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lllustrative Capital Risk Review

Sample deliverable for prospective clients

Prepared by Scott Lyons

This is an anonymized sample of an FCRA Financial Risk Review. Real client deliverables
are built around your specific franchise, capital structure, and assumptions. This illustrates
the depth of analysis, the quality of the recommendation, and what you can expect to
receive.

Executive Summary

Recommendation: Do Not Proceed under the current structure and assumptions.

This illustrative review reflects the type of conclusion reached when the capital required,
expected return profile, and downside exposure are not adequately supported by the projected
path to cash-flow break-even after debt service.

The primary issue is capital survivability during ramp, not whether the unit may eventually
become profitable in a mature state.

In reviews of this kind, the common pattern is that:

e Once realistic startup costs, contingency, and working-capital needs are factored
in, the all-in capital required appears meaningfully higher than originally disclosed.

e Early economics are weaker than mature-store assumptions suggest because labor and
system fees consume a larger share of revenue during ramp.

e The baseline case may still fall short of full debt-service coverage through the first
several years, even when operating income improves over time.

e The downside case can create a funding gap beyond the original working-capital
reserve, making runway risk the decision-critical issue.

The central conclusion in a case like this is that the buyer is assuming too much guaranteed risk
relative to the likely return and the amount of liquidity required to survive a normal, imperfect
ramp.



Engagement Overview

Purpose

Assess whether the projected return profile justifies the capital required and the guarantees
attached to the lease and loan. Additionally, determine whether the business has enough
liquidity to survive ramp through cash-flow break-even after debt service.

Key Question

How much capital is realistically required to open the unit, carry the business through ramp,
and absorb ordinary execution friction if revenue builds more slowly than projected?

Inputs Typically Reviewed
A live FCRA review typically considers a mix of the following:

e Franchise Disclosure Document and franchisor assumptions

e Buyer use-of-funds budget and capitalization plan

e Build-out estimates, contingency assumptions, and opening timeline

e Unit-level operating assumptions and benchmark economics

e Debt structure, payment burden, and guarantee exposure

e Revenue ramp assumptions and local market context

e Validation calls or operating observations from newer and more established units

Analytical Approach
The analysis is built around underwriting discipline rather than optimistic projection logic. The
focus is not whether a concept can produce attractive margins at maturity under favorable

conditions. The key concern is whether the structure can handle opening risk, ramp variability,
and debt service without becoming capital-fragile.

Capital Efficiency Snapshot

For a service-based franchise project with meaningful capital at risk, the first question is
whether the likely earnings profile can justify the investment required.

That means evaluating more than whether the unit can eventually become EBITDA positive. It
means asking whether the mature earnings potential is strong enough to compensate the buyer

for:

e the size of the upfront investment,



e the time required to reach stabilization,
e the operating volatility of early-stage ramp,
e and the guarantees attached to the deal.

In a case like this, the capital intensity is high relative to the confidence level of the return
profile. Even if the business can improve operationally over time, the projected economic
outcome may still not be attractive enough once the buyer’s true risk exposure is considered.

A project can be operationally viable and still fail the capital-efficiency test.

Ramp Economics Analysis

The core issue is not whether the model can show operating improvement over time. It is
whether the business can absorb the cash burn required to get there after debt service.

Relative to initial assumptions, ramp often proves materially heavier in practice. Labor runs
above mature-store targets early, and the fee burden is more severe during ramp because
royalties, technology, brand, and digital fees consume a larger share of revenue while sales are
still building. In practical terms, those costs behave more like semi-fixed expenses during the
first year than many buyers expect.

The result is a longer path to cash-flow break-even and a meaningfully higher working-capital
requirement than the original capitalization plan may suggest.

This is often where the risk profile changes. On paper, the business may appear manageable. In
practice, the unit must absorb payroll inefficiency, underutilized capacity, marketing intensity,
and debt service before scale is achieved. That makes the early months more fragile than the
franchisor’s steady-state economics imply.

Baseline Cash-Flow Coverage

Under a baseline case, the question is whether improving operating performance is enough to
produce adequate cash-flow coverage after debt service during the first several years.

