PROJECT SUMMARY 


 (Business & Industry and 9006 Program)


Part C:  Completed by USDA


PROJECT SUMMARY (Business & Industry)


B&I ASSISTANCE PROPOSED




 

APPLICATION PROCESSING TIME-LINE
	$3,200,000
	Loan Amount
	Preapplication
	N/A

	80%
	Percentage Guarantee Recommended
	Field visit
	3-20-09

	2%
	Guarantee Fee
	Complete application
	9-10-09










                           Revised Project Summary 9/14/09
BORROWER – ALL FINANCIAL DATA LISTED BELOW AND DISCUSSION OF THE PROJECT IS FOR US HOSPITALITY LLC SINCE THEY WILL OPERATE THE PROPOSED MOTEL AND WILL BE REPONSIBLE FOR THE SUCCESS OF THE PROJECT.  CITY OF ANYWHERE IS THE CONDUIT FOR THE INDUSTRIAL REVENUE BONDS USED TO FINANCE THE MOTEL AND THEREFORE ARE LISTED AS APPLICANT.



	BORROWER
	Type of Business
	Location   

	City of Anywhere, US – Industrial Revenue Bond issued for motel.

 Leased to US Hospitality LLC
	61 Room Motel 
	Anywhere, US  

(2000 population = 1,873)

	In Business Since
	Affiliated Businesses – of US Hospitality LLC
	dba

	2009
	Billy Bob’s (Easy Sleep ), 
	Anywhere Easy Sleep

	Case Number
	Congressional District
	

	xx-xx-xxxxxxxxxxxxx
	Borrower :   1
	Lender :   1


PROJECT
	Project Type
	Project Description

	Motel Construction Project
	The project will construct a 61 room motel in Anywhere, US just south of I-1.  The motel will be flagged by Easy Sleep Inn which is a Bad Hotel Group motel.


OWNERSHIP of Easy Sleep
	Owners


	Share
	Position
	Citizenship
	Commercial Guaranty
	Outside Net Worth

	LT Trust
	34%
	     
	US
	Yes
	$3,638,243

	JAM Trust
_____________________

Tom Smith
	33%
33%
	     
	US
US
	Yes
Yes
	$3,164,791
$738,868


LENDER

	LENDER
	Loan Officer
	

	Bank A
	
	

	· Analysis and Documentation of Lender (expertise) was completed on 7/27/09 and shows the lender has adequate expertise in the industry and with making commercial loans.  They have almost 30% of the loan portfolio in commercial loans with an overall loss rate of .27 according to the UBPR from FDIC.  Bank has $144 million in assets.
· Borrower and lender are located in the same city and state for excellent supervision. 
· According to the lender, they have made 3 other Guar B&I loans that are with other states.  Banker has been a commercial loan officer for over 15 years & has sufficient experience in supervising & making loans to motels as he has done several of these loans.


B&I LOAN – This will be an industrial revenue bond issued by the City of Anywhere and purchase by the Bank of Anywhere.
	Loan


	Amount
	Rate
	IR Formula
	V/F
	Term
	Monthly Payment
	Annual Debt Service

	Initial
	$3,200,000
	6.5%
	1% above prime
	V
	240
	$23,859
	$286,308


	Approval Level  
	Funding Plan   

	State 
	FY09 Regular State allocation 


SOURCE & USE OF FUNDS


[image: image1.wmf]Purpose

Easy Sleep LLC 

Contribution

B&I Loan

Other *

Total

Land

163,447

            

 

-

                   

 

-

                   

 

163,447

              

 

4.1%

RE Improvements

-

                   

 

2,848,170

          

 

-

                   

 

2,848,170

            

 

71.2%

Contingency & Reserve

47,066

              

 

78,390

              

 

-

                   

 

125,456

              

 

3.1%

M&E

293,807

            

 

273,440

            

 

-

                   

 

567,247

              

 

14.2%

Working Capital

200,000

            

 

-

                   

 

-

                   

 

200,000

              

 

5.0%

Refinance **

-

                   

 

-

                   

 

-

                   

 

-

                     

 

0.0%

Fees & Costs

95,680

              

 

-

                   

 

-

                   

 

95,680

                

 

2.4%

Total = 

800,000

            

 

3,200,000

          

 

-

                   

 

