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Attempting to Enter a Franchise System as a Self-
funded Searcher Can Be a Roller-coaster Ride

Identifying and buying into a franchise system can be fraught with
challenges
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Vikas Rajgopal (Yale School of Management 2023) rubbed his tired eyes as he reviewed the
detailed financial projections for the search fund acquisition model he and his friend and partner
Vivek Joglekar (Yale School of Management 2023) had been developing. It was well past
midnight, and the late hour showed on Rajgopal’s weary face as he pored over the Excel sheets
and accompanying notes spread across his home office desk.

Rajgopal had gained valuable experience during his pre-Yale years at Bain, setting strategies for
companies and conducting rigorous analyses of industries and business models. However, in his
future career, he coveted more autonomy and the opportunity to see operations through from
start to finish. During an externship at a startup called Slice, Rajgopal had discovered the impact
he could have on a small business’s core operations. He had shifted from setting KPIs and metrics
to owning them, relishing the added accountability. Rajgopal was a numbers guy, often found
crunching cash flow models for fun.

Before Yale, Joglekar had spent four years as a management consultant at Deloitte in their
technology practice after graduating with a major in finance from the Kelley School of Business
at Indiana University. He had been exposed to the power of successful partnerships and the
importance of building a solid working culture through his father’s structural engineering
practice. Many of his father’s company employees had long tenures due to an environment that
fostered personal and professional growth. Joglekar aspired to exhibit the kind of leadership in
his career that his father had exemplified.

During their final year at Yale, Joglekar and Rajgopal had each begun seriously exploring post-
MBA opportunities that could satisfy their entrepreneurial hunger. After ruling out other paths
like private equity due to a lack of control, they decided to consider starting a search fund
together. Research and conversations with search fund alumni had energized them around the
model’s potential.

As they moved forward with this idea, the first question they needed to answer was what model
to pursue: (i) self-funded, (ii) committed capital (raise money upfront for a rollup), or (iii)
traditional. After carefully deliberating the pros and cons of raising funds from outsiders,
Rajgopal and Joglekar opted for a self-funded approach in May 2023. They excitedly announced
their decision to friends and family.

Now it was June 2023. Graduation day had come and gone, and Rajgopal was still in New
Haven, staring at Excel models. Most of his friends had already left for other cities and started
their new lives. With coffee growing cold at his side, doubts began to creep in. Had he and
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acquisition without outside capital or a safety net? Only time would reveal their decision’s impact, but for
now, Rajgopal felt determined to pursue the plans he had made with Joglekar. He saved his work and
turned in for a few hours of rest, gearing up for what was sure to be an intense journey.

Deciding on franchising

During the rest of the early summer of 2023, Rajgopal and Joglekar met at local New Haven cafés nearly
daily to discuss their findings in the search process, consider which sectors to focus on, and think up a name
for their search holding company. In August, Rajgopal would leave for New York City to live with his
partner, Andrea, who worked as a management consultant there. Joglekar planned to return to Chicago,
where he and his fiancée, 4th-grade schoolteacher Allison, were getting married that summer.

The pair decided to name their search vehicle Crease Capital LLC. The name Crease Capital referred to both
having played cricket while growing up. In cricket, two batsmen are on opposing sides of the pitch in a
partnership. The crease is the portion of the pitch where all the action takes place, and it is imperative that
the partners share time in the crease, lean into each other’s strengths, and constantly communicate to build
the relationship successfully. This is how the business twosome intended to run their collaboration.

The team had learned about using the entrepreneurship through acquisition (ETA) model to acquire
franchises the previous semester. This had not traditionally been a sector that search funds targeted, due in
part to the perception that franchise businesses are not as interesting to operate, given the low-skilled labor
and high turnover of employees. In addition, franchising involves the franchisor having a greater degree of
control than some operators find comfortable. The pair explained:

We decided to pursue a self-funded search focused on franchising. We also determined we
did not want to focus on fast-food franchises (this was a personal decision, and we decided
it was not the kind of work we wanted to do with a low-skilled labor force). Given our
focused parameters, we knew there was a much smaller universe of acquisition
opportunities we could choose from and that this search strategy would only last about six
to nine months before we would have to pivot.

However, they saw this as an opportunity to find acquisition targets often overlooked by other small
business acquirers. They also perceived added strengths in the franchise model.

Franchising offers a tested business model for scaling. The franchise system proves the
demand is there if an initial location thrives. We also liked that if an aspiring entrepreneur
acquires and successfully develops a franchise location, they could become a preferred
franchisee and build out further locations under preferential terms or acquire other places
on the secondary market at high returns on capital.

After numerous conversations with franchisors, the pair decided that building new franchise locations from
the ground up felt too risky. Without acquiring a business with an enduring track record of successful
operations and profitability, they would miss out on one of the major benefits of the search model. It can
also be time-consuming to open new locations and scale them. After further debate, they agreed that seeking
a franchise business that was already operating offered the right balance of ownership and opportunity and
tit their time horizon.

In the following months, Joglekar and Rajgopal invested many hours validating their plan through
continued research, financial modeling exercises, conversations with search fund experts and entrepreneurs,
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and networking throughout the franchise sector. Additionally, they developed a parameter list for the
opportunity they sought (Exhibit 1). The couple also found a franchise broker, Eric, who specialized in
franchise resales. They gave him the parameter list, and he filtered through his robust franchise network to
help them identify targets. They worked together to come up with brands that would be worth exploring.

