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JOINT COMMITTEE ON CAPITAL REVIEW
Tuesday, August 17, 2004

1:30 p.m.
House Hearing Room 4

MEETING NOTICE

- Call to Order

- Approval of Minutes of June 22, 2004.

- DIRECTOR'S REPORT (if necessary).

1. ARIZONA DEPARTMENT OF ADMINISTRATION – Review of FY 2005 Building Renewal
Allocation Plan.

2. ARIZONA STATE UNIVERSITY – Review of ASU-East Research Infrastructure Lease-Purchase
Project.

3. YUMA/LA PAZ COMMUNITY COLLEGE DISTRICT – Consider Review of Yuma/LaPaz
Community College District Bond Projects.

4. DEPARTMENT OF ENVIRONMENTAL QUALITY – Consider Recommending Allowing Rent
Payments on Cash Flow Basis.

5. DEPARTMENT OF MINES & MINERAL RESOURCES – Consider Recommending Rent
Exemption.

6. CITY OF PHOENIX – Report on Civic Plaza Expansion.

7. NORTHERN ARIZONA UNIVERSITY – Report on Northern Arizona University Green Building
Savings.

8. UNIVERSITY OF ARIZONA –  Reports on Capital Project Contingency Allocations.

The Chairman reserves the right to set the order of the agenda.
8/9/04

People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office
at (602) 542-5491.
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DATE: August 10, 2004

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

THRU: Richard Stavneak, Director

FROM: Shelli Carol, Fiscal Analyst

SUBJECT: Arizona Department of Administration – Review of FY 2005 Building Renewal
Allocation Plan

Request

Laws 1986, Chapter 85 established the Joint Committee on Capital Review and charged it with
developing a Building Renewal Formula to guide the Legislature in appropriating monies for the
maintenance and repair of state buildings.  A.R.S. § 41-1252 requires Committee review of expenditure
plans for building renewal monies.  The Arizona Department of Administration (ADOA) requests
Committee review of the FY 2005 Building Renewal Allocation Plan for its $3.5 million Capital Outlay
Stabilization Fund (COSF) appropriation.

Recommendation

JLBC Staff recommends a favorable review for only $700,000 of the request with the following
provisions:

• The $700,000 represents $600,000 for the four projects currently detailed in the ADOA Building
Renewal Allocation Plan, plus $100,000 for FY 2005 emergency projects.

• ADOA report to JLBC Staff any allocations for FY 2005 emergency projects from the above-
referenced $100,000 amount.  JLBC Staff will report to the Committee on significant allocations,
typically those above $50,000.

• ADOA submit for Committee review any reallocation of the favorably-reviewed $700,000 plan.

• ADOA submit for Committee review an allocation plan for its remaining $2.8 million COSF
appropriation.

Of the $3.5 million COSF allocation, $600,000 would fund four critical building renewal projects within
the ADOA Building System.  (See table in Analysis section for project detail.)  Due to uncertainty over
the sufficiency of COSF revenues, ADOA would set aside $1.5 million as an emergency contingency
fund and $1.4 million as a revenue contingency fund.

(Continued)
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Analysis

Arizona’s Building Renewal Formula takes into consideration a facility’s age (adjusted to account for
major renovations), replacement value, and expected life in determining a suitable appropriation level for
repairs.  The formula does not account for any maintenance deferred as a result of insufficient past
funding.  In FY 2004, the Legislature funded 18.5% of the formula amount.  This figure was 15% in
FY 2003 and 27% in FY 2002.

While ADOA is now reporting a Building Renewal Formula amount of $21.8 million for FY 2005, the
agency estimated an amount of $21.5 million during the budget development process.  Of the lesser
amount, $1.6 million represent building renewal funds already appropriated from sources other than
COSF by Laws 2004, Chapter 276 (Capital Outlay Appropriation Act).  Of the remaining $19.9 million,
Chapter 276 appropriated $3.5 million from COSF, funding approximately 18% of the ADOA Building
Renewal Formula for FY 2005.

