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Buying A
Franchise
Shouldn’t Be
An Uphill
Battle
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very entrepreneur knows
the conventional wis-
dom: A new business
should be run according to
a carefully written business
plan. When you buy a franchise, how-
ever, it is often tempting to forgo the
business planning stage. After all,
franchisors provide a tremendous
amount of information, a smooth sales
process, a reassuring program of busi-
ness development, and a source of con-
tinuing assistance. What's to plan?

launch of any business. Doing so re-
quires investigation, seli-assessment,
professional consuitation and, finally,
a written plan with detailed projections
of estimated revenues and expenses.
Purchasing and developing a
franchise, however, adds another di-
mension to the typical business plan-
ning process. Not only must you re-
search the potential of the business,
you must also investigate the fran-
chisor. Self-assessment must include
whether you will enjoy the franchised
business (you can’t change
the format if you're un-
happy) and the long hours
that will more than likely
be necessary to operate it.
Are you willing to ex-
change a measure of your
independence for the
“security” of a franchise? Many
people find they are too headstrong
for a franchise relationship. Profes-
sional consultation for a franchised
business should include seeking
specialized legal advice regarding
the complex franchise agreement;
and estimating the expenses and
revenues of the franchise must take
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Plenty. The franchise sales pro-
cess and the disclosures required by
state and federal law are no substitute
for diligent planning and extensive
questioning on your part. As a pro-
spective franchisee, you must ask ques-
tions and more questions.

Planning the success of your fran-
chise is much like planning for the

Don’t be overwhelmed by
franchise jargon and paperwork.
Take the time to do your
research now so you’ll make a
smart decision later.

BY ANDREW A. CAFFEY

into account the experiences of
existing franchise owners.

ese Thﬂ.t IS The Qlleﬂﬂon

As a potential franchisee, one of
your biggest challenges is simply fig-
uring out which people to see, which
information sources to use and what
questions to ask. It’s very tempting to
just let the franchise sales representa-
tive spoon-feed you selected informa-
tion. This process is all the more se-
ductive because you receive an im-
pressive-looking offering prospectus
from the franchisor. This document,
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the Uniform Franchise Offering Cir-
cular (UFOC). contains 23 items of
information apparently designed to
give you all the information you need.

If only it were that easy. The
information the franchisor gives you
is a good starting point, but don’t
stop there. There are numerous ar-
eas you need to investigate on your
own, both inside and outside the
UFOC. You must force yourself to
ask tough, sometimes uncomfortable
questions to gather the information

vital to smart decision-making.

Rule one in reading a franchise
offering circular: Never assume it tells
you everything you need to know. When
writing these documents, franchisors
follow a detailed list of required disclo-
sures, and their attorneys prepare care-
ful statements in response to general
disclosure guidelines, but generally,
they do not go beyond what is strictly
required by the disclosure format.
(This doesn't necessarily mean they
have something to hide; going beyond
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Imagine... you con specialize in 0
billion dellor indusiry sefling cruise
vacations with a Cruise Holidays
franchise. Your sales abilily and the
support from e world's lorgest
netwark of cruise sfeciulists con
provide an incredible oppathunily
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CRUISIG RIGHT ALOIIG y

Cruising has become the fastest growing
segment in rovel todoy. uile simpk,
operaling a ‘cruise only” store is your lulure
for an enjoyable and dynamic business.

GO WITH THE LEADER

Cnise Holidays Internafional invites you
io catch the wave of this explosive
indusiry. Sail with o crew backed by
years of experience and your next porl of
call wil be one of unparalleled

business destinations.
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the required disclosures can be con-
fusing and misleading, so franchisors
tend to walk a narrow path.)

The first few items of the offering
circular introduce the reader to the
franchisor, its principals, and its litiga-
tion and bankruptcy history, if any.
Additional areas to ask about include
the names and business experience of
field or area representatives assigned
to your territory. Ask about the annual
evaluation process by which the com-
pany assesses a franchisee’s compli-
ance with the system. Request a copy
of the evaluation form. and review it
carefully with the company. You may
also want to ask existing franchisees
about the evaluation process. Is it fair?
Constructive? A waste of time?

The UFQC also addresses a sub-
ject of core importance to the inves-
tor: money. It details initial fee re-
quirements and monthly royalties
payable to the franchisor, and esti-
mates the franchisee’s total initial
expenses. Franchisors often under-
estimate these initial expenses, or
allow their estimates to become out
of date. Question the franchisor, and
especially existing franchisees, about
whether the figures are realistic.

