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Jacob Lee (University of Virginia Darden School of Business 2018) sighed deeply as he leaned
back in the old wooden office chair that had belonged to his grandfather. Sunlight filtered
through the windows, illuminating the mess of papers strewn across his workspace. Financial
spreadsheets glowed on his laptop screen amid notebooks filled with figures and receipts.

In the stillness, Lee could hear his twin toddlers giggling and singing to themselves downstairs,
no doubt playing in an imaginary world of stuffed animals. For Lee, the world of animals was
much more real and much less idealistic. Even so, his kids’ joyful sounds brought a tired smile to
his face and were a reminder of why building this business was so important.

Lee’s focus returned to the complex financial reality demanding his attention. He picked up his
lukewarm coffee, taking a small sip to refresh himself before diving back into the numbers his
accountant had prepared for him for the new Mountain Brook location that had recently opened.

As a franchisee of pet care and grooming services provider Scenthound’s Birmingham and
Nashville regions with two locations in operation, each about the size of a Top Cuts salon, and
the rights to build eight more, Lee knew that proving additional locations could succeed in this
regional market was paramount. If he failed to show that the subscription-based pet grooming
services model scaled effectively, securing SBA loans for future locations would be an uphill
battle. And without sufficient scale of operations, it seemed unlikely he would be able to support
his young and growing family with a reasonable income.

Taking a deep breath, Lee opened the profit and loss spreadsheet on his laptop. At first glance,
some figures were encouraging. His second store had surpassed its three-month membership
sales goal by signing up over 600 active members for monthly subscriptions, no small feat for a
startup location. Customer engagement and initial feedback had also proved promising. Yet
rising expenses revealed troubling inefficiencies. Attracting, training, and retaining new hires had
pushed the payroll line 15% over budget.

On top of higher costs than anticipated, the ramp-up time for new employees was longer than
expected. Lee rubbed his tired eyes, thinking of how training had become a constant struggle.
Two technicians had recently resigned, and onboarding replacements drained precious time
better spent growing the business. Finding passionate employees took more effort than Lee had
predicted. Even with a dedicated employee, it often took up to six months to fully train a groomer
to reach this high-volume grooming business’s quality and efficiency standards.

Retaining existing customers posed another obstacle. After rapid signups during a discounted
early-bird promotion period, numerous members had cancelled subscriptions within the first
month or two. Lee sensed that perhaps Scenthound’s customer service and the customer
experience both in the store and through the mobile app needed to be improved to solidify value
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in members’ minds over the long term. However, enhancing the experience required further training and
investment, both of which were in short supply.

Outside, birds sang cheerfully on the quiet street of Homewood, a quaint suburb just outside of
Birmingham surrounded by golf courses and mature trees. A light breeze rustled the leaves, heralding the
arrival of spring. Lee often drew inspiration from his surroundings, finding grounding in nature’s endless
cycles of growth. It had been 18 months since he had embarked on this venture by signing the original
multi-unit franchise development agreement, and it had been a long road. Family responsibilities continued
to weigh heavily on his mind.

At that moment, Lee’s wife, Nancy Jane, entered his office, the sounds of three young children at play
echoing behind her. “Can I bring you some lunch? You haven’t eaten all day,” she said, seeing the strain on
Lee’s face and offering him a look of support and concern. He nodded his head, her kind smile and the
children’s laughter lifting his spirits momentarily. But serious issues demanded resolution.

Turning back to his screen as she left the room, he resumed his contemplation of the strategies already in
motion. He was looking to reduce inefficiencies via tactics like standardizing equipment purchases between
locations and updating digital marketing strategies to reduce cost per lead and overall customer acquisition
costs. Revamped training had strengthened employee skills and commitment, and tweaking membership
tiers had enhanced perceived worth and average monthly revenues per customer.

Yet unknowns persisted. Could the model truly thrive at scale and not merely survive? How long before he
would have sufficient cash flow from the franchise locations to provide an income to fund further expansion
while also financing his growing family’s needs? His thoughts were interrupted by an urgent call from the
store manager of his first location at the Lee Branch shopping center in Meadowbrook, asking for guidance
on scheduling issues. Lee realized the time for answers was running out.

After the call, alone again with his swirling thoughts, Lee recognized the high stakes that were involved.
Early stumbles were inevitable, yet one wrong move could risk everything he had nurtured thus far. But
standing still was not an option; for his business plan to work and fund his family, he would need to reach
a certain level of scale sooner rather than later.

As afternoon light bathed the room in a calming glow, Lee felt his grandfather’s reassuring presence and
remembered the steadfast determination that had built their family’s legacy through far greater difficulties
in pursuing small business entrepreneurship. Renewed resolve filled him as he dove back into projections,
tweaking variables once again. Answers remained elusive, but Lee persisted, knowing that he would
eventually figure things out by taking action. Outside, the worry-free birds still sang, and Lee’s spirit was
lifted once more.

