Executive Summary
To: George Tramotini
From: Trevor Patterson
Subject: Granite slab creamery 
Date: November 3rd, 2010
Problem: What options does George have for receiving 300,000$ to fund his franchise?
Alternatives: 
· Status quo 
· Bank loan 
· Venture capitalists
· Angel investors 

Facts Considered:
· George has dreamed of being self-employed 
· He is single and has not acquired any debts 
· George’s parents savings are locked away in retirement funds 
· George needs 300,000$ to start the franchise 
· George has recently graduated the Telfer School of Management 
· George’s parents are interested in helping him 
Recommendation:
	It is recommended that George get a loan from the bank for the 300,000$ that he needs to open his own Granite Slab Creamery. In the immediate term, George will first need approximately 25% of the money necessary to receive the loan from the bank. Since it is evident his parents would like to help him, they can do this by putting a home equity line of credit for 75,000$ on his parents’ home with a rate of approximately 5%. This allows for a very simple way for his parents to provide support, and will allow for George to acquire his loan. In the short term, George must continue to manage his profits sensibly in order to maintain monthly payments on the loan acquired from the loan while also continuing to pay the 5% of the home equity line of credit. In the long term, George will look to have his loan re-paid in full that he received from the bank, while also re-paying the 75,000 as long term eventually the house on which the line of credit was taken out on will be sold. George’s franchise will eventually be his own, and this is George’s best option of acquiring 300,000$.
Assumptions
· George’s parents’ home is valued at a minimum of 300,000$ 
· George has a very good credit rating, because it is very rare that a student graduates university escaping any debt which was stated in the case
· The house in which George’s parents live in will eventually be sold, which could even occur through inheritance should it take that long. This is non-negotiable in order for this specific plan to succeed, as the 75,000$ line of credit gets paid once the house is sold. 
· George is an only child and his parents do not have the worry of expenses for any other children in the family. 


Statement of the Problem 
Primary Problem: George needs 300,000$ in order to open his own Granite Slab Creamery in Ottawa. 
Satellite Problems:
· George’s Parents are very interested in helping him, but it appears that most of their money is locked away in retirement funds that cannot be accessed at this point.  Seeing as this is the case they will not be able to directly fund him with their savings.
· In order to receive a loan, George will need to acquire approximately 75,000$ to be used as a down payment. If he is unable to acquire this money in time then the bank will most likely decline George’s request for a loan. His good credit rating will also help him in this situation as he is more reliable then someone who has other debts carried along with them.



Alternatives 
Venture Capitalists: This would be an extremely unlikely option for George, but as someone looking for extreme financial aid in such a short period of time, all of the options must be considered. The odds of George’s proposal even being considered by Venture Capitalists are extremely slim. These funds are pooled by others and a management team of Venture Capitalists is put in charge of managing it and they are in the market for proposals with extremely high return rates. If George’s proposal were even considered, there is a very good chance that the amount they would be asking would not be a practical for his future plans. There is an intake person that works for Venture Capitalists that look through the hundreds of proposals and look to find the perfect one, so George would need to find one interested specifically in his field. 
	Pro’s
	Con’s

	· George would get valuable advice and management expertise offered by the venture capitalist
· As extreme profits are their main goal, George would probably make more money
· George would receive the necessary funding to purchase his own franchise 
	· The return given to the venture capitalists would be much greater than any other option
· The chances of acquiring the money from a venture capitalist are slim to none
· Profit is their only goal, they do not have the time to deal with failure or sentimental issues 
· Usually a business’ with less than a 1 million dollar value is not considered 
· They have a tendency of taking advantage of beneficial propositions with inexperienced managers.  
· Usually identified as a last resort due to their greedy demands. 
· Generally speaking, usually venture capitalists take a portion of the profits even after the loan is repaid



	George could seriously benefit from the management expertize offered by the Venture Capitalists, they are extremely experienced and could most definitely offer George ideas to reach maximum profit. George would also receive the financial support necessary to first purchase his ice cream franchise. However, there are a great deal of risks and downsides to going into business with venture capitalists. They do not base anything on human relations, it is strictly about profit. Also, they are in this field to make as much money as they possibly can, so they have no problem taking advantage of a good idea and using it themselves. George would be putting himself at somewhat of a risk because although he is completely educated he is not experienced in this specific area. There is also an extremely large chance of this alternative not even being considered because Venture Capitalists can go through a couple hundred offers before they find the one that they would like to grasp onto and grow.  This probably isn’t the best option for George seeing as they return demands of Venture Capitalists is very high and George is not looking for someone to be reaching into his funds even after he’s repaid his start-up costs.

