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** R E V I S E D ** 
 
 

JOINT COMMITTEE ON CAPITAL REVIEW 
  Tuesday, December 18, 2012 

  11:00 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 
 

- Call to Order 
  
- Approval of Minutes of October 4, 2012. 
  
- DIRECTOR'S REPORT (if necessary). 
  
1. ARIZONA STATE UNIVERSITY - Review of Building Infrastructure and Renovations Bond 

Projects. 
  
2. UNIVERSITY OF ARIZONA - Review of Environment and Natural Resources Building 

Project. 
  
3. ARIZONA DEPARTMENT OF TRANSPORTATION - Review of FY 2013 Building Renewal 

Allocation Plan. 
  
4. ARIZONA DEPARTMENT OF ADMINISTRATION - Consider Recommending FY 2013 

Rent Exemptions. 
  
5. UNIVERSITY OF ARIZONA - Review of Cancer Center Project.  
 
The Chairman reserves the right to set the order of the agenda. 
12/11/12 
12/13/12 
tls 
 
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 
 

October 4, 2012 
The Chairman called the meeting to order at 2:30 p.m., Thursday, October 4, 2012, in Senate Appropriations 
Room 109.  The following were present: 
 
Members: Representative Kavanagh, Chairman Senator Shooter, Vice-Chairman 
 Representative Alston Senator Biggs 
 Representative Court Senator Crandall 
 Representative McLain Senator Murphy 
 Representative Olson Senator Schapira 
 Representative Tovar  
   
Absent: Representative Campbell Senator Aboud 
  Senator Klein 
  
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of June 26, 2012, Chairman John 
Kavanagh stated the minutes would stand approved. 
 
DIRECTOR’S REPORT 
 
Richard Stavneak, JLBC Staff Director, acknowledged that this would be Leatta McLaughlin’s last meeting as 
JLBC’s Capital Analyst.  Leatta has accepted a position as an associate director at the Department of 
Agriculture.  Committee members thanked Leatta for her service.   
 
ARIZONA STATE LOTTERY COMMISSION - Review of FY 2013 Building Renewal Allocation Plan. 
 
Mr. Jon Stall, JLBC Staff, stated that this item is a review of the Arizona State Lottery Commission’s FY 2013 
Building Renewal Allocation Plan totaling $85,200.  The JLBC Staff recommends that the Committee give a 
favorable review to the Lottery Commission’s FY 2013 Building Renewal Allocation Plan.    
Mr. Jeff Hatch-Miller, Executive Director, Arizona Lottery Commission, responded to member questions.   
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Ms. Patricia Phillips, Deputy Director, Arizona Lottery Commission, responded to member questions.   
 
Senator Shooter moved that the Committee give a favorable review to the request for Arizona State Lottery 
Commission’s FY 2103 Building Renewal Allocation Plan totaling $85,200.  The motion carried.   
 
ARIZONA DEPARTMENT OF ADMINISTRATION 
 
A.  Review of Remaining FY 2013 Building Renewal Allocation Plan. 
 
Ms. Leatta McLaughlin, JLBC Staff, stated that this item is a review of the Arizona Department of 
Administration’s (ADOA) FY 2013 Building Renewal Allocation Plan totaling $6,525,000.  They were 
originally appropriated $10,372,600 from the Capital Outlay Stabilization Fund (COSF) in FY 2013.  At its 
June 26, 2012 meeting, the Committee favorable reviewed the safety-related projects as agreed to by the 
Chairman, which totaled $3,847,600.  This request addresses the review of the remaining building renewal 
projects.   
 
The JLBC Staff presented options to the Committee.   
 
Senator Shooter moved that the Committee give a favorable review to the request for ADOA’s FY 2013 
Building Renewal Allocation Plan totaling $6,525,000 with the provision that ADOA shall report any change 
in the building renewal spending plan to the JLBC Staff, including reallocations between projects.  If there is 
significant change of scope in the reallocation reported by ADOA, the JLBC Staff shall recommend ADOA to 
request Committee review of the reallocation.  The motion carried. 
 
B.  Review and Consider Approval of Bond Refinancing. 
 
Mr. Art Smith, JLBC Staff, presented ADOA’s request for review of its Bond Refinancing of $62 million in 
outstanding principal obligations for 3 projects:  Department of Health Services building, state Health 
Laboratory, and various prison beds throughout the state.  The JLBC Staff recommended that the Committee 
favorably review and approve the refinancing of the PLTO and COP issuances with the provision that ADOA 
report back to the Committee on the final estimates for interest rate, debt service schedules, costs, and 
estimated savings of the refinances after the issuance. 
 
