Hairdressing business
financials

Cost of business = goodwill = 1 year’s net profit


Net profit = gross income of owner – 50K (if the owner cuts hair)


Net profit margin = net profit / (rent + salaries)

A high net profit margin ratio, say 15% - 20% is safer because revenue has to fall further before the business becomes loss-making. Also less leverage to increasing profit but this doesn’t matter in consideration of the negative risks.

Beware of structures like the business operating through a trust etc. to get the real net profit / owners salaries figures
Make sure a long lease is locked in.

Put down 30% - 50% of cost in cash, remainder to be paid over 2 years

Say 40K net income


20K cash paid


10K p.a. over two years paid


Leaves 30K net income from the business (for first two years then 40K maybe)

How much working capital is needed? Maybe 4 – 6 weeks expenses, say 20K for a 40K cost / 200K revenue business (although this is not allowing for still working in a job with money coming in).

Keep the previous owner’s trading history financials for future bank loan applications especially an overdraft.

Try to stick to basic haircare business but optional extra services include: solarium, beauty/manicure/pedicure, massage, rent station to a self-employed hairdresser (apparently), sale of shampoo etc, sale of other products like gifts/plants, promotions e.g. refer-a-friend for a discount, gift packs with another business e.g. massage/hair pampering for birthday, send out letterbox flyers with discounts.

Try to run the business as a vanilla basic salon to get 6 months clean trading figures before attempting other services?

Check monthly trading figures if possible to look for seasonal patchy income e.g. January summer holidays when people go away.

Advantages: simple cashflow business, cheap to buy, lots available, essential service with low sensitivity to seasons/economy, scope for improvements through added services, low chance of being completely ignored, basic fundamental business that hasn’t changed since biblical times

Check with the council for any recent approvals for new hairdressers opening nearby

Note that a salon in a high-socio-economic area is quite a different business to one in a low-socio-economic area (high -> beauty and pampering services, low – basic haircut services). Focus on mid-range? as high-end salons might sell on high multiples and have limited upside.

Pricing strategy – mid range, cut-price discounting doesn’t usually work (high prices for boost juice, dick smith etc), this also takes best advantage of the soap-powder affect of selecting a salon at random.

Business model – multiple salons each run as a separate business with its own name but centralised payroll, insurance etc.

About 40K cost, big enough to generate significant income and employ several people rather than being a self-employed owner, small enough not to blow up due to temporary negative cashflow spikes

Keep everything exactly the same for the first 6 months as any ‘improvements’ e.g. more/less staff, different opening hours could backfire. Except for obvious improvements one-off things like paying for a extra clean once, replacing damaged things etc.

Questions

Handling of sick days, ordering of professional supplies, staff salaries/tenure /annual leave/pay rises etc, cleaning arrangements, what promotions activities have they had in the past (try to repeat similar things in the future or the customer base may decay).
Technical things to find out

Council regulations & licences


Employee award – what is it, the conditions/wages etc


GST


PAYE / HECS tax submission to the ATO


Other government licences


Ordering from suppliers and who they are


Fringe benefits tax – hopefully not relevant

Two separate dimensions – size small medium large, small tends to be basically self-employed hairdresser, and low/medium/high market, low = just cuts in a poor area, high = pampering in an exclusive area. Look for medium on both dimensions.

By a modestly priced one first so mistakes won’t be too expensive with aim to buy several more over a modest timeframe say 12 – 18 months. That has a number of advantages but high complexity and admin overhead and investors might not like the idea
The ultimate idea for this business is zero assets and cashflow & goodwill only although it might be cheaper to own the chairs and furniture rather than leasing them although that is probably possible.
Try to stick to the basic business plan over the long term and not be distracted by other business proposals and ideas.
1. Run a mid-range salon effectively

2. buy more mid-range salons

3. run them effectively

4. repeat, expanding exponentially.

5. after 3 to 6 salons there will be a central head-office service center handling purchasing, payroll, evaluating potential purchases etc.

put together the business plan and get a preliminary commitment from investors, then find a specific acquisition, then get final commitment and the cash from the investors once a specific set of books is available to check all the figures.

No-compete clause so seller cant open a salon within 10km in next 2 years

Vendor finance is important way of getting rid of sellers who know about a big problem that you don’t know about, ultimately a limited-recourse structure could be used but this is probably going too far.

‘hard’ figures – number of stations, taxable income, rent, wages award, actual staff salaries, number of staff, total sales

Very easy to expand interstate and even overseas. Very little difference between salons anywhere in the world at least in western English-speaking countries?

Example figures from a for-sale add for a beauty salon, currently staffed by one person (the owner): 

cost 


75K 

net profit 

72K 

net profit after salary
30K

rent 


24K

i.e. cost/profit

2.5

Note can convert a capital-intensive business (tanning salon) into a cashflow business by leasing all the equipment, if leasing is available. (although but interest and depreciation costs to worry about then, also more fixed outgoing payments which is a bad thing. Harder to add/remove equipment than add/remove staff (salaries and rent are fixed outgoings).

Look for a salon with excess capacity e.g. 6 or 7 cutting stations and only 2 or 3 staff as has the potential to put on more staff easily if the business can be grown through promotions etc. still don’t count on this because it might be the only sustainable number of staff given the other salons in the area and the number of walk-ins which can’t really be changed.
Example of a high-end salon, price 525K, inventory 35K.
Large beauty and hairdressing salon specialising in hair treatments, cuts, colouring, hair extensions, perming, Payot skin care, collagen facials, paramedical treatments, eye makeovers, waxing, hair removal, body tanning, spa and body healing, massage etc.

