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Now Youre

COOKING

What are the ingredients for franchise success?
Our secret recipe for satisfying your entrepreneurial appetite

BY ANDREW A. CAFFEY

HOOSING FRoM among the thousands of fran-

chise opportunities available to investors is

not unlike walking into a large grocery store.

There’s lots to buy, but you can spend every

dime you have and stll not go home with
what you need to make dinner. Selecting the right fran-
chise requires that you have a detailed shopping list and
a clear idea of the end product. It’s best to start with a
recipe for the dish you're making and a list of the
ingredients you’ll need, and work from there. Try doing
it the other way around—walking into the store with no
idea what you need—and what happens? You forget a
key ingredient. The soufflé falls flat, the lasagna goes
limp, or the cake craters.

It takes hard work, thought and planning to find the
right investment. And while the ingredients may change
from person to person, the process for finding the right
franchise investment is essentially the same for everyone.

A PICTURE IS WORTH A THOUSAND WORDS

It starts with your dream. Where do you want to go
with this venture? In five years, where do you want to
be? If you were making a fancy meal featuring cog au vin,
you'd start with the picture in a cookbook illustrating
the succulent sautéed chicken glistening in a red wine
sauce. This is where you want to end up. This is why
you're going to the grocery store in the first place. This
is your goal.

All successful business ventures start with a personal

vision, a fundamental plan, a goal or an objective. Se-
lecting the right franchise should start with some sort of
personal plan and goal-setting exercise. Know where
you want to go in your business. Know the general type
of work you prefer. Know what really fires vou up and
gets you excited about business.

THE SHOPPING LIST

Next, make a list of your assets, personal strengths,
resources and limitations. What money do vou have in
the bank? Is your credit report in good shape? Do you
think you’ll qualify to borrow the investment capital
you'll need?> Do you have friends or family members
who are in a position to invest in a promising business
venture?

Expect to have these resources tested during your
search for the right franchise. Prepare a current financial
statement, and obtain references from your bank and
your major creditors, like a landlord or a credit union.

If you go into the investment without your list, you
could end up forgetting a crucial part of the preparation.

NEVER SHOP WHEN YOU'RE HUNGRY

If you shop when you’re hungry, you end up buying
food you don’t need and probably shouldn't eat. In
franchising, you must be prepared to resist making im-
pulsive decisions. The field of franchising is populated
with some of the most talented salespeople in business.
They offer lots of sizzle, and they're careful students of
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the psyche of the
hungry prospective
entrepreneur. Before you
know it, they've got you ex-
cited about the unlimited poten-

tial of their opportunity, they’re urging you to get in on
the ground floor, and they’re telling you the territory is
going fast and you must decide now. Your job in this
process is to separate the sizzle from the steak and stick
to your list.

READ THE LABELS

You have an advantage over most other investors. As a
prospective franchisee, you'll receive a detailed, extensive
report about the franchisor, the franchise being offered
and the franchise system. This document is known as the
Uniform Franchise Offering Circular, or UFOC.

The UFOC is one of the most detailed ingredient
labels you’ll ever come across. Like food packaging
labels, the UFOC’s format is established by federal law,
and it’s designed to deliver key information about the
franchise investment. You’ll find 23 items of informa-
tion, all of which are important to your investment

decision.
If there’s one 3
piece of advice you shouldn't ignore, this

like an insurance policy in places, but it’s a treasure?
trove of details for alert investors. The good news: All 5
UFOC documents must be written in plain English. No $
Latin phrases. No “hereinafters” or “whereinbefores.” %
No run-on sentences only a lawyer could love.

Pay special attention to key UFOC sections that de-
scribe the franchise program. Some sections give you in-
formation about the franchisor, its financial standing and
liigation background; some oudine the franchise invest-
ment itself; and others fill you in on the network of existing
franchise owners. Taking all three areas into consideration
is crucial when making your investment decision.

1. The franchisor. Items 1, 2, 3 and 4 tell you who the
franchisor is, how long it’s been in business, its key execu-
tives’ experience, its litigation or arbitration history, and
whether there are any bankruptcies in its background.
The key information here is the litigation background. If
the company is involved in numerous lawsuits with its
franchisees, find out why.
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Ready, Set, Cook!