Mr. Clark Partridge, State Comptroller, General Accounting Office, ADOA, responded to member questions.   
 
Senator Shooter moved that the Committee give a favorable review and approval to ADOA’s request to 
refinance it’s 2001 PLTO agreement and COP issuances from 2002 and 2004 with the provision that ADOA 
report back to the Committee on the final estimates for interest rate, debt service schedules, costs, and 
estimated savings of the reissuance.  The motion carried. 
 
C.  Review and Consider Recommending FY 2013 Rent Exemptions.  
 
Mr. Ben Beutler, JLBC Staff, presented the ADOA’s request that the Committee recommend to grant a full or 
partial exemption from the payment of state-owned rental fees totaling $42,100 for ADOA and Arizona 
Department of Education (ADE).  The vacated space will be occupied by other agencies for no net loss of rent.  
The JLBC Staff recommends that the Committee recommend exemptions of $28,500 for ADOA and $13,600 
for ADE.  As a result of these exemptions, there are corresponding rent increases of $28,500 for the 
Department of Economic Security (DES) and $13,600 for the Department of Health Services (DHS).   
 
Mr. Beutler responded to member questions.   
 
Senator Shooter moved that the Committee recommend to the Arizona Department of Administration a rent 
exemption for FY 2013 of $28,500 for ADOA and $13,600 for ADE.  The motion carried.   
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ARIZONA STATE UNIVERSITY – Review of 4 Bond Projects.   
Ms. Leatta McLaughlin, JLBC Staff, presented Arizona State University’s (ASU) $59.9 million bond project 
to construct a new multi-use facility at the Tempe Campus, Information Technology (IT) infrastructure 
improvements at all campuses, library renovations at the Tempe Campus, and refunding a student housing 
bond at the Tempe Campus.   
 
The JLBC Staff presented options to the Committee. 
 
Ms. McLaughlin responded to member questions. 
 
Senator Shooter moved that the Committee give a favorable review for ASU’s request for the 4 projects with 
the following provisions:  1) projects are ultimately approved by the Arizona Board of Regents, and 2) 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 they are available. 
 
The motion carried. 
 
ARIZONA CORPORATION COMMISSION – Review of FY 2013 Tenant Improvements. 
 
Mr. Jon Stall, JLBC Staff, presented the Arizona Corporation Commission’s request for review of its FY 
2013 tenant improvements at an estimated cost of $351,100 to construct a new hearing room.   
 
The JLBC Staff presented options to the Committee  
 
Ms. Laurie Lustig, Legislative Liason, Arizona Corporation Commission, responded to member questions.    
 
Senator Shooter moved that the Committee give a favorable review to Arizona Corporation Commission’s 
request for tenant improvements totaling $351,100 to construct a hearing room.  The motion carried.   
 
Without objection, the meeting adjourned at 3:13 p.m. 
 
Respectfully submitted: 
 
 
 _________________________________________ 
  Tera Scherer, Secretary 
 
 
 _________________________________________ 
  Art Smith, Senior Fiscal Analyst 
 
 
 _________________________________________ 
  Representative John Kavanagh, Chairman 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  A full 
video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  December 11, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Senior Fiscal Analyst 
 
SUBJECT: Arizona State University - Review of Building Infrastructure and Renovations Bond Projects 
 
Request 
 
A.R.S. § 15-1683 requires Committee review of any university projects financed with University Lottery 
revenue bonds.  Arizona State University (ASU) requests Committee review of $35 million in bond 
issuances to fund 3 projects.  The 3 projects include infrastructure improvements, classroom renovations and 
research laboratory renovations.  
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the 3 projects. 
 
2. An unfavorable review of the 3 projects.   
 
Under either option, the JLBC Staff recommends 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 schedules for the projects as soon as they are available. 
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Analysis 
 

The $35 million in bond issuances includes upgrades and renovations on all ASU campuses.  Of this amount, 
$15 million will be for infrastructure upgrades, $10 million will be for classroom renovations, and $10 
million will be for research laboratory renovations.  
 