Be particularly careful about sug-
gested levels of working capital. “Too
many franchisors show zero working
capital or an unrealistically low fig-
ure,” says Arthur L. Pressman, a fran-
chise litigation specialist with Abra-
ham, Pressman & Bauer, P.C., in Phila-
delphia. “[Working capital) should al-
low for a reasonable financial base
until the business is self-supporting
and the owner can draw a salary. Pro-
spective franchisees should ask
whether the working capital figure in
Item 7 of the UFOC includes living
expenses until the business turns a
profit. Ask other franchisees what they
consider an adequate level of working
capital for the first year of operation.”

Arlington, Virginia, Mail Boxes
Etc. franchisee Gene Swanzy agrees.
“We were told our working capital
needs would be in the $10,000 to
$15,000 range, and our operating losses
are 10 times that range. | think thisisa
large problem in franchise disclosures.
Franchisors should do all they can to
keep their franchisees from making
the mistake of being undercapitalized.”

The detailed operations of a
franchisor’s advertising fund may not
appear in the document, since this is
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not a required disclosure. Ask about it
anvway. Where will your advertising
rovalties go? Do existing franchisees
believe the company’s advertising is
effective and is money well spent?

One of the largest sources of fran-
chise controversy these days is the
degree of control franchisors exercise
over the products and supplies offered
to franchisees through the franchise
system. “Genuinely competitive sourc-
ing is indispensable to controlling costs
inafranchise,” says Andrew C. Selden,
a franchise attorney with Briggs and
Morgan in Minneapolis. “Ask ques-
tions exploring any approved supplier
program, restrictions on suppliers be-
coming ‘approved,’ the rights of fran-
chise owners to form their own pur-
chasing cooperatives, and the pricing
policies of the franchisor or other des-
ignated suppliers. Many franchisees
get into business only to find their
franchisor is the sole product supplier
for their business and charges a pre-
mium on the product. making it diffi-
cult for the franchise to make a profit.”

The UFOC discloses the high-
lights of supply programs, but often
the disclosures read like empty legal
boilerplate. Ask franchisees to fill you
in on how the program works in prac-
tice. Do they experience problems get-
ting supplies? Are they paying com-
petitive market prices reflecting their
collective buying power?

One of the UFOC's strengths is it
delivers three years of audited finan-
cial information about the franchisor.
But not everyone can read a balance
sheet or spot potential sources of fi-
nancial difficulty that might be con-
tained in the financial statements. Ask
your accountant or attorney to assist
you in reading the financial statements
in Itemn 21 of the offering circular. It is
well worth the modest expense.

One area where many UFOCs
fall short is in Item 20, regarding fran-
chisees in the system and franchisees
who have left for various reasons. This
item discloses the number of franchi-
sees who were terminated or not re-
newed during the past three years, but
it doesn't tell you the number of fran-
chise owners who left for their own
reasons or who sold their businesses.

“Prospective franchisees should
listen carefully to how the franchisor
describes the circumstances under
which former franchisees left the sys-
tem,” says attorney Pressman. “Then
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pursue the question with each franchi-
see. Getting both sides of the picture
helps vou evaluate how the company
handles its franchise relationships.”
While the franchisor does not have to
hand the names and addresses of
former franchisees to you on a silver
platter, Pressman says they do have to
tell you where franchises that closed
within the last year are located. There-
fore, with a little research, you should
be able to track down former franchi-
sees to get the information you need.

All UFOCs contain a sample fran-
chise agreement. At this point, there
are two essential steps to the deci-
sion-making process: (1) read the
contract yourself, and (2) have a law-
yer review it with you before you
sign anything. Be sure you have a
working understanding of all the
contract’'s provisions. For instance,
do you understand the contractual
restrictions on transferring the busi-
ness? Many franchisors reserve a
right of first refusal. Ask your lawyer

MOLLY MAID Business Owners wilh two of iheir protessional employees

PROFESSIONALISM
OPENS MANY DOORS

Did you know...

that meets virtually evervones

make a business decision!

experts predict that this industry will
be the largest in tranchising. Dont
niss this ground floor opportunity

business expectations. 68'% choose
Molly Maid. Get the whole story on
this exploding industry before vou

* Impressive business model

* No inventory, long-term lcases,
or expensive real estate

¢ Mtate-of-the-art computerized
CUSTOMER CARE system

¢ Weekday business hours
¢ Six month RIGHT START program

* $14,500 franchise fee, $25-35,000
total investment

¢ World-class support system

Molly Maid can open doors for YOU.
Call today!