Jacob Lee

Born and raised in Nashville, Tennessee, Lee grew up immersed in the world of small and medium-sized
enterprises (SMEs) through his family’s business, started by his great-grandfather in the 1940s. The
business began as a small company and is now a leading residential and commercial mechanical services
provider in Tennessee. His family legacy across multiple generations, that thriving business was a source
of family pride and the wellspring of Lee’s entrepreneurial spirit. The “small business bug” seemed almost
innate to him. Even as his father took the reins and his brother became integral to the family venture, Lee
knew he wanted to carve out a space for himself in his own company.
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Lee came from a family of mechanical engineers, including his father and grandfathers on both sides. He
always had a knack for processes, optimization, and efficiency, so he decided to study engineering at Auburn
University. From there, Lee worked for three years at ENERCON, a leading provider of engineering
services in the nuclear power industry. After a number of years working as an engineer, he had aspirations
to grow into management positions and applied for MBA programs. Ultimately, he accepted an offer to
enroll at the University of Virginia Darden School of Business.

While at UVA Darden, Lee was exposed to the idea of entrepreneurship through acquisition (ETA) and
search funds by a guest lecturer in the “General Managers Take Action” course. The guest speaker spent
tive years at global consulting firm Bain & Company and then partnered with a classmate to buy a business.
The ETA model aligned almost perfectly with Lee’s ambitions to lead a small business one day. However,
he felt he would benefit from further training in core business and leadership skills at a larger organization
to complement his engineering experience. Lee applied to consulting internships and received a summer
internship offer at the Boston Consulting Group (BCG) in their Atlanta office in the summer of 2017.

In spring 2018, as Lee approached graduation from his MBA program, despite having accepted an offer to
work full-time at BCG, he explored opportunities to work as an executive in a small business to gain further
experience without making the full jump into ETA, but he struggled to find a fit. Lee returned to BCG as
an associate consultant in their Atlanta office, near his native Nashville and his wife’s family in neighboring
Alabama.

Consulting was invigorating and had a fast growth curve, but it also brought challenges. Although it was a
great learning experience that armed him with many analytical tools, management strategies, and
understanding of various sectors, after two years, Lee felt he lacked the direct impact and autonomy of
running a small business.

His consulting experiences had taught him much about strategy and how organizations function. Still, he
found that the structured world of high-level consulting often felt detached from the gritty, day-to-day
challenges of running a local operation such as a physical store or small business. In addition, Lee had grown
tired of the competitive nature of consulting, where there was constant pressure to derive greater insights
and work output than his bright and hardworking peers. The “up or out” culture brought stress that
affected his relationship with Nancy Jane, which was already strained from the constant workweeks away
from home for client projects in other cities.

In early 2021, with mounting family obligations that included a four-year-old son and twins who had just
turned two, Lee began thinking more urgently of embarking on a search as his next step. He decided it was
NOW Or never.

Exploring a search fund

Lee was excited about embarking on this new adventure and finally being ready to do what he had been
dreaming of and preparing for. But undertaking such a venture alone held risks, so he turned to his MBA
classmate Brett Basik (also Darden class of 2018) for counsel and to explore a potential collaboration in
this next stage of their careers. They had discussed this idea before, but the timing had been off. Lee wanted
to see if Basik shared his sense that now was the time to start a search.

Basik, an Alabama native, had a complementary background to Lee’s, making him a solid potential partner
for a search process. He shared Lee’s alma mater, Auburn University, but he had majored in accounting
rather than engineering. After graduating college, Basik worked at global accounting firm Ernst & Young’s
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(EY) Birmingham office for four years and earned his certified public accountant (CPA) designation.
Concurrently, Basik served in the Army Reserves for several years, ultimately being promoted to captain as
a signal officer.

Like Lee, Basik wanted to pursue ETA after graduating from Darden but had chosen to gain further
corporate experience first. He had spent his MBA summer internship at a boutique investment bank, Moelis
& Company, in their mergers and acquisitions group in New York. After his MBA, he accepted an offer to
work as a full-time associate at another boutique investment bank, Evercore, in the New York office.

While at Darden, Lee and Basik often saw each other at ETA events and in different settings, and they
connected on their Southern roots and passion for the Auburn University Tigers college football team in
the famed Southeastern Conference. They recognized that their shared backgrounds, passion for small
businesses in the Southeast, and different skill sets positioned them well as partners.

Whereas Lee had an engineering mind and operational focus, Basik brought a meticulous, analytical nature
honed from his investment banking and accounting careers. As a CPA and veteran number-cruncher, Basik
was skilled at diligence, financial planning and analysis, working with lenders, and supervising accounting
and strategic finance. His expertise balanced Lee’s more hands-on approach to conceptualizing new
solutions and product lines, marketing and strategy, and the nuts and bolts of running an efficient
operation.

The two realized their combined skill sets would provide a balance between the qualitative and quantitative
aspects vital to launching a successful enterprise. Lee would serve as the energetic, people-oriented face of
the business while Basik operated behind the scenes, ensuring strict financial discipline. Their pairing
offered complementary strengths that gave them the confidence that they could navigate the multifaceted
search process successfully.

The last time they had discussed an ETA adventure, nearly two years had flown by since they had completed
their MBA degrees, and they both were quite entrenched in intensive, high-prestige roles at renowned firms
and were not prepared just yet to quit their jobs to go into the uncertain world of search. Their spouses had
become accustomed to the income, and so had they.

