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JOINT COMMITTEE ON CAPITAL REVIEW
Tuesday, February 24, 2009
8:00 A.M.
Senate Appropriations, Room 109

MEETING NOTICE

- Call to Order

- Approval of Minutes of November 13, 2008.

- DIRECTOR'S REPORT (if necessary).

1 Adoption of Committee Rules and Regulations.

2. UNIVERSITY LOTTERY BOND PROJECTS

HOUSE OF
REPRESENTATIVES

JOHN KAVANAGH
CHAIRMAN 2010

RICH CRANDALL

DAVID LUJAN

JOHN MCCOMISH

NANCY MCLAIN

DAVID SCHAPIRA

KYRSTEN SINEMA

A. Arizona State University - Review of $13.2 Million in University Lottery Bond Projects -
Building Renewal.
B University of Arizona- Review of $51.4 Million in University Lottery Bond Projects -
Building Renewal .
C. Northern Arizona University - Review of $38.5 Million in University Lottery Bond Projects
- Building Renewal.
3. UNIVERSITY OF ARIZONA - Review of Residence Halls and Residence Life Building
Renewal.
4, MARICOPA COUNTY COMMUNITY COLLEGE DISTRICT - Review of Genera

Obligation Bond Issuance.

5. ARIZONA STATE LOTTERY COMMISSION - Review of FY 2009 Building Renewal
Allocation Plan.
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6. ARIZONA DEPARTMENT OF ADMINISTRATION - Consider Recommending Partial Rent
Exemption for the Department of Revenue.

The Chairman reserves the right to set the order of the agenda.
2/17/09
ds

People with disabilities may request accommodations such asinterpreters, alternative formats, or assistance with physical
accessibility. Requestsfor accommodations must be made with 72 hours prior notice. 1f you require accommodations,
please contact the JL BC Office at (602) 926-5491.
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MINUTESOF THE MEETING
JOINT COMMITTEE ON CAPITAL REVIEW

Thursday, November 13, 2008

The Chairman called the meeting to order at 1:40 pm, Thursday, November 13, 2008 in House Hearing Room 3.

The following were present:

Members: Senator Burns, Vice-Chairman Representative Pearce, Chairman
Senator Johnson Representative Groe
Senator Verschoor Representative Kavanagh
Senator Waring Representative Lopes

Absent: Senator Aboud Representative Boone
Senator Aguirre Representative Lujan
Senator Arzberger Representative Schapira

APPROVAL OF MINUTES

Hearing no objections from the members of the Committee, Chairman Russell Pearce stated the minutes of
October 2, 2008 would stand approved.

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.

Mr. Dan Hunting, JLBC Staff, stated that the first FY 2009 Building Renewal project on thisitem would repair
the roof of the kitchen at the Catalina Mountain School, operated by the Department of Juvenile Corrections
(DJC). DJC isnow seeking approval of $475,000 to remedy damage from the collapse and then repair the roof as
originally planned.

The second FY 2009 Building Renewal project to be considered is $260,000 to repair the roof at the Apache
dormitory at the Arizona School for the Deaf and the Blind.

The Committee has at | east the following 2 options for the FY 2009 Building Renewal projects. 1) afavorable
review of the $735,000 in critical projects, or 2) an unfavorable review, as these monies could be used to reduce
the FY 2009 budget shortfall.

ADOA isaso seeking afavorable review for reallocation of $1.3 millionin FY 2008 Building Renewal funds to
repair the elevator system at the Department of Revenue Building on West Monroe.

The Committee has at least the following 2 options for the FY 2008 Building Renewal reallocation project: 1) a
favorable review of the department’ s request to reallocate $1,296,610 of the FY 2008 Building Renewal
(Continued)
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appropriation to the elevator project at 1600 W. Monroe, or 2) an unfavorable review, as these monies could be
used to reduce the FY 2009 budget shortfall.

Senator Burns moved that the Committee give a favorable review of the $735,000 in critical FY 2009 Building
Renewal Projects for the 2 roofing projects with the provision that ADOA report any project reallocations over
$100,000, as well as the request to allocate $1,296,610 of the FY 2008 Building Renewal appropriation to the
elevator project at 1600 W. Monroe. The motion carried.

ARIZONA DEPARTMENT OF TRANSPORTATION - Review of $984,700 in FY 2009 Building
Renewal Projects.

Mr. Juan Beltran, JLBC Staff, stated that the Arizona Department of Transportation (ADOT) hasidentified 115
projects for atotal of $984,700, which they consider to be critical in nature. ADOT would allocate $920,400
from the State Highway Fund and $64,300 from the State Aviation Fund for these critical items.

