
FEATURED ARTICLE 
HELPFUL TIPS FOR DEVELOPING A 
CONSTRUCTION BUDGET
If you ask most charter schools that have completed a building project 
what their biggest surprise was, a common reply would be how high the 
final cost turned out compared to the initial estimates. The actual cost of 
a project will typically take a major shift at four different points in the 
process. Our goal is to point out why and how these shifts happen and 
encourage schools that are planning a project to consider these situations 
in advance in order to avoid unexpected surprises.

Let’s take a look at a hypothetical charter school that is planning to 
construct a 60,000-square-foot facility addition with new classrooms, 
offices and parking.

The Architect’s Initial Estimate 
Architects (or design-build firms) do a great job of setting forth a vision  
for new facilities. At this point in the process, our hypothetical school 
will be provided not only with the design vision, but some preliminary 
numbers from the architect detailing the square footage of the new 
building and an approximate cost-per-square-foot. For this discussion, let’s 
assume that the school has gotten back fantastic plans for a 60,000 square 
foot facility, which according to the architects should cost $140 per square 
foot to construct.

Based on this information, school leaders assume a cost of $8.4 million  
for the building. While this number is helpful for planning purposes, it 
may bear no resemblance to the final cost. Do not take this number to  
your board for discussion. Do not use this number as a basis for qualifying 
for financing or for setting fundraising goals. Schools that have been 
through this process before know that many potential increases to this 
number lie ahead.

The Preconstruction And Bidding Phase 
At this point in the process, the architect has completed most of the 
drawings and the school is ready to bid out the cost of the project. 
However, between points one and two some important new costs may have 
entered the picture. These are the site development cost and the actual cost 
of construction in your marketplace. Both factors can greatly increase the 
initial estimate of $8.4 million.

Since our hypothetical scenario is a new addition, we can safely assume 
that the site is fully graded and has all utilities provided. However, for 
many schools, their new projects are located on unimproved parcels.  
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SIX MONTHS 
PRIOR CURRENT

5 Yr 
Treasury

1.24% 1.28%

10 Yr 
Treasury

1.78% 1.79%

30 Day 
LIBOR

0.43% 0.54%

Prime Rate 3.50% 3.50%

30-year 
MMD

2.56% 2.56%

Source: Ziegler Capital Markets 
Rates as of  October 14, 2016

KEY R ATES 

INTEREST R ATE UPDATE

 
On September 21, 2016 the Federal Reserve 
met and agreed to hold interest rates 
unchanged. There was some disagreement 
among Fed members though, with three 
members of the Open Market Committee 
dissenting and voting for a rate hike. 
Market participants and Federal Reserve 
dot plot forecasts still foresee a potential 
rate hike at the Fed meetings to be held on 
December 14, 2016. While market interest 
rates have rebounded slightly off the July 
lows, borrowing options are still robust and 
interest rates very attractive. For Charter 
Schools borrowing with tax-exempt bonds, 
the 30-year MMD index closed at 2.56% on 
Friday, October 14, 2016, this is well off the 
low of 1.93% achieved back on July 7,2016. 
 
One note for borrowers with floating rate 
loans tied to 30-day LIBOR, this index 
continues to move upward and now stands 
at .54%. If your loan rate is tied to 30-day 
LIBOR, you may want to consider fixed 
rate options. While 54 basis points is still 
incredibly low, this particular index has 
continued to rise over the past year due to 
a variety of technical factors, including new 
money market regulations that took effect 
on October 14, 2016.

ABOUT US
 

Ziegler is a national leader in providing financing 
to charter schools nationwide.

Contact us for assistance with your financing needs.
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Your particular site may not be served by utilities or roads, or the soils may not be suitable for compaction and 
need to be replaced. Perhaps your building is going to be built on a hillside, which would require costly erosion 
control measures. Unless your school is building on a perfectly flat piece of excellent soil in North Dakota, it is 
possible that site development costs for a project of this magnitude could range from $500,000 to perhaps  
$3 million or more. Further some schools are building in urban areas that require demolition of an older building. 
You’ll need to factor in demolition costs and any potential environment cleanup at your preferred site.

Additionally, most square footage cost estimates are based on national averages. Your local construction market 
might be a different story. Perhaps lumber or steel prices are high in your area. Union labor might be required. 
Large civic projects (new stadiums or high-rise buildings) in your geographic area also can cause a shortage of 
subcontractors, which will drive prices higher.

Visit a few schools in your area that recently have completed comparable projects. Ask them what their final cost-
per-square-foot was for construction. This will give you good guidance on what actual costs in your area might 
be. Most schools find that the actual costs come in somewhere between 10 percent and 50 percent higher than the 
initial estimates. Site development costs and the actual cost of construction in your area are typically the biggest 
factors at work here.