COSF derives its monies from rent revenues charged to state agencies in state-owned buildings.  ADOA
anticipates that COSF collections may not be sufficient to fund the $3.5 million building renewal
appropriation level.  ADOA will complete a revised forecast of COSF cash flows at the end of this month.
JLBC Staff will report the revised forecast to the Committee at that time.

Due to the uncertainty of available funds, ADOA proposes allocating $1.5 million of the appropriated
amount as an emergency contingency fund for FY 2004 auxiliary projects and FY 2005 emergency
projects.  ADOA would also designate $1.4 million as a revenue contingency fund for other planned
projects, should COSF revenue be sufficient to provide such support.  ADOA will submit these projects
for Committee review as revenues become available.

ADOA allocated the remaining $600,000 for four projects.  Consistent with statute and precedent, ADOA
employed the following priorities for the allocation of FY 2005 building renewal monies:

1) Fire and life safety projects.
2) Preservation of assets.
3) Projects critical to the continued operation of existing programs.

Given that ADOA plans to reserve a majority of its COSF appropriation in contingency funds, JLBC Staff
recommends a favorable review of only $600,000 for the four projects ADOA identified, with an
additional $100,000 for emergencies.  JLBC Staff further recommends that ADOA, after determining
available COSF revenues, submit for Committee review an expenditure plan for the remaining $2.8
million.  The following table provides detail on the recommended building renewal allocations.

ADOA Building Renewal Allocations

  Agency Project Allocation
Pioneers Home Kitchen roof structural repairs; the Committee originally approved the

roofing project in FY 2004, but ADOA reallocated the funds for more
critical plumbing repairs

$  100,000

State Treasurer Laws 2004, Chapter 276 (Capital Outlay Act) mandated remodeling 170,000
Corrections Emergency roof replacement at the Central Unit Kitchen of the Arizona

State Prison Complex in Florence
105,000

Administration Construction Services Project Management   225,000
Administration FY 2005 Emergency Projects  100,000

Favorably-Reviewed COSF Allocation Subtotal $700,000

To Be Determined Additional ADOA Allocation Plan submitted for Committee review $2,800,000
ADOA Building Renewal Allocation Request Total $3,500,000

RS/SC:jb
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DATE: August 10, 2004

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

THRU: Richard Stavneak, Director

FROM: Shelli Carol, Fiscal Analyst

SUBJECT: Arizona State University – Review of ASU-East Research Infra Lease-Purchase Project

Request

A.R.S. § 15-1682.01 requires Committee review of any university projects financed with Certificates of
Participation (also known as COPs or lease-purchase).  Arizona State University (ASU) requests
Committee review of the Interdisciplinary Science and Technology Building III.  This project would be
financed with a COP issuance of $12 million.

Recommendation

JLBC Staff recommends a favorable review of the request with the following provisions:

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

• ASU submit for Committee review any allocations that exceed the greater of $100,000 or 10% of the
reported contingency amount total for add alternates that expand the scope of the project.  In the case
of an emergency, ASU may report immediately 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 of scope.

• A favorable review by the Committee does not constitute endorsement of General Fund
appropriations for operational costs when the projects are complete.  These costs should be
considered by the entire Legislature through the budget development process.

The Interdisciplinary Science and Technology Building III is part of the university research infrastructure
lease-purchase plan authorized by the Legislature in 2003.  The COP issuance for this project would be
repaid over a 25-year period at an estimated interest rate of 6.0%.  ASU would capitalize interest
payments for this project until FY 2008, when annual debt service payments of $939,000 would begin.

(Continued)
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Of this amount, $783,000 annually would be paid from the $14.5 million appropriation to ASU in Laws
2003, Chapter 267 and $156,000 annually would be paid from the savings of refinanced COPs.  Total
interest costs would be a projected $9.6 million, with $8.0 million paid from the General Fund
appropriation and $1.6 million paid from the COP refinancing savings.

The per-square-foot costs for this project are comparable to other university projects of its respective
scope.  (See table in Analysis section for per-square-foot cost comparisons with other projects.)