The Committee has at |east the following 2 options: 1) afavorable review of the $985,000 in critical projects, as
these projects are consistent with the Building Renewal guidelines and appropriations, or 2) an unfavorable
review. Under either option, the JLBC Staff recommends that ADOT report any project reallocations above
$100,000.

Senator Burns moved that the Committee give a favorable review of the $984,700 in critical projects with the
provision that ADOT report any project reallocations over $100,000. The motion carried.

ARIZONA STATE UNIVERSITY, UNIVERSITY OF ARIZONA, AND NORTHERN ARIZONA
UNIVERSITY — Review of $64.6 Million in University L ottery Bond Projects - Building Renewal.

Ms. Leah Kritzer, JLBC Staff, stated that Items 3A - 3C are the University Lottery Bonding Building Renewal
projects. The Committee was briefed at the October 2, 2008 JCCR meeting on these items representing a total
request of $167.6 million from the 3 universities. Subsequent to the October meeting, the Chairman has decided
to revise the amount the Committee will review to atotal of $64.6 million. These projects were identified by the
Chairman as the most critical.

For Item 3A, Arizona State University (ASU) requested atotal of $34.4 million. Of this amount, $20.8 million,
having to do with electrical and elevator upgrades and roof repairs, will now be reviewed by the Committee.

For Item 3B, the University of Arizona (UA) requested atotal of $68.5 million. Of thisamount $17.5 millionis
for fire alarm and sprinkler system installations, electrical and elevator upgrades, and roof repairs, which will now
be reviewed by the Committee.

For Item 3C, Northern Arizona University (NAU) requested atotal of $64.8 million. Of this amount, $26.3
million is for the North campus utility upgrade project and North Union building renovation, which will now be
reviewed by the Committee. These 2 projects have fire, life, and safety aswell as electrical issues which would
be addressed.

The Committee has at |east the following 2 options: 1) afavorable review with the standard university financing
provisions or 2) an unfavorable review. Under either option, the JLBC Staff recommends the universities submit
afinal debt service schedule and alist of projects.

Because the Universities were not available for questions, Senator Burns asked JLBC Staff to prepare aletter to
the universities concerning his questions.

Senator Burns moved that the Committee give a favorable review to ASU’s, UA’s and NAU'’ s Lottery bond
Building Renewal projects with the standard university financing provisions below. In addition, the universities
are required to submit a final debt service schedule and a list of projects.

(Continued)



Sandard University Financing Provisions:

o Afavorable 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.

e Each university shall submit to JLBC Saff any reallocation above $500,000 between the individual projects.
The Committee may review these items depending on the substantive nature of the reallocation.

The motion carried.
Without objection, the meeting adjourned at 2:20 p.m.

Respectfully submitted:

Sandy Schumacher, 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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Adoption of Committee Rules and Regulations
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The Committee will consider the attached rules and regulations for adoption at its February 24
meeting. The rules and regulations are the same as the Committee used in the last biennium.

RS:Im

Attachment



JOINT COMMITTEE ON CAPITAL REVIEW
RULES AND REGULATIONS

RULE 1

NAME OF COMMITTEE AND METHOD OF APPOINTMENT

The name of the Committee is the Joint Committee on Capital Review, hereinafter referred to as the
Committee, consisting of fourteen members designated or appointed as follows:

1. The Chairman of the Senate and House of Representatives Appropriations Committees.

2. TheMagjority and Minority Leaders of the Senate and House of Representatives.

3. Four members of the Senate and four members of the House of Representatives who are members of their
Appropriations Committees and who are appointed to the Committee by the President of the Senate and
the Speaker of the House of Representatives, respectively.

RULE 2

CHAIRMAN OF THE COMMITTEE

The Chairman of the Senate A ppropriations Committee shall have aterm as Chairman of the Joint Committee
on Capital Review from the first day of the First Regular Session to the first day of the Second Regular Session of each
legislature and the Chairman of the House of Representatives Appropriations Committee shall have aterm as Chairman
from the first day of the Second Regular Session to the first day of the next legislature's First Regular Session.

RULE 3

QUORUM

A mgjority of the members of the Committee shall constitute a quorum for the transaction of business.

RULE 4

MEETINGS OF THE COMMITTEE

The Committee shall meet as often as the members deem necessary.

RULES

COMMITTEE PROCEEDINGS

The Committee proceedings shall be conducted in accordance with Mason's Manual of Legislative Procedure,
except as otherwise provided by these rules.



RULE 6

STATUTORY POWER AND DUTIES OF THE COMMITTEE

The Committee shall:

1. Develop and approve a uniform formula for computing annual building renewal funding needs and a
uniform format for the collection of data for the formula.

