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Jason Nitschke; MA, EDFP

Vice President/ Regional Director - Great Falls SBDC

Education

® 1997 -- University of Montana — BA Journalism/Pol. Sci.
® 2002 -- Hawaii Pacific University — MA Communications
Entrepreneurship

®  2000-2002 -- JNitschke Photography; Denver, CO

® 2011-2012 — Carondelet Estate Services, LLC; St. Louis, MO
Certifications

® 2021 — Certified PeerSpectives Facilitator

® 2017 — Certified Export Counselor

® 2017 — Certified Profit Mastery Facilitator

® 2015 -- Economic Development Finance Prof. (EDFP)

® 2015 - Accredited Small Business Consultant (ASBC)

® 2015 — Certified Business Advisor (GrowthWheel)
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1. The Products/Services we sell are solutions.
2. Customers buy products/ services to solve problems.

3.  The process of monetizing solutions creates financial opportunity.




Business Success Rates according to the SBA Office of Advocacy: Total Small Business Survival Rate 1994-2019:

C 1 years: 68%

C 5 years: 49%

C 10 years: 34%

© Reaching 2" Generation: 3-8%
Financing:

© Startups seeking financing must have equity to borrow

© Startups seeking financing have no proven financial track record

o Startups seeking financing have no proven systems

Startups seeking financing have no proven customers



https://home-care-franchise.alwaysbestcare.com/success-rate-of-a-new-franchise-business-vs-an-independent-start-up/
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1. Stimulate and educate entrepreneurs about franchising as an opportunity
2.  Help analyze which opportunities are right for you

3. Create a tangible process for becoming a franchisee
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Fundi 4. Funding a Franchise

Here’s the reality:
Every business is funded the exact same way.
Equity and/or Debt

. A business can be financed with 100% equity, but it cannot be financed with 100% debt
(except for when it can).

Sources of Capital
. WE MUST KNOW...in detail:
* #1) What is the money for?
* Support cash flow, capital purchases, develop a product/service

 #2) When is the money needed?
e #3) Exactly how much is needed?

https://frannet.com/funding-options-calculator/

https://www.franchiseba.com/franchise-financial-calculator/



https://www.franchiseba.com/franchise-financial-calculator/
https://www.franchiseba.com/franchise-financial-calculator/

4. Sources of Capital

Equity — the investment of capital into a business balance sheet with no pay back

* You (personal funds, home equity, sale of stock, personal credit)
* Partners (their personal funds, home equity, sale of stock, personal credit)

Debt — the lending of capital to a business balance sheet that must be paid back

* Direct: Banks, Credit Unions (prime plus 1-2)
* Loan guarantors (guarantee to the bank, credit union, or other lender)
* SBA 7a (up to 85%)

Franchise lending makes up roughly 19-20% of SBA loan volume (source FranData)
e USDA Business & Industry (up to 90%)
* Direct & Participation: Micro-lenders, gap & bridge financers (prime plus 4-5)
* Non-profit lenders, CDFls, Port Authorities, other public partners

**Dependent on credit worthiness of the owner/business**
**Banks will place 90% of burden of proof on the borrower (franchisee) rather than the business (franchisor). **



I F I [ ] F I [ ]
First-Time Franchise Owner

a. Taking into account the franchise fee, royalty fees, working capital and other possible costs needed to start a franchise
business, most potential franchisees find they don’t have the cash resources to purchase a franchise upfront.

Don’t be surprised if you run into financing challenges.

Lenders are hesitant to approve loans if you don’t have experience.

