STATE OF ARIZONA
ScHooL FACILITIES BOARD

Governor of Arizona Executive Director
Janice K. Brewer Dean T. Gray

June 15, 2010

Representative John Kavanagh, Chairman
Joint Committee on Capital Review

1716 West Adams

Phoenix, Arizona 85007

Dear Representative Kavanagh:

A.R.S. 815-2002, subsection A, paragraph 13, requires the School Facilities Board (SFB) to
submit demographic assumptions, construction schedules, and cost estimates for the New School
Construction program to the Joint Committee on Capital Review by June 15.

The FY 2010 budget authorized the SFB to approve new school construction projects, subject to
legislative appropriation. The SFB awarded three projects in the FY 2010 capital plan cycle,
valued at $23.4 million. The SFB also cancelled or revised 29 projects valued at $305.6 million,
for a total net savings of $282.2 million.

Included in this report are:

e Demographic Context

This section includes a summary of the statewide new construction climate and its
projected impact on the SFB.

e Projected Schedules of Projects that are Board Approved

Schedules and cost estimates are provided for all new school construction projects
approved by the SFB that are not yet completed.

e Projects Scheduled to be Approved in FY 2011

Schedules and cost estimates are provided for conceptually-approved projects that could
be approved in the next capital plan cycle if ADM projections materialize.
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Backup Information used in FY 2010 Capital Plan Cycle

In the past, SFB staff reviewed capital plans on a regional basis. The order in which the
FY 2010 Capital Plans were reviewed was generally driven by fiscal issues. Our
methodology was consistent, however, in that ADM projections for individual districts
were influenced by what was happening in the region. This section contains the ADM
projections established for the districts that applied to the SFB for new school
construction in their FY 2010 Capital Plans, and information that was used in the
analyses. The backup is organized by county.

Appendix — ADM Projections Submitted by Districts not Requesting New
Construction

Even districts that do not seek new school construction funds from the SFB are asked to
submit student population projections in their capital plans. This section contains the
projections submitted by the districts that complied.

This report will also be posted on the SFB website. Please feel free to contact me with any
questions or comments.

Sincerely,

<z

Dean T. Gray

CC:

Janice K. Brewer, Governor

Russell Pearce, JCCR

John Arnold, OSPB Director

Jack Brown, JLBC Staff

Members of the School Facilities Board
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Economic and Demographic Context for New School Construction
Updated June 15, 2010

The housing market in Arizona experienced dramatic changes in the past five years.
Chart 1 shows the monthly number of residential housing permits issued in Arizona
between January 2005 and January 2010. The number of permits reached its peak in the
summer of 2005 and started to decline in the fall of that year. The market went sideways
for about half a year before the bubble finally burst in the summer of 2006, Permitting
activities picked up speed in the spring of 2007, giving the false indication of a rebound.
The upturn was followed by an even deeper decline that led to a low of 795 permits in
December of 2008. Except for a couple of months in the summer of 2009, the number of
monthly permits has remained around 1,000 since then. That is about one-cighth of the
peak levels in the summer of 2005.

Chart 1: New housing permits in Arizona — January 2005 to January 2010 (Source:
Arizona’s Economy*, University of Arizona)
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Chart 2: New housing permits and units sold in Phoenix metro area — January 2005 to
January 2010. (Source: Arizona's Economy)
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Chart 2 contains information about permits and housing sales (both new and existing) for
the Phoenix metro area (Maricopa and Pinal counties). The number of permits generally
follows the same pattern as the State. There were substantial rebounds in housing sales
(most of which were resales) between March and December of 2009, most likely due to
the tax rebates offered to buyers. The situation in the Tucson metro area (Pima County) is
quite similar.

Much has been said about what caused this downturn in the housing market. In a sense,
the State, especially in the two major metro areas, was “pre-building” in 2004 and 2005
as a result of investor purchases. “When the bubble burst and the speculators were no
longer buying houses, it became obvious that the market was flooded. Some analysts
estimate the surplus was as high as 80,000 homes at its peak.” (Arizona Capital Times,
May 29, 2009, Vol. 110 Issue 22, p. 24). These units need to be absorbed. The situation
was confounded by the credit crisis that began to surface in early 2007, became more and
more severe throughout the year, and developed into a full-blown crisis in the fall of
2008. The declining housing prices and the difficulty of obtaining credit drove many
would-be buyers to the sidelines, prolonging the process of absorbing the housing
overstock.

Few economists predicted the severity and length of this housing downturn. The W.P.
Carey School of Business at Arizona State University polls a panel of 18 economists and
institutions and regularly publishes their economic forecasts, including single-family
permits, for Arizona in Western Blue Chip Economic Forecast. Table 1 summarizes their
consensus forecasts of single-family permits as an annual percentage change for 2005
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Cochise County

Benson Unified
Palominas Elementary
Pearce Elementary



Benson Unified School District

District Overview

Benson Unified School District is located in the northwest corner of Cochise County,
along Interstate 10. The district currently has one elementary school (K-4), one middle
school (5-8), and one high school serving more than 1,100 students.

District ADM History

Over the past five years, the district’s ADM grew at an annual rate of 1.5%. Growth was
on an accelerating path, the rate increasing steadily from -5% at the beginning of the
period to 7.8% at the end of the period.

District Outlook

However, this trend of accelerated growth appears to have peaked. This year’s growth
rate is estimated to be below 2%. Kindergarten and first grade enrollment had been on an
upward trend for several years until it leveled off in FY 2008 and FY 2009. This signaled
the waning of the momentum for growth. A couple of years ago, the district reported
dozens of residential subdivisions that were planned for development in the next eight
years. They add up to more than 7,000 new housing units. SFB staff spoke with some
developers in the area. They indicated that the district-submitted projections would not
likely be realized. Some builders who had plans to develop large subdivisions have
completely pulled out because of the market downturn. As for the houses that are being
built, many of them will be bought by retirees or as second homes. Nonetheless, there are
still smaller-scale development activities that are adding houses and students fo the
district. SFB staff’s projection is that the district’s ADM will essentially stay flat for the
next couple of years. Afterwards, slow to moderate growth will be the prevailing pattern
for the rest of this projection cycle.
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Palominas Elementary School District

District Overview

Palominas Elementary School District is located in the southwest part of Cochise County,
about 90 miles southeast of Tucson. The district encompasses an area of 192 square miles
to the southeast of Sierra Vista. Tts southern boundary coincides with the U.S.-Mexico
border. State Routes 90 and 92 run through the district’s northern and southern parts
respectively. The district currently has three elementary schools serving almost 1,100
students. The SFB approved additional X-8 space but this project is on HOLD based on
updated ADM projections. Current projections do not indicate the need for this space to
open within the analysis timeframe (by FY 18). The district is seeking cancellation at

this time.

District ADM History
The district’s ADM declined in the first four of the past five years, resulting in an annual

decline rate of -1.2% for the five-year period. Over the past and current year, though,
ADM appears to be stabilizing. The growth rate for both years was about 1%.

District Outlook

The current grade structure and birth pattemns in the past few years suggest that the
district will mostly experience slow growth in the next several years in this projection
cycle, only briefly interrupted by a couple of down years.
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