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Introduction
Background

According to about.com, coffee houses have been around for longer than most people may not realize. In fact, the first coffee house was started in Constantinople, Turkey in 1475. The house was called Kiva Han, and coffee was so important to Turkish people that the women were permitted to divorce their husbands if enough was not supplied to them.
Coffee Houses Spread Across the Globe

Originally, in Turkey, coffee was served black and unfiltered. Milk and sugar were added circa 1529 when the first coffee houses spread across Europe. The first ones were started when Vienna was invaded by the Turkish and left coffee behind. Soon, treats and pastries were added to coffee houses and they became increasingly popular.
Coffee spread to England from a merchant who did dealings with the Turkish, which is wear the tip jars were added into the mix. Coffee houses became large businesses from there, as they were places for upper-class people to spend time. From England, coffee houses spread to Italy in 1654, Paris in 1672, and Germany in 1673.

Then, when America was colonized, coffee houses spread from the English again. They became huge businesses, like in England. Actually, the Tontine Coffee House, which was founded in 1792, is the original location of the New York Stock Exchange because of how much business was going on there.

The Evolution of the Coffee House

Coffee houses originally only served traditional coffee and pastries. They did not begin selling espresso drinks until 1946 in Italy. After that, they began selling other food items. Today, some have evolved into a business similar to the diner, selling food and basic coffee. These businesses are more specifically labeled “coffee shops” instead of houses, while a “coffee house” is considered to be a business that sells espresso and specialty coffee drinks and not as many food items.

Problem
Huge coffee house and shop chains, like Starbucks, are monopolizing the industry in some regions and not leaving much room for competition.

Purpose
The purpose of this report is to find out if it’s really a positive change for huge franchises to take over the coffee house industry. Are there benefits to starting a coffee house with so many already established? And if so, which type of coffee house would be preferable, a franchised house or a privately owned house?

Scope

Things that I have attempted to find out regarding both types of coffee houses are start-up costs, requirements, support, training, and profitability. I am hoping that these areas of interest will help me to answer the question: franchise or small business?
Discussion

Start-Up Costs
Main start-up costs that are the same whether an entrepreneur wants to open a franchise or a small business are location, renovation, equipment, furniture, inventory, and computers.
If a business is on the wrong side of the street, it will make it difficult for cars to turn into it. If a coffee house opens in an area of town that is too far out, chances are that potential customers will visit one that is nearer-by. Not only can location be one of the most expensive parts of opening a business, but it can also be one of the most crucial parts.

Renovation can be costly. If a business person needs to renovate his or her building, then they will have to consider those additional costs also. If a building does not have a drive-thru window, it may be a good idea to add one. Additionally, it is important to make sure that the business is handicapped-accessible.
When opening a coffee house, it will be necessary to purchase equipment needed to prepare the coffee efficiently, cleanly, affordably, and deliciously. If a business owner plans to sell more than plain coffee and simple, pre-made treats, they will need to purchase more extensive equipment, which may include refrigerators, sinks, display counters, and equipment for specialty coffee preparation. Warranties are helpful for potential equipment and one should learn about company customer service and replacement policies; also, it helps if temporary equipment can be loaned out in the event that a piece needs to be serviced. Note that equipment should not be delivered until a business is near opening time; it may end up either damaged or dirty.
Atmosphere is important. A person can achieve this by using furniture, such as chairs, shelves, sofas, coffee tables, artwork, and more. Furniture can be very expensive new; it would be advisable to buy used if possible. All of these things can be found used through either the internet or local classifieds; used living room sets can go for $600 (ENC Classifieds). Slip covers are a great idea and are relatively cheap; they range anywhere from $50.00-100.00 per piece (Overstock.com), depending on how much money is in the budget.

A new entrepreneur should make sure they have enough supplies, but it is not always easy to know how much to have on-hand. Businesses that have been open for a longer period of time will be able to use previous sales reports, but for a new business it can be difficult to estimate. One question to keep in mind when ordering inventory items is “how long do the items take to order and receive?” “If you can replenish the stock in 24 hours, then you keep an inventory for at least 2 days.” (Lynn [sinsativ], Quickbooks Community). Another question that is helpful to ask is “how much of a discount do you get if you buy larger quantities?” If it is a large discount and worth the extra profit, then it may be a good idea to order in larger quantities; of course, there is the risk of not using all supplies.
Purchase of a new computer system might not be necessary for a new coffee house business if the owner already has one on-hand. A computer would be useful for keeping spreadsheets, databases, financial statements, and other word processing needs. A computer would not have to be very powerful to do these things, but a large hard drive would be advisable for storing the database files. Also, a backup external hard drive with copies of the company’s information would be advisable. Good sized external hard drives can go for anywhere between $100.00-250.00 (Newegg.com).

