Financial Analysis and Information
Conclusions:

1. It is, under any situation presented, cheapest per room to fix Lothlorien and add 7 rooms, then fix Lothlorien, then to build/purchase new rooms. 

2. MCC is in a stronger financial position now than in 2008/9, and should be able to borrow $300-600,000 without approaching the level of financial risk we were at in 2008/9, when we borrowed $340,000.

3. If we expand Lothlorien to 38 rooms, borrowing costs will be nearly offset by increased revenue.

4. If we do not expand Lothlorien, a 28$ rent increase by Lothlorien members (under Micheals estimate) would reduce the rent increase to other members to 2.80$, when added with the 7$ from insurance, would amount to less than 10$. A majority of MCC members were comfortable with this much rent increase.
5. Borrowing for a 31 room repair would be between 0-274,000$, borrowing for a 38 room rebuild would be between 180,000-430,000$. Both of these options preserves our cash on hand, and leaves enough in the line of credit for expansion or other repairs. 
Financial Analysis and Notes

The following financial analysis was preformed by Elijah McCloskey and Andrew Bose, with some assistance from Brian Dahlk, MCCs auditor and tax filer. Brian Dahlk states:

“the folks I work for at my accounting firm have told me that because MCC is an existing client of ours, my formal involvement in this matter needs to be rather limited, and I cannot offer any kind of stamp of approval, or any kind of opinion, on a set of financial projections, and I basically need to stay away from opining on whether certain assumptions are correct or not.”
However, he states that:  “the numbers speak for themselves”
That being said, he was very helpful in clearing up issues about opportunity cost, easement money, and capitalization of repairs and the relative financial position between now and 2009.
He states that the easement money could be used to fix the house, that nearly all of the repair costs would be capitalized, that the opportunity cost would be the difference between the sale price of the property and the purchase price of the new units, not just the purchase price, and that MCCs balance sheet seems stronger now than in 2009.
Financial Stability Analysis

2009 Rebuild vs. Current Situation

	June 2007-May 2008
	June 2013-January 2014

	Income
	$614,454
	Income
	$442,045

	Expense
	$609,972
	Expense
	$513,140

	 
	 
	 
	 

	Balance sheet
	May 31 2008
	Balance sheet
	Dec 31 2013

	Cash
	$155,964
	Cash
	$228,984

	Book value of buildings
	$2,506,152
	Book value of buildings
	$3,424,977

	Depreciation
	-$1,162,739
	Depreciation
	-$1,343,253

	Total fixed assets
	$1,343,413
	Total fixed assets
	$2,081,724

	Total Assets
	$1,925,432
	Total Assets
	$2,719,561

	Consolidation loan
	$1,264,619
	Consolidation loan
	$1,339,819

	Total long term liabilities
	$1,413,343
	Total long term liabilities
	$1,455,653

	 
	 
	 
	 

	Debt/assets before
	0.734
	Current Debt/assets
	0.535

	Amount needed for immediate major repairs
	$340,000
	 
	 

	debt/assets
	0.774
	 
	 




	 
	2008 Rebuild
	Current Situation
	Daniels Estimate
	Michaels Estimate
	Daniels' Estimate w/ +7 rooms
	Michael's Estimate w/ +7 rooms

	Am. needed for repairs
	$340,000
	 
	-$9,274
	$253,726
	$198,845
	$452,571

	Debt/assets
	0.774
	0.535
	0.469
	0.510
	0.504
	0.538


Interpretation: When MCC financed the 2008 rebuild, we had ~77 cents of debt for every dollar of assets - comparatively less financially stable than the current situation. For each rebuild scenario for our current situation, we would have between 46 to 54 cents of debt for every dollar of assets - significantly more stable than our situation in 2008. It would be reasonable to take on more than 340,000$ in deb to fix the house without compromising our financial position. If we borrowed 1.2 million now we would have a Debt/assets ratio of roughly .66, or 66 cents of debt for every dollar of assets.

Room cost analysis
	
	A: 31 room repair
	B: 38 room repair
	C: 31 room new build

	Cost to repair/build
	554,000-817,000
	734645-997645
	1,240,000

	Opportunity cost
	360000
	80,000
	58873

	Lost rent cost
	54600
	72800
	91000-327600

	Cost per room
	31245-39729
	23353-30274
	44835-52467


Comparison of options

[image: image1.emf]Repair, 31, DanielsRepair, 31, Micheal

Effect of 

Adding 7  Sell

Primary Insurance settlement $317,000 $317,000 $317,000Primary Insurance settlement

Approx. Easement money from Loth $89,960 $89,960 $89,960Approx. Easement money from Loth

Approx. Easement money from Ambrosia $83,040 $83,040 $83,040Approx. Easement money from Ambrosia