Beginning the search

As the sun shone through the windows of his and Andrea’s Upper East Side Manhattan apartment one early
August morning, Rajgopal dragged the last of his boxes through the door. His eyes passed over the bare
white walls and empty floorspace of the room that would soon house his makeshift home office.

As the month progressed, Rajgopal worked to create a routine while observing his partner, Andrea’s, hectic
work schedule as a consultant. A meeting with a franchise owner quickly went sideways when the potential
seller questioned Rajgopal’s experience in running a franchise and abruptly concluded the meeting.
Progress was hard to quantify as a self-funded searcher. In the evenings, he attended New York City
networking events to gain intel from local MBA alumni running acquisitions firms. Their war stories of
successes and failures offered hard-earned wisdom. By month’s end, his home office was stocked with
industry reports, financial templates, and a growing list of bankers, franchise brokers, and investors.
Regular video calls with Joglekar, now based in Chicago, connected them during challenges like securing
legal counsel familiar with the self-funded model.

Several states away in his Chicago apartment, Joglekar scrolled through his phone and saw pictures of Yale
classmates traveling seemingly without care and anticipating their returns to high-paying jobs in a few
weeks. He and Rajgopal, on the other hand, were spending thousands each month on legal and living costs
with no corresponding income, and pangs of doubt were beginning to creep in - was searching truly a wise
post-MBA path?

By the end of August, the duet had spoken to more than 45 franchisors, most of whom they had contacted
directly or through their primary franchise broker, Eric. September dragged on without success as both
searchers tried different sourcing methods recommended by mentors, podcasts, and online forums. They
worked together to conduct outreach, including contacting franchise owners directly, interacting with
franchise brokers, and calling franchisor headquarters for leads. Their outreach attempts were often met
with confusion, given their lack of expertise in whichever franchise concept they were contacting. Both
Rajgopal and Joglekar had significant experience in sales and persuasion. However, they now faced the
challenge of selling themselves daily as entrepreneurs, which led to feelings of imposter syndrome.
Reminiscing on their idyllic years together at Yale in down moments lifted their mood, but doubts
resurfaced as most of their friends had by now started working in their new roles at large firms.

Suddenly, in late September 2023, the team’s outreach efforts initiated a string of events that, in turn, led
to a promising franchise acquisition target. Rajgopal was connected with Ryan Showers, one of the
franchise development executives at Paul Davis, a home restoration franchise. Showers then connected
them to a broker at Generational Equity, the intermediary firm representing the seller of a Paul Davis
franchise that included substantive territory in Phoenix, Arizona, a promising region of the U.S.

The Paul Davis opportunity

Rajgopal’s enthusiastic voice came through the telephone: “I think I may have found our first potential
acquisition. It’s in Phoenix. Remember we discussed looking at a restoration services business?” Intrigued,
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Joglekar logged in to their shared Dropbox folder and pulled up the file Rajgopal had just added. Scanning
the broker memo of the Phoenix Paul Davis Restoration franchise, he was impressed. The numbers seemed
to check out, with revenues on track for over $14 million in 2023 and $2.3 million in EBITDA,” and the
seller was willing to part with it for approximately 4x - a reasonable valuation expectation.

The Paul Davis franchise fit most of the parameters they had set - although it is worth mentioning that it
was a territory-based concept rather than store-based, which was one intricacy that would need to be
investigated. A territory-based franchise exclusively uses a franchise concept’s standard operating
procedures and flag value within a particular region, typically confined by various counties. This differs
from a location-based franchise system where a franchisee acquires physical storefronts of a franchise.
Rajgopal and Joglekar spoke with the potential seller and determined that the seller was ready to retire.
Having just turned 67, he had decided new owners would best operate the business. The past three years
of financial statements revealed that the margins were healthy and that the jobs by quantity and average
contract value continued to increase.

One question Rajgopal had was whether the increase in revenues demonstrated the underlying strength
and potential for continued growth of the business model. Alternatively, the revenues could have been
unusually high only recently, and a reversion to the mean might be imminent as jobs and revenue returned
to normal levels. Due diligence would need to examine revenue drivers and market dynamics more deeply
to understand if recent performance was sustainable. Exhibit 2 depicts an historical profit and loss
statement.

Diligence

During their due diligence, Rajgopal and Joglekar sought to answer three key questions. The first question
concerned the durability of the company’s sales referral sources. The company had a good mix of referrals
from insurance carrier relationships, employees, third-party administrators, proprietary insurance adjuster
relationships, the franchisor, and online and commercial leads. The franchisor had relationships with eight
of the top ten insurance carriers in the country. The duo looked carefully at the sales mix by insurance carrier
and type of referrer to understand the dispersion of referral sources and avoid over-reliance on any single
source.

Secondly, they examined the territory’s strength by analyzing past job data (see Exhibit 3), housing stock,
average home age, and average house prices in the Phoenix region. They found the region to have an
extremely robust housing market across all of these dimensions that continued to see price increases, new
developments, and increased migration to the area.

Finally, the aspiring entrepreneurs aimed to understand the value of the company’s goodwill, including the
strength of its culture, reputation, employee base, and relationships with subcontractors. They conducted
independent research on Paul Davis relative to other large competitors, including online reviews from
employees and contractors. They visited the Paul Davis headquarters in Jacksonville, Florida to gain insight
into how Paul Davis’s stated values and culture were implemented across North America. After conversing
with the executive team and conducting these reviews, Rajgopal and Joglekar were impressed by how
closely the company adhered to its eight core values, and they felt the Paul Davis flag value was substantial.

