EXECUTIVE SUMMARY

DOUGLAS PLACE, INC.
Background on the Business at Douglas Place

Douglas Place is a rehab and halfway house licensed under Rule # 31 in Polk County and State of Minnesota and located at 11 Gateway Drive N. E. in the city of East Grand Forks.  The facility treats multiple types of drug and alcohol addiction problems.  It is a state of the art facility for this type of rehabilitation and the only one of it’s kind in North Western Minnesota.  Patients come from a large regional geographic area within the state, even from the cities of Minneapolis and St. Paul that nominate clients to this facility. There are very few private patients so the bulk of all revenue comes directly from the State of Minnesota twice a month.  

Douglas Place moved from a much smaller drug re-hab house to its present location in 2003.  Its current location in East Grand Forks had been a large modern motel/hotel complex.  The general manager of Douglas Place, Mike Bydal, has had many years of experience at Douglas Place and the health care industry.  

Douglas Place is a licensed state approved 96-bed facility (remodeled extensively in 2002 & 2003) that takes in chemically dependent adults, mostly drug and alcohol related abuse problems.  Their stay can be of almost any duration, depending upon the severity of the patient problems. Douglas Place employs 40 full and part time people, so they are a major contributor to the local economy.

Personal Biographical Information on the Principal

Greg Adelman – Mr. Adelman’s focused participation in Douglas Place is to improve the financial management of the business but brings much more to the overall equation.

 First, both Mr. Bydal the founding partner and Mr. Adelman, realize that additional operations management support and better financial management controls at Douglas Place are essential for the business to grow to the next level of profitability.  Mr. Adelman’s background of business ownership and management, plus his decades of working in the finance and housing industries, provides the background that compliments Mr. Bydal's experience in chemical dependency.  

Mr. Adelman has also been approached on two occasions by Minneapolis and St. Paul representative’s, to look into the expansion possibilities of the company into the Twin Cities metro area.  There is a huge void in the industry for a state of the art facility like the one Douglas Place is currently running. Typical size for the metro rehab facilities is only 15-20 units.  Out patient placement is often difficult to find.  

Personal Biographical Information on Mr. Bydal

Some of Mike Bydal’s strong skill sets include drug and alcohol patient assessment and outside marketing of the company’s services to the various government agencies who sponsor patients into Douglas Place. His relationships with the county facilities in the local area are a major plus for bringing in a constant flow of new patients to East Grand Forks.

Having first begun his career in Grand Forks, North Dakota as an employee/councilor, he then moved on to work at Douglas Place prior to purchasing the business and then relocating his health care facility to East Grand Forks Minnesota.  Mr. Bydal graduated with a degree in Chemical Dependency from North Dakota State University and later obtained his Masters Degree in the same curriculum.  He continues to attend special education classes several times a year that pertain to keeping his licensing requirements current for the state. He has over 20 years of hands-on experience with this industry.

Past and Future Revenue Projections

Douglas Place has built substantial revenues at the current location over the past 5 years.  During the past five years revenues have started from $1,800,00 in 2004, to $2,330,000 in 2005, and over $2,700,000 in 2006.  2007 showed revenues of $2,700,000 with NOI of over $1,000,000.  2008 showed very good revenues, while renovating it’s operations to become a full functioning Rule 31, exceeding $2,700,000 in 2008.  Revenues will continue to grow in the years ahead as the state continues to pay for additional services at a higher rate than what is being billed today.  Their revenue numbers do not reflect the mandated changes coming from the state.  Minnesota legislation, already in place, will provide another 30% more revenue per patient bringing revenue totals to over $4,000,000 annually without increasing costs or patient load. Some of the rooms now charging $129.00 per day will be allowed to charge $240.00 and more for certain patients.

Industry and Market Trends 

It should be noted that there is some seasonality to this business.  The health care industry in the summer three months is typically a bit slower than the other nine months of the year. Most of this can be explained away by the weather patterns typical in the upper mid-west. As weather turns cooler and the amount of time patients spend outdoors decreases, they are more apt to surrender for longer-term treatment.  

The average percentage of occupancy year round is 80%.  By refocusing on a new marketing effort in early 2010, the increase in occupancy from its current outstanding rate, should move to a stand-by waiting list. With new payments coming for transporting patients from longer distances, this will also help to move occupancy rates toward 100%.  Again this has not been forecasted into the new financial projections.

Refinancing  Plan

It is important to note that even though the cost of the monthly debt service ($83,000) is higher then the company would like it to see it, the business continues to be very profitable, adding before tax dollar profits on an average of $37,000 per month. By lowering the interest rate into a more manageable conventional rate, while stretching out the term length to 25-30 years, the net gain per month should approach $46,000 in additional cash-flow. For the convenience of the lender, we would propose to continue a direct electronic withdrawal that is received twice per month, directly from the government. An offset of one month before payments began would be advantages, as the cash flow received would then include two payments from the counties, thus making the time of month the payments are taken/due to be insignificant.

Supporting Collateral

The collateral for this loan will be the first position on the property located at 11 Gateway Drive in East Grand Forks Minnesota. The East Grand Forks real estate was appraised in October 2007 for $8,700,000 for the seven plus acre tract and buildings.

It is our opinion that the combined hard asset collateral (real estate) valued in October 2007 is approximately $8,700,000, while the business and real estate value combined is over $10,500,000.  The state license may also be pledged as collateral, but it is hard to place a real value on this Intellectual Property/asset.  Its real value is in the ability to transfer the license to another buyer needing it for the current facility or wanting to buy it for a new facility, thereby short-cutting the pain staking time (2 years) it took for Douglas Place to put this license in place.