Angel Investors: Unlike Venture Capitalists, these potential investors are generally using their own money, and are based more on trust and limited liability rather than strictly focussing on the investment. This is an extremely viable option for George as the loaning of Angel investors generally averages a couple hundred thousand dollars and usually cannot consider anything above 1 million dollars, although the range is not set. Angel investors have a very high failure rate, so if George’s franchise fails, they would lose a very large portion of the investment. However, if George’s franchise succeeds, then the return rate for the angel investors would be very large since they took the risk of investing their money. George should definitely consider this as a possibility and the funding would be much easier to obtain compared to the Venture Capitalist route. George would receive the investment that he requires in order to start his business, but as they are a limited liability, and trust based finance option, the risk they are taking comes with a high payoff should George’s business succeed. 
	Pro’s
	Con’s

	· More easily attainable than most other options 
· Added value towards the community and the geographic area of the franchise 
· Offer knowledge to starting companies and franchises 
· Fairly low monthly fee’s 
· Involve themselves in high risk investments
· Provide the necessary 300,000$
 
	· Can be fairly costly
· Not every angel investor is trying to benefit the franchise, some have greedy intentions 
· Can be controversy over the amount of power given 
· Not nationally recognized
· No involvement after the initial pay-off. 



	This option seems great for George, there are many pro’s that fit his perfect needs. There are not many financial options that allow for him to receive this money without a large chance of being declined. He would also benefit from the managerial and business skills that they would provide.  Although, there is one part of going to angel investors that isn’t too practical for George. Generally, Angel investors help new business’ start, so they take a very large risk in hope for a large pay-off. In George’s case, he is purchasing his own franchise, which has been proven successful and has over 350 stores world-wide. So with such a high chance of success, the Angel investors would most likely be more interested in this opportunity than George because the franchise has great odds of succeeding and at the same time almost guaranteeing a large pay-off for the investors.  George has asked us how to acquire the 300,000$ and the assumption is that he would like the least amount of additional fee’s added to borrowing this money. Seeing as a successful franchise is almost guaranteeing the success and a high pay-off to the Angel investors, this is definitely an option, although most likely not the cheapest for George. 

Status quo:
	This option would be extraordinarily difficult for George because this would involve raising 300,000$ himself in time for him to purchase the franchise before his opportunity was lost. An option such as this would be nearly impossible to do, as he would have to raise the money without any added financial support. Fund-raisers, sales of his own equity, and anything else at all possible that could be done to raise money.  This option must be considered, although the likelihood of a university graduate straight out of school being able to raise 300,000$ in a very short period of time is slim to none. 
	Pro’s
	Con’s

	· There would be no interest on money raised by himself
· Fundraisers would increase community involvement and awareness
· He would gain responsibility from raising the money 
	· He is putting the franchise in serious jeopardy as if he does not raise the money is chance may be lost
· Odds of raising 300,000 in a short time frame is nearly impossible 




Although it would be ideal for anyone to be able to raise this kind of money on their own, it unfortunately just is not entirely possible short of a miracle. If it were possible to raise that kind of money so quickly then no one would ever have to go to the bank for a loan. They would simply try and raise the funds themselves and avoid the interest. However, if it were accomplished, the benefits of fundraisers would be great for the community because it would spread awareness of the opening of the franchise and also indicate that George cares about his community and wants to contribute, give back and show that he is not strictly in this business for making a profit.  This would be a great option for George if it were likely that he would be able to raise the money, as it would be for anyone looking to be a franchisee. Although this is not the case, and since George is very interested in this franchise, he would be much better off to find something concrete as opposed to chancing this opportunity to avoid the interest costs. 
Bank Loan: Most likely the most common option for lending money, and with the economy the way it is as of right now interest rates are fairly low. This allows for a very good situation for George if he can get a down payment for a loan. The problem here is that he is going to need to give 25% of the loan upfront in order to be able to receive the loan in full.  George’s parents seemed very interested in the idea of him having his own franchise and would like to have helped but there money is locked away in retirement funds. Although there is an option that they have not considered, which would be taking out a 75,000$ home equity line of credit on their house. George’s parents have a house valued at 300,000 and they are going to take out a line of credit with a 5% rate. This allows for George to receive his loan and maintain a very reasonable interest rate.  This option should be seriously considered by George because he will apply for a fixed rate loan with an amortization period of fifteen years on three five year terms, and it is guaranteed the interest rates will be low for the first term of the loan. 
	Pro’s
	Con’s

	· Parents can help George as they had hoped
· As for additional payments on top of the 300,000$, this will be the cheapest option for George
· His credit rating will increase as long as he maintains true to his payments 
· George will receive the money necessary to finance his franchise 
· George will only have to pay 5% of the 75,000$ until his parents have sold their house
· George will have 100% of the business and will not lose a percentage which is possible when dealing with investors
	· Although extremely low, there is potential for George’s loan to be declined
· Interest rates for the second and third term of the loan cannot yet be determined 
· Unlimited liability if the enterprise is unsuccessful 