" Earnings before interest, taxes, depreciation, and amortization.
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The letter of intent

Encouraged, Rajgopal and Joglekar had three other calls with the broker and seller, with several follow-ups
via email to understand the business a bit better, and quickly submitted a letter of intent (LOI) for $9
million, which included an $8 million cash component and a $1 million seller note. The weeks following
their initial Paul Davis LOI submission proved to be a whirlwind. Every few days, requests were made from
the broker to extend their offer window, fueling the pair’s frustration at the opaque process. Rajgopal
questioned whether the seller was genuinely considering their bid or was dragging things out to find higher
offers. As much as they trusted their diligence, the thought of going head-to-head against deep-pocketed
competitors unsettled them. Joglekar thought it was strange how long the decision period kept stretching
and figured they should draw a line with one more extension and then let the offer expire for good.

In the days between broker calls, the searchers focused their efforts on their small business administration
(SBA) loan banking partner to get updates on term sheet progress. Lengthy meetings touched on
macroeconomic impacts like rising rates. “Can we still acquire enough leverage to optimize the cash flows
for growth, given the changes?” Rajgopal pondered worriedly. The prime lending rate had moved from
around 5% to over 8% in the past year, with the SBA loan expected to be at a premium to prime. This would
have a large effect on cash flows after debt service.

Their relief was bittersweet when the long-awaited broker reply finally came in mid-October 2023. The
seller accepted their total purchase price of $9 million with a $1 million seller note but insisted on
shortening the note period. “We are already paying a very full multiple,” groaned Joglekar over drinks at
his new local haunt. As much as they wanted the opportunity, swallowing those terms felt risky.

Rajgopal stirred his cocktail pensively. “Do we push back and jeopardize not getting the LOI signed? Or
should we try meeting in the middle somehow?” Running it by advisors the next day led to a negotiated
compromise - a 5-year seller note with a 10-year amortization schedule. A prominent bank in the search
fund ecosystem advised them that the deal could likely take on up to $7 million in debt (approximately
3.5x the prior year’s EBITDA). That being said, the business did $1.4 million in EBITDA in 2022 and
$1.2 million in 2021, so this business was clearly coming off a strong year.

After brief negotiations, the LOI was accepted and signed, and the Crease Capital partners commenced due
diligence. They hired a quality of earnings (QOE) firm to help with the review. The QOE helped verify that
most of the numbers were accurately represented. In October 2023, Rajgopal and Joglekar visited Phoenix
to view the operations firsthand as part of due diligence. After their meetings, Rajgopal and Joglekar
debriefed at a Phoenix neighborhood bar. “We’d need to hire another crew immediately to scale up,”
remarked Joglekar. Rajgopal agreed and thought implementing more effective digital marketing lead
generation strategies could boost lead volumes even though sales had grown steadily each year under the
current ownership. However, Joglekar noted that reinvesting during a leveraged buyout is difficult, given
the high debt payments of more than $1 million annually under the current structure - cash management
was always top of mind.

The equity portion of the purchase price loomed as their next obstacle. The partners were willing to invest
a few hundred thousand into the deal but needed more equity to close. Rajgopal and Joglekar crafted an
investment memorandum focused on growth potential and market strengths. But approaching outside
investors meant the biggest test of conviction in themselves so far.
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Surprises from the franchisor

Shortly after finalizing the letter of intent, Rajgopal and Joglekar received a distressing call from their main
contact at Paul Davis. One of the key executives had heard about the LOI and did not support the deal,
expressing hesitation at handing over a marquee territory to two young guys without substantial net worth.
Franchisors are often risk averse and hesitant to approve new franchisees who lack deep personal financial
resources to backstop the franchise if things go poorly. It is well known that most popular fast-food chains
will not even consider a prospective franchisee unless they have a minimum $1 million net worth.

Determined to change the executive’s mind, Rajgopal and Joglekar arranged a phone meeting with him.
They emphasized their passion, professional experience, and financial backing. Despite their efforts, the
executive remained skeptical about their ability to lead a company of this size. However, recognizing their
determination, he agreed to give them a chance and invited them to interview with the entire executive team
in Jacksonville.

The interviews were extensive, scrutinizing every aspect of their background and plans for the franchise.
Despite the hesitation, Rajgopal and Joglekar’s passion, persuasion, and business judgment won over the
executives. After several days of deliberation, the franchise leadership approved them as new owners on the
condition that they and their investors personally guarantee the franchise agreement. This approval was a
huge validation and underscored the importance of the franchisor’s support for their success. Rajgopal and
Joglekar knew they had to continually justify the franchisor’s faith in them moving forward.

The deal

The business’s essential assets included restoration equipment, transport vans, inventory, warehouse
storage space, and franchise rights. There were about 30 employees, including skilled tradespeople, project
managers, and administrative staff, who focused on assessing and pricing damages for each job. In addition,
the operation required wide relationships with subcontractors to complete significant portions of the work.
The seller would provide transition assistance and introductions but was ready to retire from day-to-day
operations after a six-month transition period. Key people had been with the business for five to fifteen
years, and the owner had kept silent about the whole deal with the employees. Finally, a long-term lease
would be signed for the warehouse space with the seller, who owned the property located in Scottsdale, a
Phoenix suburb.

The business’s main revenue streams came from insurance restoration work, which was broken down into
approximately 75% residential projects and 25% commercial projects. The residential work was driven
mostly by relationships held by the franchisor and some third-party networks while commercial work was
largely driven by proprietary relationships. Gross margins averaged 40%-55%% but varied depending on
the scale of each job and type of work performed. Longstanding relationships with top insurers in the region
supported profitability. These relationships were advantageous to insurance providers who wanted
consistent, high-quality service for their customers nationally - something a large franchisor like Paul
Davis, with over 220 franchise territories, could provide.

