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Determining where in a franchise system to build a business
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Snow had been in the forecast, but Karen Bentlage® did not notice until after it had stopped.
Her awareness of the storm came from what it left behind. Outside her storefront window at
the corner of First Avenue and 82nd Street, a thin layer of fresh powder covered the sidewalk,
blanketing the windshields of parked cars and the awnings of nearby restaurants. She
watched the vanguard of the afternoon rush hour pass through the intersection and speed
north. In doing so, she pondered how little she knew about this part of Yorkville, despite
spending most of the previous six months here.

There had been little time to look out on the neighborhood, much less explore it, since the
Center had opened in the spring of 2011. There were two reasons why. First, the new venture,
as well as its sister location at Columbus and 75th, had experienced robust consumer demand.
This was not unexpected, for the two locations represented the Manhattan entree of
European Wax Center, a fast-growing franchise concept of hair waxing salons. The second,
however, had come as a surprise. When Karen and her husband Twan had secured exclusive
rights to develop the Manhattan market for European Wax Center, they had recruited an
operating partner to manage the Centers on their behalf. That worked for the first few
months, until the Bentlages’ hand-picked partner suddenly walked away from the venture in
the summer. Out of necessity, Karen had stepped in to fill the leadership void on a temporary
basis. By December 2011, five months later, Karen was exhausted.

While a new manager would soon take over management of the two Centers, a larger issue
loomed. The Bentlages still had the rest of Manhattan to develop, a prospect that was
simultaneously exciting and daunting. On the one hand, the smashing success of the first two
Centers reflected incredible unmet demand in Manhattan for the services offered by
European Wax Center. However, operating two Centers had convinced the Bentlages that it
would be very difficult to develop the market on their own. At the same time, losing an
operating partner unexpectedly had made the Bentlages wary of relying on others.

The question of whether to develop Manhattan on their own or with the help of franchisees
had recently become a pressing matter. While they had received interest for quite a while
from investors who each wanted to open two or three Centers, the Bentlages had rebuffed
them out of concern about having to manage relationships with a large number of relatively
small franchisees. However, in November, a highly credible group with plenty of capital and
experience in operating franchises had proposed dividing the Manhattan market in two at
57th Street, with the group committing to develop 12 Centers south of that boundary.
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As Karen looked out the window that December afternoon, she wondered: What should the Bentlages
do? Should they keep Manhattan for themselves or take the deal on the table?

The Bentlages

Karen Bentlage already had established herself as a successful entrepreneur well before she became
involved with the European Wax Center concept. She began her career in medical sales in the 1980s, but
by the end of the decade, she was looking for new opportunities. In 1990, she purchased a small
distribution company that provided equipment and supplies to the indoor tanning industry, which was
just emerging at the time. Two years later, Karen’s husband, Antonius (Twan) Bentlage, left his
marketing job at Philips, the Dutch conglomerate, to join the new venture. They named it Future
Industries of America (see Exhibit 1 for biographies of Karen and Twan Bentlage).

The Bentlages’ tireless efforts yielded results. Most importantly, they secured exclusive importation and
distribution rights in the United States for tanning beds from leading manufacturers abroad. The couple
later diversified their business by building an in-house financing arm for the equipment they sold and
adding other tanning supplies to their product offering. Over the course of just a decade and a half,
Future Industries of America became the third-largest distributor in the U.S. tanning industry with $19.8
million in sales and 52 employees.

Despite the impressive business they had built from humble beginnings, the Bentlages faced challenges
in the late 2000s. The Global Financial Crisis hit in late 2007, and the tanning salon industry suffered a
cyclical drop in demand. In addition, after 20 years of strong secular growth, consumer interest in indoor
tanning had begun to wane. The Bentlages could have searched for a buyer and happily retired, but they
were only in their late 40s and wanted to keep working. The search for a second act in entrepreneurship
began.

Franchising 101

According to the International Franchise Association, franchising is “a method of distributing products or
services.”* There are at least two parties involved in a franchise: the franchisor and the franchisee. The
franchisor develops the business concept and owns the brand. The franchisee pays an initial license fee
and an ongoing royalty (usually a percentage of gross sales) to the franchisor in order to operate using
the franchisor’s business concept and brand. Sometimes, there might be a third level in the franchise
that sits between the franchisor and the franchisee. Most commonly in three-level franchise systems,
the party in the middle will be the area developer. Area developers acquire the exclusive rights to
develop a region for the franchisor, either by finding others to serve as franchisees or by being the
franchisee themselves.® In the case where the area developer recruits third-party franchisees, the area
developer will typically receive a cut of the initial franchise fees paid by the franchisees to the franchisor
and an ongoing revenue stream generated by the business operations of the franchisees in the region —
this means the area developer receives a portion of the royalty that the franchisees pay to the
franchisor.

Franchises come in two primary forms. The most common type of franchise is a business format
franchise. Under this model, the franchisor provides the franchisee with the entire business model or
system, not just products and/or services to sell and a brand to use. In turn, the franchisee operates
according to the rules of the business system, as stipulated in the franchise agreement. Quick-service
restaurant chains like McDonald’s, Dunkin’ Donuts, and Subway are the most prominent examples of
business format franchises. According to the U.S. Census Bureau, in 2012, franchised restaurants
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accounted for 54%, 70%, and 73% of the quick-service restaurant industry’s stores, sales, and
employees, respectively.® Other notable business format franchisors include the UPS Store (shipping and
business services), Jiffy Lube (quick oil changes), RE/MAX (real estate services), 7-Eleven (convenience
stores), Kumon Math & Reading Centers (supplemental education and tutoring), and Motel 6 (lodging).”