Once you've chosen a franchise, you'll be your own
master chef. Then it's time to make a success of the
recipe and bring your own energy, joy and hard work to
the mix.

v’Watch your pennies. Franchise specialists will tell
you that most franchises, like most small-business
operations, run on narrow profit margins. Success lies
in your willingness to immerse yourself in the control of
the expense side of the business.

v'it's people, people, people. Location is impor-
tant, but if you're running a retail franchise, your
biggest challenge may be finding people to fill the
working crew. Economic prosperity and low unem-
ployment mean everyone is looking for solid employ-
ees. It's an economic season of high turnover. Offer

competitive wages and strong benefits.

v'Sweat the small stuff. The real magic of retail
marketing takes place at the counter, the point of sale.
Small things like eye contact, a cheerful greeting, a smile,
and a subtle sales spin that promotes specials and larger
orders can nudge the narrow margins into clear profitabil-
ity. The best franchise programs insist on attention to
detail at the front counter. The solution: ongoing training
of counter or sales crew.

v’Connect with the customer. Outreach programs
are the hot topics among franchisees these days. Direct-
mail promotions bring 'em into the store: coupons, punch
cards, discount specials, and even programs allowing the
counter staff to learn and remember the names of regular
customers are drawing new attention from franchisees in
an increasingly crowded and competitive marketplace.

buying a franchise should interview
as many existing owners in the sys-
tem as possible. You'll find a list of
owners in [tem 20. Ask them how
their units perform and whether
they’re satisfied with the training
program and their business’s per-
tformance. Not only will this infor-

mation provide an invaluable real-
ity check, but it will also help you
with your business planning and fi-
nancial projections.

3. The network. Turn to the
charts and lists shown in Item 20
for a systemwide snapshot of the
franchise program. The charts are

designed to reveal a three-year sum-
mary of the growth—or contrac-
tion—of the national franchise sys-
tem and the franchisor’s expansion
plans during the coming 12 months.

Generally, two lists are attached
to Item 20. The first is a list of
existing owners, organized by state.
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You also want to know about the
financial stability of the franchisor.
Item 21 requires a franchisor to at-
tach three years of audited finan-
cial statements to the UFOC. This
gives you a great snapshot of the
franchisor’s recent financial history.
You want to know if this company
is going to be around for the long
haul; after all, your franchise agree-
ment can run 20 years or longer.
Its value as an investment is greatly
diminished if the franchisor is on
shaky financial ground.

The same can be said about the
principal trademark licensed to
you. Confirm in Item 13 whether
the mark is federally registered
with the U.S. Patent and Trademark
Office and whether the franchisor
will stand behind you if the mark is
ever challenged by a third party. If
the mark isn’t federally registered
or if you’re not entirely comfort-
able with the legal obligations in
the event of a challenge, talk to
your attorney (an important advi-

sor in this process) and know the
legal risks going into the situation.

2. The franchise investment.
Items § and 6 lay out the fees you
must pay the franchisor. Usually,
franchisees pay a substantial inital
fee plus ongoing royalties expressed
as a percentage of the business’s
gross sales. Initial fees typically
range from $10,000 to $30,000, roy-
alties from 3 to 6 percent. Look for
other fees as well, such as a market-
ing or advertising fee, which adds
approximately 1 to 2 percent to the
monthly royalty payment. Item 6
lists other incidental fees, such as
transfer fees, renewal fees, audit ex-
penses and additional training fees.

Item 7 is very important in a suc-
cessful franchise recipe. It presents,
in chart form, the franchisor’s best
esimate of the total expenses in-
volved in opening a franchise. Equip-
ment costs are estimated, as are real
estate and build-out cost ranges. Use
this item to compare the real costs
of the program to your budget. If

you find a total investment range of
$150,000 to $375,000, you’ll know
roughly how much you'll have to
spend or raise if you want to get one
of these franchise recipes off the
stove and onto the table.

Other disclosure sections tell you
about the restrictions placed on your
product supply sources (Item 8),
your obligations under the franchise
agreement (Item 9), any franchisor
financing programs available to
franchisees (Item 10), and the fran-
chisor’s contractual obligations to
provide services, training and assis-
tance (Item 11).

If your first question is “How
much money can I make with this
franchise?” you'll find an answer (if
the franchisor chooses to offer it) in
Item 19. Most franchisors don’t pro-
vide performance data. They leave
it to would-be franchisees to make
their own projections and assump-
dons about the potential of the busi-
ness.

Anyone seriously considering

L

PhotoArts Etc.

Tony DeSio,

founder of Mail Boxes Etc.,

displays products produced by his new venture.

a new franchise coming soon

Proy
Cy

g sl “Every home and business in America

can use the products produced by the
PhotoArts Etc. process. I haven't been
as excited about a business concept
since we started Mail Boxes Etc.”

—Tony DeSio, CEO,

PhotoArts Etc.

Call now to inquire abourt
local or worldwide opportunities.

1-800-699-PHOTO(74686)
1-760-806-1849

1-760-806-1851(fax)



The law requires merely that the
franchisor list at least 100 franchi-
sees in your state and adjacent states.
Also attached to Item 20 is a list of
the names, addresses and telephone
numbers of franchisees who have
left the system for any reason in the
past year. Talk to these former fran-
chise owners to find out why they
left and whether it was related to
shortcomings in the program.

TALK TO PROFESSIONAL
CHEFS

If you’re serious about being in
business, you’ll need a good accoun-
tant and an experienced attorney
on your team. Your accountant will
perform an essential function: help-
ing you review the financial state-
ments presented in the UFOC and
using the cost projections in Item 7
to help you create your own pro-

jections and break-even analysis.
Where serious dollars are con-
cerned, you can'’t afford to miscal-
culate the capital needs and poten-
tial return on investment of your
new business.