Still, both Lee and Basik had felt eager to apply their skills closer to home and restore some work-life
balance. Both friends felt restricted in corporate roles with predefined paths that did not fit with their values
and long-term goals. The COVID-19 pandemic also reminded them of the importance of other concerns
outside of resume building and working around the clock for a behemoth organization.

During 2020, the pair connected often, venting about their respective jobs and office politics and discussing
alternative paths. They realized a self-funded search presented an opportunity to control their own
destinies. Importantly, Basik was keen to return to the Southeast, where he kept close community ties that
aligned with Lee’s vision. So, when Lee contacted Basik in 2021, both agreed that the time had come.

Deciding the path forward

Geography was easy to pin down as the pair had decided early on to commit to exploring a search within
the Southeast region of the U.S. for family, cultural, and personal reasons. Alabama was a key focus state,
given that Basik was from Alabama, both had gone to college in the state, and Lee’s wife was also from
Alabama. Tennessee was also not too far away for Lee to visit his family there. Acknowledging that Alabama
may have a more limited opportunity set of potential targets but prioritizing family commitments, they
agreed only to explore opportunities within driving distance of Birmingham, Alabama. Concerning the
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structure of their search, their discussions continued. Would a traditional search model work better than a
self-funded search? And which focus sectors would be best suited for the pair?

While traditional funding sources could potentially accelerate their plans to launch a search sooner and
having a cap table of experienced investors could be beneficial as they entered this new arena, both agreed
that they preferred autonomy over having to report to an investor and board of directors. Furthermore,
both partners were keen to explore multiple business models that may not fit with the traditional search
scale and criteria.

In addition, both had been working in high-paying jobs for years and had been able to accumulate
significant savings. They decided to keep working and stack a few more paychecks and in the meantime,
start researching and exploring a potential search strategy on the side. They agreed a self-funded search
would be their best option. Acknowledging that Birmingham afforded the best market, given family
dynamics and Basik’s Alabama background, Lee and Basik committed fully to the search. Lee left his job
and moved to Birmingham to conduct more in-depth due diligence while Basik continued working full-
time in New York. A few months later, Basik quit his job and transitioned to Birmingham to join Lee in
reviewing opportunities.

The duo looked at various manufacturing and traditional blue-collar businesses such as HVAC, home
restoration, and plumbing. However, both were uneasy with the amount of debt required to fund these
acquisitions, and they questioned whether there might be other business models that could achieve higher
returns on capital while also allowing the partners to make a larger mark on the business.

We began having conversations with our network in Birmingham during the initial phases
of the search. We started getting nervous that we would spend two years searching for a
business and not getting a deal done, which prompted us to think about a franchise.

The franchise model of owning a business

As their research deepened, Lee took note of franchising’s potentially lucrative returns on capital. According
to the Franchise Disclosure Documents (FDD) (see Examining the Franchise Disclosure Document for an

overview of these documents) they reviewed - which contained detailed tables of average franchisee
tinancial metrics and returns - many franchisees achieved returns on initial capital of 20-25% after just a
few years of operation, well above the other businesses they had seen. Many of the franchise business
models did not require large amounts of capital to open a location that could generate high cash-on-cash
returns once stabilized, and the modular approach to increasing new storefronts step by step offered less
risk than going all in on one more significant business acquisition financed with a high amount of debt. Lee
also remarked that once a franchise model was perfected, it could lead to a “compounder” opportunity
where new locations could be opened at high returns on invested capital (ROIC). He noted that traditional
search fund acquisitions often do not provide such clear high-ROIC reinvestment opportunities that have
the potential to compound.

While using other people’s money in a search fund deal carried potentially greater reward, Lee saw franchise
investing as possibly offering comparable returns over time at lower risk. Established systems, proven
playbooks, and ongoing franchisor support mitigated much of the uncertainty faced in typical searches.

By joining a well-positioned emerging franchise concept poised for expansion, Lee and Basik would have
access to proprietary knowledge and brand strength that could expedite profitability better than
independent ventures or riskier search fund gambles. Both concluded that the franchise model would
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become increasingly attractive if the right opportunity could be identified. With the constraint of having
Birmingham, Alabama, as his inevitable base, Lee embarked on an exploration of franchising - a realm that
promised the allure of established business models coupled with entrepreneurial freedom. Yet this path
would not be without its challenges.

Finding the right franchise

Most popular franchise brands, like fast food restaurants, face twin challenges for aspiring entrepreneurs:
high entry costs and lack of local opportunities. Incumbent franchisees have often snapped up prime
locations, leaving few desirable sites. While mature national brands promise stability, approaching them as
a smaller, first-time franchisee often proves difficult. Lee recognized that established franchise concepts
prioritized larger, multi-unit operators for future growth. With no proven franchise track record himself,
standing out among the crowd was going to be a challenge.

That left Lee strongly considering nascent emerging brands — models creating buzz but still scaling up their
presence. On the one hand, fledgling concepts carry higher uncertainties as unforeseen obstacles often arise
early in a franchise’s evolution, and there is frequently a lack of brand recognition. In addition, higher risks
exist around untested unit economics and unrefined training programs.