Lothlorien account $29,000 $29,000 -

Donations $23,868 $23,868 -

- - - $1,600,000Predicted Cash from sale

Total known sources $542,868 $542,868 $2,090,000Total known sources

Total estimated cost to repair -$554,000 -$817,000 -$180,645-$1,240,000Total estimated cost to rebuild 31 units

Preliminary cash deficit/surplus -$11,132 -$274,132 $850,000Preliminary cash deficit/surplus

Months of lost income 6 6 2 10Months of lost income

Lost income @ 9100/month -$54,600 -$54,600 -$18,200 -$91,000Lost income @ 9100/month

Prospective 2nd insurance payment $75,000 $75,000 $75,000Prospective 2nd insurance payment

Cash increase/decrease $9,274 -$253,726 -$198,845 $834,010cash increase/decrease

Additional mortgage payment/mo $0.00 $1,337.98 +$1,048.48 $0Additional mortgage payment/mo

Additional revenue/mo $0.00 $0.00 +$2,348 $0Additional revenue/mo

Rent increase per member per mo, even $0.00 $7.04 -$6.84 $0.00Additional rent/member/mo, even

Rent increase to Loth members $28.77 Rent increase to Loth members

Extra rent, non-Loth members only $2.80 Extra rent, non-Loth members only 

Assets: $3,254,000 $3,517,000 $3,434,645 $3,444,050Assets

Debt: $1,290,726 $1,553,726 $1,498,845 $465,990Debt

Line of credit $709,274 $446,274 $510,429 $700,000Line of credit

Cash reserves $150,000 $150,000 $150,000 $984,010Cash reserves

Effects on relevant accounts, expenses, revenue


Clarification Notes for the Above Models
Notes: Financial stability analysis
· This models assume that MCC nets 173,000$ from the easement money, and donations money, and that this is used to fix Loth.  It also assumes that MCC loses 188,000 of assets from this.

· This model is based on the most recent written information provided by Kathy, Micheal, and Joe Daniels. More recent information my slightly change the analysis. 

· This model also assume that repairs are capitalized into the value of the building. Brian Dahlk, our auditor, has confirmed that the “vast majority” of repairs would be capitalized.

Notes: Room cost analysis
· A and B Cost to repair rebuild: This is shown as a range between Michaels and Daniels estimates. 

· C cost for new build. This is Michaels estimate.

· Opportunity costs A and B: According to Brian Dahlk, the opportunity cost of not selling the house is equal to the difference between what we would get for the house (1.6 mil) and what it would cost to replace the lost rooms (31 or 38).

· Opportunity cost C: This is the lost labor and materials for easement rebuild from Loth members and Vid, and the lost donations for repairing Lothlorien.

· Lost rent costs A, B: This is Michaels estimates

· Lost rent cost C: This is a range between Micheals estimates and the estimates based on Alfred Tyus research and experience, as shown in another part of the informational packet. 

Notes: Repair, 31, Daniels

· Primary insurance settlement is as reported by Michael






· Easement money is what is offered by the city, less 10,000$ for vacancy at ambrosia, and 5,000$ for restoration costs with Vid/Loth volunteers, as quoted by Vid. 



· Total amounts in Lothlorien reserve and operational accounts, 38,000, less 9000 of MCC matching funds. Loth has voted to use this money to rebuild, Loth members willing to pay rent several months in advance to replenish.

· Donations is money received as of 3/17/14






· Estimated cost of repair comes from a GC estimate from Daniels.






· Time to repair Micheal’s estimate






· Prospective secondary insurance settlement contractually owed to MCC, insurance company dragging heels.


· Assets increase by the amount of money spent on improvements/repairs, as such repairs are capitalized

· Debt based on MCC reported levels, and assuming excess cash spent to pay down debt 



· Line of credit shows amount left to borrow on line of credit after action





· Cash reserves show amount left after action


Notes: Repair, 31, Michael
· Estimated cost to repair according to Michael’s estimate





Notes: Effect of Adding 7 Rooms
· Estimated cost based on Michael’s estimate of 800,000 for 31 rooms, and his statement that that number could be scalable.

· Extra two months time for adding rooms. 






· Mortgage amounts based on a 25 year, 3.99% mortgage with no property taxes




· Additional revenue based on Kathy’s reported MCC average/room income, $293.54




· In this case, there is a net additional revenue of 6.12$/member/mo. This could be used for reducing rent, but probably better for paying down debt. 






Notes: Sell

· Easement money based on 188,000-10,000 Ambrosia vacancy,-40,000 for professional restoration (based on Vids estimate)

· Cash from sale based on Michael’s proposal






· Estimated cost to rebuild based on Michael’s estimate






· Build time based on Michael’s estimate, others say it could take up to 3 years.