The second type of franchise is a product distribution franchise. As the name suggests, the franchisor
relies on franchisees, who serve as licensed dealers to distribute its products. Examples of product
distribution franchises include automotive dealerships, beverage bottling companies, beer
distributorships, and gasoline/service stations.® Despite their lower profile, which is partly a function of
the fact that they account for only about 20% of franchise businesses in the United States, product
distribution franchises generate roughly 80% of all U.S. retail sales that come from franchising.®

Searching for the Right Franchise

Franchising struck the Bentlages as an attractive path to take. Their tanning distribution business
produced steady cash flow that they needed to reinvest, so the upfront payments required to become a
franchisee were manageable. In addition, they liked how franchising offered the opportunity to stand up
a new venture while taking little, if any, business model risk. After all, the franchisor had developed the
concept and, in most cases, proven it out before bringing in franchisees to scale it up.

Many options for franchising were available to the Bentlages in the late 2000s. Of course, they could
have decided to enter the quick-service restaurant industry — what came readily to mind when most
people heard the word “franchise.” While the Bentlages evaluated becoming a franchisee for the likes of
Subway and Dunkin’ Donuts, with proven and established success patterns, they ultimately decided to
take a different path. As Karen Bentlage recalled, “We had friends that were doing that, and doing it
well, but | just wasn’t comfortable with any type of food service. | did not know the industry, since my
only experience with it was being a waitress to support myself in college.” Other franchise concepts,
such as Jiffy Lube, were not a match either, for the same reason.

In 2009, a long-tenured employee of the Bentlages’ tanning distribution business informed Karen about
Massage Envy, an up-and-coming franchise concept for massage services. While Massage Envy had
achieved traction in other parts of the United States, it had only recently come to New England. Karen
investigated the concept and visited a newly opened location in Milford, Connecticut. She was
impressed by the quality of the store, the professionalism of the staff, and the customer experience. She
also felt that the health and wellness angle of the Massage Envy concept dovetailed nicely with her
background in the tanning business. Karen started to build a business plan for a handful of Massage
Envy locations in Connecticut and Massachusetts, with the Bentlages as investors and a family friend as
an operating partner.

The search for the right franchise opportunity did not end there, however. The Bentlages had applied to
become a Massage Envy franchisee, but while the paperwork was being processed, the franchisor sold
the business to a private equity group. This was not uncommon in the industry, as the highly cash-
generative and fairly stable nature of franchisors made them an attractive target for private equity
investors. But it also meant that, pursuant to various federal laws, the application process for new
franchisees like the Bentlages came to a pause. Ultimately, the Bentlages received approval, and
proceeded to open two Massage Envy locations in Massachusetts in 2010. During this holding period,
however, Karen continued her dialogue with the Connecticut area developer for Massage Envy. It was
through these conversations, serendipitously, that Karen discovered a nascent waxing salon franchise
concept called European Wax Center.
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European Wax Center?®

In 1992, Nelson Coba, the owner and operator of a small hair salon in suburban Miami, traveled to
Argentina. There he met a woman who owned a network of 50 salons dedicated solely to providing hair
waxing services. Coba concluded that adding waxing services to his salon back home would be a smart
move to differentiate it from the competition. Unfortunately, simplicity in concept did not translate into
simplicity in execution. In order to offer waxing services, Coba had to relocate his business to a larger
space nearby. By 1995, Coba and his son, Josh, were still struggling with the expansion and the
complexity of offering waxing services. The salon was losing money, since the prices it charged were too
low and the time it took to complete the service for each customer was too long. The wax itself also
made a mess of the facility. Coba turned to his other son, David, who ran his own wood carving
business, for help.

David Coba came aboard and saved the salon by introducing a membership program, streamlining
operations, and setting up new systems to better manage demand. Waxing soon became the biggest
moneymaker for the family business. David and Josh considered opening up additional hair salons that
offered waxing in the early 2000s, but they decided to focus exclusively on waxing. They realized that
customers in the family salon continued to spend on waxing, despite cutting back on other services in
the wake of the economic slowdown after 9/11. In addition, waxing was more easily replicable than
other salon services such as haircuts or coloring. Over the next few years, the Coba brothers developed
a proprietary wax, which they believed would be crucial in differentiating their new venture.

In January 2004, the Coba brothers opened their first European Wax Center in Fort Lauderdale. It turned
a profit after only one month, so they opened a second location a few months later in nearby Aventura.
Encouraged by the early success, the Cobas thought they were on to something big, something that
could one day go national. The problem was lack of capital. Their father suggested that they consider
franchising the concept. Neither David nor Josh knew much about franchising, but as they investigated
the concept, they liked what they found. In 2006, they established a franchisor for European Wax Center
and recruited their sister, Jessica, to spearhead business development efforts. European Wax Center
sold its first franchise in March 2007, and in 2008, the Coba brothers started franchising outside of
Florida.

Waxing in the United States

In the early 2010s, out-of-home waxing was a big business in the United States. According to IBISWorld,
industry-wide revenues for personal waxing and nail salons reached about $8 billion, up 10% year-over-
year, as spending recovered after the 2007-2008 Global Financial Crisis.'* A normalized industry growth
rate in the mid- to high-single digits appeared achievable.

The out-of-home waxing market was tilted heavily towards women. Although precise data for the early
2010s were not available, IBISWorld estimated that women accounted for about 95% of personal waxing
and nail salon industry spending in 2018.1> Women between the ages of 45 and 54 were the largest
segment, representing more than a third of overall spending by women. Out-of-home spending by
women tended to increase with age, since younger cohorts generally had less disposable income than
their older counterparts.

