor manages a construction project, including the associated architect and other subcontractors, 
from design to completion.  The general contractor chooses a qualified subcontractor for each trade based 
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on price competition, selecting the lowest bid.  Additionally, CMAR defines a guaranteed maximum 
price, after which the general contractor must absorb almost all cost increases except those caused by 
scope changes or unknown site conditions.  Occasionally, in the case of substantial materials price 
inflation, a university will partially cover higher costs to maintain good contractor relations.   
 
RS/LK:ss 
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