Rajgopal liked that the home restoration business derived most of its income from large, well-established
insurers like Allstate, American Family Insurance, Travelers, USAA, and Liberty Mutual. These major
insurance companies play an essential role in supporting the revenues of restoration firms. Given their
considerable scale and market reach, they can provide a steady stream of work through insurance claims
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processing. Rather than relying on smaller individual customers, focusing on major insurers provides a
more stable income. See Exhibit 4 for insurer revenue concentration.

However, during their analysis, Rajgopal and Joglekar acknowledged certain business model risks.
Specifically, the restoration revenues lacked a recurring nature since work depended on unpredictable
factors like damage from mold, fire, accidents, or natural disasters each year. To an extent, the company
took on weather and actuarial risk by benefiting when unplanned events increased, such as a deep freeze
damaging pipes and other structures or high humidity causing higher concentrations of mold damage.
Additionally, precisely forecasting needs across diverse property values and housing stock in the region was
challenging.

At the same time, the diversified base of major insurance customers helped balance some of this lack of
predictability. While the business was reliant on damage occurring, distribution across many insurers might
mitigate the volatility derived from ties to just one or two sources. Overall, Rajgopal and Joglekar recognized
the presence of both risks and mitigating aspects that warranted a thorough examination and due diligence.
See Exhibit 5 for a breakdown of the services provided by a Paul Davis franchisee.

Market dynamics and competition

According to Paul Davis reported data, the commercial and residential restoration sector in the U.S. was
sized at $80 billion annually in 2023. The broker and seller estimated the metro Phoenix commercial,
industrial, and residential restoration market at approximately $700-$900 million annually based on per
capita, top-down calculations as well as bottom-up research. Steady population growth and wealth in the
region translated to continued demand for insurance claim services; in addition, aging housing stock and
climate change provided tailwinds for increased mitigation and reconstruction work. Major property
owners also contracted regularly scheduled work. The territories owned by the seller had one of the largest
populations of all Paul Davis franchises - over 3,000,000, compared to an average of approximately
750,000. Sales per capita on an annual basis were $3.68, which was in the 30th percentile in the entire
Paul Davis system, which Rajgopal believed could indicate room for growth. Given these statistics, the pair
believed that there was opportunity for growth in the entire sector within the region and a break for the
franchise to gain share in this sizeable market.

However, the market was also competitive, with several national and regional restoration firms and local
independent restoration companies present. Paul Davis competed against ServiceMaster, BELFOR,
Servpro, and smaller independents in the local Phoenix market. While brand awareness and insurance
relationships provided advantages, the scale and marketing muscle of the larger firms posed threats. Smaller
customers without contracted programs were also more discretionary in their spending. See Exhibit 6 for
a competitor analysis.

Managing restoration operations

Managing restoration projects, employees, and cash flow would be paramount to hitting growth targets.
Joglekar and Rajgopal planned to immediately add a project manager and 2-3 skilled workers to build
capacity for scaling volume 20%-30%. There were several key operational focuses. Proper project costing,
timeline oversight, and quality control were required to meet expectations and maximize margins on
insurance claims. Retention of skilled trades through competitive wages and training was also essential.
Restoration work required specialty qualifications that were in high demand industry-wide. Streamlined
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procurement and management of inventory were needed to reduce working capital needs and optimize
profitability. Materials comprised 30%-40% of project costs. Tools like CRM and GPS tracking had to
monitor field teams, schedule efficiently across job sites, and capture insights for process improvements.
Finally, continuous training, certifications, and safety programs would be necessary to comply with
certifying bodies and insurers’ standards.

Finding investors

Determined to find believers in their project, Rajgopal and Joglekar scheduled launch meetings with
multiple ETA investor groups. Their polished presentations emphasized their past successes by leveraging
unique skills others often overlooked. Surprisingly, most of the feedback they received was enthusiastic
once their audiences understood their self-funded origins and vision. They reasonably quickly received soft
commitments, subject to additional due diligence, for almost all of the equity from family offices and private
individuals. However, many questioned their ability to run a blue-collar business with 30 or more
employees in an industry in which they both had little to no experience.

In early November, Rajgopal was connected fortuitously with a perfect match as a strategic investor. One
of the Paul Davis headquarters executives introduced him to Richard Bi (Harvard Business School 2014),
a Paul Davis franchisee with a similar background to Rajgopal and Joglekar. Bi had worked for over a decade
on Wall Street, primarily as a private equity investor, including stops at Blackstone, FFL, and Hellman &
Friedman, before acquiring the Paul Davis franchises for New York City and Northeastern New Jersey.

Bi had the background, capital, and experience to be a perfect strategic partner and shareholder. He was a
savvy dealmaker and understood the restoration business from a valuation and operational standpoint. As
someone who had gone through the same self-funded search process and acquired another similar Paul
Davis franchise, he understood the challenges and potential pitfalls that faced Joglekar and Rajgopal. The
trio hit it off and quickly developed a rapport. Bi was impressed with the duo’s passion, drive, and humility,
which motivated him to fill the entire equity gap required to do the deal. This would simplify the cap table
and fundraising process greatly, with the only shareholders being the Crease Capital principals and Bi (with
a small number of shares issued to the family of Rajgopal and Joglekar, who had agreed to invest). Bi helped
tremendously throughout all aspects of the deal from there on out, and his experience with private deals
and the Paul Davis restoration franchise business proved to be a great asset. Recognizing Bi’s value, Crease
Capital devised a unique capital structure that would enhance their risk-adjusted returns. Instead of merely
being an investor, Bi became a strategic partner, deeply involved in the business. In exchange for his
investment capital and the significant value he brought, Bi received an additional 20% of common share
equity on top of the preferred equity. This 20% was a reflection of Bi planning on being operationally
involved and in the trenches with Joglekar and Rajgopal.