On the other hand, younger brands allow new franchisees like Lee to get involved at the formative stages
to help shape strategic direction. Lee believed emerging concepts afforded better input and reward potential
if successfully established in new markets. They would also enable Lee to be the first to pick prime locations.
Additionally, they would provide expansion potential into nearby regions within a brand still far from being
overdeveloped by incumbent franchisees.

Weighing these factors, Lee acknowledged that starting an untested franchise carries notable risks.
However, without such a move, his ambitions risked foundering against barriers outside his control. He
determined that an emerging brand potentially offered the best platform to apply his skills to help a startup
thrive while carving out profitable territory for himself. The tradeoffs required diligent vetting, but the path
forward became clear.

In exploring potential emerging franchises, Lee found himself particularly captivated by the rising star of
the fitness industry: Orange Theory. This brand, with its novel blend of high-intensity workouts, had
experienced a meteoric rise in popularity. Since its founding in 2010, Orange Theory’s footprint had
expanded dramatically, ballooning from a few dozen initial locations in the first years to well over 1,000
locations, $1 billion in annual system sales, and over 1 million members (as of December 2023).? Lee was
specifically drawn to the attractive unit economics of such a business, with high revenue levels per square
foot. In addition to unit economics, he understood that absolute profit per location also needed to be high
enough to justify the work - he wanted the franchise he chose to see the potential for $200,000 EBITDA
per location - and Orange Theory had this potential. However, Lee was not the only one seeing this in the
market, and he realized it was becoming increasingly competitive to get an Orange Theory franchise license,
particularly in the state of Alabama. So, after a few weeks of investigating, he crossed that option off his list.

Lee was forced to search for lesser-known brands and discovered there were thousands to choose from. He
narrowed his search by filtering opportunities by his geographical constraints as well as his desire to obtain
a meaningful set of franchise licenses (at least 5 to 10), which implied newer franchise concepts.

Having decided to build his business via a newer franchise, Lee next turned his focus to what sectors were
of interest. He appreciated the consistent demand in the food and beverage sector, realizing he would need
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to look beyond the established names and explore new and unusual options. The growing wellness trend
was also of strong interest, but well-known brands were already saturating the Greater Birmingham market.
Lee wondered if these fitness fads would lose their popularity over time, especially in the event of a
recession. Lee also explored the potential of various service models, like auto and personal care, pet
grooming, and pet daycare centers, which tapped into the evergreen bond between pets and their owners.

In addition to exploring the various franchise sectors, Lee also assembled several other criteria. He knew
the franchise needed to align with his passion and reflect his core values and interests. It needed to be
tinancially profitable and practical, and there had to be a clear understanding of the initial investment and
projected returns. He also knew he was not just seeking ownership but wanted active involvement in both
strategy and operations. In addition, he realized the franchise he selected would have to be one that would
meet a gap in the Birmingham market, have sufficient ongoing demand, and be able to stand firm against
the competition. Lee felt the franchisor he chose to work with had to have a moat around the business.
Stickiness with customers grows as they build trust in a franchise’s process and as they build a familiarity
with the franchise’s people, increasing switching costs if customers look to go elsewhere. The winning
franchise also had to offer robust training, provide continual support, and have a vision for expansion that
matched his own: essentially, Lee wanted to be part of a brand that could hit 1,000+ locations - just like
Orange Theory had achieved.

After months of diligent research, Lee and Basik identified around ten emerging franchise concepts worthy
of deeper evaluation. Contacting each brand, they arranged interviews with the founding members of each
management team. Lee was keen to understand how each franchise would fit his objectives both personally
and professionally. After all the interviews were conducted, it was clear to Lee and Basik that one franchise
met their requirements the best - Scenthound.

Scenthound

Scenthound is a pet grooming franchise founded in 2015 by Tim and Jessica Vogel. Tim Vogel launched a
mobile pet grooming business in 2005 and developed the Scenthound franchise’s concept and standard
operating procedures over the subsequent decade. The company’s vision is to provide dogs with consistent
routine care that the Vogels felt the market was not providing. SCENT is an acronym that summarizes the
main care provided by Scenthound locations — Skin, Coat, Ears, Nails, and Teeth.

At each routine session (typically monthly) at a brick-and-mortar franchise location, the pup receives a
bath, ear clean, nail trim, and teeth brush, and the owner receives a Scent Check report card on the dog’s
health and where there are opportunities for improvement. Scheduling and data are also managed through
the Scenthound mobile app. Scenthound has a multi-unit operator strategy where they emphasize
partnering with franchisees committed to building up a single unit over one year and then building on their
team to expand to other locations in a local region. As of April 2023, Scenthound had opened its 50th
location and signed multi-unit franchise agreements for over 200 locations.

Scenthound’s founders’ goal was to establish subscription-based grooming shops nationwide through
selective franchising, which mirrored Lee’s aspirations. Other brands focused on single services or lacked
the infrastructure for aggressive growth. Convinced of Scenthound’s potential, Lee turned his attention to
researching how it could work in the Birmingham market. He found that significant opportunities existed
to serve an as-yet-untapped market, especially since Scenthound’s model was based on independent
operators. Big chains fell short with limited customized offerings. As an early Scenthound franchisee in a
relatively untouched geography, Lee believed he could apply his consultative skills to help refine operations
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from the ground floor. Successfully establishing core stores would prove the transferability of Scenthound’s
innovative model.