4,000,000

            

 

Percent Contribution = 

20.0%

80.0%

0.0%


COMMUNITY & JOBS IMPACT

	Jobs created
	Jobs retained
	Total Jobs
	Average Wage Rate
	Loan to Job Ratio:  

(Loan ( No. Jobs)
	Priority Score Points

	13
	     
	     
	$15/hour
	$230,769/job
	28

	Community Benefits
	Targeted Area?
	Dept. of Labor Clearance

	This will provide decent jobs for the community, increase traffic off of I-1 plus create an environment for further economic development.
	No
	None


BUSINESS REPUTATION & CREDIT HISTORY  
Business and personal credit reports indicate that all principles have excellent credit history with scores that exceed 800 for all 3.  All existing loans are that the bank has with affiliated companies are current.  The business credit reports that were pulled showed no data.
· The principles demonstrate a history of meeting past obligations according to the credit reports.
· Most if not all of the net worth for these guarantor are from the net worth of affiliate companies.  Those companies all appear to be profitable at this point, but do not provide significant ability to be a secondary source of repayment for the loan.
FINANCIAL POSITION  
Historical Balance Sheets

None.  This is a start-up.

Tangible Balance Sheet Equity calculation
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Current

less 

plus

less

Proforma

Intangibles

Additions

Subtractions

Tangible Pro Forma

Current Assets

200,000

   

 

4.7%

-

          

 

-

          

 

-

          

 

200,000

   

 

4.8%

Fixed Assets

4,000,000

 

94.2%

-

          

 

-

          

 

-

          

 

4,000,000

 

95.2%

Other Assets

48,000

    

 

1.1%

48,000

    

 

-

          

 

-

          

 

-

          

 

0.0%

Total Asset

4,248,000

 

100.0%

4,200,000

 

100.0%

Current Liabilities

78,843

    

 

1.9%

-

          

 

-

          

 

78,843

     

 

1.9%

Term Liabilities

2,971,156

 

69.9%

-

          

 

-

          

 

2,971,156

 

70.7%

Total Liabilities

3,049,999

 

71.8%

3,049,999

 

72.6%

Equity

1,198,001

 

28.2%

1,150,001

 

27.4%


Pro forma working capital position and liquidity

Compared to RMA industry standards, the projections for the motel exceed the RMA for net worth of 9.6% with having 27% projected equity.  The liquidity is good showing a current ratio of 2.5 which is a little lower than the RMA comparison of 3.2.  This will likely go up as the operation starts and starts and becomes profitable.. 
The business will have adequate operating capital from the cash injection by the principles.  The $200,000 will provide operating expenses for at least 6 months based on the fact that the business will require $33,000 per month in operating expenses not including the debt payments.  When debt payments are included there is just over 3 months of operating expenses provided.  This should be enough time to see the motel start producing some income and if not the borrowers need to be prepared to inject more capital.
Pro forma equity position and solvency

Compared to RMA industry standards, the projections are in line with the standards.
The business will meet the 20% minimum pro forma equity requirement for a startup business.  

Financial Position: 

· The existing tangible balance sheet equity (TBE) position of the applicant, does not exist because this is a start up.
· The proposed TBE of the applicant at loan closing, is to be 27.4%
· The proposed minimum requirement by the Agency is at least 20% per regulation.
FEASIBILITY & REPAYMENT ABILITY

Feasibility study:
· Market – The study discussed the market for the area which included Anywhere and the surrounding community.  It was discussed that the average occupancy rates for the motels in the area are 60.9%.

· Projected occupancy for the motel is 60.3%. Feasibility study justifies being able to achieve this occupancy by being located adjacent to I-1, location to Almost Anywhere, no other competition in the area, events at FHSU, and management experience.

· The size of the motel is justified by stating that:

· Easy Sleep Franchise requires that it be at least a 60 room motel.

· Needs to be big enough to capitalize on peak periods.

· Technical – There was not much discussion about the technical aspects of the project.  This is a pretty simple project that is simple in nature and will not have complications.  The management group and owners have had many years of experience in running the technical aspects of a motel.

· Financial – The feasibility study concluded that the motel will be able to achieve $771,983 in annual revenues and achieve an occupancy rate by the 3 year because of the following.

