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UYING A FRANCHISE, like buying a car, is
. a challenge. .
You know the routine when you buy a car.
B Choose unwisely, and you could have one

costly problem on your hands. It can be a

- lemon or the buy of a lifetime, so you look it over with
- care. Finally, you step up, and after going through

your best negotating routines (“Gee, I don’t know,
lot of money”), you put down your
money and drive it off the lot. Mission accomplished.

Buying a franchise should involve a similar process. If
you don’t approach the evaluaton process cautiously,
you could end up with the business problems of a life-
time. Also, as with buying cars, you're one step ahead of
the game if you S
know the frequently
encountered traps
before you step foot
on the lot

Trap: “You
needed a bard-work-
ing pickup truck, so
who talked you into
that '84 Corverte?”
As you read in
“Wish List” on
page 92, it’s easy
to get pulled in the
wrong direction
when buying a
franchise. There
are some real pros
out there; some of
the greatest sales-
people in Ameri-
can business sell
franchises. You
start out seeking a
part-ume at-home
supplement to
your regular work,
but you find your-
self negodatng for
a free-standing )
fast-food operaton. How did you get here?

Tip: Ground yourself before you jump into the
franchise selecdon process. Carefully evaluate your-
self, your needs, dreams, working experience, finan-
cial requirements, willingness to sacrifice, dme and
family commitments, and willingness to undertake
risks. Be realistc. Focus on what you enjoy about
your working life. After all, for most people the pur-
chase of a franchise is a radical departure from their
experience as employees. Take advantage of the op-
portunity to find a business that’s right for you. Life is
short, so choose a business you will thoroughly enjoy
building day in and day out.

Lifestyle was an important factor for Jim and Cheryl
Klinkhamer, recenc franchise buyers in Dallas. “We
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Harvest bakery franchise. We liked their flexible phi-
losophy, and when we visited the store, we knew we
could see ourselves running a bakery, kneading bread,
and having fun with our customers,” says Cheryl.

“All the Greatr Harvest bakery owners we met were
friendly, fun and hard-working people,” adds Jim.
“And they do 2 good job of empowering their em-
ployees. We like that.”

Trap: “Fust bow do you expect to pay for that $40,000
BMW on your salary?” It's a common and always tragic
mistake to buy into a business and overpay for it. This
happens frequenty in franchising because of the up-
front expenses that are unique to franchised busi-
nesses: inital fees to the franchisor %ea $10,000 to

,000), training
expenses, start-up
inventory, signs
and build-out
specifications to
achieve the uni-
form appearance of
the franchise sys-
tem. These are all
Eaid out of pocket

efore the firstsale
is ever made. Ini-
dal expenses are
often financed, of
course, and the
wick is to make
sure that the rev-
enue generated by
the business can
carry the debt and
that expenses do
not outstrip avail-
able capital for the
start-up phase.

Tip: As with
other forms of en-
trepreneurial ven-
tures, there is no
substitute for a de-
tailed business plan.
Just as you should take a look at your monthly check-
book and confer with your spouse before purchasing
that dream BMW, you must prepare a cash flow analy-
sis and operations projection that are realistc.

Trap: “You just bought a what!? I got stuck with one of
those #%&@!#S rolling lemons six montbs ago and finally
unloaded it last week. | wish you bad checked with me first,
ol' buddy.” It's ea? to feel isolated when buying a
franchise. If you don’t reach out to those who can
help you objectively evaluate the investment, you set
yourself up for some disappointing surprises.

Tip: Most franchise systems have scores of existing
owners. Head out and talk to them. Sit in their stores,
ride with them as they service their route, sit next to

them as they make cold calls, or attend the seminars
|J knew right away that we would fit in with the Great they teach. Not only will you get a solid feel for the

JANUARY 10903

e




FRANCHISE 500

business, but you can ask the own-
ers how they like the franchise. Con-
sider asking these questons:

4Do you enjoy this business? Is
there anything abour it you don’t
like?

#Has the franchisor been sup-
portive? Was the training program
useful in establishing the business?
How does the company respond
when you call with a problem?

4+Knowing what you know now
about the company, would you make
the same decision to buy this fran-
chise? Would you buy a second fran-
chise if it were available to you?

¢Is che business seasonal? How
do you staff up for the busy sea-
sons, and how do you financially
handle the slow dmes?

¢Is the advertsing effecdve?

¢What sort of inpuc do fran-
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chise owners have in the system:?
What is the mood of the owners?

#What were your gross sales last
year? Whart are product costs? Is
the supply of product adequate?

#What can I expect to net from
this franchise?

Make sure you speak to a fair
sampling of franchise owners; do
not allow the franchisor to give you
only one or two names. Handpicked
franchisees may be unusually suc-
cessful, or worse, they may be shil-
ling for the franchisor on the prom-
ise of a substandal commission if
you make a purchase. It's rare, but
it happens.

Trap: “I didn’t read the fine print.
I assumed it bad air conditioning. Who
would sell a car in this climate without
air?” Purchasing a franchise is an
occasion for a paper storm. The
temptation to ignore it and assume
it is meaningless lawyer-babble is
almost irresistible for investors not
inclined to wade through substan-
dal documents looking for details.