Of course, the market opportunity for out-of-home waxing services was largely a function of hair
removal practices across American society. Industry experts estimated that 99% of American women
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regularly performed at least some sort of hair removal, and 85% engaged in this practice daily.*
According to data from the European Wax Center franchisor, in the United States, 21% of women
preferred waxing to other hair removal methods.'* And, in 2018, 24 million American women used out-
of-home waxing services.*

Competition in the out-of-home waxing market was fierce, because it came from two sources. First,
there was competition from other methods of hair removal. The biggest competition to out-of-home
waxing was shaving, but consumers could avail themselves of at-home waxing or depilatory creams, as
well as electrolysis and laser hair removal, among other options. The primary decision factors involved
were cost, convenience, frequency, and individual preferences. The second source of competition came
from within the out-of-home waxing industry. Barriers to entry were extremely low, since providing hair
removal services required little capital and there was a large pool of cosmetologists and estheticians
available. According to IBISWorld, nearly 200,000 establishments provided personal waxing and nail
services across the United States in 2010. Over 75% of the industry was operated by “mom-and-pop”
single-location proprietors.t®

Area Development

When the Bentlages first heard about European Wax Center in 2009, there were roughly 20 locations
across the United States. The concept had gained traction in South Florida, and it was starting to spread
elsewhere. Since the Bentlages were based in Connecticut, they looked with keen interest on what was
happening in northern New Jersey, which already had an established area developer. Demand among
investors was so strong that the area developer for that region already had nearly sold out of licenses
for franchisees. The Bentlages also felt heartened that a number of individuals they knew in the
Massage Envy franchise system were either already involved with, or kicking the tires on, the still
embryonic European Wax Center concept. Karen began doing her own research. Shortly thereafter, the
Bentlages were on a plane to Florida, where they met with the Coba brothers and the first area
developers for European Wax Center, who also had done area development for Massage Envy. Touring
five Centers in Florida and seeing the financial metrics they were producing after just a couple of years,
gave the Bentlages confidence that the Coba brothers had a winning formula (see Exhibits 2, 3, and 4 for
photographs of a typical European Wax Center).

The question then became where in the franchise value chain the Bentlages wanted to play. Of course,
they could have become a franchisee. Although there were European Wax Centers open in New Jersey,
there were none yet in New York City. The rest of New York state and all of New England also
represented greenfield opportunity for a potential franchisee. At the same time, however, because
European Wax Center was such a nascent franchise concept, the Cobas also were looking to sell area
development rights for New York and New England. Not all franchise concepts utilized area developers,
but the Cobas had opted to recruit these intermediaries to scale their business more rapidly. Karen
Bentlage recalled:

They were going the area development route for two reasons. First, they wanted to get some
cash in to build their company, and selling area development rights would bring cash in more
quickly than collecting license fees from franchisees. Second, they also wanted people on the
ground who not only were going to start opening some Centers on their own, but also had the
contacts and connections to other people who would jump into the business as franchisees.

The fact that the area development rights for European Wax Center were still available made Karen
Bentlage even more excited about this franchise concept. She explained:
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Area development is not an opportunity where someone can just come out of the woodwork
and say to a franchisor, “l want to be an area developer for you.” You have to show the
franchisor that you have the bandwidth and the infrastructure to move the concept forward,
but you also have to get involved early. By the time people know about the franchise, the area
development opportunities will already be gone.

Area development rights sold before franchisee licenses, thus, were not just a function of the structure
of the franchise system. More importantly, area development represented a high-margin, capital-light
opportunity to participate in a growing franchise. Whereas franchisees had to commit upfront capital, in
the form of a license fee and buildout costs, for each store they opened, area developers did not. Area
developers typically had to open a minimum number of Centers in their region, but they also received a
commission on each license they sold to franchisees. On top of that, once the franchisees opened
Centers, the area developer would share in the gross revenues generated by those stores by getting a
cut of the royalty the franchisees paid to the franchisor.

In the case of European Wax Center, an area developer stood to earn a commission of roughly $20,000
for each license sold to a franchisee in their region. In addition, once the Centers were up-and-running,
an area developer received a 2.25% “override” on gross revenues generated by franchisee-owned
Centers in its region. To be sure, the area developer would have to work with the franchisees and keep
them on track with their development schedules, but the operational complexity and administrative
burden of doing so would be considerably lower than opening a large number of stores themselves.
Nevertheless, as Karen explained, area developers could not simply take a hands-off approach to the
regions for which they were responsible:

Area developers are very involved in overseeing the operations across their regions. That starts
with the vetting of potential franchisees. Area developers perform the main assessment of
people who want to get involved with the European Wax Center concept. We determine
whether they have the financial capacity, operating experience, management team, and cultural
fit to succeed as franchisees. All that happens before we submit potential franchisees to
Corporate [the franchisor] for final approval. Once the franchisees are allowed into the system,
area developers help them with site selection, finding realtors, and selecting the right
contractors to work with to build out new Centers. After the buildout is done, we then send out
a team to make sure everything is in place, from a technology and systems perspective, in
advance of the grand opening. We also end up training their personnel, from manager to
receptionist to service staff, for seven days. Then we go back out 30 days after the new Center
opens to check on how things are going and give the team there a refresher course. On an
ongoing basis, we have two coaches who are available to work with the managers in the
Centers. These coaches do weekly phone calls with them and host bi-weekly webinars to
disseminate key information from Corporate. At the end of the day, the obligation for the area
developers is to be there for the franchisees. The franchisees can call the area developer
whenever they want and, twice a year, the area developer hosts full-day meetings with all the
franchisees. Also, at the end of every month, we have 30-minute phone calls with each
franchisee. This is our opportunity to walk through their numbers. And twice a month, we send
franchisees reports that we put together. That way, we can be transparent about what we see,
what our expectations are, and how we think they can improve their performance.