Debt process and continued due diligence

Joglekar and Rajgopal had been speaking to a leading SBA lender in the search fund space even before
submitting their letter of intent. The lender had helped them structure the purchase price and the seller
note terms. Around two weeks after signing the LOI, the lender provided Rajgopal and Joglekar with a term
sheet. They were able to get desirable financing terms (prime+175 bps, 10-year amortization, no
prepayment penalties, no covenants), combining SBA 7a financing at the maximum cap of $5 million with
an additional facility of $2 million at identical terms, and a supplementary SBA express line of credit. As a
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condition to the SBA loan, Joglekar and Rajgopal were required to provide a full personal guarantee to
secure the debt.

The lender told Joglekar and Rajgopal that once a term sheet was provided, unless there was a material
change in the business, they would not go back on the offer. Additionally, the lender had a home restoration
vertical in their lending team, which gave the pair confidence that they were familiar and comfortable with
the business model and would follow through on their commitment. Assured by all this, Rajgopal and
Joglekar did not seek out other banks, which came back to haunt them. Given the large debt package on
offer, they would only need approximately $1 million in equity capital to complete the deal, which Bi and
family would provide.

On the QOE front, while the financial numbers aligned with their expectations, Rajgopal and Joglekar
discovered several substantive disparities between the new franchise agreement they would receive and the
seller’s existing franchise agreement (which was not transferrable). Notably, they observed that they would
have a higher royalty rate of 4% compared to the seller’s existing rate of 3.5%, and a few other ancillary fees
were also higher. Additionally, the new franchise agreement required the franchisee to achieve more
ambitious minimum annual sales goals than the seller’s existing franchise agreement stated; failure to meet
these goals could result in financial penalties and potentially even non-renewal of the franchise agreement
at the end of the 5-year term. These substantive discrepancies, along with concerns about the value they
were paying for the business and the challenges associated with obtaining franchisor approval, prompted
them to consider renegotiating the purchase price.

Armed with their findings, Rajgopal and Joglekar approached the seller to discuss their concerns and
explore potential alternatives. They presented the seller with two options: Option 1 offered $7.2 million in
cash at closing, supplemented by a $1 million seller note. Option 2 involved $7 million in cash at closing
and a $1.4 million seller note. Both seller notes were to be structured according to the terms outlined in the
LOI: a 2-year period with no principal or interest payments, a 10-year amortization period, and a balloon
payment due at the end of the fifth year. In both options, interest would only accrue in the first two years
when no cash payments were made. From years 3 to 5, there would be monthly payments based on a 10-
year amortization schedule followed by a balloon payment at the end of year 5. The pair planned to
refinance the seller note at year 5.

The seller received Rajgopal and Joglekar’s proposals and expressed dissatisfaction with the suggested price
reduction. He resisted their rationale, attempting to push back and defend the original price and structure.
Rajgopal and Joglekar had many discussions with the seller’s broker, and the broker expressed uncertainty
whether a deal would be reached. Over two weeks, the seller deliberated on the options, considering the
implications for his financial goals and the business’s prospects. Understanding the potential benefits of
reaching an agreement, he ultimately agreed to Option 2, accepting $7 million in cash at closing and a $1.4
million seller note.

With the revised agreement in place, Joglekar and Rajgopal extended the LOTI and planned to participate in
the franchisor’s mandated multi-week owner school in Jacksonville, Florida. This comprehensive training
program would equip them with the necessary skills, knowledge, and licenses to operate the franchise
business effectively.
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Franchisor training school

By mid-January 2024, Joglekar and Rajgopal had successfully navigated the negotiation process,
substantially completed the core business due diligence, and were fully aligned on the key deal terms with
the seller, marking a significant milestone in their entrepreneurial journey. With the deal almost finalized,
the team focused on the next crucial phase: franchisee training and certification. To ensure their success in
the restoration industry and comfort the lender and franchisor, Rajgopal and Joglekar spent several weeks
in Jacksonville at a rigorous training program encompassing various aspects of the restoration process.

Part of the training and certification process involved immersing themselves in a unique learning
environment called the “flood house.” In this simulated setting, an actual house was intentionally subjected
to extensive flooding, presenting Joglekar and Rajgopal with the formidable task of drying and restoring
the property within three days. This hands-on experience allowed them to develop practical skills and to
deeply understand the restoration process.

Rajgopal and Joglekar’s commitment to excellence led them to pursue certification from the Institute of
Inspection, Cleaning, and Restoration Certification (IICRC), the premier governing body in the restoration
industry. Through their diligent efforts, they achieved certification across multiple restoration specialties,
including fire and smoke, water remediation, mold, and lead. In addition, Joglekar and Rajgopal devoted
substantial time and effort to mastering industry-standard software programs such as Xactimate and
Symbility. These software tools enabled them to accurately estimate costs, streamline the claims process,
and enhance overall operational efficiency.

Hiccups with banks

In late January 2024, the bank that Rajgopal and Joglekar had been working with for over four months
delivered terrible news out of the blue - the credit committee would not approve the agreed-upon credit
facility. Both searchers were stunned. After all this work, a quality of earnings report, excessive due
diligence, and completion of the Paul Davis franchise training program in Jacksonville, Florida, the bank
had concluded that they did not think the two searchers had sufficient prior experience to run a restoration
business.