A.R.S. § 15-1683 allows each state university to incur 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.  These projects would increase the ASU debt ratio from 5.9% to
6.0%.

ASU estimates $346,000 of new operating and maintenance costs when the Interdisciplinary Science and
Technology Building III is complete.  The university plans to fund these operating costs through the
Indirect Cost Recovery Fund.

Analysis

ASU submitted the Interdisciplinary Science and Technology Building III as a “research infrastructure”
project.  Laws 2003, Chapter 267 amended A.R.S. § 42-5075 to confer tax-exempt status on the proceeds
and income of research-infrastructure-related construction contracts.  A.R.S. § 15-1670 defines research
infrastructure as “installations and facilities for continuance and growth of scientific and technological
research activities at the university.”

The intent of the Chapter 267 tax exemptions is to lower the cost of such projects and to reduce debt
service payments until General Fund appropriations from Chapter 267 become available in FY 2008.
Chapter 267 makes an annual General Fund appropriation of $14.5 million to ASU for debt service
payments from FY 2008 through FY 2031.  Given previously reviewed projects and assuming this COP
issuance takes place, approximately $1.5 million would remain available for debt service on other ASU
research infrastructure projects.

ASU would construct a new, 39,400 square-foot Interdisciplinary Science and Technology Building at its
East campus to house four key research programs.  The Applied Cognitive Science Institute studies
ergonomics, cognition, and human-computer interaction, with relevance to aviation, homeland defense,
and systems usability.  The Healthy Lifestyles Institute studies and advocates healthy lifestyles and
disease prevention, engaging in research and community outreach to address smoking, physical inactivity,
and poor diet.  The Applied Biotechnology Sciences program investigates ecological restoration, wildlife
habitat management, urban horticulture, and environmental policy, promoting sustainability in both urban
and rural environments.  Lastly, the Arizona Biodesign Institute, based at ASU Main, would open a
branch at ASU East to focus on plant-made pharmaceutical bioengineering.

ASU estimates the project would require 11 months of construction.  After completion, annual ongoing
operating and maintenance costs would be approximately $346,000 for the project.  ASU intends to fund
these costs through indirect cost recovery.

The total cost per square foot for the Interdisciplinary Science and Technology Building III would be
approximately $305 and the direct construction cost per square foot would be $228.  These estimates fall
on the low end of the per-square-foot cost range of other university research infrastructure projects.  The
following table shows cost comparisons.

(Continued)
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University Research Infrastructure Projects
Estimated Per Square Foot Costs

Project
Total Project
Finance Cost

Total Cost
Per Square Foot

Direct Construction
Cost Per Square Foot

ASU-Interdisciplinary Science and Technology Building 2 $18,000,000 $300 $217
ASU-Interdisciplinary Science and Technology Building 3 12,000,000 305 228
NAU-Applied Research and Development Facility 18,000,000 342 275
UA-Institute for Biomedical Science and Biotechnology Building 70,241,700 389 285
AVERAGE $395 $300
UA-Medical Research Building 63,568,800 392 318
ASU-Interdisciplinary Science and Technology Building 1 74,000,000 412 285
ASU-Biodesign Institute 2 73,000,000 425 307
UA-Chemistry Building Expansion 53,848,200 507 410

RS/SC:jb
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DATE: August 10, 2004

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

THRU: Richard Stavneak, Director

FROM: Jake Corey, Fiscal Analyst

SUBJECT: Yuma La Paz Community College District – Consider Review of Yuma/LaPaz
Community College District Bond Projects

Request

Yuma La Paz Community College District plans to hold a bond election on November 2, 2004.  If
approved by the voters, the district would be authorized to issue $73.9 million in General Obligation
(GO) bonds.  The $73.9 million from the bond proceeds would be combined with $10 million from other
fund sources for a total of $83.9 million, and would be used to fund construction and renovation projects
to address student growth in the district.  The bonds would be issued in two equal installments of $36.9
million in FY 2005 and FY 2008.