Other start-up costs may include:

· Incorporation fees

· Business consulting

· Permits and licenses

· Cleaning

· Phone and internet

· Electricity and utilities
· Advertising.

Franchise-Specific Costs
In addition to basic startup costs, franchising a coffee house means also paying a franchise fee, which can range anywhere from $15,000.00-36,000.00; traveling costs may be applicable for training, and some possible marketing costs. Financing may be available from some franchisors.
Start-Up Requirements
Entrepreneurs do not have set requirements when starting their own business. There are only suggested requirements. Excellent things to have under an entrepreneur’s belt are experience and education. It would also help to be creative and work well with money.
Experience working in a coffee house is, of course, invaluable. Apprenticeships would be extremely useful; also, it would be very beneficial to work in a management position at an already-established coffee house, if possible.

Education in the business field, including marketing, management, and finances, is extremely useful for any business owner to have. I think it goes without saying that education is never a bad thing.

It is also helpful to have a family that is willing to help out with the new business. A family who helps out, (especially if it is for free), is infinitely beneficial to the starting of a coffee house.
Character Traits
According to Business Performance Coaching (sbishere.com), there are four distinct character traits that highly successful entrepreneurs seem to have in common. They are:

· Drive hard – While a normal person can have a drive to accomplish goals and finish tasks on time, a successful business owner has an extra amount of drive and faith in themselves that helps them accomplish things better than the rest.

· Work hard – To be successful, a person must be able to work harder than the average hard-worker. They have a sort of tunnel vision towards achieving goals and finishing tasks.

· Play hard – It is important for a driven person to take time to themselves to relax and create balance in their life. Nonstop hard work will create too much mental stress over time.

· Finish well – Finishing started work can seem like a daunting task, but someone who can complete everything they start and leave nothing undone has what it takes to succeed. The word perfectionist could even be used to describe a noteworthy business person.
Franchise-Specific Requirements
To start up a franchise, it is a requirement to have a certain amount of net worth and a certain amount of liquid assets or required capital. Net worth is the amount of money a person is worth, this includes their stocks, houses, and other property. Liquid assets are the amounts of money that a person has that is spendable, like cash. Required capital is usually used as a synonym for liquid assets. According to franchiseforsale.com, net worth required can range anywhere from nothing to $400,000.00 and liquid assets can range anywhere from $500.00-350,000.00, depending on which franchise you want to open.

Some franchises may even require that a person have previous experience managing a coffee house or additional business-related education as well.

In addition to financials, Dunkin’ Brands, Inc states that a prospective franchisee is specifically required to have the following qualifications:

· “A strong desire to succeed by delighting our customers

· “The capability and capacity to create and manage an organization that effectively recruits, trains, retains and motivates people

· “The psychographic traits which have been proven as a key to success for our existing proven franchisees
· “The ability to manage finances

· “Meet our market-specific financial and operational qualifications

· “The strong desire to build incremental income through building and operating stores

· “US Citizen or resident alien”

Support
There are many ways to get support for a business owner; sba.gov lists some of the options available, which are:
· SCORE – The Service Corps of Retired Executives is a collection of business experts who volunteer their personal advice to small business owners through counseling and training. They have an online website and over 300 locations nationwide with over 10,000 advisors.

· SBDC – Small Business Developmental Centers provide assistance to small business owners who need help in one of the many areas that they offer assistance in. They have over 1,000 centers across the country and specialize in management and technical assistance.
· WBC – Women’s Business Centers focus on empowering women in the business world with more than 80 educational centers located around the country.
· SBA – The Small Business Administration is a federal organization that aids entrepreneurs in starting, building, and growing small businesses with offices in every state. The SBA hopes to help the economy grow through businesses.