Financing 
The total $35 million for the 3 projects would be financed with a University Lottery revenue bond issuance.  
This amount includes estimated issuance costs of $570,000 and is expected to be issued in early 2013 with a 
rating of A1 (Moody’s)/AA-(S&P) at an estimated 3.68% interest rate for a term of 20 years.  The university 
plans interest-only annual debt service payments of $1.6 million in FY 2014 and $1.3 million in FY 2015.  
Annual debt service payments, including principal, will increase to $2.9 million beginning in FY 2016 for a 
20-year total cost of $51.5 million.  Under permanent law, the annual Lottery bond debt service payments are 
to be paid from up to 80% Lottery revenues and at least 20% state university system revenues.   
 
Permanent law authorizes ABOR to enter into lease-to-own and bond transactions up to a maximum of 
$800.0 million to pay for building renewal projects and new facilities.  Apart from the ASU School of 
Construction, ASU has been allocated $136.0 million.  At this time, ASU has $51.7 million of its $136.0 
million building renewal/new facilities allocation remaining and is now requesting to issue $35.0 million for 
the 3 projects under review. 
 
Construction Costs 
Total project construction costs are estimated at $24.3 million, which does not include issuance costs.  Table 
1 provides a brief description of each project along with the project’s total cost, direct construction cost, 
square footage, and direct construction cost per square foot.   
 
Table 1     

ASU Bond Projects 
     

Project 
 

Total Cost  Direct Cost 
 

Sq. Ft. 
Direct Cost/ 

Sq. Ft. 
Infrastructure Upgrades – all campuses $15,000,000 $11,276,600 N/A N/A 
Classroom Renovations – all campuses 10,000,000 6,000,000 50,000 $120 
Research Lab Renovations – all campuses 10,000,000 7,000,000 28,600 236 
   Total $35,000,000 $24,276,600 78,600 $356 
 
Building Infrastructure Upgrades – All Campuses 
ASU plans to upgrade building infrastructure such as fire sprinklers and alarms, heating, ventilation and air-
conditioning (HVAC), electrical systems and building exteriors at all of its campuses for a cost of $15.0 
million.  ASU did not provide a direct construction cost per square foot for this project because this project 
would not affect square footage.   
 
Classroom and Academic Renovations – All Campuses 
ASU is planning to renovate approximately 90,000 gross square feet of classrooms and academic space on all 
of its campuses, at a cost of $10.0 million.  The renovations would affect approximately 25 buildings and 
would include new large classrooms, smaller instructional centers, and student and faculty spaces.  In 
addition, the renovations would include enhancements to electrical, HVAC and plumbing systems, fire 
prevention, and building exteriors.   
 
The direct construction cost per square foot of this project is $120.  At its September 2012 meeting, the 
Committee most recently reviewed an ASU renovation project with a comparable cost per square foot.   
 
 
 

(Continued) 
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 Research Laboratory Renovations – All Campuses 
ASU is planning to renovate approximately 28,600 gross square feet of laboratory space on all of its 
campuses, with the majority of renovations on the Tempe campus, at a cost of $10.0 million.  The 
renovations would affect approximately 20 buildings and would include upgraded wet and dry lab space, 
along with enhancements to electrical, HVAC and mechanical systems, gas lines and life safety.   
 
At its September 2011 meeting, the Committee reviewed a renovation project for ASU laboratory space that 
had a direct construction cost per square foot of $212. The direct construction cost per square foot of this 
project is $236.   
 
RS:MZ:ts 
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DATE:  December 11, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Senior Fiscal Analyst 
 
SUBJECT: University of Arizona - Review of Environment and Natural Resources Building Project 
 
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 $73.5 million in bond issuances to fund 
construction of an Environment and Natural Resources classroom and research building (ENR2).  This 
amount includes a $66.5 million University Lottery revenue bond and a $7.0 million system revenue bond.   
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the ENR2 project. 
 
2. An unfavorable review of the ENR2 project.   
 
Under either option, the JLBC Staff recommends 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.   

 
• UA shall provide the final debt service schedules for the projects as soon as they are available. 
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Analysis 
 
The $73.5 million in bond issuances includes new construction of a 150,954 gross square foot building to 
house research laboratories for Earth Science and environmental programs, 600 classroom seats and office 
and support spaces.   
 
Financing 
The total $73.5 million for the project will be issued in 2 separate bonds in February 2013.  Of this amount, 
$66.5 million will be issued as a University Lottery revenue bond, which does not include estimated issuance 
costs of $600,000.  The remaining $7.0 million will be issued as a system revenue bond, which does not 
include issuance costs.  In addition, a $1.5 million grant from the US Department of Energy has been 
received by UA and used for planning and design costs.  
 