2. Approve building systems for the purposes of computing and funding building renewal and for preparing
capital improvement plans.

3.  Review the state capital improvement plan and make recommendations to the L egislature concerning
funding for land acquisition, capital projects and building renewal. The recommendations should give
priority to funding fire and life safety projects.

4. Review the expenditure of al monies appropriated for land acquisition, capital projects and building
renewal.

5.  Review the scope, purpose and estimated cost of the project prior to the release of monies for
construction of new capital projects.

6. Approve transfers within a budget unit of monies appropriated for land acquisition, capital projects or
building renewal.

7. Review and approve the acquisition of real property or buildings by the Arizona Department of
Administration and Arizona Department of Transportation.

8. Review the acquisition of real property or buildings by the Department of Economic Security.

9. Determinethe rental fee charged to state agencies for using space in a building leased to the state.

10. Approve expenditures from the Corrections Fund by the Director of the Department of Administration for
major maintenance, construction, lease, purchase, renovation or conversion of Correctionsfacilities.

11. Review Arizona Board of Regents, Community College and Game and Fish bond projects.

12. Review of ArizonaBoard of Regents indirect debt financing projects.

13. Review School Facilities Board building renewal calculations and distributions.

14. Review School Facilities Board and school district lease-to-own projects. (Authority to issue has been
repealed, but base statutes remain to allow prior issuances to continue.)

15. The Committee shall have other duties and responsihilities as outlined in statute or determined by the
Chairman, consistent with law.

RULE 7
STAFF

The Joint Legislative Budget Committee Staff shall provide staff assistance to the Committee as directed by
the Committee.



AGENDA FOR MEETINGS

An agenda for each Committee Meeting shall be prepared by the Director, and, whenever possible, mailed or
delivered to members of the Committee, not |ess than one week prior to the meeting. The Director must have at least
three weeks prior notice for any state agency-requested items that appear on the agenda, unless the Chairman of the
Committee approves of alater submission.

RULE 9

ORDER OF BUSINESS

The Order of Business at a committee meeting shall be determined by the Chairman of the Committee. It shall
normally be as follows:

Call to order and roll call

Approval of minutes

Director’s Remarks (if any)

Review of capital projects

Other Business - For information only
Adjournment

RULE 10

ADOPTION AND AMENDMENT OF THE RULES AND REGULATIONS

These rules and regulations shall be adopted and may be amended by a majority vote of the Committee
members.

JLBC Staff

1/23/07
E:\JCCR\JCCR Rules\JCCRRUL ES012307.doc
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DATE: February 17, 2009

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

THRU: Richard Stavneak, Director

FROM: Leah Kritzer, Fiscal Analyst

SUBJECT: Arizona State University — Review of $13.2 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) originally requested Committee review of $34.4 million in Building
Renewal projects (now $34.0 million due to lower issuance costs). Thisissuance 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 $34.0 million ASU request was presented for information only at the October 2, 2008 meeting. At its
November 13, 2008 meeting, the Committee favorably reviewed fire, life and safety projects worth $20.8
million for electrical code upgrades, elevator upgrades, and roof repairs. This memo now addresses the
review of the remaining building renewal projects for approximately $13.2 million, which also represents
arevised estimate of issuance costs and interest rates.

Recommendation

The Committee has at |east the following 2 options:

1. A favorablereview, with the standard university financing provisions (listed on the next page).

2.  Anunfavorable review.

Under either option, the JLBC Staff recommends the provision that ASU submit afinal debt service
schedule and alist of projects.

(Continued)



-2-

Sandard University Financing Provisions

o A favorablereview 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
mai ntenance costs when the project is compl ete.

e 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

The $13.3 million in projects include renovations and deferred maintenance (less $100,000 in issuance
savings). Stauffer Buildings A and B renovations would include deferred maintenance and minor
classroom upgrades. ASU would also renovate its 476-seat Araviapa auditorium on its Polytechnic
campus.

Financing

The FY 2009 Education BRB originally authorized the Arizona Board of Regents (ABOR) to enter into
lease-to-own and bond transactions up to a maximum of $1 billion to pay for building renewal projects
and new facilities. However, Laws 2009, Chapter 6, 1% Special Session reduced ABOR'’ s bonding
authority from $1 billion to $800 million. The annual debt service payments will be paid from the newly-
created University Capital Improvement L ease-to-Own and Bond (UCI) Fund and will be comprised of
80% L ottery revenues and 20% state university system revenues, as required by the FY 2009 Education
BRB. Chapter 6 also prohibited ABOR from authorizing projects or issuing debt in FY 2009 above the
$167.7 million (ASU- $34.0 million, Northern Arizona University- $64.8 million, University of Arizona-
$68.9 million) submitted for JCCR review by the universities in October 2008.