[bookmark: _GoBack]	This seems to be the best option for George; it enables him to have a reliable source of funding while also being the cheapest of the viable options. George would need to discuss with his parents taking out the 75,000$ line of credit on the house, and once that was confirmed he would be ready to apply for his loan. As a university student with no debts, a great credit rating, and also 25% of his loan already in hand, there is literally no chance that he his loan will be declined. There are more steps necessary in this particular alternative, but for someone who is looking to open their own franchise it is most definitely worth it to avoid as much unnecessary debt as possible. By taking out the line of credit, George is able to receive help from his parents, but this option allows for them to help without being drained financially. They are only part of this loan to approve the line of credit that George will be paying the 5% of, and he also will pay the 75,000$ once the house is sold. Once he has received this money, he can take it to the bank and request a loan for 225,000$ with a fixed interest rate of 6%, with an amortization period of 15 years on three five year terms. Although interest rates cannot be predicted for the second and third term of the loan, the interest rate for the first term is very reasonable and there is an excellent chance that the interest will equate to much less than the asking price of the Angel investors or the Venture Capitalists. George already has an impressive credit rating, and as he manages his money and is true to his loan payments his credibility will only continue to rise making it possible to attain more money and pay it off long-term should it be necessary. Another benefit of receiving the bank loan is that George will have own 100% of his location, which is not a guarantee when dealing with other investors. This option is very beneficial for George as he will spend the least amount of money as well as maintain full control other than the already established franchising limitations. 



Recommended Solution
George Tramotini is extremely interested in purchasing his own Granite Slab Creamery franchise, although he is unsure about how he should obtain the 300,000$ necessary for start-up costs.  The most viable option for George is to get a 75,000$ home equity line of credit on his parents current home to make a down payment in order to receive the rest of the loan which would be 225,000$.  This is the best option for George as it is best suited to his current situation. As a recent university graduate, it is remarkable in the first place that he has managed to graduate without any current debts. Since this is such an impressive feat, it is fair to assume that the cheapest option is the best solution for George. 
	There would be no combination of the alternative solutions just because this would only make for a more complicated situation. If George is borrowing money from more than these sources, he will have interest on multiple financial sources that will become difficult to manage as well as drag him into more debt than necessary. With this solution he is keeping his interest rates much lower than the average percentage asked by Angel investors or Venture Capitalists, and he is also able to maintain 100% of the ownership of his location. 
	George’s parents were eager to help him with this opportunity and unfortunately could not access their savings because they are in retirement accounts. With this option it allows for George’s parents to provide him with the support that he needs to get started without asking anything from them financially as long as he is able to maintain payments on the line of credit. Also he will have to pay off the 75,000$ once the house is sold and eventually that will take care of the remaining debt that he owes. 
	Although George is faced with an unlimited liability situation, he can feel extremely comfortable because in researching the franchise it is clear that this franchise has built an excellent reputation which is expanding rapidly throughout the world. There is a very low chance of failure with such an established chain with so many locations, that unlimited liability is a risk that is definitely worth taking in a situation such as this. 
	George’s interest rates for the second and third term will depend on the economy at the time, and of course the monthly payments that George is able to make. Although this is somewhat intimidating because there is no definite number, George can still be fairly certain that he will save money in this situation as opposed to the other options available to him. 
	The best way for George Tramotini to receive his 300,000$ necessary for start-up costs would be to receive a loan from the bank after opening a line of credit on his parents property to make the down payment. 


Implementation
Immediate Action: 
· George must first discuss with his parents the idea of taking out the line of credit on their current home, telling them his plan and acknowledging that he will be paying the 5% required.
· Once approved, his parents must make the agreement with the bank and take out a 75,000$ home equity line of credit with a 5% interest rate. 
· Once the 75,000$ has been received, George will then go to the bank, explain his situation, and apply for the loan. 
· Once he has received confirmation from the bank that his loan has been approved, he will then have received the other 225,000$. This will be a loan with a 15 year amortization period with three five year terms; the first would have a 6% interest rate. The interest on the other two would be determined at the beginning of each term. 
· George is now able to take 300,000$ to Granite Slab Creamery and open his own ice cream franchise. 
· George must make a plan as to how he would like his franchise to be run, and who he would like to have working for him.
· George must take care of all the necessary duties of opening a franchise before the first day of business.



Short Term Action:
· Now that George has started up his franchise, his main goal now is to be responsible with his earnings. Judging by the success of the chains so far, George will most likely have a successful franchise
· With the success of his franchise, he can potentially increase monthly payments if his profits exceed what he was expecting in order to pay off his loan quicker
· George must send money to his parents in order for them to pay off the interest on the line of credit
· George will make regular check-ups with the bank and his parents to ensure everyone is happy with the way he has managed his money.

Long term Action:
· George should be well on his way now and will have a complete understanding of what he needs to do in order to have his loan paid off on time. 
· He will maintain regular check-ups with his both parties of financial support to ensure happiness and organization on both parts. 
· At the 5 and 10 year point George will have to have his interest rates increase or decrease on the 225,000$ that he received from the bank and he will have to alter his finances in order to accommodate the conditions of the fresh term.
· Eventually, long down the road when George’s parents’ house is sold he will have to pay off the 75,000$ line of credit that his parents have generously allowed to be taken out on their home. 




Granite Slab Creamery





George Tramotini
Trevor Patterson 6104039
November 3rd, 2010
Professor Koppel 
Alisenne Boxall
In partial fulfillment of the requirements of ADM 1300
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