It’s not impossible and luck favors those who are prepared.

e. MUST PROVE LIQUIDITY: 20-30% ON PROJECT plus additional runway of cash through other sources!!!

oo o

. Bootstrapping

a. Equipment leasing with suppliers
b. Purchasing used equipment, if allowed by franchisor.
Decreased Fee Options
a. https://www.vetfran.org/
Franchise-specific lenders
a. https://www.franfund.com/
FOR MORE ON THIS TOPIC: IFA Webinar (30-minutes)
a. Trends, bank requirements, funding strategies
b. https://www.benetrends.com/blog/ifa-funding-fireside-chat-2022/

1. https://www.franchise.orq/faqs/finance/when-should-i-start-looking-for-funding



https://www.vetfran.org/
https://www.franfund.com/
https://www.benetrends.com/blog/ifa-funding-fireside-chat-2022/
https://www.franchise.org/faqs/finance/when-should-i-start-looking-for-funding

Three Basic Questions to Ask:

What industry are you interested in?

What is your passion?

What is your price range to invest?

Take an Entrepreneur Readiness Profile
https://frannet.com/franchise-ownership-quiz/
**See Handout**



https://frannet.com/franchise-ownership-quiz/
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https://frannet.com/franchise-ownership-quiz/

5. Search Sources:,

* Industry Association (IFA)
e https://www.franchise.org/franchise-opportunities

e Tradeshows

*  https://www.tradefairdates.com/
*  Search “franchise”
*  Open to public; participants aren’t generally screened

e Consultants & Brokers

* FranNet
*  https://frannet.com/franchise-broker/

*  Franchise Brokers Association
*  https://www.franchiseba.com/

* International Franchise Professionals Group
*  https://www.ifpg.org/



https://www.franchise.org/franchise-opportunities
https://www.tradefairdates.com/
https://frannet.com/franchise-broker/
https://www.franchiseba.com/
https://www.ifpg.org/

5. Search Sources: .
Search Engines

* https://www.vetfran.org/company-directory/

*  https://www.bizbuysell.com/franchise-for-sale/
* https://www.franchiseopportunities.com/great-franchises-c
* https://www.franchisedirect.com/

*  https://www.franchising.com/opportunities/

Directly with Franchisors
* Discovery Days
* Social Media
*  One of the best ways for business owners to find
buyers/franchisees is to look at the people who know them
best
SBA Franchise Directory
* These are franchisors that are approved for SBA lending, not

guaranteed to be funded.
*  https://www.sba.gov/document/support-sba-franchise-
directory



https://www.vetfran.org/company-directory/
https://www.vetfran.org/company-directory/
https://www.franchiseopportunities.com/great-franchises-c
https://www.franchisedirect.com/
https://www.franchising.com/opportunities/
https://www.franchise.org/franchise-opportunities
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Franchise Disclosure Document (FDD)

* Pre-sale Disclosure

* 23itemsinan FDD

* FDD review is most important part of your validation

Elements of the FDD

* Franchisor Info
. Time in business
. Business experience
. Bankruptcies
. Litigation
* Costs

c Total Investment
Franchise fee
Other fees (Advertising, Equipment, Supplies, Insurance, etc.)

. Working capital
. Royalties

* Franchise Contract
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Elements of the FDD...continued

e Obligations for Franchisor & Franchisees
* Territory
e Listing and Contact Info for:

e Current franchisees
. Past franchisees

* Earnings Claims

* Financial Statements

* Manager Policy

* Renewal, Termination & Transfer Policies




Validation

* Review Age/Stage of Franchise

* Franchisors with less than 50 operating locations are considered
“emerging”

. Proof of concept in the eyes of lenders is still being proven with emerging franchises y

* Choose franchisees with demographic and geographic profiles similar to W
your market. |
. For local market demographic data, contact a local economic development group:
*  https://growgreatfallsmontana.org/business-services/data/sizeup/ - ! -
* Choose franchisees with backgrounds (work experience, education, and
personality type) similar to yours.

. Seek mutually beneficial relationships.

. High quality partnerships include 3 elements: Experience, Connections, Capital

* Keep calls with franchisor brief (30 minutes) and specific

. Standardize your interview/survey (primary market research) questions.
0 Document responses.


https://growgreatfallsmontana.org/business-services/data/sizeup/
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Questions to Ask a Franchisor/Franchisee
On a scale of 1 to 5 with 5 being fantastic & 1 being terrible - ask the following:

* Initial training? What 2 things did they do right? What 2 things did they do
wrong?