Final Municipal Approval 
No project can commence until all appropriate governmental bodies have signed off on the plans. Schools many 
times are hit with unexpected costs at this stage of construction. These include unforeseen requirements by the 
local government to perhaps add turn lanes or a stoplight at the street entrance to the school.  Or perhaps you 
are making renovations or an addition to an existing older building. The existing structure may not have a fire 
sprinkling system that now is required for new buildings. The Americans with Disabilities Act (ADA) also can 
come into play here and add costs such as requiring an elevator and wheelchair accessible entrances.

The bottom line is that the government is looking out for the safety and convenience of you and your student 
body. They also are looking out for the neighborhood as a whole. Municipalities can and usually do add a few 
“extras” to the project in the way of requirements. These extras might cost $20,000 or they may add $500,000 to 
the cost of the project. You are never really sure of your actual costs until you go through this process.

Actual Construction  
You might think at this point that you are home free. Perhaps, but not always. Assuming that you have hired a 
reputable and well capitalized contractor, you will still be presented throughout the construction stage with a 
variety of change orders to consider. There are many situations where the school is presented with the ability to 
make modifications to either the building or finishes during the construction process. You will want to have a 
solid owners contingency of three percent to five percent of the construction contract amount in order to fund 
these types of changes. Note the distinction with an “owners contingency.” This is a different concept than a 
contingency your contractor may build into their budget. The owners contingency is money that you control the 
expenditure of and not the contractor. It is always good to have this separate owners contingency as you have more 
flexibility with how it is used. Contractor contingencies typically are used at the discretion of the contractor.

Again, this assumes that there are no hidden surprises during the construction process related to construction or 
the financial health of your contractor. Those types of unexpected costs, which can be devastating to a school given 
their potential magnitude, will be discussed in a future article.

There are many schools that already are familiar with an ever-expanding project budget. For those schools that are 
constructing a new building, our best advice for you is to prepare for the worst-case cost scenarios upfront, and 
then work from that vantage point. In the end, it will save your organization substantial time and stress.
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CASE STUDY 
PEPIN ACADEMIES 
$12,165,000, SERIES 2016A & SERIES 2016B

Pepin Academies operates two campuses in Hillsborough County, Florida and is authorized as a public charter school by the 
Hillsborough County School District. The school currently serves approximately 680 students in grades K-12, focusing on 
students with varying levels of disabilities including Learning Disabilities, Autism Spectrum Disorder, Attention Deficit Disorder 
to, pervasive development delay and medical conditions that affect learning, such as Tourette syndrome among others. The school 
also operates a transitional program for students age 18-22 who are not yet able to transition into the workforce or an institution 
of higher education. The School is named after the Pepin family, local Tampa philanthropists who have supported the school since 
inception in 1999.
 
In 2016 Pepin had the opportunity to purchase a 60,000 square foot commercial building in the Riverview neighborhood of 
Tampa to allow the school to expand its Riverview Campus and provide a permanent home at that location. Ziegler was able 
to assist by helping Pepin develop a financing plan that involved the issuance of approximately $12,165,000 in Bonds issued 
through the Florida Development Finance Corporation. Bonds proceeds were used for the acquisition of the commercial building, 
construction costs to retrofit the building for educational purposes and to refinance certain bank debt related to the Pepin 
Hillsborough Campus. Due to private use for a portion of the commercial building the School purchased, approximately  
$2.6 million of the bonds were taxable.
 
Pepin Management needed to secure the new location in time for the opening of school on July 25, 2016. The tight timeline for 
needed municipal approvals from Hillsborough County kept everyone on the deal team moving forward with a common goal of 
success. The result was a closing on July 21st, meeting the deadline.
 

Pepin had other financing alternatives available, but elected to work with Ziegler on a fixed-rate bond structure to take advantage 
of a historically low period of interest rates. The bond financing’s 30-year term provided for permanent financing with no need 
to later renegotiate the loan or have the School assume interest rate risk down the road with an adjustable rate. Further, the bond 
financing allowed for 100% financing of the building acquisition and related construction build-out.
 
“For our students and staff at Pepin Academies, I can only say thank you so very much! The efforts of Ziegler and our 
financing team allow us to have an amazing educational facility that will serve our students for many years to come. If 
there is ever anything that I can do as far as a reference for Ziegler, please let me know!”
DR. CRAIG BUTZ | EXECUTIVE DIRECTOR
 

This client’s experience may not be representative of the experience of other clients, nor is it indicative of future performance or success.
For further information on the outstanding bonds for this issuer, please visit the Electronic Municipal Market Access system at http://emma.msrb.org.
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