In the end, Lee felt that Scenthound provided the best combination of sophistication and bold ambition to
scale — traits that he felt were crucial for supporting multi-unit operators over the long term. The Vogels’
vision of bringing vital pet care to communities nationwide aligned fully with Lee’s entrepreneurial spirit
and the love for animals he had developed growing up on a cattle farm. It appeared that all roads were
leading him to Scenthound.

We realized that our achievements would increase the equity and brand value of the
emerging Scenthound brand. However, ultimately, the brand’s success would also accrue
to our strength in the markets in which we operated, leading to a stronger market position
in the long term. In addition, being one of the earliest franchisees in a growing brand would
give us a closer relationship with the management team and a better ability to build out
new stores in the future and acquire locations from other franchisees.

The pet grooming industry

Lee recalled a mentor from Darden advising him to “really focus on secular industry growth tailwinds”
when filtering opportunities in the search process. Both Lee and the Scenthound team realized that pet
populations were growing, as was average spending per pet within the U.S. This had translated to $123.6
billion in pet-related expenditure in 2021, according to data compiled by the American Pet Products
Association. Global investment management firm Morgan Stanley projected this figure will continue to rise
steadily, estimating a U.S. pet industry worth $277 billion by 2030.* This clearly indicated the secular
tailwinds that Lee was looking for.

Lee was also looking for a reasonably recession-proof business. Given that most people consider their pets
part of the family, he believed they would still want to ensure their health needs were met even in a
recession. In addition, given Scenthound’s low-cost entry price and efficient model, Lee suspected that its
service costs would not be so high that they would lead to cancellations in an economic downturn.

That being said, there was competition in the market. Big box retailers like PetCo and PetSmart had many
locations across the U.S. However, they primarily focused on the retail sale of pet supplies and accessories,
their grooming services lacked the customized attention and technical expertise of Scenthound’s model, and
their store layouts and designs did not emphasize the grooming experience or health benefits.

Our entire business - the messaging, branding, store layout, mobile app, all of it — is 100%
focused on grooming, making it a more seamless customer experience than the big box
retailers.

On the other end of the spectrum were the independent groomers. Their pricing was typically $50-$80
per grooming appointment versus Scenthound’s affordable base monthly membership of $35-$49. They
provided one-time haircuts but often skipped thorough medical checks of skin, ears, eyes, and teeth, and
their customer service and locations were inconsistent compared to Scenthound’s dedicated clinics. In
addition, the “mom and pop” groomers often were poor at customer service, marketing, and overall
business management, leading to a less competitive offering. Finally, specialty franchises like Bark & Co
and Wag N’ Wash offered full-service grooming in dedicated spaces. However, their locations remained
sparse, only reaching 5-10 sites each in major Southeast metro areas, and they relied on occasional
appointments versus Scenthound’s subscription model, which limited predictable revenues. Lee thought
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the services offered by Scenthound were sufficiently differentiated and that the market for them, including
their model, was not overly saturated.

Diving into the FDD

As Lee and Basik began digging into the FDD, they focused intently on the numbers. Unfortunately, there
was not much data because Scenthound and its model were such a new concept. Lee and Basik also had to
judge whether Scenthound would connect well with the Alabama market, which had different cultural,
demographic, and income characteristics compared to Florida, where Scenthound was founded.

According to Scenthound’s FDD Item 7, the initial investment to open a store would range from $311,000
to $485,000. This included $250,000 to build out the leased space, $50,000 for equipment, and the
remainder for franchise fees, soft costs, and working capital. Furthermore, Item 19 indicated that median
revenue for the top half of all operating units was $427,000, with operating expenses of $156,000,
yielding a $118,000 profit. For the bottom half of operators, the median net operating income was
$11,000, highlighting the dispersion in potential outcomes. However, it is important to note that only ten
stores had been open for more than 12 months, and even these were still relatively immature. Lee wondered
what the steady state EBITDA potential of these locations could be and how reliable these figures were -
perhaps there was a possibility for further growth in sales and profitability as the brand continued to
develop.

Scenthound had many appealing characteristics. It was growing and attracting franchisees. It provided
training as well as systems and support services for new franchisees. It tapped into America’s love affair
with their pets and had reasonable financial entry points.

The core management team appeared to have the relevant franchise experience; expertise in key areas like
operations, marketing, and finance; and the leadership qualities needed to support franchisee success and
brand growth. Overall, it seemed like a capable team to lead the Scenthound franchise system.

Taking the plunge

By mid-2021, Lee and Basik were convinced that Scenthound was the opportunity they sought. Lee and
Basik dove back into their franchise documents. The FDD detailed an average investment exceeding
$350,000 to get a new location operating, including working capital and marketing costs. Lee reckoned
$400,000 of total capital would be needed to construct and stabilize each location.

Lee worked with banks to achieve construction financing to fund the majority of the build-out costs, with
upfront equity funded by Basik and himself. Meeting with lenders, Lee and Basik leveraged their prestigious
MBAs and expertise working at top global firms to get basis points shaved off interest rates.

Franchise store locations and real estate

Lee had already signed leases in Birmingham with the blessing of the Scenthound head office. He aimed to
open his stores in areas with an average household income greater than $100,000 per year.