There are two statutory sections granting community college districts the authority to issue bonds, one
that requires Committee review and one that does not.  The district plans to issue the bonds under the
section that does not require Committee review.  As a result, the district is submitting this information as
a report and is not requesting a review.  A legal argument can be made, however, that legislative intent
requires Committee review of all community college bond issuances.  At its June 22, 2004 meeting, the
Committee chose to review Maricopa Community College District’s proposed $950 million bond
issuance.

Recommendation

The Committee has at least three options:

1) A favorable review.

2) A favorable review with the provision that the district return to the Committee for review prior to
each actual bond issuance.  Requiring the district to return for review prior to each actual bond
issuance would allow the Committee to receive greater detail on the projects to be funded with each
individual issuance.

3) An unfavorable review.
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The issuances represent a total of $73.9 million in projects.  Over a 27-year period, and with an estimated
interest rate of 6%, total interest payments would equal $75.1 million.  Total debt service would be
approximately $149.0 million.  The first payment of $3.0 million would be in FY 2006.  The amount
would increase as the second set of bonds is issued, equaling $6.1 million in FY 2010.  Payments would
remain at this level for most of the payment term, with the final payment in FY 2032. (See Attachment #1)

To make the debt service payments, the district estimates increasing the secondary property tax rate by
34¢ in FY 2006.  The rate would increase as the second set of bonds is issued, equaling 58¢ in FY 2010.
The rate would subsequently decline as assessed property values increase.  Over the life of the bonds, the
district estimates increasing secondary property tax rates by an average of 48¢.  This would annually
result in approximately $48 in additional taxes for every $100,000 of house value.

The $36.9 million FY 2005 issuance amount would increase the district’s outstanding GO debt from
approximately $8.4 million to $45.3 million, and the FY 2008 issuance would further increase it to
approximately $77.6 million.  The Constitution limits the amount of GO debt a community college
district may incur.  Despite the increases, the district would still be below its constitutional limit.

Analysis

Project Costs

Tables 1 and 2 provide greater detail on the district’s expenditure plan.  The total cost of the projects is
$83.9 million.  Of the total, $62.8 million would be allocated for construction and renovation, $7.7
million for equipment and furniture, $7.0 million for architecture and engineering fees, and $6.3 million
for contingency funding.  The amount allocated for new projects would be $57.9 million and $25.9
million would finance renovations to the existing infrastructure.

Table 1
New Project Expenditures

Project Cost
($ in millions)

Square
Feet

Cost Per
Square Foot

Science and Agriculture Complex $  21.6 65,724  $  329
Child Development Learning Lab 1.5 11,586 131
College Community Center 20.6 72,191 286
Learning Center (Quartzsite) 1.6 5,000 314
Learning Center (E. Yuma County) 6.3 20,000 315
Learning Center (S. Yuma County) 6.2 20,000 312
TOTAL $  57.9 194,501  $  298

Table 2
Renovated Project Expenditures

Project Cost
($ in millions)

Square
Feet

Cost Per
Square Foot

Learning Center (Parker) 7.1 25,000 $  284
Extend Campus Infrastructure 3.0 -- --
Math Facility 2.2 17,799 124
Student Services Building 11.0 37,352 295
Center for Teaching Effectiveness 0.9 7,446 124
Humanities and Social Sciences Building 1.7 13,914 124
TOTAL $  25.9 101,511 $  226

(Continued)
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As a comparison, new construction for university research related facilities ranges from $300-$507 per
square foot compared to the district’s preliminary average estimate of $298 per square foot.  Given that
the scopes of the district projects are likely to be less complex than the university facilities, the estimates
for new construction appear reasonable and possibly on the low end as construction costs in less urban
regions of the state tend to be higher than urban areas.

As a comparison of renovation estimates, the cost for Arizona State University renovation projects is
estimated to be $133 per square foot and the cost for renovation of the Communications Building at
Northern Arizona University (NAU) is estimated to be $154 per square foot.  The district estimated costs
for renovation projects range from $124-$295 per square foot.

The Committee has the option of having the district submit updated cost and project information prior to
each bond issuance.