· Ownership/management experience

· Affiliation with a national brand

· Range of services offered

· Lack of competition in Anywhere
· Site Visibility

· Proximity to the Anywhere Travel Plaza

· Proximity to Almost Anywhere.

· Economic -  They looked at the lodging market for Anywhere and Anywhere.  They showed the traffic patterns for all of the exits in the area and the Anywhere exit has shown a 23% increase in traffic since 2006 which is mostly due to the travel plaza being built.  

· In the I-1 corridor, there is an average occupancy rate of 60.9% with 6004 total rooms available.  With the increase of the rooms available because of this project, it does not appear that this motel will impact the area occupancy rate much and should be achievable based on the above statements.

· According to the bank, they expect to get some guests from the truck stop located across the street

· By the third year, the motel should be profitable.  The 10 year cash flow show that by year 2 there should a small profit.  A ten year rate of return of 17.2% according to the feasibility study.

· Marketing will be essential.  By being a major franchise they will get the benefit of advertising on all major travel sites, billboards on interstate will be used and the management’s experience in the industry is sure to give them an edge in marketing.

· Management – The ownership has over 40 years of experience in the industry.  They have owned and operated many successful motels around US.  They currently own two other motels, Vagabond in Anywhere and the INN in Anywhere.  They serve on many trade association boards and are members of all major trade organizations including the State of US Governor’s Council on Travel and Tourism.  US Hotelier of Year in 2001. 

· The study was complete by Associates out of US is considered “independent.”   They appear to have completed these kinds of studies for the past 22 years.
· The study was required since this is new start up.  The study supports the motel and believes it will achieve the occupancy rates stated above and generate enough revenue to pay all required payments. 

Management experience:
The ownership has over 40 years of experience in the industry.  They have owned and operated many successful motels around US.  They currently own two other motels, Vagabond in Anywhere and the Best Western in Anywhere.  They serve on many trade association boards and are members of all major trade organizations including the State of US Governor’s Council on Travel and Tourism.  US Hotelier of Year in 2001.
· Tom is responsible for operating the business and has been involved with the various projects for the past 20 years.  Key man life insurance will be required on this individual because she is the cog that makes the operation work.
Industry trends -- strength & weakness:
The industry of travel and tourism domestically does show some potential for increase because the economy.  Less and less individuals will traveling to foreign destinations because of the economy and because of the world’s unstability because of wars, etc.  A value priced motel like the one proposed is the type of motel sought by most travelers according to Bad Hotel Group are looking for branded motels over independent motels.  According to Bad, Easy Sleep has the highest average annual occupancy (53.8%) and the second lowest average room rate among all 5 of the corporate economy brands.  This motel will have an average daily rate of $58.  This is certainly very competitive for the motels located in Anywhere and will draw traffic because of the rate alone.
Market -- supply/demand, competition, locational factors, & demographics:
A survey was completed of the 27 major competitors  in the Anywhere lodging market was performed, 14 of the properties are in Anywhere.  Since the concentration of the properties are in Anywhere County, this does improve the chances for this project as most guests want to be close to certain amenities and if there is no space in Anywhere or the rates are too high, then they have an alternative in the Anywhere Easy Sleep.  Because the following factors, the Anywhere Easy Sleep will attract its fair share of the market and be able to compete bases on the following factors.
· Ownership/management experience

· Affiliation with a national brand

· Range of services offered

· Lack of competition in Anywhere
· Site Visibility

· Proximity to the Anywhere Travel Plaza

· Proximity to Almost Anywhere.

Lease or contractual commitments:
· They have a franchise agreement with Bad Hotel Group for the Easy Sleep Franchise.  It runs for the term of the loan (20 years).  Lists the fees for the services they provide and gives ways to terminate the agreement if either party so desires.  It does spell out that they must begin construction by April 2010 and complete construction by April 2011.  This has not been fully executed yet, but will be a condition of the loan.
Support from related enterprises:
They will receive referrals from the other two properties in Anywhere as well as joint advertising advantages.
Historical & Projected Income Statements
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Historical trends:
None, this is a start up.
Comparison with RMA industry averages:
· Industry: According to RMA, for businesses under NAICS 72110 with sales of $1MM, the industry median for net operating profit is 19.5%. The expenses include Depreciation but not interest expense.  
· Business performance versus Industry: According to the projections, this property is within 3% of the industry average for a motel of its size.  They have cut the operation costs to the bone to get their operating profit within 3% of the industry average.  Mostly the motel will operate more efficiently because of lower labor costs than other areas of the country.  They are showing less net profit than the industry due to the fact that interest and depreciation expense are large for this project.     