The projected repayment of both bond issuances is expected to cost $137.2 million.  The debt service will be 
paid with $99.7 million from Lottery revenues and $37.5 million from tuition.   (See Table 1 for a summary 
of each bond’s financing terms.)   
 

Table 1   
UA Bonding Financing Terms 

   
 $66.5 Million Issuance  

(University Lottery Bond Projects) 
$7.0 Million Issuance 

(System Revenue Bond) 
Issuance Date: February 2013 February 2013 
Rating: A1 (Moody’s)/AA- (S&P) Aa2 (Moody’s)/AA (S&P) 
Interest Rate: 3.85% 3.65% 
Term: 35 years 35 years 
Total Debt Costs: $124.6 million, including $600,000 issuance costs $12.6 million, including issuance costs that have not yet 

been provided by UA 
Debt Service   
  Payments: 
 

$1.1 million in FY13 & $2.8 million in FY14 (interest 
only), $3.6 million in FY15-FY48 

$134,300 in FY13, approximately $357,000 in FY14-FY48 

Payment Source:  $99.7 million, or 80%, from Lottery revenues and $24.9 
million, or 20%, from tuition; Laws 2009, Chapter 289 
requires the debt service to be paid with up to 80% Lottery 
revenues and at least 20% university revenues.    

$12.6 million from tuition 

Debt Ratio  
  Increase: 

0.14% – from approximately 5.4% to 5.54% 
(exact values have not yet been provided by UA) 

0.03-0.05% – from approximately 5.4% to 5.43-5.45% 
(exact values have not yet been provided by UA) 

 

Construction Costs 
Direct construction costs are $47.3 million, or $314 per square foot.  No new construction research 
laboratory buildings have come before the Committee for review recently.  At its May 2008 meeting, the 
Committee reviewed an NAU project for new laboratory space that had a direct construction cost per square 
foot of $393.  
 
University Lottery Bond Projects 
The $66.5 million of the ENR2 project will be financed with University Lottery revenue bonds.  Permanent 
law authorizes ABOR to enter into lease-to-own and bond transactions up to a maximum of $800.0 million to 
pay for building renewal projects and new facilities.  Apart from the Phoenix Medical Campus, UA has been 
allocated $136.0 million.  At this time, UA has $71.2 million of its $136.0 million building renewal/new 
facilities allocation remaining and is now requesting to issue $66.5 million to construct ENR2.   
 
Under permanent law, the annual Lottery bond debt service payments are to be paid from up to 80% Lottery 
revenues and at least 20% state university system revenues.  The annual Lottery bond debt service payment 
will be $3.6 million once fully implemented in FY 2016.  Payments will be made until FY 2048.   
 
RS:MZ:ts 
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DATE:  December 11, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Benjamin Beutler, Fiscal Analyst 
 
SUBJECT: Arizona Department of Transportation - Review of FY 2013 Building Renewal 

Allocation Plan  
 
Request 
 
A.R.S. § 41-1252 requires Committee review of expenditure plans for building renewal monies prior to 
expenditure.  The Arizona Department of Transportation (ADOT) requests that the Committee review its 
$1,050,000 FY 2013 Building Renewal Allocation Plan, including $1,000,000 from the State Highway 
Fund and $50,000 from the State Aviation Fund. 
 
ADOT has allocated $1,000,000 from the State Highway Fund among 46 projects, leaving a contingency 
balance of $16,700 and $80,000 for project management support.  ADOT has also allocated $50,000 from 
the State Aviation Fund for 3 projects. 
 
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 ADOT report any project 
reallocations above $100,000.    
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Analysis 
 
The FY 2013 Capital Outlay Bill (Laws 2012, Chapter 295) appropriated a total of $1,050,000 for 
building renewal in FY 2013, including $1,000,000 from the State Highway Fund and $50,000 from the 
State Aviation Fund.  The FY 2013 Building Renewal appropriation represents 9.9% of the amount 
generated by the revised building renewal formula for the ADOT Building System and 28.4% for the 
Grand Canyon Airport for FY 2013.  The formula is based on the square footage and replacement cost of 
existing buildings. 
 