* Did it give you the right tools to start the business? (Yes or No)

* Is ongoing training sufficient?

* Does it keep you current to the changing business climate? (Yes or No)
* Do you feel headquarters is responsive to your requests? (Yes or No)

* Isthere a LAN (Local Area Network) in place? (Yes or No)

* Is the local/regional support sufficient? (Yes or No)
. If yes 2 reasons
o NO 2 reasons

* How do you recruit good people? and does HQ help you?
*  What’s your biggest headache?

*The real question to ask yourself:
Can | replicate or find all of the services for less money as an independent business owner?

Courtesy: Lou Lavetan, owner Lavatan Franchise Systems Web: www.Loulavetan.com Email: Lou@Loulavetan.com



http://www.loulavetan.com/
mailto:Lou@LouLavetan.com

Questions to Ask an existing Franchisee about the Franchisor

= Validati

How has your lifestyle changed since becoming a franchise owner?

Do you mind describing your typical work week for me?

What did you do before this?

Did you use a Franchise Attorney & would you recommend that | use one?

Are you happy with your decision?

Are you having FUN?
Now with 20/20 hindsight, would you do it again?

Courtesy: Lou Lavetan, owner Lavatan Franchise Systems Web: www.Loulavetan.com Email: Lou@Loulavetan.com



http://www.loulavetan.com/
mailto:Lou@LouLavetan.com

Franchises succeed
because of the guality of
he proauct.


http://www.loulavetan.com/
mailto:Lou@LouLavetan.com

It is all about the entrepreneur’s ability to manage 3 primary elements:

1. Market
2. Operations
3. Financials

Courtesy: Lou Lavetan, owner Lavatan Franchise Systems Web: _Email:


http://www.loulavetan.com/
mailto:Lou@LouLavetan.com

6. Becoming a Successful Fra

“Recession-Resistant” Opportunities
Many businesses thrive in all economic conditions

) e Automotive ® Business
® Senior care .
. . e Damage coaching
e Residential : . .
. restoration ® Digital marketing
repairs/home . : .
I e Sign companies e Staffing
modification ) »
: : e Commercial ° Sales/ehﬁployee
e C(Cleaning services . . . . ~
cleaning services trammg\

\

WWW.Lh\Wetan.com



http://www.loulavetan.com/
mailto:Lou@LouLavetan.com

6. Becoming a Successful

Franchisee

In large part, the best ways to succeed in
franchising are the same ways
entrepreneurs of all kinds succeed.

Follow the Franchise Agreement

Make Well-Informed Decisions

Understand the Basics of Cash Flow & Profitability
Capitalize Correctly (aka: don’t be cash poor)
Manage Risk

Leverage other Franchisees & Tools from

Franchisor
Deliver High Quality Customer Experiences

Create a Positive Corporate Culture




Case Study Q&A:
~-..= Dawn Marsh — Brush Crazy

* What are some keys and best practices to being a successful

franchisee?

* Do you have insights to share with people who may be

considering franchise opportunities?

* Where would you direct someone who is looking to find

franchise opportunities?

https://brushcrazy.com/franchise


https://brushcrazy.com/franchise
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Additional Resources

An Introduction to Franchising

45-page e-book

More details on legal issues, disclosure documents, common terms, the
franchise agreement, 8 selection criteria, questions to ask yourself and the
franchisor

https://www.vetfran.org/wp-content/uploads/2019/02/Intro-to-Franchising-Student-Guide2.pdf
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https://www.vetfran.org/wp-content/uploads/2019/02/Intro-to-Franchising-Student-Guide2.pdf

v

MONTANA

eal F«lg

Contact Trusted Advisors

Banker
Accountant
Insurance
Lawyers
Business Advisors

https://sbdc.mt.gov/
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Thank You!

Email me at JNitschke@GrowGreatFalls.org
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