	RATIO ANALYSIS:
	
	
	

	
	
	
	

	
	 
	Industry
	

	
	Applicant
	Average
	

	Current Ratio

· Total current assets / Total current liabilities
	 3.1
	.8
	

	Quick Ratio

· Cash + Accounts receivable (trade) + Marketable securities / Total current liabilities
	3.1
	.8
	

	Debt to Worth Ratio

· Total liabilities / Tangible net worth
	2.8
	10.6
	

	Debt Service Coverage Ratio

· Net profit + Depreciation + Other non-cash charges / Current maturities of long-term debt
	1.2
	2.3
	

	Times-Interest-Earned Ratio

· Earnings before taxes + Interest expense / Interest expense
	.89
	 
	

	Return on Equity Ratio

· Profit before taxes / Tangible net worth
	0
	18.4
	

	Days Accounts Receivable Ratio

· 365 / (Net Sales / AR) 
	 
	 
	

	Days Inventory Ratio

· 365 / (COS / INV)
	 
	 
	

	
	
	
	


· All of these activities affect cash flow and the need for additional working capital.  It appears that they have sufficient working capital to start but if losses last longer than projected, then there will be a need for additional capital.  After year 2 will need to be key analysis to determine if additional capital injection will be needed. 

· Lender is not planning on loaning them additional dollars if they need additional working capital.  Owners will have to make additional capital injections.. 

As required by section 4279.161(b), financial statements required by the application process include cash flow statements. The lender is responsible for conducting a cash flow analysis as part of determining repayment ability.
Basis for projections:
· Projections to Industry: As discussed above, the projections are within 3% of industry average.  Most of the improvement in the net profit is because there is lower labor costs in this market than most.  
· They have used the operating costs from the Vagabond property in Anywhere and adjusted them down from 92 units to 61 units.
Basis of repayment:  

· It appears that the assumptions for the cash flow support the projections.  The use of the occupancy rates along with using the average daily rate appear to be reasonable according to the feasibility study and the operating costs being established by an operational motel in Anywhere. 

· It appears the DSCR of 1.2 shows sufficient cash flow to repay debt.  This will be used as the baseline for the DSCR and be a minimum standard in the loan agreement. 

· I tend to agree with the projections and the analysis put forth by the feasibility study.  The reasons that have been stated above on being able to reach the cash flow are reasonable.  I am concerned with the size of the debt even though the cash flow supports the debt.  There is a good history of management ability with this organization and probably would question the decision to build a motel in a small market more. 
Outlook:
· Current plans would be to completed construction by next summer and be operational by then to capture as much of the travel season for 2010. 

· Outlook is good as long as the borrower promotes the property.  They will have to work harder and smarter to promote the project and get travelers off of interstate.
COLLATERAL  
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Total =

4,000,000

    

 

-

              

 

3,200,000

         

 

 Total Loan-to-Value =

80.0%

 Coverage =

1.00


* Prior lienholders:  None
· No appraisal has been completed yet.  The conditional commitment will be subject to an adequate appraisal completed by a certified general appraisal in accordance with USPAP 1 & 2 with experience with this type of property.
	Key Person Life Insurance proposed
	Rationale

	Tom
	Provides all day to day operations and management and key to making this credit work.


LOAN SUPERVISION  
	Level of Financials proposed
	FYE Date
	Additional loan covenants needed

	1. Audited Annual Statement required by franchise agreement – Prep in accordance with GAAP
2. Quarterly borrower prepared financials.
	12/31
	1. Minimum TBE of 25% for the life of the loan.
2. Minimum DSCR of 1.2 for the life of the loan.

