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Unit 1


Baby swimmers are a booming business

When Paul and Jess Thompson first dreamt up the idea for their swim school for babies, they thought it would add a nice little extra string to their bow.


Paul and Jess Thompson at the pool in Exeter Photo: Richard Lappas
Mr Thompson, a surveyor and scuba diving instructor, and his wife, a teacher and advertising executive, envisaged portfolio careers into which running the school would slot neatly. Not for a moment did they imagine that Water Babies would become the world's largest swim school for babies and toddlers, with over 30 franchises and a network income of over £10m.

Mr Thompson always wanted to have his own business and constantly used to "do a profit-and-loss on everyone else's business". He was taking some time out to look after his 18-month-old daughter, Imani, and swimming was one of the activities he had scheduled.

"He thought it was great not only for Imani's development," explains Ms Thompson, "but also that we could improve on the offering and make a good business out of it." But there was no grand plan for it to become the mega-business that has since evolved.

They spent the whole of their £5,000 start-up budget on marketing – creating the logo and website and printing high-quality leaflets that they then handed out themselves at street level. "We're quite lucky in that our target market is fairly easy to identify," says Ms Thompson, although she admits occasionally thrusting leaflets into the hands of apparently-pregnant women who turned out not to be expecting at all.

With time reserved at five different swimming pools, it soon became clear capacity was going to be one of their main hurdles. "The phone just never stopped ringing," Mr Thompson recalls, "and by our first week of teaching we had 100 clients." Still, it seemed the school would be a local, lifestyle business – until two phone calls in one week changed the direction of the company.

They had been operating for around six months when they were contacted by Ms Thompson's sister in Bristol and friends in Edinburgh, who, for various reasons, were looking for something new to do with their lives. "That's when our franchising journey started," says Mr Thompson. Franchising, though, is a complex business model and needs to be tackled with the help of an expert.

Training was another key issue. The couple had been shocked to find that there were no minimum qualifications when it came to setting up a swim school and decided that they would aim to help set a new benchmark when it came to quality of training. Water Babies now has a rigorous training programme for all of its instructors, which it has developed in conjunction with the Swimming Teachers' Association. Two further income streams have now been added to the core business of teaching babies to swim – underwater photography, which this year is set to produce around 60,000 shots, and the retail of associated products like nappies, goggles and wetsuits.

The Devon-based head office employs 15 people, including a new managing director, and has an income of £1.8m. Water Babies is now set to make a splash abroad. "Our first franchise in Ireland has been our most successful Water Babies business to date, and after just a year is teaching 800 babies a week, in spite of the terrible recession 
there.

"Next, we have very targeted plans to go into Europe – France, Germany, Spain or Italy – within a couple of years."

(Source: www.telegraph.co.uk By Jenny Hirschkorn, 13 Mar 2010)
Questions:
1. Briefly identify and explain the entrepreneurial characteristics shown by Paul and Jess Thompson in starting their Water Babies business.

2. What is meant by the term ‘franchise’?
3. Name 5 other well known franchises in the UK.
4. Evaluate whether Paul and Jess should have used the franchise model as a way of expansion.

5. What other sources of finance could Water Babies have used?

6. Why is it important to have other income streams such as photography and merchandise?

7. Water Babies could have floated on the stock exchange. What are the advantages and disadvantages of floating on the stock exchange?
Mark Scheme

1. Entrepreneurial characteristics may include hard working, resilient, showing initiative, creative, taking calculated risks. These need to be linked to the context and there are plenty of examples in the evidence to show all of these.

2. A franchise is a business model where an idea, concept or name is used by another individual (or company) for a fee or royalty. A ‘ready made’ business operated within a geographical area.

3. Lots of examples! McDonalds, KFC, Burger King, Body Shop, Dyno-rod, Tumbletots, Subway.
4. Advantages include less risk for Paul and Jess and wider expansion area. The franchisee has to borrow the money and takes more of the risks than the franchisor. Disadvantages include the requirement for training and shared profits. Less control over the business and much more complicated form of business ownership than organic expansion. 

5. Many sources available including becoming a private limited company (shares), venture capital, mortgage and bank loan. 

6. Spreads the risks in case the main income stream declines. Having a portfolio of products may also encourage more franchise opportunities. Helps with the cash flow of a business.
7. Advantages include wider range of investors, shared management and limited liability. Disadvantages include dilution of ownership, less control and takeover bids by rival companies.  
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