Another important way to get support when opening one’s own business would be through mentoring. Mentoring involves locating another local business owner with a similar type of establishment that is willing to answer questions. This can be an immensely important source of information and assistance when it comes to opening a business. In addition to formal organizations, mentors can help by put things into perspective.
Franchise-Specific Support
Franchises receive additional support from their company. Such support includes, but is not limited to, marketing and advertising support, periodical evaluations, business training, financing support, staffing assistance, and construction and location help. Franchises do seem to offer a lot of help starting a business. But, it is in the company’s image and does not leave much room for creativity. Plus, after paying so many fees, it only seems fair that they give aid in starting and running the business.
Training

Training and education are very important things for entrepreneurs to have. The Small Business Administration recognizes this and gives free online training through the use of online courses that teach anything from starting a business to accounting or e-commerce. The courses are easy to access through their website and are even available in Spanish.
Other forms of training and education available to all entrepreneurs include college courses and degrees and apprenticeships. Through use of both of these methods, a business person could become well-rounded by employing the use of both written and learned material and hands-on experience.

Franchise-Specific Training
For coffee house franchises, some of them require what is called “coffee college” and other in-company training. Their purpose is to educate future business owners on the company policies and procedures so that they will have the knowledge to successfully run their own franchised coffee house. They are usually not local and not all companies will pay for travel expenses.

After these required training courses are attended, there is also on-site training to assist in further education of an entrepreneur in the atmosphere of their own business. They may also train future employees as well, so that the business owner does not have to.
After a franchise is officially started, additional training may be required six months into the operation of the business and periodically afterward.

Profitability

Coffee houses can generate tons of profit. According to howtoall.com, the average profit from a cup of coffee is around 50%. On the other hand, the Seattle Times states that a coffee house owner makes twenty-five cents per every $3.75 latte because of “buying, processing, importing and roasting the beans; the milk; the cup; labor costs at the coffee shop; and other overhead costs”.
Franchise vs. Small Business
Whether or not it is more profitable to run a franchised coffee house or a privately-owned one would depend on many things. Dunkin’ Brands, Inc says that factors determining profitability of one of their franchises include: “sales, location, occupancy and operating costs, the financing terms, your ability to manage and control the business and other factors”.
There are positives and negatives when it comes to profiting off of a franchised coffee house. For example, more people may come to a coffee house with a familiar brand because they expect a certain product or trust a certain level of quality. At the same time, though, the owner of that franchise had to pay up-front specialized fees. The point when a business begins to profit depends on how much it cost to open the business and how much it costs to run it each month. A higher starting cost caused by extra fees could drag on the beginning period of low to non-profitability.

On the other hand, if a person were to start their own coffee house, they would have to find their own consumers. Since their house would have an unfamiliar name, they may end up paying more for advertising or opening sale promotions to bring in new customers. The expectations of an individually-owned small business coffee house may not be met and it would be possible for a potential repeat customer to return to their usual coffee house.

Repeat Customers
It is crucially important to create relationships with and hold onto repeat customers, especially for a small business without a popular brand name. In fact, according to entrepreneur.com, repeat customers:

· “Buy more often

· “Spend more than first-time customers

· “Cost less to acquire (because they already know your business)

· “Even pay a premium price for you product”

To hold onto repeat customers and create relationships with them, a business owner should remember personal preferences and keep them up-to-date as far as coupons, sales, and new announcements go. Taking the time to ask for preferences, observe behavior, and remember these things will serve to give a coffee house a more personalized “homey” feel. As far as keeping them up to date goes, it would not hurt to give customers the option of leaving their address with the business for mailers and future contact. Another way to keep them coming would be to offer repeat customers a stamp card or charge card.
Conclusion

There are many things to be considered when deciding whether or not to open a franchised coffee house as opposed to a small business coffee house. When it comes to costs and requirements, franchises require more than privately owned small businesses, but franchisees do receive extra additional support when opening and operating their business.
It ends up a contest of weighing support and high cost against individuality and free-form. For those without a specific vision of what they want their coffee house to be, I would say to choose opening a franchise. Franchise owning could also be helpful to those looking to open their own business sometime later. Starting and running a franchise would provide invaluable background and education in the coffee house industry that could be used later.

With the two options of franchise or small business, neither seems entirely superior to the other; however, I believe that there is something intriguing about owning a business entirely one’s own. To balance out the hardships of opening my own coffee house, I would like to have a mentor and make use of an apprenticeship.