In the type of review reflected here, the answer is often no.
Even with annual operating income growth, the business may still not achieve full debt-service

coverage during the ramp period. This distinction is important. A business can show improving
store-level economics and remain undercapitalized from an ownership perspective.



That means the practical burden of the model is higher than it first appears. The buyer is not
simply waiting for profitability. The buyer is funding the gap between early operating
performance and the level of cash generation required to carry the full capital structure.

When that gap persists for too long, the risk shifts from “can this concept work?” to “can this
buyer survive long enough to find out?”

Downside Analysis

A prudent investment review cannot rely only on a baseline case. It must include a downside
case that tests what happens if ramp is slower, opening costs are higher, or operating leverage
takes longer to develop.

The purpose of the downside case is not to predict failure. It is to determine how much runway
the buyer really has if the first year does not go according to plan.

In a review like this, the downside case commonly shows that:

e cumulative burn extends materially beyond the original working-capital reserve,

e additional liquidity would likely be required to maintain normal operations,

e and management decisions become constrained by cash rather than driven by sound
operating judgment.

That matters because liquidity pressure usually leads to cutbacks in labor, marketing, or both.
Those cutbacks can slow the ramp further, reduce service quality, or impair customer

acquisition and retention. Once that happens, the downside case can become self-reinforcing.

This is why runway risk becomes the decision-critical issue. A deal does not have to be doomed
to be unattractive. It demands too much going perfectly, too soon, with no margin for error.

Decision Implications

Recommendation: Do Not Proceed under the current structure and assumptions.

Capital fragility is the core issue. Even if the model improves over time, the business may still
fail to generate sufficient cash flow to cover debt service during the period when risk is highest.
If the downside case requires additional capital beyond the original funding plan, the buyer is

effectively entering the deal with limited tolerance for ordinary ramp variability.

That makes the structure too exposed.



The issue is not whether the concept could work eventually. The issue is whether the buyer is
being adequately compensated for the capital intensity, early cash burn, and downside
exposure embedded in the investment.

Bottom line: the deal may be operationally possible, but the buyer is assuming too much
guaranteed risk relative to the likely return and liquidity tolerance of the structure.

Risk Allocation
Another important lens in a review like this is risk allocation.
In many franchise investments, the buyer absorbs the most direct downside:

e lease guarantees,

e loan guarantees,

e build-out overrun risk,

e early labor inefficiency,

e ramp execution risk,

e and any additional working-capital need that emerges post-close.

At the same time, much of the economic upside remains uncertain until the unit proves it can
stabilize, build repeat demand, and support mature margins in the local market.

When a deal is structured this way, the buyer must be especially disciplined. If downside is
highly visible and contractually fixed, but upside still depends on unproven ramp execution, the
required return threshold should be higher, not lower.

If the Buyer Chooses to Pause

A strong review does more than say no. It identifies what would need to be true for the risk
profile to become more acceptable and what information should be gathered before more
capital is committed.

Typical next-step requests include:

e updated performance from a broader set of operating units,

e later-stage ramp data to validate stabilization timing,

e verified build-out bids and more realistic contingency planning,
e atighter opening timeline and delay-risk assessment,

e local marketing conversion assumptions,



e better visibility into repeat-customer durability,
e and a revised capitalization plan that provides comfortable runway rather than a thin
reserve.

If additional evidence materially improves confidence in the speed of ramp, the durability of
demand, and the adequacy of the capital plan, the recommendation could become more
constructive. But without that proof, caution remains warranted.

What a Client Typically Receives

The full paid review is more detailed than this sample, but a live client deliverable typically
includes:

e Executive recommendation with rationale

e Capital survivability and working-capital analysis

e Ramp economics review tied to real operating behavior

e Baseline and downside cash-flow coverage review

e Decision implications linked to guarantees and liquidity exposure
e Key diligence questions that still need to be answered

e Clear explanation of the specific risks most likely to impair returns

Depending on scope, the engagement may also include supporting schedules, sensitivity
outputs, summary assumptions, and selected appendices.

lllustrative Closing View

The value of a review like this is not in proving that a concept can work under favorable
conditions. It is in determining whether the buyer should commit capital before that proof
exists.

That is the role of FCRA: to provide an independent view of the risk, the capital burden, and the
downside exposure before the decision becomes irreversible.
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