To pay for the $83.9 million cost of all projects, the district would finance $73.9 million with bond
proceeds and the remaining $10.0 million with cash.  The cash financing includes $1.0 million from
district capital funds, $3.0 million from private contributions, and $6.0 million from lease-purchase
proceeds NAU will generate pursuant to authority provided by Laws 2003, Chapter 267 (university
research infrastructure financing).

Enrollment Growth

The district projects that the FY 2005 Full-Time Student Equivalent (FTSE) enrollment will be
approximately 4,350.  Through FY 2015 the district estimates annual FTSE growth of 4.8%.  Total
existing square footage within the district is currently 480,288.  The planned projects would provide an
additional 194,501 square feet to the existing space, for a new total of 674,789.  Table 3 details existing
and projected district enrollment.

Table 3
Projected Enrollment

FTSE Square Feet Square Foot Per FTSE
FY 2005 4,350 480,288 116
FY 2010 5,500 674,789 123
FY 2015 6,950 674,789 97

Bond Issuances and Debt Service

Attachment #1 provides information on the issuances and the district’s estimated debt service payment
schedule.  Each of the bond issuances would have a 25-year payment term.

In addition to the debt service payments associated with the new issuances, the district is currently paying
debt service on older bonds that will be retired in FY 2010.  Including amounts for new and previous GO
issuances, the total district FY 2006 debt service payment is estimated to be $4.8 million.

Total outstanding debt for the district at the end of FY 2003 was $10.3 million.  This amount consists of
$9.8 million in principal from GO bonds and $420,000 from revenue bonds.  The Constitution limits the
amount of outstanding GO debt the district may incur to 15% of the district’s total Secondary Net
Assessed Valuation (NAV).  In FY 2003 the district’s outstanding debt was equal to approximately 1.3%
of its Secondary NAV.  The FY 2005 planned issuance of $36.9 million would increase that amount to
approximately 5.4%, and the FY 2008 issuance would further increase it to approximately 8.1%.

(Continued)
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Tax Rates
To pay for the annual debt service costs, the district estimates it will have to increase secondary property
tax rates.  Attachment #1 details the estimated tax rates associated with the new issuances.  Over the life
of the debt service payments the district estimates that rates would increase by an average of
approximately 48¢.  Table 4 provides the impact on the estimated tax rates for each year of the debt
service and the tax revenue on a house valued at $100,000.

Table 4
Estimated Annual Impact of New Tax Rates on $100,000 House

FY 06 FY 07 FY 08 FY 09 FY 10 FY 11 FY 12 FY 13 FY 14
Tax Rate 34¢ 24¢ 46¢ 44¢ 58¢ 58¢ 57¢ 56¢ 56¢
Revenue $34 $24 $46 $44 $58 $58 $57 $56 $56

FY 15 FY 16 FY 17 FY 18 FY 19 FY 20 FY 21 FY 22 FY 23
Tax Rate 55¢ 55¢ 54¢ 54¢ 53¢ 53¢ 52¢ 52¢ 51¢
Revenue $55 $55 $54 $54 $53 $53 $52 $52 $51

FY 24 FY 25 FY 26 FY 27 FY 28 FY 29 FY 30 FY 31 FY 32
Tax Rate 51¢ 50¢ 50¢ 49¢ 49¢ 48¢ 48¢ 23¢ 23¢
Revenue $51 $50 $50 $49 $49 $48 $48 $23 $23

To determine the level of tax rates necessary to make the debt service payments, the district has assumed
annual Secondary NAV growth of 4.9% from FY 2006 to FY 2010, and 1.0% for each subsequent year.
Since the actual tax rate for each year is calculated based on actual Secondary NAV, the actual tax rates
required to fund the debt service payments will depend on future NAV growth.  Over the past 10 years
secondary NAV in Yuma La Paz has grown by an average of 4.6%.  The district, therefore, is likely
underestimating secondary NAV growth beyond FY 2010, which could result in lower secondary
property tax rate increases if Secondary NAV is above the 1.0% used in the estimates.

RS/JC:jb