ADOT expects to allocate the Building Renewal monies from the State Highway Fund in the following 
categories for 46 projects: 

 
Category Projects State Highway Fund % of Total 
Roof Repairs/Replacement 21 $  467,800 46.7% 
Building Systems (HVAC, Electrical, Plumbing) 16    189,500 19.0% 
Infrastructure (Sewers, Wells) 3 155,000 15.5% 
Exterior Preservation (Doors, Windows, Siding) 4 81,000 8.1% 
Americans with Disabilities Act    1        5,000     0.5% 
Fire/Life Safety   1        5,000     0.5% 
Project Management Support NA 80,000 8.0% 
Contingency NA      16,700     1.7% 
   Total 46 $1,000,000 100.0% 

 
Of the 46 State Highway Fund projects, the following 5 projects require $50,000 or more: 
 

Project Allocation 

Roof Repairs/Replacement  
Mesa Regional Enforcement and Compliance Division Building (South 
Office) - Replace roof and repair parapet walls $100,000 

Roof Repairs/Replacement  
Little Antelope Storage/Equipment Building (on I-17 in Sedona area) - 
Replace failing roof 82,600 

Infrastructure (Sewers, Wells) 
North Phoenix Maintenance Yard - Connect existing buildings to city sewer 
system and remove septic tank 75,000 

Infrastructure (Sewers, Wells) 
North Phoenix Maintenance Yard - Connect existing buildings to city water 
system and remove fire pump 75,000 

Exterior Preservation (Doors, Windows, Siding) 
Claypool MVD building - Abate asbestos containing material in windows 
and replace with energy efficient type    50,000 
   Total $382,600  
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ADOT expects to allocate the Building Renewal monies from the State Aviation Fund in the following 
categories for 3 projects: 
 

Category Projects State Aviation Fund % of Total 
Infrastructure (Water Systems, Sidewalks) 2   42,000 84.0% 
Interior Building Finishes (Flooring) 1     8,000   16.0% 
   Total 3 $50,000 100.0% 

 
The attached material submitted by ADOT lists each project and its estimated cost.   
 
RS/BB:ts 
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DATE:  December 11, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Andrew Hartsig, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration - Consider Recommending FY 2013 Rent 

Exemptions 
 
Request 
 
A.R.S. § 41-792.01D authorizes the Director of the Arizona Department of Administration (ADOA), on 
recommendation from the Joint Committee on Capital Review, to grant a full or partial exemption from 
the payment of state-owned rental fees if the agency has vacated its space or if an agency does not have 
the financial resources to make the payment.  ADOA requests the Committee recommend 3 FY 2013 rent 
exemptions totaling $24,600 for the Arizona Department of Real Estate, the Arizona Commission for the 
Deaf and the Hard of Hearing, and the Arizona Geological Survey.  The vacated space will be occupied 
by other agencies for no net loss of rent.   
   
Recommendation 
 
The JLBC Staff recommends that the Committee recommend the exemptions of $9,500 for the Arizona 
Commission for the Deaf and the Hard of Hearing, $9,000 for the Arizona Department of Real Estate, and 
$6,100 for the Arizona Geological Survey.  As a result of these exemptions, there are corresponding rent 
increases of $15,600 for the Arizona Department of Economic Security and $9,000 for the Arizona 
Department of Insurance. 
 
Analysis 
 
Effective February 1, 2012, 653 square feet of space at 2910 North 44th Street, Phoenix, Arizona was 
reallocated from the Arizona Department of Real Estate to the Arizona Department of Insurance. 
 
Effective January 1, 2013, 3,502 square feet of space at 1400 West Washington, Phoenix, Arizona will be 
reallocated from the Arizona Commission for the Deaf and the Hard of Hearing and the Arizona 
Geological Survey to the Arizona Department of Economic Security.   
 
RS/AH:lm 
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DATE:  December 13, 2012 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Committee on Capital Review 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Senior Fiscal Analyst 
 
SUBJECT: University of Arizona - Review of Cancer Center Project 
 
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 a $73.2 million bond issuance to fund a $100 
million cancer center on the Phoenix Biomedical Campus.  The cancer center will include an outpatient clinic 
and research space.  
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the cancer center project. 
 
2. An unfavorable review of the cancer center project.   
 
Under either option, the JLBC Staff recommends the following provisions: 1) all projects are ultimately 
approved by the Arizona Board of Regents (ABOR), and 2) 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.   