I had been told that the local market characteristics within a 5-mile radius of wherever I
was looking to invest were key, but also to watch for general secular trends that could
benefit the business area of the franchise in the long term.

Lee’s first franchise location was positioned centrally in a higher-income area of Meadowbrook in a mall
called The Village at Lee Branch. Meadowbrook is an affluent commuter suburb on the outskirts of
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Birmingham, surrounded by gated communities and golf courses. For his second location, he branched out
to the Homewood/Mountain Brook area, the most affluent community in Alabama, near downtown
Birmingham, with cafés, casual restaurants, and independent boutiques clustered around the quaint
Mountain Brook Village, Soho Square, and Edgewood.

People

Staffing brought new challenges. Lee posted openings broadly, but few applicants grasped Scenthound’s
innovative model and pay structure. Most groomers are accustomed to being paid wholly by commission
(typically 50% of gross revenues). Lee had to explain that getting paid by the hour was superior, given the
consistency of compensation. Even after diligent screening, his first hires often worked in the “mom and
pop” style, which did not fit the model well. Groomers not only had to have the requisite skills and care for
the pets, but they also had to manage a high volume of pets each day and ensure excellence and efficiency
in the services offered. “Our model offers single-length ‘wellness cuts,” whereas most groomers are used to
doing breed-specific cuts that take much longer to perform,” Lee stated.

Lee tried several strategies to solve the staffing challenges. Understanding the value of personal connection,
Lee took it upon himself to hire a talented manager named Bobby Turner, who had experience building
retail employee teams. Lee and Basik hired him as the manager of the first location and quickly realized his
great potential. From day one, he took extreme ownership of his responsibilities and was responsible for
hiring and firing across the team. As time passed, Turner took over more of the day-to-day duties, leaving
Lee to focus on processes, systems, culture, and new-store development.

Opening

Eight months after their ambitious multi-unit franchise agreement was formalized, Lee and Basik’s
pioneering Scenthound store marked its grand debut in February 2022. Nestled within the bustling Lee
Branch shopping center just off Highway 280, this flagship location commenced an audacious plan to
launch at least ten stores spanning the Birmingham to Nashville metropolitan regions. As the doors swung
open to welcome the community on February 1st, the anticipation and excitement was palpable, mirroring
the founders’ vision and the community’s enthusiastic support.

The opening week was a whirlwind of activity, characterized by a fervent push to deliver an unparalleled
customer experience. Despite the meticulous planning, minor hiccups inevitably occurred, testing the
team’s resolve and adaptability. These challenges, ranging from technical glitches in the scheduling
software to fine-tuning the service quality and speed of each of the groomers, were met with a proactive
and dedicated effort to identify and rectify them swiftly. This period was a crucial learning curve for Lee,
who often spent his evenings analyzing the day’s events, reviewing customer and employee feedback, and
devising ways to improve operational efficiency to continuously refine and enhance the business processes.

The pre-launch phase had seen a significant positive reception from the community, with the Lee Branch
location beginning to sell memberships well ahead of its official opening. This early engagement was a
testament to the community’s excitement and support for Scenthound’s entry into the Alabama market.
Basik announced during the opening that they were “on track to open with hundreds of members already
signed up in our Monthly Care Club,” which underscored the community’s anticipation of and the potential
for Scenthound’s successful expansion.

The challenges faced during the opening week did little to dampen Lee’s spirits. The overwhelming
community support and the hundreds of customers now depending on Scenthound’s monthly services
meant the numbers on his spreadsheets were now a reality - and both Lee and Basik felt the immense
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responsibility placed upon their shoulders to uphold their promises to new customers and the Scenthound
head office. It was a poignant realization for both partners that while the initial launch was an achievement,
it was merely the first step of a much longer journey toward realizing their vision for Scenthound’s footprint
in the region. This journey was about opening stores, building a longstanding brand synonymous with pet
care excellence, and establishing a trusted, high-quality offering in the pet care industry.

Stabilizing

Early success stabilized into predictable routines within three to six months after the first location opened.
Core membership topped projections as word about Scenthound’s services spread locally. Technicians now
flourished under Turner’s consistent coaching.

Although net membership grew each month, member cancellation (churn) was roughly 3% per month,
which Lee saw as high, but he hoped it would continue to improve as the model was refined and the brand
value grew. He noted that the churn was typically highest for customers within the first three months and
that churn was reduced once customers became accustomed to the membership model’s routine.
Additionally, Lee tested incentives like rewards programs and add-on services, which lowered churn rates
slightly. Still, he knew that continual innovation would be required to cement the member loyalty he needed
to pursue his expansion goals.

Lee viewed managing churn and customer retention as the most important factor in the success of a new
location. Churn is the life or death of a subscription membership business. A new location may sign up
many members early on, but there is inevitably a period where customers are figuring out whether it is a
good fit for them. Lee saw churn occur among early customers who did not get as much value from the
service. From there, he started to build a foundation of long-term members. In general, store churn typically
peaks 3-4 months into a store’s life and then trails off over the next 18 months. Another critical concept
Lee focused on was customer lifetime value (CLV). High churn correlates with lower customer lifetime
value. If CLV is lower than the cost of acquisition (CAC), the business model will not work - this was Lee’s
biggest fear. Lee observed that CAC fell over time as more leads came from word-of-mouth referrals than
paid Facebook and Google ads. In addition, luckily, CLV had increased (as churn was reduced) over time.