ASU plans on issuing AL/AA- rated revenue bonds with an estimated 4.74% annual interest rate and a
term of 20 years. The actua interest rate may change when the bond goes to market. Based on the total
revised building renewal request (including the previously reviewed $20.8 million) of $34.0 million, ASU
estimates an average annual debt service cost of $2.8 million with a 20-year total cost of $56.6 million.

The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009
Education BRB. Approximately $2.2 million, or 80%, will come from state L ottery proceeds, while $0.6
million will come from local university funds. ASU originally planned to begin construction in October
2008. ASU indicatesthey will use their current cash flow to cover immediate costs of approximately $5
million necessary to begin operation of its plan. When the bonds are issued, it isintended that ASU will
be repaid with its Lottery bond proceeds.

A.R.S. 8 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 for the previously unreviewed projects are estimated at $13.3 million, which typically
include direct construction costs, architect fees, furniture and equipment costs. Table 1 lists estimated
capital costs and renovation scopes for the 3 favorably reviewed projects from the November 13, 2008
meeting and the 2 projects up for current Committee review.

(Continued)



Tablel
ASU Building Renewal Costs and Scopes
Favorably Remaining
Reviewed at Request for
Project Description Nov. Mtg. Review
Roof Replacement and Replace roofs and mechanical equipment located  $11,300,000 $ 0
Roof Mechanical on roofs. Includes roof and mechanical
Equipment replacements for 28 different buildings.
Stauffer Buildings A and B Renovate for use as swing space, life/safety 0 10,000,000
upgrades, and new classroom space.
Main Electrical System Replace service entrance portions of the electrical 5,800,000 0
Replacements systems. Includes replacements for 14 buildings.
Araviapa Auditorium Renovate auditorium on Polytechnic campus. 0 3,300,000
Elevator Refurbishment Includes replacement of flooring, doors, and wall 3,200,000 0
panels for elevatorsin 7 buildings.
Total $20,300,000 $13,300,000

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.

Procurement M ethod

ASU isconsidering 3 different procurement methods for its proposed projects. For itslarger deferred
maintenance projects, ASU plans on using the Construction Manager at Risk (CMAR) method. In
CMAR, the university competitively selects ageneral 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 amost 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 plansto 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
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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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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Northern Arizona University — Review of $38.5 Million in University Lottery Bond

Projects — Building Renewal

A.R.S. § 15-1683 requires Committee review of any university projects financed with revenue bonds.
Northern Arizona University (NAU) originally requested 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. At
its November 13, 2008 meeting, the Committee favorably reviewed fire, life and safety projects worth
$26.3 million for the North Campus utility upgrade project and the North Union Building renovation.
This memo now addresses the review of the remaining building renewal projects for approximately $38.5

million.

Recommendation

The Committee has at |east the following 2 options:

1. A favorable review, with the standard university financing provisions (listed below).

2.  Anunfavorablereview.

Under either option, the JLBC Staff recommends the provision that NAU submit afinal debt service
schedule and alist of projects.

Sandard University Financing Provisions

o 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
mai ntenance costs when the project is complete.

(Continued)
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e 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

The $38.1 million in projects include the renovation of 3 additional buildings (plus another $423,000 in
issuance costs). 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 ArtsBuilding
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.

Financing

The FY 2009 Education BRB originally authorized the Arizona Board of Regents (ABOR) to enter into
lease-to-own and bond transactions up to a maximum of $1 billion to pay for building renewal projects
and new facilities. However, Laws 2009, Chapter 6, 1% Specia Session reduced ABOR’ s bonding
authority from $1 billion to $800 million. 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% L ottery revenues and 20% state university system revenues, as required by the FY 2009 Education
BRB. Chapter 6 also prohibited ABOR from authorizing projects or issuing debt in FY 2009 above the
$167.7 million (NAU- $64.8 million, Arizona State University- $34.0 million, University of Arizona-
$68.9 million) submitted for JCCR review by the universities in October 2008.

NAU plans on issuing A/A3-rated revenue bonds with an estimated 5.02% annual interest rate and aterm
of 20 years. The actual interest rate may change when the bond goes to market. Based on the total
building renewal request (including the previously reviewed $26.3 million) of $64.8 million, NAU
estimates an average annua debt service cost of $5.5 million with a 20-year total cost of $110.7 million.
The debt service is designed to be funded with 2 separate revenue streams as prescribed by the FY 2009
Education BRB. Approximately $4.4 million, or 80%, will come from state Lottery proceeds, while $1.1
million will come from local university funds. NAU originally planned to begin construction in January
2009. 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 isintended that NAU will be repaid with its L ottery bond proceeds.