Currently run under management [i.e. not owner-operator].  2 managers + 8 fulltimersw + 5 parttimers.

Marketting system in place. Equipment includes 16 hairdressing stations. 2 massage rooms, 4 facial rooms 1 intasauna. 2 hydro bath rooms. 1 spray tan room. 1 waxing room. 2 hydro tone rooms. 

pricing model: salon price = x * num staffed stations * y + num unstaffed stations
Unoccupied stations are a positive in terms of providing scope to grow the business, but possibly a negative as rent may be more expensive

Promotions ideas:


Hand out vouchers for 25% discount if they bring a friend on the next visit


Distribute pamphlets to houses in the area


Pamper-packs, combination hair and massage (for advanced salon)


Advertise in the local news papers (bad idea not worth it?)


Folding sign to put in the front of the shop when open


Search real estate websites to find houses being leased/sold in the area and send out discount vouchers.


Send out discount voucher near birthday date.


Direct marketing mailing lists? Expensive mail costs and people get annoyed.

Need to keep friendly staff – measure percentage of each staff member’s clients that return for another visit? A bit sleezy but might be necessary.

Check that yellow pages ad is there and reasonable size preferably.

Typical floorspace is 85 sq metres

Do a detailed review of the prospective purchase for investors and also for myself – staff, rent, location, pro-form P/L balance sheet and cashflow budgets.

Rent is critical because it is the one thing that cannot be changed, if too high forget the whole thing, if low it’s a major bonus.

There’s more profit in buying an unhealthy business and fixing it but for the first one its probably safer to buy a healthy business.

It looks like the only way to get monthly figures/detailed expense breakdowns will be to buy a business and actually run it.

Owners looking to retire are a good idea because the business has probably been neglected and could be re-energised, moving overseas might be good too because it’s a sudden change not necessarily following a bad performance, but in reality every reason that’s given will look like a good reason it just might not be true.

Don’t make the business plan too long or detailed you’ll scare people off, some investors might not be too financially literate (e.g. more investors probably don’t understand the concept of depreciation/amortisation). Just outline the vision of what it will be with the key high-level figures.

Depreciation from the Goldilocks information memorandum was 6,000 being 3% of revenue.

In mentioning my qualifications don’t forget the company director’s course.

A good computer system might go a long way to making it practical to manage 3 or 4 salons from a central base without working full-time in the business.

Alternative business model – franchise-type model. Franchising is really the only way to get a large number of stores in a small space of time. Don’t forget that the new franchiser pays for everything including the fittout AND gives up to 70k cash to the company for nothing. This would have several differences from a normal franchise arrangement though

· no brand name, each salon has its own name and develops its own brand within the local area (more independence and happiness for owner of salon as its their own brand – that’s important to their feelings as well as working for customers)

· a ‘service center’ that does: HR services, handling of accounts and tax, stock valuation, GST, ordering etc, providing temporary staff for sick days/annual leave. This would take a hell of a lot of headaches and inefficiencies out of running a small business.

· Owner of business manages staff and develops the brand name through promotions, this is their main task.

· Act as a bank and provide debt to the salon each five years etc when they need a new fitout.

· Good for middle-aged hairdressers who want to start their own salon

· Not so good for passive investors as a salon isn’t really big enough to provide a good dollar return, also needs a hands-on manager to manage staff, still this is a possibility for people that only have, say, 30k to invest which widens the scope of potential investors a lot (but need to avoid people looking for a passive investment who won’t be actively involved in developing the brand).

· Potential to have a very large number of salons within a short time.

· Split profit 50%/50% on average with the salon owner, higher than a normal franchise due to extensive services provided by the service center.

· Lots of freedom and independence for the salon owner which is exactly what they want – their own brand name and reputation, no restrictions on geographic spread that they operate in, lots of support for the ‘headache’ parts of running a business.

· This is really a new business model as traditional franchising is basically just a brand name (and a written procedures guide) with the franchising fee paying for just for advertising.

· The business would largely be a management services company, but specialising in hair salons (as far as I know management services compies only service medium and large businesses at present, not small businesses who need them most) and also doing fittouts of salons and selling them pre-packaged to buyers.
· Have quarterly meetings with the salon owners to discuss strategy etc to ensure that they are developing the business and not just turning up each day and cutting hair.

· All things considered its probably best to make the target market of salon owners middle-aged hairdressers (not passive investors), they will commit their full energy into developing the business and they have experience of hairdressing and life to successfully run a salon.

· All ordering of products would go through the central clearing which would enable efficient computer processing and also allow the business to negotiate bulk discounts with suppliers
· Try to be fair and not rip people off, e.g. if you cancel a franchise give them their 70k back or part of it anyway. Smart investors and their laywers will appreciate fair contracts and also this lowers their risk so it is a benefit in attracting prime candidates for investment not just dumb people without any understanding.

One good thing about hairdressing is that its immune from technological change (as long as you keep up with the latest styles and products), unlike say video shops where change could wipe out entire industries. An even more extreme example is being a cobbler (shoe maker) where mass-production wiped out the entire trade. Hairdressing hasn’t changed for thousands of years and it would seem that it never will.

Principles of customer service


Have a friendly and respectful attitude


Give the customer what they want/need/ask for, e.g. split restaurant bills


Solve the customer’s problem

Its an advantage that hairdressing salons are not a ‘sexy’ industry like the internet because it means that prices are low, often below the value of the equipment/fitout, and only 1 or 2 times net profit.