Lee had started to understand how to launch a new franchise location. Before launching his second location,
he ran several Facebook ad campaigns - and had over 200 signups before opening. This way, he was able
to get the ball rolling early by filling the first month with initial appointments to sign up new members.

Employee training and turnover continued to be a challenging point. Prior to launching Scenthound, Lee
had had very little experience working with workers near minimum wage. He tried to find employees who
were passionate about pets and animal care and give them pride in their work by having them complete a
Scenthound certification program called “Trimmer Training” over a six-month period. However, before
launching the brand, he had not expected - and therefore was not prepared for - the human resources
component to be such a challenge and a key bottleneck to the company’s growth.

Lee persevered, however, and the company began to grow. As of the date of this case, Lee had been operating
his first location (Lee Branch) in the Meadowbrook suburb for 18 months and had achieved around 800
members, bringing in about $50,000 per month in revenues. His Mountain Brook location opened in late
2022, with the opening led by Bobby Turner, the manager of the Lee Branch location. In April 2023, Lee
opened the Hoover location in a southern suburb of Birmingham. In Q1 2024, the company is looking to
open a store in Trussville, which is also in Birmingham.
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Looking to the future

Lee leaned back in his grandfather’s chair in his office and channeled his presence. He wondered how the
next few years would go as he rolled out new franchise locations. He and Nancy Jane had twins about to
turn three, and their first child was five years old. Basik, his business partner, had returned to work full-
time as a director of mergers and acquisitions at PRADCO Outdoor Brands in Birmingham. Basik
continued to work on the side advising Lee but did not intend to return full-time as both Lee and Basik
agreed that two operating partners would not be required. This led to the restructuring of the partnership
agreement for the first multi-unit partnership and a revised structure when Lee and Basik purchased an
additional 10-unit franchise license.

At times, Lee could not help but think he had taken too much risk in making this career move. While his
household costs had increased, he still was not collecting a full-time salary. In fact, earnings from his family
business back in Tennessee were covering his expenses for the time being while he continued to scale the
Scenthound locations until he had a handful of seasoned locations that could cover a CEO salary. Lee
wondered if this timeline would take longer than initially expected and if this would add additional pressure
to his relationships with his wife and Basik.

He had just signed a lease for a fourth location, which he wanted to complete construction on within six
months. While the initial results were promising, Lee still had doubts gnawing at him. Chief among them
was churn, which still remained higher than desired after 18 months. Getting members to stick to the
monthly routine was proving tougher than he had first expected.

Then, the overarching question was whether Scenthound’s model could be sustained. It had yielded strong
performance at one location so far, but could that really translate to consistently profitable operations across
four sites in Birmingham and six potential locations in Nashville? Until multiple locations seasoned, the
true unit economics would remain uncertain.

Expanding into Nashville as they had planned also carried immense uncertainty. Even if the market
assessment seemed favorable, success was far from guaranteed. Lee wondered how many locations it would
realistically take to validate franchising Scenthound on a grander scale. He would also need to rebuild the
systems and infrastructure in the Nashville area and hire a new groomer trainer and area manager who
would hopefully be as effective as Turner. Such a person would be hard to find.

Looming even more prominently was the threat of economic turmoil. With a potential recession on the
horizon as inflation reared its ugly head and with cost pressures rising, could Scenthound’s value
proposition retain consumer commitment? Or might a downturn expose weaknesses in the model or brand?
And would the threat of higher interest rates lead to burdensome interest payments on current locations
and reduce debt capacity for new location roll-outs?

Weighing all these concerns, Lee faced a dilemma. Should he proceed cautiously in Birmingham, slowing
growth to reduce risks as outstanding questions lingered? Or must he maintain an aggressive expansion
into Nashville to stake Scenthound’s claim before competitors emerged, built brand awareness more
rapidly, and gathered valuable multi-unit data ahead of him? The path forward remained unclear as Lee
strove to determine the franchise’s true viability and potential.

Lee imagined his grandfather’s encouraging smile, felt the strength of his family’s legacy, and realized he
could make the right decision.
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Exhibit 1: Map of Lee’s Scenthound Locations as of October 2023
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Exhibit 2: Key Financial and Operating Assumptions

Average Membership $

Packages % of Total Members Price/member Weighted
Escentials 73% $35.00 $26 25
Escentials + 20% $45.00 $9.00
Unlimited 9% $65.00 $325

Weighted Avg $38.50

Revenue Split
Add-on Membership Retail Refund/Fees
% of Membership 75% 100% 1% 2%
Labor Rates
Role Scent Tech Groomer Trainee Assistant Manager
Base Rate $12.00 $15.00 $13.00 $17.00
Approx Taxes/Benefits $1.44 $1.80 $1.56 $2.04
Hours/Month 206.4 2064 206.4 2322
Cost/Employee in Store §2774.02 $3,467 52 $3,005.18 $4.421.09
Scent Tech Capacity
Dogs/ST/Day 10
Days/Month 2598
Dogs/ST/Month 2598
Approx 250
Rent
Size (sq ft) 1,300
Base Rent/sq ft (annual) $30.00
CAM/sq ft $7.00
Total Cost (annual) $48,100.00
Corporate Allocation
Area Manager & Sales Team Compensation $150,000.00
Number of Stores 4
Allocation (per store) $37,500.00
Interest Expense
Loan Size $275,000.00
Interest Rate 10%
Interest (annual) $27,500.00
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Exhibit 3: Prototypical Store Performance - First 18 Months