Fortunately for the Bentlages, they had found European Wax Center early enough that they could bid on
the area development rights for Manhattan, Brooklyn, the Bronx, upstate New York, and all of New
England (see Exhibit 5 for a map). They ended up paying a total of $798,000. The rights for Manhattan,
Brooklyn, the Bronx, and upstate New York cost just $278,000, because other bidders believed that the
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high rents in New York City threatened the viability of the concept there.” For context, the Bentlages’
early research into Manhattan suggested that opening just one store, including the license fee, would
require an upfront investment of between $400,000 and $500,000. As shown in Exhibit 6, back-of-the-
envelope math revealed that it would take less than three years to recoup their entire $798,000
investment, just by selling licenses to franchisees — and that calculation excluded the override to which
they were entitled. The Bentlages also received some free licenses, worth roughly another $80,000, to
open a handful of their own Centers in their regions. And since European Wax Center was a relatively
small concept run by first-time franchisors, the initial area development contract had fairly loose terms,
leaving the Bentlages a high degree of discretion when it came to setting a development schedule.

Area development also appealed to the Bentlages, because their professional experience was primarily
business-to-business (B2B), not business-to-consumer (B2C). They did not plan on changing their B2B
orientation by becoming involved with European Wax Center, and they planned to rely on operating
partners to manage the handful of stores they would open themselves to meet contractual
requirements. As a result, by focusing on the area development portion of the franchise value chain, the
Bentlages had found for themselves what some might have called a B2B business with a B2C wrapper.

In April 2010, Karen and Twan Bentlage opened their first European Wax Center in Massachusetts.
Development of a handful of other stores was in the works elsewhere in the Bay State and in
Connecticut, where a close family friend would serve as the operating partner.

Manhattan

While southern New England was promising, with a decently sized population and relatively high per-
capita income, the Bentlages saw Manhattan as the biggest opportunity. The plans were to introduce
the European Wax Center concept there by opening two Centers themselves. If they succeeded as they
expected, they surely would have proved that concerns among others about the market had been
overblown, and prospective franchisees would be banging down their door to buy licenses. As in New
England, the Bentlages brought in an operating partner, with whom they had worked through their
tanning distribution business, to help.

Karen and Twan signed leases for two spaces in Manhattan in late 2010. Between the two Centers, there
was approximately $1M of startup capital invested, including leases, security deposits, and working
capital. The two Manhattan stores, one in Yorkville at First Avenue and 82nd Street, the other on the
Upper West Side at Columbus Avenue and 75th Street, opened in the spring of 2011. Business boomed,
far beyond expectations, right from the beginning.

Unfortunately, disaster struck in July 2011, when the Bentlages’ operating partner in Manhattan walked
away from the two newly opened, and incredibly busy, Centers for a combination of professional and
personal reasons. In a desperate scramble, Karen got help from the managers and staff of her European
Wax Center in Massachusetts. She paid for a number of them to come down to Manhattan for a week
and help start the transition. That proved to be merely a temporary solution, since there was still a
Center that the Massachusetts team had to staff and operate. Karen lived in Connecticut and had never

* The Bentlages acquired the area development rights in two stages. In the first stage, they spent $720,000 for the
rights to develop Manhattan, the Bronx, and upstate New York ($200,000); Maine, Massachusetts, New
Hampshire, and Vermont ($300,000); and Connecticut and Rhode Island ($220,000). In the second stage, about a
year later, the Bentlages acquired the rights to develop Brooklyn for $78,000. Thus, the total amount spent across
all the acquired regions was $798,000, while the total amount spent across all the acquired regions in New York
state was $278,000.
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intended to operate a European Wax Center herself. She recalled the difficult position she found herself
in:

| was B2B. | had B2B experience from our tanning distribution company. | had never run my own
retail stores, so | didn’t feel very comfortable with all of a sudden having to do that in
Manhattan. My goals at that point were to stabilize those two Centers, not embarrass myself
with the franchisor, and get myself a good manager in there.

What Comes Next?

The months of July, August, and September were an incredibly hectic time. Business at the two Centers
in Manhattan flourished. The incredible strength of consumer demand for European Wax Center
services in Manhattan would have been challenging for anyone to manage, but Karen had to figure it out
as a first-time retail manager thrust into the role unexpectedly. She rose to the occasion, and worked
with her staff to develop processes and procedures that enabled the two Centers to serve the seemingly
endless waves of customers. The situation in Manhattan stabilized in the fall. While the Centers
remained very busy, Karen had been baptized by fire over the preceding months. She also had
succeeded in building the infrastructure that the operating partner was supposed to create before his
abrupt departure in July.

By late fall, Karen was exhausted, but she and Twan still had the rest of Manhattan to develop. If the
experience of the summer had proved anything, it was that consumer interest in Manhattan for
European Wax Center was far stronger than anyone had forecast. Rents would not impede the growth
of the franchise concept; the main constraint was actually the operational bandwidth required to open
many more Centers. For the Bentlages, especially Karen, closely managing the operations of just two
Centers had been a Herculean effort. It seemed unlikely that they could handle all that it would take to
scale the European Wax Center concept in Manhattan without help.

