Scammed!

By Andrew A. Caffey

may think you've uncovered a golden opportunity, but keep your eye on the company selling you this
dream business . . . or you could come up empty.

tdidn’t work out quite
the way we planned,”
says Michael
Messuri.

That's an under-
statement. In fact,
Messuri calls his fran-

chise experience a “horrifying night-
mare” that cost him more than
$90,000. As a result, he has filed suit
in federal court against his
franchisor.

James and Wendi Ferguson
puchased a business opportunity fea-

turing countertop video poker ma-
chines and learned some lessons the
hard way. The couple, who invested
about $15,000 in the venture, are
now joining other plaintiffs in a suit
against the seller to recover what
money they can.

%
g
%‘
g
g
£




For all the success stories you
read, for all the statistics quoted by
various authorities, and for all the
enticing advertising you see about
exciting business opportunity and
franchise ventures, there is, and al-
ways has been, another side of the
story. On that other side are embit-
tered, disillusioned investors who
purchased programs from scam art-
ists and unworthy organizations.
They tell of their former naivete and
of their slow realization that they'd
been hoodwinked in their invest-
ments and cleverly separated from
their money.

Even in the most heavily regu-
lated and litigious country on earth,
investors must exercise prudence in
all forms of business investment. Too
many would-be entrepreneurs get an
unpleasant surprise after they invest
their money, when their problems
could have been avoided with a little
care, diligence and common sense in
the beginning.

On the following pages, disap-
pointed investors recount the lessons
they learned from their experiences,
and reveal what they would have
done to protect themselves if they
knew then what they know now.

The Franchise From Hell

“Like mostpeople looking to buy
a business, I wanted to share in the
American dream,” says Michael
Messuri of Manassas, Virginia. “My
wife, Mary, and I spent a lot of time
researching the types of businesses
that would fit our needs. We knew
from my experience in the conve-
nience store industry that we did not
want to own a 24-hour-a-day opera-
tion. We liked the looks of a retail ice
cream business because it features a
pre-made product that takes mini-
mal attention on the retailer’s part—
just scoop it up and sell it. Of course,
I now wish we had put as much
energy into selecting the franchisor
as we did into selecting the type of
business we wanted.

“We ran into what I now realize
were classic high-pressure sales tac-
tics. The franchisor told us there
were other investors lining up to buy
franchise rights in the part of the city
we were interested in, and I believed
them. Due to that pressure to buy,
we really shortchanged ourselves in
the investigation phase of our pur-
chase.

“The franchisor also pulled other
tricks. For example, they showed us

a sales projection chart and told us
we could expect $500,000 in annual
sales at the location we were consid-
ering. They suggested we talk to
some handpicked franchise owners,
so we called them, and they painted
an incredibly rosy picture of their
experiences. I now suspect they were
paid by the franchisor to say what
they did.

“Looking back on the experi-
ence, I realize how gullible [ was. I
asked the franchisor what I thought
were the right questions. I asked to
see the company’s disclosure docu-
ment and was told by the president
that the business was not required
by law to have a disclosure docu-
ment because it was a ‘private com-
pany.’ I believed him, because he
was so believable. This guy was a
piece of work, and very slick. I asked
him for the company’s financial state-
ments and received some sort of
mock-up of a financial balance—to-
tally fabricated.

“After I signed the franchise
agreement and paid the $30,000 fee,
things changed almost immediately.
The franchisor gave me a tremen-
dous amount of attention right up to
the point I signed the agreement—
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but once they had my money, the
franchisor was nowhere to be found.
My wife and I opened the store that
was licensed to us, and enjoyed the
business for a few months, but we
were so unsophisticated in business,
we didn't realize we were losing
money from the start.

“We would have a $20,000 sales
month and feel pretty good. It was so
exhilarating to touch that much
money—we had never made that
kind of cash before. It didn't sink in
for a while that it was all going out in
expenses before it even got warm in
our hands. It turns out our rent was
way out of line, and the cost of the ice
cream product we were required to
buy was about twice what it should
have been. There were also some
serious problems with the product
packaging that shortchanged the
franchisee.

“We finally changed the name
of our [store] and sued the franchisor
for our losses, but we are still strug-
gling under the lease for the store. 1
don’t know whether we are going to
survive in this location.”

What would he do to protect
himself were he to do it all over
again? Messuri is succinct and to the
point: “First, spend the time and
money to thoroughly check out the
franchisor. I'm sorry we didn't put
more time into researching the com-
pany before buying a franchise. Hire
an attorney to really ‘debug’ the of-
fering papers and see what’s there.
Don't just call other franchise own-
ers on the telephone; get in the car
and go see their operations for your-
self. It’s like buying a house—you
shouldn’t buy the first one you see.
And remember, the salesperson on
the other side of the table is out to
sell to you; he’s not necessarily look-
ing out for your interests.”