3. Key person life insurance for Tom - $1,000,000


ENVIRONMENTAL 
	Type of Environmental Analysis
	Status
	Studies Required
	Environmental concerns

	 FORMCHECKBOX 
  Categorical Exclusion (CE)

 FORMCHECKBOX 
  Environmental Assessment (EA)

 FORMCHECKBOX 
  Environmental Impact Statement (EIS)


	 FORMCHECKBOX 
  In Progress

 FORMCHECKBOX 
  Completed

	 FORMCHECKBOX 
  Archeological
       Cost  $_________
 FORMCHECKBOX 
  BA

      Cost $_________

 FORMCHECKBOX 
  Historic Structures,

       Buildings, Objects

       Cost $_________

 FORMCHECKBOX 
  Flood Insurance Required

       Cost $_________

 FORMCHECKBOX 
  TSQ Screening

       Cost $_________

 FORMCHECKBOX 
  Phase I ESA

       Cost $__________
	 FORMCHECKBOX 
  None

 FORMCHECKBOX 
  Mitigation Required



Other Environmental Comments:




       

 
· Normal building permits will be required. 

· Agency did a Class II assessment because the motel was over 25 rooms and not because it was impacting a particular resource.
· Mitigation measures will be identified in the proposed Conditional Commitment and included in the final Loan Agreement. 
· Lender is not aware of mitigation measures as of now but they are very standard & should not impact the bottom line.








SUMMARY  
	Strengths
	Weaknesses

	Good management experience
	Cash flow is tight – Mitigate with minimum DSCR of 1.2

	Good site location
	Tough Competition – Mitigate with franchise with Easy Sleep

	     
	Equity is only 27% - Set minimum equity at 25% for life of loan.


RECOMMENDATION  
Approval is recommended subject to the draft conditions.  
Area Specialist



            8/3/09

9/14/09 Revised
CREDIT DECISION MAKING  Supplemental information 

1.
Lending, Focusing on Fundamentals - Robert Morris Associates:

Basic Credit Standards:
Six basic standards, carefully observed, will eliminate most problems from a (lender's) commercial lending portfolio.
	1.
	Officers signing a memorandum recommending approval of a credit must reasonably expect the credit to be a (non-problem loan) during its life.
	

	2.
	Owners, managers, and individual credit takers must 

be people of integrity with substantial relevant business experience.
	

	3.
	Ownership equity or net worth of the credit taker must be significant in relation to the credit granted.
	

	4.
	Credits must have two clear sources of repayment.  Like cash flow from the borrower's operation and security interest in the collateral (with appropriate margins applied)
	

	5.
	The (Agency's) position as creditor should be as good as or better than that of any other significant creditor with respect to collateral security, guarantees, default clauses, and similar matters.
	

	6.
	The bank must have sufficient qualified staff, facilities, and procedures in place to ensure professional administration of the documentation, continuing credit evaluation, and operational support of the credit throughout its life.
	


2.
The 5 C's of Good Credit: American Bankers Association

	1.
	Character
	Make sure that the company or person you are lending to is of upstanding character.
	

	2.
	Capacity
	Be sure that the company you are lending to has the capacity to repay the loan.
	

	3.
	Conditions
	Underwrite all loans understanding that business and economic conditions can and will change.
	

	4.
	Capital
	Make sure that the company borrowing money is adequately capitalized.


	

	5.
	Collateral
	Make sure that collateral does not drive lending decisions.


	


3.
Comparison of project to Results of the Loan Loss Review Team – USDA

	Concern
	Project situation
	Favorable/

Unfavorable

	Management; industry success
	
	

	Equity or high leverage
	
	

	Feasibility study/business plan
	
	

	Optimistic projections
	
	

	Competition
	
	

	Historic losses
	
	

	Lack of working capital
	
	

	Poor financial information
	
	

	Cost or time overruns
	
	

	Regulatory violation
	
	

	High risk business/industry
	
	

	Lack of adequate controls
	
	


4.
Principal factors for success of a new business – USDA
	· Management
	Company situation
	

	Expertise directly related to industry
	
	

	Experience in hands-on management of business 
	
	

	· Business Plan
	
	

	Adequate provision for funding of start-up stage
	
	

	Initial funds for start-up costs should equal 50% of total expenses required until breakeven of daily cash costs
	
	

	· Adequate equity
	
	

	Sufficient to meet up front costs and initial losses
	
	

	Management investments sufficient to meet up front cost and initial loss
	
	

	Management, business plan and adequate equity must be balanced and are equal in importance 
	
	


5.
Career Experience for success of a new business – USDA 
	Have they done what they propose successfully before?
	
	

	Does a strategic partner exist to ensure a real market?
	