On the other hand, despite the harrowing summer, the Bentlages’ two Centers were performing
extremely well. They hit EBITDA-breakeven in less than a year, and based on the operating experience
over that timeframe, they felt highly confident that their initial estimates of steady-state profitability
were far too conservative. According to the European Wax Center concept guidelines created by the
franchisor, every Center required six private rooms in which services would be performed. Each room
was manned by one service provider, either a licensed esthetician or cosmetologist.” Since the labor
pool of licensed estheticians and cosmetologists was very large, these employees earned minimum
wage (in 2011, this was $8.50 per hour in New York City). However, there was risk that the city

" The average European Wax Center needed 18-22 waxers to be fully staffed at steady-state, covering 72 shifts
each week (two shifts every weekday and one shift on both Saturday and Sunday, across six rooms). Each waxer
was expected to work four shifts a week; shifts lasted between six and seven-and-a-half hours. At launch, a
European Wax Center needed 6-8 waxers to handle initial demand, and breakeven could be achieved with 9-12
waxers. Turnover depended on the cohort analyzed. Among waxers who “made it,” multi-year tenures were
common. On the other hand, waxers who did not “make it” usually churned out after three or four months. The
key to making it as a waxer was improvement in service delivery, which mainly depended on getting faster in
performing hair removal and satisfying customers (which was measured by re-book rates). There were four
experience tiers for waxers, and these levels determined appointment scheduling (how many services for which
the waxer could be booked) and compensation (base pay and commission rates increased with tier). For their part,
customers tended to prefer working with two or three different waxers, not just one. This meant that a Center did
not usually lose a customer if the customer’s favorite waxer stopped working there.
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government could raise the minimum wage in coming years.” The waxers also received 5% of the value
of the service they provided to customers. Usually, customers also tipped the service provider 15-20% of
the service value, but that was an expense not borne by the Center. Centers were open seven days a
week, except major holidays, and 12 hours per day. Adjusting for utilization and averaging across the
mix of services, each room could generate $80 per hour in service revenues. Of course, as a franchise
concept, the franchisor got a piece, specifically 6% as an ongoing royalty and 3% to fund a national
marketing budget to further raise the profile of European Wax Centers. Fixed costs included rent, which,
in Manhattan, ranged between $13,000 and $28,000 a month for a 1,200-1,500 square foot space,
$1,500 a month for utilities, and $1,667 a month ($20,000 a year) for cleaning and maintenance. Indirect
labor, which involved a store manager and four to six guest service associates, consumed $125,000 a
year for salary and benefits." Finally, a mix of other overhead represented $40,000 on an annual basis.
Putting all these pieces together revealed very compelling unit economics (Exhibit 7).

Clearly, European Wax Centers in Manhattan could be highly profitable for a franchisee to own and
operate despite the required $500,000 of capital required to build out each one. While the Bentlages, as
owners of the only two European Wax Centers in Manhattan, had more insight than others into just how
profitable the Centers could be, they were not alone in recognizing the franchise’s potential. In 2010 and
2011, a number of investors had reached out to the Bentlages with proposals to become franchisees.
There were two problems, as far as the Bentlages were concerned. First, these investors wanted to open
just two or three Centers each. European Wax Center market sizing, based on the number of women in
Manhattan between the ages of 16 and 64, suggested that Manhattan had potential for at least 20
Centers, selling two or three licenses at a time to potential franchisees would make for a complex region
for the Bentlages, as area developers, to oversee. Second, the incredible success of the first two Centers
in Manhattan made the Bentlages wonder whether, despite what they knew would be many challenges,
they should develop the market themselves.

The Bentlages’ dilemma became more acute in November, when an investment group approached the
couple. The investment group proposed dividing Manhattan at 57th Street and offered to open 12
Centers (per the aforementioned market sizing) below that boundary (see Exhibit 8 for a map of the
Manhattan market). The Bentlages thought this was a very interesting offer, since having one franchisee
that owned and operated many Centers would make, in theory at least, their lives as area developers
much easier. The group — two families, the Robertsons and the Gladstones!” — also seemed very
credible. The patriarch of the Robertsons, James, was a highly experienced entrepreneur who had
served as a franchisee in a number of New York metropolitan franchise concepts, ranging from business
services, healthcare, and retail. The Gladstones, Alan and Norma, were well-established New York
businesspeople; Alan, the husband, had worked with James in the past. James, Alan, and Norma were
looking to invest, but not be deeply involved in management, since they were retired and lived very
comfortably on Long Island. For operational responsibilities, they suggested Michael, James’s son; and
David, who was Alan and Norma’s nephew. Michael, a lawyer in his thirties, lived and worked in
Manhattan. Although successful, he was not particularly happy as a practicing attorney, and was looking

* The minimum wage in New York City increased in a number of steps over the course of the 2010s, reaching $15
per hour in January 2019 for firms employing more than 10 employees.

" The store manager was a full-time employee who oversaw each Center’s day-to-day operations. In Centers that
grossed more than $1 million of revenue, there was usually an assistant store manager as well. Guest service
associates were part-time workers who performed a variety of tasks, but the most important were reception
(greeting customers when they arrived for appointments), transaction processing (operating the cash registers in
front), and package sales (selling discounted bundles of services to customers, receiving a commission on the value
sold). The average Center needed 4-6 guest service associates to fill all the shifts during the course of a week.
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to do something else with his life. David was a businessman in Manhattan and lived just outside New
York City in northern New Jersey.

While the Bentlages felt very confident that the Robertson-Gladstone group would be a very successful
franchisee in Manhattan, they still struggled over whether to keep the highly lucrative market for
themselves or open it up to others. In framing their decision, the Bentlages compared the economics of
area development against those of being a franchisee, which meant owning and operating Centers.