Another entrepreneur who
bought an ice cream franchise from
the same company had similar expe-
riences, and he adds additional
thoughts to Messuri's advice:

“Look at the numbers involved
in your prospective business ex-
tremely carefully, and read every
word of the disclosure document,”
says Martin Miller, a former franchi-
see in Richmond, Virginia. “I also
suggest asking tough questions when
talking about the investment with
your attorney. Too many attorneys
will tell you only that the contract
has the standard provisions in it. You
have got to push beyond that.

1233 164th St. S.W.
Suite G386
Lynnwood, WA 98037

(206) 745-1725
1-800-833-5655
Fax (206) 745.2150
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“When talking to other fran-
chise owners, you should ask de-
tailed questions about debt levels,
how they are financed, and what
level of cash flow their business
generates,” Miller says. “Ask how
hard they work at the business, how
many hours a week they put in, and
what the bottom line is. Ask what
frustrates them, what they like about
the business, and how the franchisor
performs when they need help. My
mistake was being too polite to ask
the hard questions that would have
been really helpful in evaluating the
investment.”

The Business Opportunity That
Wasn’t

Wendi and James Ferguson of
Champaign, lllinois, were successful
entrepreneurs and real estate inves-
tors when they started thinking about
diversifying. They scanned the busi-
ness advertisements looking for a
part-time business that would offer
them a reasonable return on the
cash they were prepared to invest.
“We called in response to several of
the business opportunity advertise-

ments in our local papers and were
mostimpressed by acompany selling
video poker vending machines for
placement in local lounges,” says
Wendi, 28. “We were very skepticalin
the beginning, but the company
seemed to have the answers to all our

questions.”

“We were told that these ma-
chines were terrific moneymakers
and that our investment would be
returned within 15 to 18 months,”
says James, 31. “Our initial invest-
ment purchased five machines for
$15,500, which included a fee to a
vending machine placement com-
pany. We were promised—in writ-
ing, no less—that the machines
would be placed in five establish-
ments in our town—'"top locations.’
We were also told that the machines
were insurable. We flew across the
country to see the company and close
the transaction. That was on a Fri-
day. We were told we had three days
to change our minds, including the
weekend days that were gone by the
time we returned home.”

“Before the sale was made, they
had every answer to our questions,”

says Wendi. “After they had our
money, no one would return our
calls. The placement company
couldn’t even find locations for the
machines in our town; our area was
a ‘terrible location,’ they told us,
because some other vending ma-
chine company had already sewn up
all the better locations. After the
first few weeks, we knew we'd been
scammed.”

Things went downhill from
there. “Four of the five machines
were located in a town 30 miles
away and they generated about one-
tenth of the projections we'd been
given,” says Wendi. “Insurance, it
turns out, is prohibitively expensive,
and bar owners do not want the
machines included under their um-
brella policies—our investment was
very vulnerable to damage done at
their locations. One machine was
never placed and to this day graces
our dining room. Two of the ma-
chines are now broken, and we don’t
want to throw good money after bad
to fix them.”

What advice can the Fergusons
give other investors? “The one step
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Ir we wish we had taken was to call the
Ir Better Business Bureau,” says MAKE MONEY WITH AERIAL PICTURES USING REMOTE
y Wendi. “If we had seen its report on
e this company, we probably would ) UNMANNED BLIMP!!
1§ not have gone ahead with the invest- i 5
a- been lodged. ., : e : ;
P “The company should have of-
1e fered us a disclosure document, but
n we didn’t ask for one—we didn't
know that was our right. We also
m should have pressed the company
] for the names of route owners. They
'S gave us three names and no more,
& claiming some vague reasons they
n couldn’t give us any more informa-
it tion. We received a glowing report .
3, from the three people we called— g 4 :
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choosing. A classic scam technique
is to present shills as investors. Ask
for a list and pick your own business
owners to interview. Ask them how
much money they are making at the
business and whether they would
make the same investment knowing
what they know now.

Do your homework. Remember
the three rules of self-protection in
your investment and business life:
investigate, investigate, investigate.
Don't rely solely on promotional
pieces or sales talk from company
representatives. Look hard for ob-
jective information sources. Check
the Better Business Bureau and in-
dustry groups where this company
may be a member. State enforce-
ment agencies, especially in states
with franchise and business oppor-
tunity statutes, are good sources of
information.

Be realistic. Counter the natu-
ral tendency to dream about the un-
limited success that may come with
an exciting entrepreneurial venture.
This is no way to make a significant
business decision that involves a big
cash investment. Decide with your
head, not just your heart.

Don't focus solely on the product
and its potential, but determine your
role in selling the idea. Will you enjoy
this business? Will you be good at it?
Do you have enough time? Can you
afford to buy this business opportu-
nity and not succeed? How long can
you hold on financially if this business
is slow getting off the ground?

If you don’t think you can handle
the rejection that comes with mak-
ing cold calls, don’t buy a business
that requires it. If you are not com-
fortable selling to your friends, don’t
buy into a program that depends on
personal contacts to make sales. Nar-

row down the industries you're in-
terested in before you start connect-
ing with sales representatives at trade
shows or calling for information.