Tip: Among the flurry of docu-
ments is the Uniform Franchise Of-
fering Circular (UFOC), essental
reading for your investment. This
offering prospectus contains a
mountain of useful informadon.
Among its high points:

#A descripdon of the franchisor’s
officers and their business experience.

“#A summary of the franchisor’s
bankruprcy and litigadon history.

#A chart detailing the inidal ex-
penses you are likely to incur in
setting up the franchise.

4A description of the direct and
indirect fees imposed by the fran-
chise agreement.

#The franchisor’s three most re-
cent annual audited financial state-
ments.

#A copy of the franchise agree-
ment and related contracts to be
signed.

“Be sure to check the franchisor’s
financial standing by reviewing its
financial [statements],” says Min-
neapolis franchise attorney Tom
MaclIntosh, “and check with the
Better Business Bureau. The last
thing you want is to discover after
you buy that the company is insol-

vent or is the recipient of numer-
ous complaints.”

—
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Bonus Tip: Read the darn thing.
It's surprising how many people
don’t read the UFOC. (For more

' informadon about the UFOC, see

“Understanding the UFOC” on
page 106.)

Trap: Your mechanic would bave
spotted that problem with one look un-
der the hood. A franchise investment
is a2 complicated wansacton. You
will be offered an extensive, long-
term franchise agreement, often
written so that every advantage and

. every bit of control is reserved by

the franchisor. For most investors,
the franchise will require the sav-
ings and resources accumulated
over a lifedime. The trap is to make
such a commitment without evalu-
ating the risks to your investment.
Tip: Ger professional help. Law-
yers and accountants are business
mechanics and should be consulted

whenever you are considering mak--

ing a substantial invesument. This
is no dme to pinch pennies. Yes,
there are substandal fees involved,
but compared to what is being put
at risk, you can’t afford not to buy
the additional insurance and peace
of mind that comes with a thor-
ough professional review.

The Klinkhamers got their law-

1 yer involved early in the process.

\\

. “We looked at a lot of franchise

programs before we found one that
was right for us,” says Jim. “We
wook the contract and disclosure
document to our lawyer as soon as
we got it. He told us the agreement
was fair and well-balanced, so we
knew we were on to a company we
could be comfortable with.”

Cheryl adds with glee, “He even
asked us if we needed another in-
vestor!”

Trap: It's a brand-new model; the
bugs aren’t out of it yet. New fran-
chise programs offer exciring up-
sides and dangerous downsides.
The good news is a new franchise
system can offer enormous oppor-
tunity and value for your invest-
ment. New franchisors are eager to
locate willing investors and will of-
ten give major concessions to them
just to get their new businesses up
and running.

The bad news is the risks are high.
New programs are untested in the
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markerplace, and their wademarks
are not well-recognized; in addidon,
their training and support services
may be inadequate. “O&en, the
franchisor’s execudves can’t answer
questons about the system or sim-
ply do notunderstand the company’s
new culture,” says Maclntosh.

Tip: Move caudously if you are

prospects for success with a critcal
eye. If there are any other investors
in the program, be sure to meet
them. Read over the franchisor’s fi-
nancial statements to determine
whether the company has a substan-
dal or minimal net worth. What is
the business experience of the of-
ficers and managers listed in Item 2

considering buying a franchise in a

of the UFOC:? Tenaciously negou-
new program, and look over the

ate the terms of purchase so you can
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get those important concessions.

Trap: The salesman told me this
beast would ger 29 mpg. Not even close!
If franchising has picked up a mixed
reputation over the years, its be-
cause of pie-in-the-sky promises of
wealth and success. Franchising’s
history is srudded with exaggerared
statements and claims of how much
an investor might make in the busi-
ness. It is a formula destned t
creare disappointed investors. [f you
receive assurances of profitbility
that sound too good to be realisdc,
look out.

Tip: Franchisors should exercise
great care in answering the ques-
tion: “How much can I make with
your franchise?” Earnings’ claims—
any statement that suggests to the
prospective buyer a specific leve! of
sales or profics—must appear in
Item 19 of the UFOC and must
have a reasonable basis in fact. In
additon, franchisors must make.
dara substandadng the earnings
claim available to the prospect on
reasonable request. Confirm any
earnings claims with an exisdng
franchise owner to make sure
they’re realistic.

Trap: You bought what looked good,
bur you realize you have a lemon. You
didn't check the warranty. Now what do
you do? It’s an old story. For any
number of reasons, the business
doesn't work out. It’s not as profit-
able as you had hoped, or it’s harder
work than you andcipated. What
options do you have, and how can
you protect your original investment?

Tip: Your franchise agreement
will spell out what alternatives you
have in the event you want out.
“Make sure the agreement allows
for a fair exit. The franchise laws in
a number of states may also help,”
says attorney MacIntosh. “This is
something you should review care-
fully with your lawyer before you
invest in the business.” ®

Andrew A. Caffey is a practicing
Washington, DC, attorney, the former
General Counsel of the International
Franchise Association, the founder of
the American Business Opportunity
Institute, and a nationally recognized
specialist in the field of franchise and
business opportunity law.
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