Rajgopal and Joglekar scrambled, calling over 100 SBA and SBIC lending institutions over several weeks
to find other interested parties that could quickly offer them term sheets and move toward a committed
SBA loan facility. The seller was also extremely frustrated with the delay - he wanted the deal to close as
soon as possible and was not accustomed to the roller-coaster ride that can sometimes happen with securing
acquisition financing. The seller’s patience waned with each passing day, adding considerable pressure to
the pair to quickly find a new lender. Based on the financial model, Rajgopal, Joglekar, and Bi were looking
to invest $1 million in equity capital, meaning $7 million would need to be funded by debt (3.5x trailing
EBITDA) and the remainder by seller note. However, an important distinction with the SBA lending rules
complicated this structure. Very few banks are willing to combine SBA debt (up to $5 million cap) with
conventional debt on top of it, which is what the pair had initially set up. The team noted that less than 10
were willing to do so. With conventional loans, banks take the entire principal risk (compared to SBA loans
with government-backed guarantees). Each SBA lender has a unique credit checklist and deal box that must
be adhered to, which was challenging to navigate.

Ultimately, Rajgopal and Joglekar were able to generate two term sheets from other lenders within a few
weeks. Lender A was offering a $5 million SBA loan with a 120-month amortization at prime+2% and a
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$900,000 conventional commercial loan with a 120-month amortization at prime+2%." In addition, they
would provide an asset-based line of credit of $1 million, half of which could be drawn to fund the
acquisition, with the rest to be drawn as needed post-close. Lender B was offering a similar $5 million SBA
loan with a 120-month amortization at prime+2% and a $1,6 million conventional commercial loan at the
same interest rate and amortization as the SBA loan tranche. See Exhibit 7 for the proposed sources and
uses statement.

Glitches before close

By late April, Rajgopal and Joglekar had obtained a commitment letter from one of the two banks, and the
debt and equity had been lined up to close the deal. However, the seller revealed the YTD April 2024 results
to them shortly after receiving the commitment letter.

Joglekar was shocked when he opened them on his laptop. YTD revenues were down more than 50%, and
EBITDA margins cratered for the period, given the scaled-up cost base catering to the company’s growth
the previous year.

Upon discussions with the seller, it was revealed that a few factors had led to this sharp decline. An
unusually mild winter in Arizona resulted in essentially no leads related to pipe freeze, pipe bursts, and
winter storm damages. Additionally, one of the top 10 major insurance companies had stopped referring
leads to Paul Davis due to a disagreement with one of the employees. Furthermore, a major commercial
client had been lost after it was sold to a new owner, one with whom Paul Davis and the seller did not have
a relationship.

The seller reassured Rajgopal and Joglekar that dips like this could occur in the business but that the
underlying fundamentals of the business were strong and they should not worry. The seller was eager to
proceed to set a closing date and begin the business transition to the new prospective owners.

However, the severity of the recent results were a major cause of concern for the aspiring CEOs. Not only
would this surely spook the bank they had recently signed a commitment letter with, but it also made
Rajgopal and Joglekar reflect more deeply about the risk they were taking on and the company’s ability to
service the large debt payments in a “downside” scenario in which the business did not recover.

Further discussions with Bi revealed that he shared their concerns about the current deal structure, given
the updated financials, and whether it would be prudent to move forward under the agreed-upon deal
terms. That being said, they had done all this work to get to a point where they could close the deal, and
the seller was eager to finalize a closing schedule and pass on the reins of the business. Any signs of a re-
trade to the deal terms could stall all momentum and lead to a broken deal.

The pair had collectively invested over $75,000 in deal costs and many months of hard work, including
multiple weeks of franchisee school in Jacksonville. They were preparing their families for a move to
Phoenix. They needed to make an important, potentially life-altering decision, and they needed to make it
quickly.

" Prime at the time was approximately 850 bps, up 500 bps from just two years earlier due to a rise in
interest rates.
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Final Reflections

Rajgopal sat in a hotel room in Phoenix talking to Joglekar on the phone. He was starting to enjoy the
Phoenix scene and could envision building a life in his potential new home, but doubt and uncertainty
began to swirl as he stared at the quarterly results printed and spread out on the table before him.

“Ijust don’t know if taking on this much debt is worth the risk anymore,” Joglekar sighed, his voice slightly
muffled through the phone. “One bad quarter could send us under. We’d lose everything we’ve invested -
our time, money, and dreams.”

Rajgopal nodded slowly, leaning back in his chair. “I know the seller believes it’s just a temporary blip, but
as buyers assessing the situation from the outside, we cannot blindly assume that the business will recover
quickly. While restoration overall is a stable industry, individual circumstances could present distinct risks.
What if we lose another big commercial client due to an acquisition? Or have other insurance referral
sources dry up due to one-off disputes or incidents?”

Silence fell as they pondered the problematic decision before them. So much was at stake either way.
Walking away now would mean abandoning almost a year of hard work. However, moving forward with
the deal could potentially put the searchers into financial instability for years.

“Maybe we can ask for a reduced price to lessen the debt burden or create an earn-out structure?” Joglekar
suggested tentatively.

“But will the seller agree after coming this far? And do you think we can go back to the bank again to
restructure the loan?” Rajgopal replied doubtfully.