As an area developer, the Bentlages had to put in very little capital after the initial $798,000 invested to
acquire their geographic rights. Karen estimated the value for the Manhattan rights was $120,000 of
that initial $798,000. Additionally, operating an area development would be a people-light endeavor —
the Bentlages owned the area development rights and had satisfied the minimum requirements for
Center openings. They stood to receive a $20,000 commission on each franchisee license they sold. In
the case of the Robertson-Gladstone group, this represented $240,000 of cash up front. Once the
Centers started operating, the Bentlages would then receive 2.25% of the gross sales generated. For the
purposes of doing the calculations, the Bentlages assumed it would take four years for each Center to
reach steady-state annual revenue of $2 million, and that revenues would remain flat going forward.
Clearly, this would produce a very compelling, annuity-like stream of income.

The main downside with area development was that there was a finite window. This was common
practice in area development, since the whole reason the franchisor chose to recruit area developers
was to scale the franchise concept, which would either happen over about a decade or it never would.
The area development contract with European Wax Center lasted ten years (through the end of 2019).
The contract could be renewed for another ten-year term, but there was uncertainty around whether
the franchisor would elect to do that, or what the terms might involve. This meant that, at best, area
development was a 20-year proposition for the Bentlages. Whenever the contract came to an end, the
annuity-like stream of income from franchisees would cease, and there would be no terminal asset to
sell. That was not necessarily a bad thing for the Bentlages, who were in their fifties and would likely
want to retire some 10-20 years down the road, but they certainly acknowledged the limited duration of
the area development asset they held. It also was possible that before the expiration of the contract, the
franchisor could buy back the area development rights. In recent years, this had happened fairly
regularly at other franchise concepts, especially those backed by private equity investors. The rationale
was that by buying back area development rights, the private equity owners could easily, and quickly,
increase the EBITDA of the franchisor they owned, which was imperative since they tended to want to
sell after 3-5 years of ownership. Typical transaction multiples for area development rights were 3 or
3.5X revenue.

On the other hand, owning and operating Centers was capital and labor intensive and operationally
complex. The Bentlages estimated that each new Center would require $500,000 of startup capital. In
addition, as they had learned with their New England and Manhattan Centers, finding a space to rent
and managing the buildout of a location were not easy tasks. In many ways, the Robertson-Gladstone
group looked very well-suited for this challenge in Manhattan going forward, since they knew the
market well, whereas the Bentlages lived and worked in Connecticut. Once the Centers were up and
running, management bandwidth was critical. The Bentlages had seen franchisees in other parts of the
European Wax Center system struggle with Center-level management, and Karen knew all too well the
challenge of running very busy Centers. Unless the Bentlages significantly increased their commitment
to the European Wax Center concept, which would require considerable capital to set up new Centers
and build district-level management capabilities, they would unlikely be able to handle many new
Centers on their own. For the purposes of analysis, they assumed they would only be able to build out 6
stores, not the 12 they assumed the Robertson-Gladstone group would stand up.
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Switching to the other side of the ledger, the main benefit of owning and operating Centers was the
duration of the assets. Once established, Centers were long-lived assets that could throw off solid cash
flows with no set expiration date. In addition, if the European Wax Center concept faltered, the owner
and operator of Centers could simply change the name and keep on operating these as independent
salons, whereas the area developer likely would be left with little for the contractual rights held. The
longer duration of Centers also influenced the exit opportunities for owned-and-operated locations.
Private equity firms had been snapping up the assets of mid-size franchisees across a variety of
concepts. Recent transactions for portfolios of 10-20 established Centers had garnered multiples of 5X
EBITDA.

To evaluate their options, the Bentlages created a simple spreadsheet (Exhibit 9). The main tradeoffs
were capital intensity, risk, management complexity, asset duration, and exit opportunities. In any
scenario, Karen wanted to take on no debt and to earn no less than a 20% annual return on the equity
capital invested.

Conclusion

The sky had cleared over Manhattan, and Karen Bentlage watch the gentle sunlight of early winter move
across the storefronts across First Avenue. It would be dark soon, she thought. Some businesses would
be closing for the day, and some restaurants would be opening for dinner. She left her post by the
window and turned back to the busy Center she owned and operated. It had been packed with
customers since the morning, and she expected more to arrive as the Manhattan workday came to an
end. She took a seat at the reception desk and pulled up her email. There were more messages from
Twan about the Robertson-Gladstone group’s proposal. The Bentlages did not have much more time
before they had to respond. Would they remain true to their B2B roots and focus on area development,
or would they keep all of the Manhattan market for themselves?

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.
Dollar amounts have been disguised for proprietary reasons.

Copyright 2019 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint any or
all of this document, please contact the Yale SOM Case Study Research Team, 165 Whitney Avenue, PO Box 208200, New
Haven, CT 06520, email case.access@yale.edu.
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Exhibit 1: Biographies

Based in Connecticut, Karen Bentlage is the Northeast Area Developer for the European Wax Center
franchise. She first became involved with the European Wax Center franchise concept in 2009, when she
acquired area development rights for New York (Manhattan, Brooklyn, the Bronx, and Upstate) and the
six states that comprise New England. Since 2010, she also has owned and operated two locations as a
franchisee for Massage Envy, a massage and skin care franchise concept, in the Greater Boston area.
Karen’s entrepreneurial career began in 1985, when she founded MJK Corporation, a company that
placed tanning booths in health clubs and beauty salons and shared the associated revenues with the
proprietors of those establishments. In 1990, she cofounded Future Industries of America, a tanning
distribution business, with her husband, Twan. By the time she became involved in the European Wax
Center and Massage Envy franchise concepts, Future Industries of America had grown into the third
largest distributor of indoor tanning equipment and supplies in the United States. Karen began her
career in medical sales in the 1980s. In addition to her business activities, Karen is active in her
community. She currently serves on the boards of Entrepreneurs Organization CT, the Shelton (CT)
Exchange Club, and a local chapter of the Boys & Girls Clubs of America. Karen completed the
Entrepreneurial Masters Program at the Massachusetts Institute of Technology (MIT).