A.R.S. 8 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 for the previously unreviewed projects are estimated at $38.1 million, which typicaly
include direct construction costs, architect fees, furniture and equipment costs. The direct construction
costs total $31.6 million, which includes construction labor and material costs only. Table 1 lists
estimated capital costs and renovation scopes for the 2 favorably reviewed projects from the November
13, 2008 meeting and the 3 projects up for current Committee review.

(Continued)
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Tablel
NAU Building Renewal Costs and Scopes
Favorably Remaining
Reviewed at Request for
Project Description Nov. Mta. Review
North Campus Utility Project would upgrade plumbing; electrical; lighting; and $22,000,000 $ 0
Upgrade (Phase 1) heating, ventilation, and air conditioning (HVAC) systems.
Improvements to the underground delivery system and
capacity are also planned.
Skydome Renovation Addresses deficiencies including seating, handrails, and 0 21,900,000
wheelchair space. Upgrades would include electrical and
mechanical systemsin addition to installing afire
suppression system. NAU aso plans to remodel the men
and women's locker rooms.
Liberal ArtsBuilding Project includes roof replacement, HVAC system upgrades, 0 8,900,000
Renovation and fire sprinklersinstallation. NAU also planson
classroom renovations including flooring and lighting.
HRM Renovations at the 15 hotel rooms would be converted to classrooms, 3 hotel 0 7,340,000
old Innat NAU rooms would be converted to student lab space, and the
kitchen would be expanded and remodeled for alab.
North Union Building Fire sprinklers would be installed throughout the building. 4,000,000 0
Renovation Ingress and egress issues would also be addressed.
Total $26,000,000 $38,140,000

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 alarge range of
project specifications and comparable projects were not applicable to assess cost reasonabl eness.

The Liberal Artsand HRM buildings have comparable costs. The Liberal Arts Building renovation
project has adirect construction cost per square foot of $107. The Committee recently favorably
reviewed NAU’s School of Communications Building renovation at a direct construction cost per square
of $111. The HRM Building renovations have 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.

Procurement Method

NAU would contract al bond projects using Construction Manager a Risk (CMAR). In CMAR, the
university competitively selects ageneral contractor according to quality and experience. The genera
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, auniversity will partially cover higher costs to maintain good contractor relations.
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University of Arizona— Review of Residence Halls and Residence Life Building

Renewal

A.R.S. 8 15-1683 requires Committee review of any university projects financed with system revenue
bonds. The University of Arizona (UA) requests Committee review of $159.3 million for 2 new
residence halls and $37.3 million for building renewal projects. The UA request was presented for
information only at the October 2, 2008 meeting.

Recommendation

The Committee has at |east the following 2 options:

1. A favorablereview of the request.

2. Anunfavorablereview.

Under either option, the JLBC Staff recommends the following standard university financing provisions.

Sandard University Financing Provisions

o UA shall report to the Committee before expenditure of any allocations that exceed the greater of
$500,000 or 10% of the reported contingency amount total for add-alternates that do not expand the
scope of the project. UA shall also report to the Committee before any reallocation exceeding

$500,000 among the individual planned renovations, renewals, or extensions.

e UA shall submit for Committee review any allocations that exceed the greater of $500,000 or 10% of
the reported contingency amount total for add-alternates that expand the scope of the project. In case
of an emergency, UA may immediately report on the scope and estimated cost of the emergency
rather than submit the item for review. JLBC Staff will inform the university if they do not concur
with the emergency nature of the change in scope.

(Continued)
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o A favorablereview by the Committee does not constitute endorsement of General Fund
appropriations to offset any auxiliary revenues that may be required for debt service, or any
operations and maintenance costs when the project is complete. Auxiliary funds derive from
substantialy self-supporting university activities, including student housing.

e UA shal not use bonding to finance any repairs whose typical life span isless than the bond
repayment period. Such repairsinclude, but are not limited to new flooring and painting. The
exceptions to this stipulation are circumstances where such repairs are required to complete a major
renovation.

Analysis

Residence Life Building Renewal

UA isrequesting additional funding of $15.4 million beyond the September 2006 JCCR approved amount
of $21.9 million to complete Phases |11 and 1V residence hall renovations at atotal cost of $37.3 million
(plus another $382,000 in issuance costs). UA has not yet expended the $15.4 million from the 2006
review. UA’srequest includes Coronado, Apache-Santa Cruz, and Colonia De La Paz Hall renovations,
aswas previously reviewed by the Committee, but no longer includes fire sprinkler renovations to
Cochise Hall. According to UA, the renovations would extend the useful life of these residential
facilities, minimize the risk of disruptive failures, and improve building safety. Projects are anticipated to
be complete by 2012.