MOLLY MAID.
1-800-MM-MOLLY
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AUTHORIZED DISTRIBUTORS

All Entrepreneur “Be Your Own Boss” start-up guides, soft-

ware, audio and videotape products are available from these
authorized Entrepreneur distributors:

Arizonas: First (ommerce & Loan Inc.
o Tuscon, AZ 85711 @ Tel: (602) 298-2500
The Entrepreneurs’ (enter
o Scotisdale, AZ 85253 » Tel: (602) 443-3953
Small Business Resource Center
o Prescot, AZ 86301 @ Tel: {602) 776-8707
California: Enireprencur Book Store
© Los Angeles, (A 90660
Tel: (800) 554-8113 « (310) 949-7783
Berito Smofl Business Cenfer
* San Diego, (A 92127 # Tel: (800) 755-2952
Comquest Enirepreneur Opportunity (enter
* (upertino, (A 95014 « Tel: {408) 973-7201
Entreprensur Stort A Business Store
o Sgeromento, (A 95826 # Tel: (916) 366-0505
Start-Up Book & Postal Stop
© Milpitas, CA 95035 o Tel: (408) 946-7678
Connecticut: BF
o Westport, (T 06880 » Tel: {800) 398-3332
Florida: Business America
® Fort Myers, FL 33919
Tel: (813) 481-1800 » (800} 330-2505
JW. Dicks Research Institute Entrepreneur 2000
© Longwood, FL 32750 « Tel: (800) 727-8866
Michigan: Entreprencuriol Americo
* Farmington, Ml 48336
Tel: (313) 477-3500 « (800) 528-8525
Minnesota: Enreoreneur Succes (enter, Inc.
* Bloomington, MN 55431 e Tel: {612) 888-2804
Missouris Horizons & Accountax
Business Services
ot. Louis, MO 63126 ¢ Tel: (314) 842-1313
Nevada: Enireprencur Business
Development Center
o Lo Vegas, BV 89109 # Tel: {702) 792-5663
(800) 476-0452
New York: America’s Fremier Entrepreneur
o West Seneco, NY 14224
Tel: (716) 675-2316 « (800) LAUNCH-1
Ohio: (lement & Asscciates, Inc.
o Eastloke, OH 44095 o Tel: (216) 942-0075
{800) 523-3431

Pennsylvania: Knisley Entrepreneur
Associates » Hanover, PA 17331
o Tel: (717) 637-9408 « {800) 831-5798
Davis-Sparbanie Small Business Consulting
o West Alexander, PA 15376
Tel: (412) 484-7493
Puerto Rico: [ntreprencur De Puerto Rico
« S Juan, Puerlo Rico 00907 » Tel: {809)723-7%66
Texas: Soulhwest Entreprencur Business (enter
® Dallas, TX 75261-2423 # Tel: (B00) 283-6142
Virginia: Foxville Business Development (orp.
* Worrenton, VA 22186 # Tel: (703) 439-2410
Entreprencur Resource Center @ Richmond, VA
23233-4127 o Tel: (804) 273-3039
Washington: Northwest Entrepreneur
Resource Center ® Anacortes, WA 98221
o Tel: (206) 299-1404
Canada: T breprensurship Institute
of (anoda
o Viaterloo, Ontario N2J 1HB @ Tek: {519) 885-1559
Peck Business Development (entre
* Drayton Valley, AB TOECMO @ Te: (403) 542-5365
Hong Kong: franchise Information, Inc.
© (eniral Hong Kong  Tel: (852) 854-4708
(852) 850-4450
Malaysia: Fortune Review
© Selangor, Molaysia 47500
Tel: (03) 775-6534 @ and 775-7603
Mexico: Editorial Grupo Emprendedores
© Mexico D.F. (P 06100 @ Tel & Fox: 553-4314
New Zealand: Seminar Promtions
International Ltd. » Aucklond, HZ ¢ Tel: 69 3734046
Philippines: felta Baoksles, Inc.
* Manilo, Philippines o Tel: (632) 818-1188
Slovenia: Geo College, Utd, The
Enirepreneurial Training Centre
* Bohinj, Slovenia ® Teg 38-61-34-53-26
Fox: 38-61-34-99-64
United Kingdom: Business Guide
Publishing ® Inverness IV11WQ UX.
o Tel: (0463)-712621

If you'd like to find out about becoming an authorized
Entrepreneur distributor, please call or write to:

Nick Smith, Manager of Distributorship Development,

ENTREPRENEUR e
irvine, CA 92619-7050 ¢ (800) 421-2345

P.O. Box 57050
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to explain these and other terms.