	

	Does letters of intent and desire exist to ensure real market?
	
	

	Does owner have financial capacity to withstand the challenges associated with startup?
	
	

	Has the owner demonstrated the personal capacity to withstand the challenges associated with startup?
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_1314446501.xls
Sheet1

		(in $1,000's)		12/31/02				12/31/03				12/31/04				6/30/05		05Extrapol				RMA		Year 1				Year 2

		Gross Revenue		- 0				- 0				- 0				- 0		- 0						750,824				777,524

		CGS		- 0				- 0				- 0				- 0		- 0						- 0				- 0

		Gross Profit		- 0		0.0%		- 0		0.0%		- 0		0.0%		- 0		- 0		0.0%				750,824		100.0%		777,524		100.0%

		Op'g & Other Exp		- 0				- 0				- 0				- 0		- 0						742,548				752,852

		Net Profit		- 0		0.0%		- 0		0.0%		- 0		0.0%		- 0		- 0		0.0%		6.1%		8,276		1.1%		24,672		3.2%

		Add Back

		+Rent		- 0				- 0				- 0				- 0		- 0						- 0				- 0

		+Depreciation		- 0				- 0				- 0				- 0		- 0						163,636				163,636

		+Interest		- 0				- 0				- 0				- 0		- 0						192,773				192,773

		Funds Available		- 0		0.0%		- 0		0.0%		- 0		0.0%				- 0		0.0%				364,685		48.6%		381,081		49.0%

		Debt Service Ability (comparing historical/projected Funds Available with projected Debt Service)

				- 0				- 0				- 0				- 0		- 0						- 0				- 0

		New B&I Loan		- 0				- 0				- 0						- 0						286,308				286,308

		Continuing Debt		- 0				- 0				- 0						- 0						- 0				- 0

		Debt Service		- 0				- 0				- 0						- 0						286,308				286,308

		Margin		- 0				- 0				- 0						- 0						78,377				94,773

		Coverage		- 0				- 0				- 0						- 0						1.3				1.3






_1328598782.xls
Sheet2

		





Sheet1

		Purpose		Easy Sleep LLC Contribution		B&I Loan		Other *		Total

		Land		163,447		- 0		- 0		163,447		4.1%

		RE Improvements		- 0		2,848,170		- 0		2,848,170		71.2%

		Contingency & Reserve		47,066		78,390		- 0		125,456		3.1%

		M&E		293,807		273,440		- 0		567,247		14.2%

		Working Capital		200,000		- 0		- 0		200,000		5.0%

		Refinance **		- 0		- 0		- 0		- 0		0.0%

		Fees & Costs		95,680		- 0		- 0		95,680		2.4%

		Total =		800,000		3,200,000		- 0		4,000,000

		Percent Contribution =		20.0%		80.0%		0.0%






_1310467266.xls
Sheet1

		(in $1,000's)		Current				less				plus				less

				Proforma				Intangibles				Additions				Subtractions				Tangible Pro Forma

		Current Assets		200,000		4.7%		- 0				- 0				- 0				200,000		4.8%

		Fixed Assets		4,000,000		94.2%		- 0				- 0				- 0				4,000,000		95.2%

		Other Assets		48,000		1.1%		48,000				- 0				- 0				- 0		0.0%

		Total Asset		4,248,000		100.0%														4,200,000		100.0%

		Current Liabilities		78,843		1.9%						- 0				- 0				78,843		1.9%

		Term Liabilities		2,971,156		69.9%						- 0				- 0				2,971,156		70.7%

		Total Liabilities		3,049,999		71.8%														3,049,999		72.6%

		Equity		1,198,001		28.2%														1,150,001		27.4%
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		B&I Loan=		$   3,200,000

		Type		Description		Source		Value		Advance
Rate		Prior Liens *		Collateral Value

		RE		Hotel		FMV		4,000,000		80%		- 0		3,200,000

		RE				FMV		- 0		0%		- 0		- 0

		M&E				Cost		- 0		0%		- 0		- 0

		Inventory				Book		- 0		0%		- 0		- 0

		A/R				Book		- 0		0%		- 0		- 0

				Total =				4,000,000				- 0		3,200,000

				Total Loan-to-Value =		80.0%						Coverage =		1.00