 
• UA shall provide the final debt service schedules for the projects as soon as they are available. 
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Analysis 
 

This $73.2 million revenue bond project would contribute to the funding for a 6-story, 230,000 square foot 
cancer center located at the northwest corner of Fillmore and Seventh Streets on the Phoenix Biomedical 
Campus.  UA has stated the total project cost is $100 million, of which $34 million is gift revenue and $66 
million is a revenue bond. UA plans to issue $7.2 million in capitalized interest with the $66 million, 
bringing the total issuance to $73.2 million.  The capitalized interest portion of the bond will give UA up-
front funding to pay the interest-only debt service payments for the first 3 years of bond payments. 
 
Floors 1 through 4 of the cancer center would be built for clinical and research space, including oncology 
radiation, diagnostic and endoscopic radiology, specialized cancer treatment, and prevention/health clinics, 
as well as a patient wellness center.  The fifth floor would be shell space that would be converted to research 
space at a later date, and the sixth floor would house medical equipment.  The center would eventually treat 
approximately 60,000 patients annually. 
 
UA plans to enter into a 20-year facility lease with St. Joseph’s Hospital and Medical Center (SJHMC) to 
operate the center.  In addition to the 20 years, there would be two 5-year optional renewals.  SJHMC is 
owned by Dignity Health. Any inpatient care would occur at St. Joseph’s main hospital facility.   
 
SJHMC would pay the University $3.9 million per year in rent beginning in FY 2016.  These payments 
would be used to finance the annual debt service payment.  SJHMC would also pay UA one-third of the net 
income from outpatient oncology services above SJHMC’s baseline net income calculated as of June 30, 
2012.  These payments would be used to finance the annual debt service payments.  UA estimates they 
would receive an average of $5 million in annual revenue from the cancer center operations over the first 20 
years of operation.  SJHMC would also be responsible for any operating losses associated with the operations 
of the clinic.  (See Financing section for more information on debt service payments.) 
 
Direct construction costs for the project are $76.3 million, giving the project a direct cost of $332 per square 
foot.  
 
The center would be built on land owned by the City of Phoenix which would be leased by UA at no cost for 
the first 10 years of a 60-year lease contract.  UA would make lease payments that they describe as minimal 
for the remaining 50 years. At the end of the 60-year contract, UA would own the land.  The building has an 
anticipated life of 50 to 75 years.   
 
UA has decided to use the design-build procurement method for the construction of the cancer center.   
 
Financing 
The project cost is $100 million plus $7.2 million in capitalized interest.  UA plans on issuing the $73.2 
million revenue bond, which includes estimated issuance costs of $700,000 and $7.2 million in capitalized 
interest, in February 2013.  The bond rating is expected to be Aa2 (Moody’s)/AA (S&P) at an estimated 
average 3.65% interest rate for a term of 35 years.  The university expects interest-only debt service 
payments of about $1.1 million in FY 2013 and $3.0 million in FY 2014 and FY 2015 followed by annual 
payments of about $3.8 million over the remaining 33 years of the bond’s term.  The total cost over the 35-
year term for the issuance is expected to be $133.2 million.  As noted above, the debt service payments will 
be paid from annual lease payments from SJHMC.   
 
If SJHMC was to default on either the lease or the agreement, UA is ultimately responsible for the debt 
service payments on the revenue bond. UA has stated that if a default were to occur, UA could seek breach 
of contract damages in court and accelerate the remaining rent payments due until the end of the lease term, 
subject to its duty to mitigate damages by re-letting the space to another party. 
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The City of Phoenix has designated $14 million in funding to the center.  UA has already received $4 
million, which was used for planning and design, and anticipates receiving $2 million in December 2012 and 
$2 million annually for the next 4 years.   
 
UA has not yet identified the source(s) of the remaining $20 million of the total $34 million in gift revenue 
or the timeline for the receipt of those monies.  UA has not stated what payment source would be used if the 
they do not receive the full amount of the anticipated gift revenues.  According to an Arizona Republic 
article published December 10, 2012, UA has received $5 million of the remaining $20 million in gift 
revenue.  
    
Since the bond would not be issued until February 2013 and UA plans to begin construction 4 days following 
the JCCR meeting to meet a City of Phoenix deadline that construction start before the end of CY 2012.  
Construction of the center would be completed in April 2015, occupancy would occur in fall 2015, and the 
center would accept outpatients beginning in late 2015.   
 
A.R.S. § 15-1683 allows each state university to incur a projected annual debt service for bonds and 
certificates of participation of up to 8% of each institution’s total projected annual expenditures.  This 
calculation is known as the debt ratio.  This revenue bond would increase the UA debt ratio by 0.14%, from 
approximately 5.4% to 5.54%. 
 
RS/MZ:ts 
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