








Appendix “A” 
 

MEMORANDUM 
 
 
To:  John Bisanti 
  Capital Projects Department 
 
From:  Financial Services Department 
 
Date:  June 12, 2003 
 
Subject:  Financial and risk analysis of the University College residence 

expansion proposal  
 
 
Summary 
 
The UC residence model has a robust financial plan that breaks even annually and 
cumulatively in year 1. Sensitivity analysis indicates that even with some deterioration in 
the assumptions, it should be possible to maintain the opening bed rate at a $620 per 
month and the entire UC residence operation would continue to breakeven cumulatively in 
year 1.  
 
Scope of review: 
 
The revised University College residence expansion proposal requires the construction of 
a 277 bed, dormitory style residence with a newly constructed kitchen. The residence is 
scheduled to open in 2004/05 and will be operated by the UC residence ancillary.   
 
The revised model for the whole residence ancillary operation, including the new 
residence, which has been submitted by University College includes the following financial 
parameters:  
 

1. The projected cost of the new residence is estimated at $24.04 million, of which 
$2.77 million for the new kitchen. The total project cost includes $1,375,000 for new 
furniture and equipment, of which $525,000 for the kitchen operations. 

 
2. Current internal funding for the project has been identified at $12,335,000 consisting 

of:  
• $10,000,000 in donations, of which, $2.5M has already been raised or 

pledged. Another $6M has been committed and will be contributed 
during the construction process.  

• $2,285,000 in ancillary contributions, of which $1,485,000 from the UC 
residence ancillary and $800,000 from the UC food service ancillary.  

• $50,000 from the Academic Priorities Fund, to support the drama 
facility. 
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The remaining $11,705,000 funded by borrowing.  

 
 

3. The proposed monthly bed rates for the new residence are set at $620, with the 
existing residence at $572. The combined blended rate would be $590 per month. 
 

Appendix 2 displays a comparison of the financial model approved at Business Board on 
September 30, 2002 with the revised financial plan. A summary of the changes are listed 
below: 
  

• Due to rezoning issues, the location of the proposed residence was 
moved and therefore redesigned at a cost of $24.04 million, an 
increase of $2 million over the September 2002 plan. 

• Revised model increases starting bed rate from $597/month to 
620/month and blended from $581/month to $590/month. 

• Revised model significantly reduces the project borrowing requirement 
by $5.44 million. 

• The revised model has significantly increased donations, from $2.5 
million to $10 million. 

• The new financial model has significant improvements in internal rate 
of return (IRR), net present value (NPV), and breakeven figures. 

 
Financial Analysis: 
 
The proposed UC residence is very similar in size and style to the New College residence 
and the expectation is that operationally, they would be similar.  The revenue and expense 
projections contained within the UC financial model were compared to those submitted by 
the New College residence operation as part of SARG 2003.  
 
The UC model was found to contain operating expenditures that were on average 
$537,000 lower than those contained within the New College submission. The difference 
mainly is attributed to lower staffing costs. The monthly bed rates were also compared and 
found to be slightly higher in the UC model then the NC model. The starting monthly bed 
rate at UC is $620 as opposed to $542 for New College. The rate difference of $78 per 
month reflects a 14.4% premium over New College. The average capital renewal 
expenditure in the UC model exceeds the New College model by approximately 
$1,120,000 per year over the next 5 years. The large variance is attributed to the 
forecasted upgrades to UC residences, which are much older then the NC residences. 
 
Ancillary contributions of $2,285,000 are comprised of $1,485,000 from the UC residence 
ancillary and $800,000 from the UC food ancillary. In both cases, these contributions will 
consume most of the unappropriated surplus anticipated in their current long-range plans. 
The residence ancillary expects to have at the beginning of 2004-05, a capital renewal 
reserve of $351,000 with an offsetting unappropriated deficit of ($157,000). The low 
reserves represent a risk factor in this proposal when combined with the deferral of capital 
renewal contributions on the new residence until year 6. 
 
The current financial model yields a per bed cost of $86,787 based on the total project 
cost. The cost per bed is $75,498 for project costs specifically related to the residence. 
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The annual cost of external financing is $1,084,093 based on the ancillary meeting its 
internal funding projections of $12,335,000.  
 
With bed rates at $620/month in year 1 for the new residence, the overall ancillary 
operation breaks even both annually and cumulatively in year 1.With an IRR of 16.72% 
and a NPV of $16.1 million, this is a healthy financial plan.   
  
Identified Risk Factors: 
 

1. Ancillary contributions totalling $2,285,000 will be available for project funding. 
 
2. Donations of $10,000,000 will be raised and cash received by September 2004. 

 
3. Construction costs exceeding current project projections. 

 
Sensitivity analysis: 
 
Since the capital project contains multiple risk factors, a sensitivity analysis was prepared 
to account for the various possibilities. Low-risk, medium-risk and worst-case scenarios 
were modelled. The results of the financial analysis are summarized in Appendix 1.  
The financial plan submitted by University College will support the current level of 
construction costs, with annual and cumulative breakevens in year 1, contingent on the 
following:  
 

1. Ancillary contributions materialize – The assumption is that the residence and food 
& beverage ancillaries will make contributions from their surpluses. This assumption 
puts each ancillary at risk, since it depletes all of the forecasted reserves by April 
30, 2004, and therefore should be considered as high risk.  

 
2. Donations of $10,000,000 – It is assumed that UC will be able to raise $10,000,000 

in donations before the opening of the residence in 2004/05. Given the history of the 
residence and it’s ability to fundraise along with it’s current donations received or 
pledged, which amounts to $2,500,000, and $6,000,000 committed for 2003/04, the 
risk should be considered as low.  

 
3. Construction Cost overrun – It is assumed that construction costs will not exceed 

current capital cost projections. The current project cost has a built in contingency of 
$1,713,000 and should be considered as low risk. 

 
The sensitivity analysis in appendix 1 shows that the risk of cost overruns or funding 
shortfalls causing a significant deterioration in the financial outcome is low. Even with the 
worst-case scenario the bed rates remain at $620/month, with IRR of 12.43% and NPV of 
$10.5 million. Borrowing would increase to $16.99 million in the worst-case scenario.  
 
Conclusion: 
 
Given that the ancillary has been relatively conservative within its financial model and has 
a considerable down payment, we would consider the project to be low risk.  
 
 