There were no clear answers. Deadlines loomed as the seller awaited their decision. Outside, dusk was
falling over the city Rajgopal had hoped to call home. Whatever they chose, it could make or break their
tuture. The risks and doubts remained, with the dilemma still hanging in the balance.
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Exhibit 1: Franchisor and industry selection parameters

Franchisor
Parameters

Floor Threshold

Ideal Scenario

Rationale

Number of Locations in
System

>100 units in operation

>350 units in operation

Demonstrates track record of success and scalability with a well-
established network

Last Three Years Growth in
Locations

15%

30%+

Indicates strong momentum and demonstrates that the system is
not only sustainable but thriving

Owmership Density in System

>1.5 units per owner

>2.5 units per owner

Ensures opportunities for reasonably sized consolidation growth
within the network. Can signal lucrative initial unit investment

Franchisee Attrition Rates <7% <3% Reflects satisfaction and stability among franchisees, minimizing
risk and uncertainty

System wide Median. ROIC 25% >40% Confirms robust economics for de-novo strategy. Allows additional

(SLEBITDA/Investment flexibility in future in addition to acquisitions within system

Cosr)

SL EBITDA Margins >10% >20% Verifies independent financial health for each stand-alone store

System-wide Median Revenue  $650K $1M+ Ensures high return on effort for new builds; allows for easier

per Unit acquisition opportunities (need less units to hit deal threshold)

Geographic Footprint >5 regions >15 regions Ilustrates that the business model is replicable across the US

Owner Operator Requirement

Semi-absentee

Semi-absentee

Provides flexibility and allows for national scaling strategy

Franchisor Support

Encourages multi-unit
ownership

Will support buy and build
strategy

Allows us to execute growth strategy of buy and build

Brand Classification

Emerging, Premium, In
favor

Mature, Premium, In favor

Emphasizes a desirable brand image that resonates with current
market trends, minimizing the risk of obsolescence

Fragmentation of Market

<60% of market held by
scale players

<25% of market held by scale
players

Revenue Quality Some repeat revenue Mostly recurring revenue Ensures customer acquisition cost isn't a barrier to growth
Industry Growth >4% >10% Verifies that “natural growth” can be assumed to some extent
Seasonality Minimal Seasonality No Seasonality Ensures revenue risk is not dependent on a few months of business
Working Capital Dynamics >70% EBITDA To FCF >85% EBITDA to FCF Ensures that excessive capital will not be tied up into the business

Source: Crease Capital
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Exhibit 2: Historical profit and loss statement (in thousands)

2020 2021 2022 2023*
Total Sales 7,176 9,506 11,060 14,478
% Growth 32.5% 16.3% 30.9%
Cost of Sales 4,849 6,139 7,481 9,748
% of Sales 67.6% 64.6% 67.6% 67.3%
Gross Profit 2,327 3,367 3,579 4,730
% of Sales 32.4% 35.4% 32.4% 32.7%
Operating Expenses 1,621 2,130 2,106 2,468
% of Sales 22.6% 22.4% 19.0% 17.0%
Depreciation 103 83 83 83
EBIT 603 1,154 1,390 2,179
% of Sales 8.4% 12.1% 12.6% 15.1%
Taxes 155 297 358 561
Net Income 448 857 1,032 1,618
% of Sales 6.2% 9.0% 9.3% 11.2%
EBITDA 706 1,237 1,473 2,262
% of Sales 9.8% 13.0% 13.3% 15.6%

Source: Crease Capital
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Exhibit 3: Historical job data analysis

2023 % distribution by $ % distribution by count
Small job (<$7k) 11.0% 63.1%
Medium Job ($7k - $80k) 54.0% 34.0%
Large Job ($80k — $300K) 28.0% 2.7%
Very Large Job ($300k) 7.0% 0.2%
Total 100.0% 100.0%
2022 % distribution by $ % distribution by count
Small job (<$7k) 12.0% 70.8%
Medium Job ($7k - $80k) 45.0% 27.2%
Large Job ($80k — $300K) 23.0% 1.7%
Very Large Job ($300k) 21.0% 0.4%
Total 100.0% 100.0%
2021 % distribution by $ % distribution by count
Small job (<$7k) 15.0% 65.8%
Medium Job ($7k — $80k) 60.0% 32.8%
Large Job ($80k - $300K) 11.0% 0.9%
Very Large Job ($300k) 15.0% 0.5%
Total 100.0% 100.0%

Source: Crease Capital
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Exhibit 4: Insurer revenue concentration

Comprises 18

100% other accounts
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70% Liberty Mutual, 6%
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American Family Insurance, 17%
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Source: Crease Capital
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Exhibit 5: Key services provided by a Paul Davis franchisee

Mitigation / Reconstruction
Description: Involves mitigating damage,
rebuilding, and restoring a property to its
pre-damage condition after significant
damage has occurred. This could include
repairing structural elements, such as walls,
roofs, floors, and other components.

Operating Cycle Example:

1.

w

Pipe break destroys drywall and causes
flooding (see mold). Mitigation
performed.

. Damage is assessed and documented.
. Customer signs work order.

. PMs scope work and submit work orders

to subcontractors.

. Subcontractors perform work, fixing

drywall, insulation, structure.

. Claim submitted to insurance provider.

Characteristics: Highest volume (for
reconstruction), lower margin, longer
payment cycles. Mitigation with higher
margins and shorter payment cycles.

Emergency Services

Description: These are the actions that
are taken to mitigate further damage and
secure a property, immediately following
an accident or damage. Damage can
result from fires, floods, and disasters.

Operating Cycle Example:
1. Fire occurs in a home; firefighters are
deployed and remediate fire.

B

Fire team introduces customer to
restoration provider at scene.

jo51

. Restoration provider offers customer
to board up home to secure property

and prevent further damage.