Construction Costs

UA anticipates that the updated total cost is $116 per square foot. Thistotal cost includes a design cost of
$2.9 million, adirect construction cost of $32.3 million, and $2.1 million in contingencies. The total
costs previously approved by the Committee totaled $21.9 million. In addition, while Cochise Hall was
originally included in the September 2006 review of Phases |1l and 1V, UA has funded and completed this
project separately. The current direct construction amount consists of:

e $14.4 million for mechanica renovations, electrical and plumbing, in Coronado and Apache-
Santa Cruz Halls

e $9.3 million for demolition and replacement of ceilings, walls and floors in Coronado and
Apache-Santa Cruz Halls
$4.9 million for asbestos abatement in Coronado and A pache-Santa Cruz Halls

e $1 millionfor fire sprinklersin Apache-Santa Cruz Hall
$2.7 million for shower base and restroom renovationsin La Paz Hall

Table 1 below lists the per square foot construction costs for all 4 phases of the Residence Life Building
Renewal projects.

Tablel
University of Arizona Residence Life Building Renewal
Direct Costs

Phase Review Date Affected Halls per Squar e Foot
1 March 2004 Gila, Yuma, Arizona $45
2 July 2005 Maricopa, Sonora $40
2A May 2006 Manzanita/M ohave $57
3& 4 February 2009  Coronado, Apache-Santa Cruz, La Paz $100

Asseenin Table 1, the Phase I1l and IV projects per square foot direct costs are higher than the other
phases of the project. According to UA, the higher cost compared to prior projects can be attributed to

(Continued)
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contractors having to complete work over 2 summers, cost increases for asbestos abatement and copper
piping, alonger construction phase for separate projects, and higher construction market costs. By
completing the work over 2 summers, additional expenses are related to putting up temporary fencing,
construction elevators, protection of existing construction and other associated costs. UA indicates that
these changes resulted in the $15.3 million cost increase from September 2006. In addition, Phases I11
and 1V will be more costly in general due to more extensive restroom facility renovations in these phases,
which result in more piping, ductwork, finish materials and a general increase in the associated |abor per
gross square foot cost.

Financing

The project will be funded with $37.7 million in Auxiliary Fund system revenue bonds. Auxiliary Funds
are non-appropriated funds generated from self-supporting activities — in this case, dorm rental revenues.
UA anticipates issuing the AA rated system revenue bonds with an estimated 4.50% annual interest rate
and aterm of 23 years, including 1 year of capitalized interest. The project cost is $37.3 million, with
bond issuance related costs totaling approximately $382,000, for atotal cost of $37.7 million. The
university estimates annual debt service of $2.7 million, with a 23-year total cost of $61.6 million. UA
anticipates that these renovations will extend the life of the buildings by at least 30 years, while the debt
payment schedule spans 23 years. There are no annua operating and maintenance costs associated with
this project, according to UA.

Sixth Street Residence Halls

UA proposes to construct 2 new residence halls in Tucson, totaling 350,000 gross square feet, to house
1,066 freshman UA students. There will be 2 independent buildings with rooms for double occupancy —
one at the northeast corner of Sixth Street and Euclid Avenue (697 students) and the other at the northeast
corner of Sixth Street and Highland Avenue (369 students). Each building would range from 4 to 6
stories and would include some administrative offices at the Highland Avenue site. Both siteswill be
located on what is currently surface lot parking and eliminating this parking will contribute to the
university effort to increase the use of parking structures.

Construction Costs

The $159.3 million total project cost, or $455 per square foot, includes land acquisition, direct
construction costs, architect fees, furniture and equipment costs, telecommunications costs, parking
reserve, and contingency fees. The direct construction costs, for comparison purposes, total $103.3
million, or $295 per square foot, including labor and material costs for new building construction and
basic hardscape and landscape. In comparison, the FY 2004 ASU Hassayampa Village and the FY 2007
NAU residence hall construction projects had a direct construction cost of $180 and $245 per square foot,
respectively.

The per square foot direct cost for the Sixth Street Residence Halls is higher than the other projects that
were recently completed. UA explains that this request has a higher cost due to construction market cost
increases, there is more construction necessary with 2 buildings, and asbestos abatement and structure
demolition were not necessary with the prior projects.