Month

Members

Service Revenue
Membership Revenue
Retail Revenue
Refund/Fees

Total Revenue

Scent Techs

Groomers

Trainees

Assistant Manager

Total Payroll

Shop Supplies (soaps, tools, etc)
Total COGS

Gross Profit

Rent
Utilities
Repairs

Franchise Royalty, Marketing, Tech
Fees

Advertising and Marketing
Insurance

Software

Credit Card Processing
Travel, Meals, Entertainment
Total Other OPEX
Corporate Allocation
EBITDA

Interest Expense

Net Income
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Steady State
Annualized

1 2 3 4 5 6 7 8 9 10 1 12 13 14 15 16 17 18
150 195 240 285 330 375 420 485 510 555 600 845 690 735 735 735 735 735 735
$8,663 $9760 $11,088 $10424 $9529 $10828 $12,128 $13.427 $14,726 $16,026 $17,325 $18,624 $19,924 $21223 $21,223 $21223 $21,223 $21,223 $254 678
$5775 $7,508  $9,240 $10,973 $12,705 $14438 $16,170 $17,903 $19,635 $21,368 $23,100 $24,833 $26,565 $28,298 $28,298 $28,298 $28,298 $28,298 $339,570
$58 $75 $92 $110 $127 $144 $162 $179 $196 $214 $231 $248 $266 $283 $283 $283 $283 $283 $3,396
$116  -$150  -$185  -$219  -$254  -$289  -$323  -$358  -$393  -$427  -$462  -$497  -$531  $566  -$566  -$566  -$566  -$566 -$6,791
$14,380 $17,192 $20,236 $21,287 $22,107 $25121 $28,136 $31,150 $34,165 $37,179 $40,194 $43,200 $46,223 $49,238 $40,238 $49,238 $40,238 $49,238 $590,852
1.5 15 15 15 15 2 2 2 2 2 3 3 3 3 3 3 3 3 3
0.75 0.75 0.75 0.75 0.75 1 1 1 1 1 15 15 15 15 15 15 15 15 15
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 05 0.5 0.5
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
$14,188 $14,188 $14,188 $14,188 $14188 $16,442 $16442 $16442 $16442 $16442 $20,950 $20,950 $20,950 $20,950 $20,950 $20,950 $19,447 $19.447 $233,364
$1,000 $1,100 $1,200 $1,300 $1400 $1,500 $1,600 $1,700 $1,800 $1,900 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000  $2,000 $24,000
$15,188 $15,288 $15388 $15488 $15588 $17,942 $18,042 $18,142 $18,242 $18,342 $22,950 $22,950 $22,950 $22,950 $22,950 $22,950 $21,447 $21447 $257,364
-$808  $1,904 $4,848  §5799  $6,519  $7,179 $10,094 $13,009 $15923 $18,838 $17,244 $20,259 $23,274 $26,288 $26,288 $26,288 $27,791 $27,791 $333,488
$4,008  $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008 $4,008  $4,008 $48,100
$400 $500 $600 $700 $800 $900  $1,000 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200  $1,200 $14,400
$200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $2.400
$1,204  $1547  $1,821  $1,916  $1,990 $2,261 $2,532  $2,804 $3,075 $3,346  $3,617 $3,889 $4.160  $4431  $4.431  $4.431  $4431  $4.431 $53,177
$3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000  $2,000 $24,000
$370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $370 $4.440
$260 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $250 $260 $3,000
$405 $484 $570 $599 $622 $707 $792 $877 $962  $1,046 $1,131 $1,218 $1,301 $1,386 $1,386 $1386 $1,386 $1,388 $16,629
$50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
$9,977 $10409 $10,869 $11,093 $11,200 $11,746 $11,202 $11,759 $12,115 $12471 $12,827 $13,183 $13,539 $13,805 $13,895 $13895 $13,805 $13,895 $166,745
$3,033  $3,033  $3,033  $3,033 $3,033 $3,033 $3,033 $3,033 $3,033 $3,033  $3,033 $3,033 $3033 $3033 $3,033 $3,033 $3,033  $3,033 $36,400
$13,819 -$11,539 .$9,055 -$8,328 -$7,805 -$7,600 -$4,142 -$1,783  $775  $3,333  $1,384 $4,042 $6,701 $9,350 $9,350  $9,359 $10,862 $10,862 $130,342
$2,292  $2,292  $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2,292 $2.292 $2,292  $2,292 $27,500
$16,110 -$13,830 -$11,346 -$10,619 -$10,096 -$9,892 -$6,433 -$4,075 -$1,517 $1,042  -$908  $1,751 $4,409 $7,068 $7,068 $7,068 $8,570  $8,570 $102,842
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Exhibit 4: Scenthound FDD

Link to Scenthound FDD
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