Antonius (Twan) Bentlage, with his wife Karen, is cofounder of TK Ventures, a holding company for their
entrepreneurial activities. Before becoming involved with the European Wax Center and Massage Envy
franchise concepts, Twan was instrumental in securing for Future Industries of America exclusive
distribution deals with leading tanning equipment manufacturers. He also created and marketed a
proprietary line of indoor tanning lamps and built Future Industries of America’s captive finance arm. In
2018, he and Karen sold Future Industries of America after more than thirty years in business to focus
on their franchise activities and other ventures. Twan started his career in marketing at Philips, the
Dutch conglomerate. Born and raised in Holland, he earned bachelor’s degrees in mathematics and
literature from Stichting Opleiding Leraren, and an MBA from Eindhoven University of Technology. Twan
and Karen have two children together.

Source: TK Ventures.
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Exhibit 2: Hallway Leading to Private Rooms at a Typical European Wax Center

Note: In a typical European Wax Center, waxing services are performed in private rooms that line either
one or both sides of a hallway off the lobby/reception area. For additional privacy, a door (not pictured)

typically separates this hallway from the lobby/reception area.

Source: Hogan Zinn, TK Ventures.
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Exhibit 3: Private Room at a Typical European Wax Center

Note: At European Wax Center locations, clients receive waxing services in private rooms, which contain
a bed, a work station, and all consumables that a licensed esthetician/cosmetologist needs to complete
the job. Posters that promote European Wax Center’s brand and service offerings adorn the walls.

Source: Hogan Zinn, TK Ventures.
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Exhibit 4: Product Display at a Typical European Wax Center

Note: Product displays feature prominently in the lobby of the typical European Wax Center location.
Clients can purchase a variety of branded skincare products for use at home, and
estheticians/cosmetologists receive commissions on these sales. While this revenue stream is not a
major driver of the economics of a European Wax Center, the franchisor believes that offering these
take-home products in the Centers helps keep the brand top of mind for clients, who usually come in for
services every four weeks. The reception desk, where clients check in for their appointments, is visible in
the reflection of the mirror on the right.

Source: Hogan Zinn, TK Ventures.
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Exhibit 5: Map of the Bentlages’ Area Development Regions

Note: The Bentlages acquired the European Wax Center area development rights for Manhattan,
Brooklyn, the Bronx, upstate New York, and all of New England. The map shows the Northeastern
United States by county, and the red shading denotes counties where the Bentlages hold area
development rights. All the counties of New England are shaded, as are all the counties of New York
state, excluding Richmond (Staten Island), Queens, Nassau, and Suffolk.

Source: Custom chart created by the case writers using mapchart.net.
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Exhibit 6: Macro Level Opportunity as a European Wax Center Area Developer

"Macro Level" Area Development Assumptions:

Cost of Area Development Rights 798 Gross Sales Ramp Per Center

License Fee Per Center 20 Year 1 400

Number of 3rd-Party Centers Opened in Region Year 2 800
Year 1 5 Year 3 1,200
Year 2 10 Year 4+ 1,600
Year 3 20 "Override" Rate 2.25%
Year 4 15 EBITDA % Margin 75%
Year 5 10
Year 6 10
Year 7 5

Beginning Centers - 5 15 35 50 60 70 75 75 75
+ Net New Centers 5 10 20 15 10 10 5 - - -
= Ending Centers - 5 15 35 50 60 70 75 75 75 75
Licenses Sold 5 10 20 15 10 10 5 - - - -
x License Fee Per Center 20 20 20 20 20 20 20 20 20 20 20
= License Fee Revenues 100 200 400 300 200 200 100 - - - -

# of Centers by Year of Maturity

Year 1 - 5 10 20 15 10 10 5 - - -

Year 2 - - 5 10 20 15 10 10 5 - -

Year 3 - - - 5 10 20 15 10 10 5 -

Year 4+ - - - - 5 15 35 50 60 70 75

Total - 5 15 35 50 60 70 75 75 75 75

Gross Sales Across Region - 2,000 8,000 22,000 42,000 64,000 86,000 102,000 112,000 118,000 120,000

x "Override" Rate 2.25%  2.25%  2.25%  2.25% @ 2.25% @ 2.25% @ 2.25% @ 2.25% @ 2.25% @ 2.25% @ 2.25%
= "Override" Revenues - 45 180 495 945 1,440 1,935 2,295 2,520 2,655 2,700

License Fee Revenues 100 200 400 300 200 200 100 - - - -

+ "Override" Revenues - 45 180 495 945 1,440 1,935 2,295 2,520 2,655 2,700

= Area Development Revenues 100 245 580 795 1,145 1,640 2,035 2,295 2,520 2,655 2,700

x EBITDA Margin 75% 75% 75% 75% 75% 75% 75% 75% 75% 75% 75%
= EBITDA 75 184 435 596 859 1,230 1,526 1,721 1,890 1,991 2,025

Initial Investment (Year 0) (798) Cumulative EBITDA (Years 0-10) 12,533

Licenses to Sell to Breakeven 40 Payback Period (# of Years of EBITDA) 2177

Number of Years Required 2.337

Note: Some numbers have been simplified for pedagogical purposes. This analysis assumes that licenses
are sold the year before the associated Centers open for business (5 licenses are sold in Year 0 for the 5
Centers that open in Year 1).

