To: Dan Schaefer

From: Rajib Doogar

Date: 9/9/98

Re: Alta Vista Day Care Project

Thank you for inviting me to be involved with VOA’s Alta Vista Day Care Center initiative.  I think this project has the potential to make a significant improvement in the life of the Alta Vista community.  My report on the financial feasibility of this project will however focus principally on a number of areas of concern that could affect the goal of self-sufficiency that the board of VOA would like the program to achieve.  I have some suggestions for addressing these concerns which I mention along the way.

I used the numbers you gave me (Exhibit A of your packet) as the starting point for a Cost-Volume-Profit analysis to better understand how sensitive the financial performance of the Center might be to changes in the number of children attending each month.  I then extended the analysis to include four ranges of operations based on my finding that the majority of your costs vary appreciably across these ranges (see enclosed worksheet).  The first and most significant source of my concern is that at each level of operation, the project has very narrow margins of safety.  At the lowest level of activity when between 15 and 24 children attend, the Center does not break even unless at least 23 children attend.  At higher levels of activity, the results are not significantly different: at the 25-39 child level, the break-even point is 29 children and at the 30-34 and 35-37 child levels it is 33 and 37 children respectively.  These numbers suggest that at any level of activity, unless you have close to full attendance, the center will lose money.

A second source of concern is that while the high break-even numbers result from the predominantly fixed nature of the costs of the project, there doesn’t appear to be much room for significant reductions in the costs that you have projected.. The largest share of costs arise from the salaries of administrators and staff and a number of administrative costs, most of which are individually small and all of which are, in the aggregate, reasonable.  To attain financial self-sufficiency, the project must therefore generate additional funds.  Some of the alternatives such as raising fees or altering the proportions of children of different ages attending (placing much greater emphasis on attracting children in the 2-3 and 4-5 age groups) that would achieve this end may either be unpalatable or infeasible given the goals of the project or the demand for day care in the community. A more palatable alternative might be to secure significant external sources of funding to enable the Center to provide this much needed service.  The local Chamber of Commerce, Rotary and Lions Clubs, United Way or other grantor agencies might find the Project a worthwhile cause.  Other community organizations in the Petersburg area might also respond positively to an appeal for continuing support.  This approach will also require significant continuing effort on VOA’s part to ensure that uncertainties associated with external funding from year to year do not adversely affect the continuity of the Center’s services. 
Finally, I noticed that as the number of students was projected to increase, the number of 5 year olds remained constant.  This makes the revenue projections for higher levels of activity proportionately more optimistic than those for lower levels.  If the same proportions of children were to attend at higher levels of activity as are projected at lower levels, the Center will not break even at levels beyond 23 children (see attached analysis).

I continue to believe that this project has the potential to make a very important and valuable contribution to the life of the Alta Vista community.  I also believe that if additional revenue can be generated the project will be viable.  However, based on the current projections, I would advise a) a very careful examination of the levels of attendance that can be reasonably expected and b) a vigorous pursuit of additional external funding to provide a financial cushion in case initial performance does not meet projections.  I wish the effort good luck and will be glad to help in any way I can.

