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BY ANDREW A. CAFFEY

Find the

hen you sit down to talk
seriously with a franchisor about
answers tO the purchase of a franchise, you
will no doubt have hundreds of
questions about the investment: ev-
Ou'r erything from the territorial rights
y you will receive and the amounts
you will pay to the duration of the
. initial training. You can also assume
franChlse there are another couple hundred
questions that you will not think
. to ask.
t 4 Luckily for you, the franchisor is
ques lOnS ]Il required by law to provide you with
many of the answers—both to the
questions you ask and those that
the UF O C might not occur to you—in the form
* of the Uniform Franchise Offering

Circular (UFOC).

The UFOC document is a mother
lode of investor information, de-
signed to give prospective franchi-
sees all the information relevant to
the franchise offering. The UFOC
contains the facts state and federal
regulators consider important to
your decision whether to buy the

franchise. The UFOC is designed
to protect you, the investor, and
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you will find it enormously helpful.

The UFOC is made up of three
hasic sections sandwiched together:
first, 23 sections describing vari-
ous aspects of the franchise pro-
gram; second, a set of the fran-
chisor’s audited financial statements;
and third, a copy of each form or
contract you will sign if you buy
the franchise.

State and federal franchise laws
require that a franchisor deliver a
copy of this document to you at the
first personal face-to-face meeting
with you or 10 business days be-
fore the contract is signed or money
is paid, whichever happens first.
This means you may not receive a
UFOC simply by requesting it (al-
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though some franchisors will send
one on request), but you should
certainly receive a copy well before
you are asked to pay money or sign
a binding contract. Ask the fran-
chisor for one early in your inves-
tigation; it may save you a great
deal of time.

JUST READ IT!

The first fundamental mistake
most franchise investors make is to
put the UFOC aside and not bother
reading it. Sure, it can be a bit intimi-
dating—some UFOC documents are
thick, bound minibooks—but they
are not impenetrable. If you under-
stand what you're looking for—the
red flags that should alert you to in-

vestigate the business further—and
focus on the key investment infor-
mation, the UFOC is an extremely
useful introduction to the franchise
program you're considering,

TREASURE HUNTY

Not all the information in the
UFOC is enlightening or particu-
larly useful, but you can dig out
much that is. Look for this key
information as you read:

eItem 2 describes the business
background of the officers, direc-
tors and managers of the franchise
company. Scan these summaries to
get an idea of their experience.

eltem 3 summarizes the litiga-
tion background of the franchisor
and the people listed
inItem 2. If there have
been actions taken by
state or federal en-
forcement agencies, or
if private lawsuits rel-
evant to the franchise
system have been filed
against the franchisor
in the past 10 years,
they are summarized
in this section, If you
find a significant num-
ber of actions, espe-
cially where franchi-
sees have sued the
company, make a note
to investigate further.

eltem 4 lists any
bankruptcies in the
backgrounds of ei-
ther the franchisor or
the people listed in
Item 2.

eltems 5 and 6 sum-
marize the initial fran-
chise fees, ongoing
royalty fees and other
charges franchisees
must pay. If the initial
fees have been negoti-
ated in the past year,
that will be disclosed .
in Item 5. :

sltem 7 presents the
franchisor’s estimate
of the typical total in-
vestment by the fran-
chisee, in chart form.
You will need this key
information when you
prepare your own
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business plan or seek financing for
the franchise. Be sure you review
this information with your accoun-
tant.

eltem 8 discloses the restrictions
placed on the franchisee’s purchase
of supplies and product inventory
for resale in the franchised busi-
ness. It also presents information
about rebates generated by fran-
chisee purchases and the portion
of the franchisor’s revenue that

comes from purchases made from
the franchise company. If it looks
like most of the franchisor’s rev-
enue comes from franchisee pur-
chases, find out from other fran-
chisees if products are fairly priced
and effectively delivered. Supply
arrangements are a vital aspect of
running a franchise, so make sure
the system works well.

oItem 10 discusses financing.
Many franchisors either provide

Wlen you purchase a Great Earth®
Vitamin Store franchise, you'll get all the
attention you need. That's because Great
Earth® cares as much about the success of

its franchisees as it does about the nueri-  you qualify to join Great Earth’® Vitamin
tional needs of its customers. As a Great  Stores dramatic expanslon program.
Earth franchisec, you'll receive:
1. Exclusive, bigh quality, bigh margi o learn more abaut
. ve, hig , bigh margin Earth”
line of Great Earth® products. Great vall
2. Territorial protection from other - - 4_
3. The most comprebensive training in
the business at our exclusive “Vita-U".

4. In house creative marketing support.

Compare us to GNC or anyone else. You
will find enthusiastic franchisces and

some real growth opportunities at Great
Earth®. If you have moderate investment
capital and a desire to be part of the
health and fitness revolution, find out if

GREAT EARTH
VITAMIN STORES

A Healthy

Opportunity
For You:
(srowing
Industry,
(rowing
Company

@y
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financing to franchisees or make
special arrangements with banks
or other lenders to assist franchi-
sees. Even if there is no mention
of special financing arrangements
in this item, ask the franchisor
about them.

eltem 11, the longest section in
the document, highlights the fran-
chisor’s obligations to the franchi-
see under the franchise agreement.
It also describes required computer
equipment purchases and the ini-
tial training program.