Source: Case writers’ analysis based on data from TK Ventures.
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Exhibit 7: Unit Economics of a Mature European Wax Center

Assumptions Value Notes
# of Operating Hours Per Day 12
# of Operating Days Per Year 355 - Centers are generally open 7 days a week, but closed on major holidays
# of Rooms Per Center 6 - Waxing services are provided in private rooms
Average Revenue Per Room Per Hour 80 - Adjusted for utilization; excludes product sales
Service Commission Paid to Esthetician 5% - % of gross sales (service revenues)
Hourly Direct Labor Cost (Esthetician) 15 - Excludes tips, which are paid by the customer; there is 1 esthetician for each room
Average Wax & Supplies Cost Per Room Per Hour 15% - % of gross sales
Monthly Rent 22,000 - Average Center is 1,200-1,500 SF
Royalty Rate 6% - % of gross sales
National Marketing Contribution 3% - % of gross sales
Monthly Utilities 1,500 - Gas, water, & electric
Cleaning & Maintenance 20,000 - Annual
Indirect Labor (Store Manager & Guest Service Associates) 125,000 - Annual salary and benefits
Other Overhead 40,000 - Sales & marketing, insurance, credit card processing, other administrative

Mature Center Unit Economics

Hourly  Annual
Gross Sales 480 2,044,800
Royalties to Franchisor (29) (122,688)
National Marketing Contribution to Franchisor (14) 61,344)
Net Sales 437 1,860,768
Direct Labor - Wages (90) (383,400)
Direct Labor - Commissions (24)  (102,240)
Wax & Supplies (72) _(306,720)
Gross Profit 251 1,068,408
Rent (264,000)
Utilities (18,000)
Cleaning & Maintenance (20,000)
Indirect Labor (125,000)
Other Overhead (40,000)
EBITDA 601,408

Note: Some numbers have been simplified for pedagogical purposes. For example, this analysis excludes
product sales, which, in reality, are not a major driver of Center-level unit economics.

Source: Compiled by the case writers using TK Ventures data.
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Exhibit 8: Map of the Manhattan Market
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Note: The blue line marks the proposed dividing line at 57th Street. The red stars denote the Bentlages’
existing European Wax Centers at 314 Columbus Avenue (Columbus Avenue and 75th Street) and 1577
First Avenue (First Avenue and 82nd Street).

Source: Compiled by the case writers using TK Ventures data and Google Maps.
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Exhibit 9: Key Assumptions for “Build and Operate” vs. “Work with Franchisee” Options

Year 5 Years 6-10 Years 10-20 Years 20+

Build & Operate

Initial Investment Per Store (500)

Gross Sales Per Store 500 1,000 1,500 2,000 2,000 2,000 2,000 2,000
EBITDA Per Store - 150 350 600 600 600 600 600
Number of Stores to Open 6

Royalty 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00%
National Marketing 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Override 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25%
Net Working Capital - - - - - - - - -
Maintenance Capex as % of Revenue 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
D&A as % of Revenue 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
% Tax Rate 30% 30% 30% 30% 30% 30% 30% 30% 30%
Terminal Multiple (0.0x EBITDA) 5.0x
Work with Franchisee

Commision on Store License Sale 20

Override for Area Development (2.25%) 11 23 34 45 45 45 34 -
Probability Adjustment 100% 100% 100% 100% 100% 100% 75% 0%
Number of Stores to Open 12

Net Working Capital - - - - - - - - -
Maintenance Capex as % of Revenue 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%
D&A as % of Revenue 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%
EBITDA % Margin 75% 75% 75% 75% 75% 75% 75% 75% 75%
% Tax Rate 30% 30% 30% 30% 30% 30% 30% 30% 30%

Terminal Value -

Note: Some numbers have been simplified for pedagogical purposes.

Source: Compiled by the case writers using TK Ventures data.

20 EUROPEAN WAX CENTER IN MANHATTAN



Yale scHOOL OF MANAGEMENT

Endnotes

1 Joseph Golden is a research associate and case writer. He earned his MBA from Stanford as an Arjay Miller
Scholar in 2018.

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

3 This case is primarily based on four phone interviews the case writers conducted with Karen Bentlage, on June
11, 2019, July 3, 2019, August 2, 2019, and August 16, 2019. All quotations from Karen Bentlage in this case are
from those conversations.

4 “What is a Franchise?” International Franchise Organization website,
https://www.franchise.org/fags/basics/what-is-a-franchise.

5 HBS A Note on Franchising (HBS 9-297-108), p. 3.

6 Andrew Hait, “Economic Census Shows Franchising Key to Many Industries, United States Census Bureau, March
28, 2018, https://www.census.gov/library/stories/2018/03/franchises.html.

7 https://www.entrepreneur.com/franchise500/2019

8 International Franchise Organization website.
9 HBS A Note on Franchising (HBS 9-297-108), p. 3.

10 This section is based on media profiles of the Coba Brothers published by Inc. (October 7, 2011) and the Miami
Herald (July 9, 2017).

11 1BISWorld report, p. 19.
12 1BISWorld report, p. 14.
13 Rebecca M. Herzig, Plucked: A History of Hair Removal (NYU Press, 2014), p. 9.

14 European Wax Center website, http://ewc-ewc-ewc.force.com/franchise/franchise analyze?n=analyze.

15 European Wax Center website.

16 Arick Wierson, “Can this waxing franchise become the Starbucks of hair removal?” Observer, March 25, 2019,
https://observer.com/2019/03/can-this-waxing-franchise-become-the-starbucks-of-hair-removal/

17 Names have been changed.
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