Resist high-pressure tactics. Never
allow yourself to be rushed into a
decision. Despite what you may be
told by sales representatives, the
price is not really about to go up, the
territory is not about to be sold out,
and it doesn’t matter if the salesper-
son is leaving town on Monday after-
noon. There is no real reason to feel
pressured to buy right away. Recog-
nize these statements as old and well-
worn high-pressure sales tactics, de-
signed to play on a buyer's excite-
ment and enthusiasm and create a
feeling of anxiety. Don’t be taken in;
take your sweet time. Remember,
the seller is far more motivated to
sell you this investment than you are
to make it.
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AUTHORIZED HOME STUDY PROGRAM LEADS TO YOUR PROFESSIONAL CERTIFICATION:

“There’s no reason why
a hard-working real estate appraiser can't
e income in this profession.”

Real mtp sers are in constant demand by
mortgage lenders and banks to ise the 60,000+
residences that are sold in the US. each day.

earn a six-figur

So says one of our graduates—the
owner of his own prospering real estate
appraisal firm. With the help of our I: -
fessional-level training, he has built
himself a highly rewarding business.

If you focus on your studies, you can
graduate in only 60 to 80 days, and es-
tablish your professional reputation
quickly. The repeat business that results
is your ticket to high earnings, indepen-
dence, and security. And remember—
real estate appraisal services are in reg-
ular demand in any economy.

Your certification: the

. . key to building a
highly profitable business.

At graduation, you'll receive two very
important documents. One is your Na-
tional College diploma. The other is

ur certification from the American

ciety of Professional Appraisers. Both
are recognized nationwide-—symbols
of thorough, authoritative training and
the highest professional standards.
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More independence, more

As an appraiser you set your own
schedule, charging $200 to $400 or
more per appraisal. Substantial earn-
ings are well within your reach. And,
you can phase into the profession safely
while phasing out of

Find out more—call or write today.

Free career hooklet:
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Address
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The National College

Property Management

Dept. RK223 - Atlanta, Georgia 30328

income, fewer risks.
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One Hour MotoPhoto & Portrait Studio
- Remember the negotiator’s strength:

Always be prepared to walk away B The franchise leader, with over 350 locations

from the deal. M In the recession resistant $6 billion photo
finishing market

B Excellent add-on capabilities in a
state-of-the-art retail image center

M Real estate, training, market support
from the leader

Negotiate! Ask for a lower price,
or suggest structuring your pay-
ments to fit your needs. It never
hurts to ask. Do not be impressed
by “rules,” “policies,” printed price
lists and other arbitrary hurdles.

Get professional advice. The
larger the investment, the more im-
portant it is to seek the advice of
legal and accounting professionals.

Learn more about the wonderful opportunities that are yours as a
MotoPhoto franchisee. Call Paul Pieschel at 1-800-733-6686

ONE HOUR

MOTOPHOTO

& PORTRAIT STUDIO

Take any complaints to your seller
Sirst. Most sellers want satisfied cus-
tomers. If you have trouble, take the
problem to the seller—in writing—
before you approach the Better Busi-
ness Bureau or other organizations.

Are You Waking Up From
The American Dream?

Not that long ago, everyone wanted to work for a larﬁe company. But today,
as many executives are discovering, you can no longer count on your

company to be loyal 1o you. In order to survive in today’s economic climate,
businesses are downsizing more than ever. The time may be right to start
looking out for yourself, your family and everything that's important to you.

Former executives from Fortune 500 companies and professionals from
businesses nationwide are (akingacharge of &cir lives and starting exciting,
new careers as AlphaGraphics franchise owners. They are providing high-
tech communicarions solutions to the business community, supported by an
international company with a 22-year track record. AlphaGraphics owners

Arm yourself with information.
For a detailed discussion of business
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opportunities and franchising, includ-
ing a digest of the state business
opportunity and franchise laws that
protect investors, send $13.95 to Na-
tional Business Opportunity Services,
P.0O. Box 6271, Washington, DC
200150271, and request a copy of
The Business Opportunity/Franchise
Buyer's Guide. ) a

Andrew A. Caffey is a practicing attor-
ney and a pariner in the Washington,
DC, office of Venable, Baetjer, Howard
& Civiletti, where he heads a national
practice team specializing in franchise,
business opportunity and distribution
law.

call their own shors, backed by a safety net of expertise. They're in business
for themselves, not by themselves,

“One of the ‘90s Top Ten Franchises”
Money magazine recently named AlphaGraphics as “an established franchisor
that promises to have continued gro in the 1990s,” while Success

magazine listed AlphaGraphics among their Top Ten business service
franchises.

An acknowledged leader in the quick printing industry, we specialize in
lacing successful business people into business for themselves. Ask our

]
anchise owners how they feel about our training, support and marketing
programs. They know a good thing when they see it.

So snap out of it. Take control of your future. Now.
o TR —
1-800-528-4885  “"im punmeRm.

In Canada and Arizona
call 602-293-9200 Prntzhops O The Futuse

3760 N. Commerce Drive
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