eItem 12 explains territorial
rights. Make sure you understand
exactly what rights you have, both
inside and outside any designated
territory. If the franchisor reserves
the right in this item to distribute
competing products or services
through other channels of distribu-
tion, find out what this means and
how the company intends to use that
right. '

eltem 13 reveals details about

.. the trademark licensed to franchi-

sees. Is it federally registered or is
registration pending? If it is not
effectively registered, the fran-
chisor—and you—may have prob-
lems with it down the road. .

eltem 19 reveals earnings
claims. This key section shows
what kinds of sales or profits other
franchise owners have made, if the
franchisor chooses to supply the
information. Most don’t. If a
franchisor does provide this infor-
mation, it must also provide data
to prove the claims upon your re-
quest. If no performance informa-
tion appears here, find out why. It
may be because the performance
of franchisees does not paint a very
attractive picture, or it could sim-
ply be that earnings vary widely
from one region to another or one
franchisee to another. Ask fran-
chisees about their sales and prof-
its; most are happy to share their
experiences.

eItem 20 contains systemwide
statistical information such as how
many new businesses have opened’

over the past three years and how

many franchise owners have left the
system over the same period of time.
This section also contains a list of
the names, addresses and telephone
numbers of current franchisees and
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those who have left the system in the
past year. Call them.

LEGAL EAGLES

After you receive this treasure trove

of information, you must take another

vital step to make the most of it: Find
professional advisors to help analyze
the UFOC. Unless you are experienced
in reading financial statements and
analyzing complex commercial con-
tracts, the money it costs for the assis-
tance will be well worth it.

Using the information in the
UFOC, a good accountant can put
together a projection for your planned
business and give you an educated
guess about whether it will be profit-
able and how much money it may
generate. Without a basic cash-flow
needs analysis, you'll have no idea
how much capital you'll need to run
the business and no clue as to whether
it will meet your income needs.

An attorney is invaluable in
reviewing the UFOC and the fran-
chise agreement. The franchise
agreement is usually quite long and
complex—after all, it will govern a

(o
For. Morxe .

S Bethesda, MD ZOBW“"*\ )

N
Information

#The Federal Trade Commis-
sion'(FTC) provides a:package of
information about the FTC
-Franchilse and Business Opportu-
" pity RUIE; free of charge:Writeto "
Public Reference Branch; Federal -
Trade' Commlssion,Washmgton,

DC 20580 call them at (202) 326- %

wwwft g
-~ eAndre Aﬁaffé‘y s the
founder‘ ‘of Amenca‘?ifl}usiness

natiOnal Informati’oh‘clearing- o
house and seminarcompany S
specializing in buisinéss opportu- it
nity and frarichisé’ lnvestment and -
regulation Forinfowmation ‘ionthe =
Institute’s publtcations,programs .
and servicés;send & se(f-‘addressed,
stamped, ‘business;slzed ehvélope: <!
to Americai’ BuslnessOpportumty W
Instituté'Inc; c/o Andrew AXCaffey; #
'3 Bethesda Metro'G Ctr./-#700z5 b

RATELH

AVE.SL A ‘EM VTS ‘;\y

BUSINESS START-UPS MARCH 1998

complicated commercial relation-
ship over a long period of time. An
experienced eye looking it over with
your interests in mind can identify
any essential points of negotiation.
Your lawyer can also explain ex-
actly what all that legalese means
for you as a franchisee.

FROM THE HORSE'S MOUTH
You owe it to yourself to talk to
as many current franchise owners

as you can. Just get in the car and
head out to see them. You will find
names, telephone numbers and ad-
dresses right in the UFOC (Item 20).
Franchisees’ view of the franchisor
and the value of the franchise sys-
tem will be enlightening. Make sure
you interview a large sampling of
franchisees. Some will have good
experiences to report; others may
preach doom and gloom. Remem-
ber, no one can predict how you
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will fare or whether you will enjoy
the business, but you need to know
the mood of the existing owners be- .
fore you join their club.

Use the visit to follow up on the
information you read in the UFOC.
As long as that document is, it still
does not tell the whole story. You
have to piece that together for
yourself. Bring a list of questions
when you visit franchise owners
(see “Penny For Your Thoughts,”
e 88% Repeat Cash Business above).

Make sure you visit franchisees

Compare for voursell:

® Ranked #1 in Industry: ¢ Exploding Consumer Demand at a good time of day. If you show

Platinum 200 * Weekday Business Hours up at a fast-food restaurant at noon,

. i don’t expect to get anyone 's full at-

* Winner in: e Award Winning* CUSTOMER tention. By all means, arrive at noon,

Franchise Times 200 ARE™ . watch the operation during the

E'r;t ren et;r Franchise 500 c System for Managing lunch hour, and arrange to see the

B rep Start-Ups 150 a Big Business - owner later that afternoon, when
usiness otari-Ups : . things quiet down.

50 Best...Franchises * Franchise Fee $9,900 - 24,900 Use the UFOC as the foundation

Total Investment $35,000+ for your inquiries into the franchise

program. If you know the valuable
information it contains—and under-
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_ Windows™World Open 800-665-5962 mation—it will give you a critical
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Business Hours Monday - Friday E-mail: mfo@moll{mmsi.com business investment for you.
8:30 A.M. - 9:00 P.M. Eastern Time Internet: www.mol )’mald-com
: Andrew A. Caffey is an attomey in the .
Washington, DC, area, a former
S general counsel of the International
MOLLY MAID. | B and an e
A Household Name Since 1979 g"mmgnxr;‘px ﬁfvmcgnmmc:tw
USA * CANADA » UK * JAPAN o him at acaffey@compuserve.com.
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