Financing

The new residence halls construction project will be funded with $181.7 million in Auxiliary Fund system
revenue bonds. Auxiliary Funds are non-appropriated funds generated from self-supporting activities—in
this case, dorm rental revenues. UA anticipates issuing the AA rated system revenue bonds with an
estimated 4.83% annual interest rate and aterm of 30 years. While the total project cost is $159.3
million, the total bond related cost will be $181.7 million, including $1.7 million for costs of issuance and
$20.7 million for capitalized interest. The university estimates annual debt service payments of $8.3
million from 2010 to 2011 and $12.0 million starting in 2012, with a 30-year total cost of $351.6 million.
UA projects that the 2 new residence halls will be constructed to last 50 to 75 years, while the debt
payment schedule spans 30 years.
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UA anticipates annual operating and maintenance costs of $3.9 million when the project in completed,
which will be covered by university Auxiliary Funds. This cost includes utilities at $1.6 million,
residence life personnel at $1.7 million, and other operating costs at $600,000.

Debt Ratios

A.R.S. 8 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. The 2 projects would increase the UA debt ratio by 0.82%. The
current ratio is 5.14% and the adjusted debt service ratio would total 5.96%.

CMAR

UA would contract both the Residence Life Building Renewal and the Sixth Street Residence Halls bond
projects using Construction Manager at Risk (CMAR). In CMAR, the university competitively selectsa
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 qualifications alone or on a
combination of qualifications and price.

Additionally, CMAR defines a Guaranteed Maximum Price (GMP), 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. The GMP has already been obtained and is within the
projects’ budgets.
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DATE: February 18, 2008

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

THRU: Richard Stavneak, Director

FROM: Marge Zylla, Fiscal Analyst

SUBJECT: Maricopa County Community College District - Review of General Obligation Bond
I ssuance

Request

Maricopa County Community College District (MCCCD) reguests the Committee review its proposed

$220 million General Obligation (GO) bond issuance. At its June 22, 2004 meeting, the Committee gave
afavorable review to the entire $951.4 million bond proposal, with the stipulation that MCCCD return for
Committee review prior to each issuance. The Board request reflects the third issuance.

Recommendation
The Committee has the following options:

1) A favorable review, with the provision that MCCCD report to the Committee on actual project costs
of the third bond issuance when the district returns for review of its fourth issuance.

2) Anunfavorable review.
Analysis

Projects
The board was authorized by a November 2, 2004 bond election to issue atotal of $951.4 million in

bonds. The first issuance of $190.3 million took place in 2005 and the second issuance of $240 million
took placein 2007. All issuances will fund capital projects, as well as district-wide initiatives. Currently,
29 projects have been entirely completed with funding from the first 2 issuances. The 32 remaining
projects that involve funds from the third issuance are moderate to large in scale. Per Attachment #1, 21
of the 32 projects will be funded in part by prior issuances as well as the $220 million third bond
issuance. Attachment #1 provides a summary of the projects MCCCD anticipates covering under the
$220 million issuance.
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Dueto inflation, project costs were revised upward from original projections. Thisresulted in district-
wide reductions in project scopes, as well as delays on lower priority projects. Due to higher construction
costs, the bond issuance schedule was also altered, planning for the 3 remaining installments as follows:
$220 million; $250 million, and $51.1 million.

Of the total $220 million, $167.1 million would be allocated for capital projects, $22.9 million for
district-wide maintenance and regulatory compliance, $15.0 million for district-wide occupation
programs, and $15.0 million would be used to purchase and upgrade technology and equipment.
Approximately 649,100 square feet are associated with these projects, including 191,900 in remodeled
projects, and 457,200 in new square feet. Attachment #1 lists the portion of bond funding by project, as
well astotal project cost. Total project costs were used to estimate a cost per square foot for these
projects. The estimated average cost per square foot is $257. MCCCD did not provide separate estimated
costs for new space and renovated space. Thisinformation will be provided before the meeting.

To complete its projects, MCCCD plans to use a design-bid-build procurement process for some projects
and to employ a Construction Manager at Risk for others. The district will determine which method to
use on a project by project basis. Further detail on all the MCCCD projectsis provided in the district’s
project description and construction method worksheet, which isincluded in the district’ s portion of the
attachment.

Financing

The $220 million issuance would have a 14-year payment term. The first annual payment for the $220
million issuance is $26.3 million. Combined with prior obligations, the district’s total debt servicein
FY 2010 would be $62.3 million.

To make the debt service payments associated with the $951 million in bonding authority approved in the
2004 election, including the new $220 million issuance, the district estimates increasing the secondary
property tax rate by an average of 16¢. Thiswould annually result in approximately $16 in additional
taxes for every $100,000 of house value. To determine the level of tax rates necessary to make the debt
service payments associated with all issuances, the district has assumed annual Secondary Net A ssessed
Vauation (NAV) growth of (3.0)% to 1.7% over the next five years, and 1.7% in the following years.