Make sure you understand not
only the terms of your contract but
any applicable termination standards
under the laws of your state. Post-
termination provisions often impose
a covenant not to compete with the
franchisor, in which the franchisee
agrees not to continue operating the
business if the contract is terminated
for any reason. It is vital you explore
these concepts with your lawyer and
understand them.

Beyond The UFOC

Understanding the information in
the UFOC is a first step, but there are
still many more questions to ask. Fran-
chise regulation has left at least one
gaping hole in the information made
available to prospective franchise buy-
ers. It is the answer to the first ques-
tion on any buyer’s lips: “How much
money can | make?”

Franchise regulations prohibit
franchisors from making unfounded
claims of profitability, and they strictly
regulate virtually all information from
a franchisor that might help a prospect
answer that question. “Regulatory
changes in the late 1980s, [which told
franchisors how to present earnings
information], encouraged more fran-
chisors to provide this information. but
still only 15 to 20 percent of franchisors
include earnings claims in their disclo-
sure documents,” says attorney Selden.

“The current regulations are
meant to encourage delivery of eam-
ings information,” Selden adds, “so if
your prospective franchisor doesn't of-
fer earnings claims information, .ind
out why. It may be the company has
nothing favorable to tell you.”

How do you get the answer to the
question of potential earnings? The
advice to prospective franchisees is to
ask existing franchise owners about
their businesses’ financial performance.
This is an essential step, though in
practice it is more difficult than it
sounds. It's an uncomfortable subject,
and many franchisees will be reluctant
to discuss it with you.

Make the subject less awkward
by asking the franchise owner about
general franchise system topics first,
then close in on more direct questions
about his or her own experience. Be
sure to cover the following questions:

¢ Are vou pleased with your deci-
sion to buy the franchise? Knowing
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what you now know, would vou want
to do it again?

¢ If a second franchise became
available in your market, would you
buy it? Could you afford to buy it?

¢ Has the franchisor beenrespon-
sive to your business needs?

¢ What did you think of the train-
ing program? Were you well-prepared
for this business by the time you
opened your doors?

¢ Were there any surprises in
your first year of operation? Did you
think the cost estimates provided by
the company were realistic? Was your
working capital sufficient? How much
did you budget for your first year?

¢ s there a franchise owners’ as-
sociation? Is the group’s general atti-
tude helpful? Do franchise owners pay
their royalties? Are there any disputes
that are the subject of discussion
among franchisees?

¢ How long are your workdays?
Do you take vacations? Does your fam-
ily help you operate the business?

¢ Do franchisees who refer fran-
chise sales leads or meet with pro-
spective franchisees receive a referral
fee, commission or bonus?

¢ Are sales patterns in this busi-
ness seasonal? Describe the busy sea-
son. Is it difficult making ends meet in
the off-season?

¢ What were your annual sales
last year? Was it a geod year for your
business, or have you been hurt by
the recession?

¢ Po you think this type of busi-
ness has a strong future?

Meet with at least a few franchise
owners, selected at random from a
complete or partial list of franchisees
(found in Item 20 of the UFQC) in the
system. Don't let the franchisor choose
the people you meet with.

When gathering the information
you need for your business plan, take
notes and carefully weigh the advan-
tages and disadvantages of the invest-
ment. If any aspect of the franchise
program is unclear, ask about it again.
Only by asking questions will you get
the facts you need to make a smart—
and informed—decision. |

Andrew A. Caffey is an attorney with
the Washington, DC, office of Venable,
Baetjer, Howard & Civiletti, where he
heads a national practice team spe-
cializing in franchise, distribution and
business opportunity law.
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OWN A PIECE

OF THE WRECK.

Entrepreneur Magazine named Rent-A-Wreck #1 franchise
in its industry for the third year in a row.

And, this year. we were ranked #4 among all franchises by
Success Magazine.

We dominate the used car and truck rental business by
providing a famous name. advertising support. and continuous
training.

Rent-A-Wreck even helps franchisees with a unique vehicle
financing program.

And, Rent-A-Wreck is fun.

There are over 400 locations worldwide. Own the next one
by calling Jim Schalberg today at (800) 421-7253 ext. 200.

Develop Your

Future!

Focus on ¢ Photography
¢ Sports and
v ¢ Kids!
*’ Join one of the top 500 franchises

* is a fast growing custom sports
Y photography company with
over 75 locations in North
America. You can be pro-
ducing high income with
low investment and mini-
meal overhead. All training
and equipment included,
so you'll be snapping up
profits in a flash!
Woe encourage you to talk to cur
current franchise owners and see

1-800-321-9127

No Photo Experience Necessary!

IFj‘l‘%ll}{l INC.

« in the country! The Sports Section

how rewarding our business can be!