4. Restoration provider connects with
customer’s insurance provider for
estimation (reconstruction, content
cleaning, etc.).

Characteristics: Fastest delivery time,
high margin, flywheel benefits.

Mold Remediation

Description: Mold remediation focuses
specifically on addressing mold growth
within a property. Mold remediation
involves identifying the extent of the mold
infestation, containing and removing the
mold, addressing the underlying moisture
issue, and restoring the affected areas.

Operating Cycle Example:
. Pipe break causes flooding in home.

—

2. Damage is assessed and documented.

3. Technicians isolate/contain mold

4. Mold removed and IEP consulted.
Circulators and dehumidifiers
deployed to increase circulation and
evaporation. Can take days of drying.

. Claim submitted to insurance provider.

w

Characteristics: High margin, medium
volume, most amount of non-labor time
(circulators and other equipment

working).

Channels

* Directly through Insurance
* Third Party Adjusters (TPA’s)
* Adjuster Relationships

Residential

* Emergency Services Relationships
+ D2C

* Directly through Insurance
* Property Managers

* Emergency Services

Commercial

Content Cleaning

Description: Content cleaning involves
the cleaning and restoration of personal
belongings, furniture, and other items
that have been affected by the disaster.
This service aims to salvage and restore
items that can be saved, reducing the
need for replacement.

Operating Cycle Example:

1. Fire occurs in home and furniture is
smoke damaged (following an
emergency services claim).

2. Damage is assessed and documented.

3. Furniture is removed from home and
treated in an O-Zone Tank.

4. Furniture is restored and returned.

5. Claim submitted to insurance

provider.

Characteristics: High margin, lower
volume.

*  Municipalities
* Educational Institutions
* Hospitals

Source: Crease Capital
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Exhibit 6: Competitor analysis

Project Item Group Name Services Mix Competitive Advantage
Paul Davis Top Player  Franchise First Service 224 $891 Leans Insurance relationships and comprehensive
million Residential service offerings focus
Service Master Market Franchise Roark Capital 1,862 $3.35 Leans Direct insurance billing
Leader billion Commercial Personalised restoration plans. Commercial
focus area
Servpro Top Player  Franchise Blackstone 1,964  $4billion Leans Serves 97% of all US ZIP Codes within 2
Commercial hours (emergency services): strong brand
Rainbow Int. Emerging Franchise Neighborly 314 $237 Mixed Within neighborly brands, with cross—sell
Competitor million partners in associated home services
Belfor Restoration Top player ~ Independent  Belfor 110 $2billion Mixed Single hotline with RED ALERT: includes
(USA) environmental service
Independent Owners  Ranging Independent  N/A N/A N/A  Mixed Low overhead (trucks) and personal networks

Source: Crease Capital
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Exhibit 7: Proposed sources and uses statement

Sources

Facility #1 Facility #3 Borrower
Project item SBA 7(a) Loan ABLOC Injection
Business Acquisition - Asset Price $8,400,000 $4,839,375 $900,000 $409,625  $1,400,000 $851,000
Searcher Due Diligence Fees $33,000 $- $- $- $- $33,000
Franchise Fees $16,000 $- $- $- $- $16,000
Origination Fees — Pari Passu and ABLOC $19,000 $- $- $19,000 $ - $-
1%
SBA Guarantee Fee $138,125 $138,125 $- $- $- $-
Packaging Fee $2,500 $2,500 $- $- $- $-
Estimated Closing Costs $20,000 $20,000 $- $- $- $-
Totals $8,628,625 $5,000,000 $900,000 $428,625 $1,400,000 $900,000
Percentages 100.0% 57.9% 10.4% 5.0% 16.2% 10.4%

Source: Crease Capital
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Exhibit 8: Key employees

Roles and Responsibilities

President, CEO

Account management of largest jobs (>$500K), P&L management, HR/Recruitment for
key hires, approving expenses & and payments, overall strategic initiatives

22 years

General Manager

Oversees all divisions including reconstruction, mitigation/contents, and emergency
services; works directly with CEO on strategic initiatives and key corporate account
management

15 years (within
Paul Davis); 1
year at PD N.A.

Oversees both mitigation and reconstruction estimator work (i.e, team that provides

senior Estimator quotes for jobs and coordinates with insurance companies for new business) 10+ years
) - Manages day-to-day administrative operations in the business
Office Manager » Overseas operations for mitigation department 3 years
Sr. Proiect Manager = Works as both an estimator and project manager for the reconstruction division 10+ vears
- 1T g + Handles the most complex jobs for the company v
Sr. Project Manager * Runs projects for all divisions, and serves as resident construction expert 10+ years
Contents Supervisor - Overseas the content divisions working conducting project management and liaising 3+ years
with senior estimators

Contents Associate » Works as project manager on the content team 6+ years
Office Controller + Serves as the “CFO" of the company, managing finances for all project work Unknown

Source: Crease Capital

20 ATTEMPTING TO ENTER A FRANCHISE SYSTEM AS A SELF-FUNDED SEARCHER CAN BE A ROLLER-COASTER RIDE



Yale scHOOL OF MANAGEMENT

This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an endorsement
of the organization in question, or illustrate either effective or ineffective management techniques or strategies.

Copyright 2024 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or
all of this document, please contact the Yale SOM Case Study Research Team: email case.access @yale.edu.

Endnotes

! Nathan Shantz is a 2025 MBA candidate at the Yale School of Management.

2 A. J. Wasserstein is the Eugene F. Williams, Jr. Lecturer in the Practice of Management at the Yale School of
Management.
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