Total outstanding principal debt for the district at the end of FY 2008 was $525.7 million, including
$507.4 million from GO bonds and $18.3 million from revenue bonds. The Constitution limits the
amount of outstanding GO debt the district may incur to 15% of the district’ s total Secondary NAV. In
FY 2008 the district’s outstanding GO debt was equal to approximately 0.9% of its Secondary NAV. The
FY 2009 planned issuance of $220 million would increase that amount to approximately 1.2%.
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DATE: February 17, 2009

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

THRU: Richard Stavneak, Director

FROM: Juan Beltran, Fiscal Analyst

SUBJECT: Arizona State L ottery Commission — Review of FY 2009 Building Renewal Allocation
Plan

Request

A.R.S. 8 41-1252 requires Committee review of expenditure plansfor building renewa monies. The
Arizona State L ottery Commission requests Committee review of its FY 2009 Building Renewal
allocation plan for anew fire suppression system. Laws 2008, Chapter 289 appropriated $68,000 from
the State Lottery Fund to the Lottery Commission to fund 100% of the building renewal formulain FY
2009. In addition, the plan includes $3,700 from the FY 2008 building renewal contingency allocation,
which does not require Committee review.

Recommendation

The JLBC Staff recommends that the Committee give afavorable review of the FY 2009 Building
Renewal allocation plan. The proposed expenditure plan is consistent with building renewal

reguirements.

Analysis

Laws 2008, Chapter 289 appropriated a total $68,000 in FY 2009 from the State L ottery Fund to the
L ottery Commission to be used for major maintenance and repair activities in accordance with A.R.S. §

41-793.

The Lottery Commission operates out of 2 facilities; a 38,600 square foot state-owned building in

Phoenix and a 3,080 square foot leased building in Tucson. The Phoenix facility includes administrative
offices and aticket and redemption section. This request pertains to the Building Renewal of the Phoenix
facility only.
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The Lottery Commission plans to use its $68,000 FY 2009 allocation and $3,700 from the FY 2008
contingency allocation on the following project:

Fire Suppression System
Optiona complete re-piping of the distribution network $23,700
1 clean agent hardware replacement cylinder, manifold and nozzles 19,600
1 control system to replace existing control panel and field devices 18,400
1 early warning smoke detection system for each additional critical area 10,000
Total $71,700

These cost estimates were obtained from vendor quotes solicited by the Arizona Department of
Administration and historical data.

The Lottery Commission requests to install a new fire suppression system with improved environmental
and safety standards. The requested system contains an intelligent controller, an early warning smoke
detection system, and afire suppression clean agent. The current fire suppression system wasinstalled in
1987, but a survey conducted in March 2006 concluded that their current system isinadequate for fire
suppression since it releases a hazardous chemical agent to extinguish the fire without the use of water.
The Lottery Commission reports that at the time it was the preferred chemical agent for that environment.
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Arizona Department of Administration — Consider Recommending Partial Rent

Exemption for the Department of Revenue

A.R.S. 8§ 41-792.01 authorizes the Director of the Arizona Department of Administration (ADOA), on

recommendation from the Joint Committee on Capital Review, to grant afull or partial exemption from
the payment of rental feesif the agency has vacated state-owned space. On behalf of the Department of
Revenue (DOR), ADOA requests the Committee recommend a partial rent exemption of $7,900 for the
second half of FY 20009.

Recommendation

The JLBC Staff recommends that the Committee recommend the proposed exemption.

Analysis

DOR rents 10,929 sguare feet of state-owned office space at 402 West Congressin Tucson. Thetotal FY
2009 rent is $229,400. Effective January 1, 2009, DOR is vacating 756 square feet of space at the request
of ADOA’s Information Services Division (ISD). 1SD isin thefinal stages of construction design to
renovate the space into the state' s off-Capital Mall disaster-recovery data center that supports the

statewide business continuity plan. DOR does not plan to acquire any additional space.

Statute permits an agency to request an exemption from paying their full rent on state-owned space.
These rent payments are deposited into the Capital Outlay Stabilization Fund, which helps defray building
renewal expenses and ADOA operating costs.

DOR is seeking a partial rent exemption of $7,900 for the second half of FY 2009. If recommended by
the Committee, 1SD would commence with the second half FY 2009 rent payments for the 756 sgquare
feet of vacated space beginning January 1, 2009 and would continue annual rent payments beginning in

FY 2010.
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