Your attorney will advise you on
the franchise agreement, your lease
and any ancillary contracts. These
are perhaps the most complicated
legal obligations you’ll encounter

as an entrepreneur. The franchise
agreement often runs more than 50
pages in length and is not required
to be presented in plain English.
After all, this contract conveys
trademark rights and complex
know-how, appoints the right to op-
erate a franchise unit, details the
conditions of renewal, specifies fees
to be charged, promises services,
imposes the obligations to comply
with the franchise system, addresses
the right of transfer, and tackles the
always-difficult topics of termina-

Declare Your
Independence

Looking for a chance to strike out on your

All The
Fixings

Part of the task of finding the
right franchise for your interests
involves investigating resources to
help with your search and evalua-
tion. Check out the following
government and private resources:

own in a fun business that's full of opportunity?
Fraitfull* franchise mvné}s market a product that
sells itself - 100% natural Fruitfull” fruit bars. They're
the hottest thing going in a really cool industry.
winner of national taste tests. Written up in Bon
Appetit and other leading gourmet magazines.

we'll show you how to market through local
retailers in your comimunity. With no royalties 1o
pay. a low initial investment, and a work-at-home
business, Fruitfull™ provides all you need to

declare your independence! v/The Federal Trade Commission
(FTC) has regulated franchise sales
since 1979. Its Franchise Rule
requires franchisors to deliver a
comprehensive disclosure docu-
ment to all prospective franchisees
at the earlier of 1) the first face-to-
face meeting for the purpose of
discussing a franchise sale or 2) at
least 10 business days before you
pay money or sign a binding
contract for the purchase of the
franchise. Franchisors are not
required to file copies of their
disclosure documents with the FTC,
but you can get general advice and
guidance by phone from the FTC's
Consumer Response Center at
(202) 326-3128, on the Internet at

* No royalties

¢ High margins

¢ Flexible format

« Home-based

« Full or part time
Family business
Min. investment — $30,000
Franchises coast to coast
Accounts nationwide

So go ahead — declare your
independence today!

CALL 1-800-764-6114

E-MAIL: happy@fruitfull.com ON THE WEB: www fruitfull.com
1600 S. DIXIE HWY., SUITE 2A8, BOCA RATON, FL 33432
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ton conditions and post-termina-
tion obligations. And that’s before
it gets to the “boilerplate” provi-
sions of indemnification, dispute
resolution and independent contrac-
tor status. Stretch these topics to
apply over a five-, 10- or 20-year
relationship that’s bound to change
during that time, and you start to
get an idea of the agreement’s com-
plexity.

This is no time for a do-it-your-
self, cursory review. Neither is
it time to consult your niece or
nephew who happens to be a first-
year law student. Find a good at-
torney with solid experience in ad-
vising small businesses who is
comfortable reviewing a franchise
offering.

FOLLOW THE RECIPE

The recipe analogy is apt for
franchising because many fran-
chisors insist that franchisees fol-

www.ftc.gov or by writing to the
Federal Trade Commission, Wash-
ington, DC 20580.

vYour state. If you live in one of
the 13 “registration states,’ you can
feast on disclosure documents as
part of the public record, Contact
the agency in parentheses in these
states: California (Department of
Corporations), Hawaii (Department
of Commerce and Consumer
Affairs), lllinois (Office of the
Attorney General), Indiana (Secre-
tary of State, Securities Division),
Maryland (Office of the Attorney
General), Minnesota (Department of
Commerce), New York (Department
of Law), North Dakota (Office of the
Securities Commissioner), Rhode
Island (Division of Securities),
South Dakota (Division of Securi-
ties), Virginia (Corporation Commis-
sion, Division of Securities and
Retail Franchising), Washington
(Department of Financial Institu-
tions, Securities Division) and
Wisconsin (Commissioner of
Securities). If you don't live in one of
these states, contact your state's
consumer protection agency for
general investment information.

low their recipe for success without
deviation. Make sure you like the
business of the franchise and that
you're prepared to follow the fran-
chisor’s approach to management.
Many systems leave no leeway for
individual variations on the core el-
ements of the franchise program,
so owning a franchise is not for ev-
eryone.

This may not be the time to ad-

here to the old saying, “If you can't
stand the heat, get out of the
kitchen.” It’s certainly going to get
hot in this kitchen, but it’s all part
of a great small-business investment.
Get used to it. Savor it. If you're
organized, relentlessly follow the
recipe and choose wisely among the
avaifable franchises, you'll deliver a
seven-course meal of extraordinary
franchise success. ®
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Unleash Your Talent
You know your management and organizational skills
can make you a success in your own business.
You're ready to take the risks and reap the rewards

of being your own boss.

Consider Owning A Copy Club

If you're seeking a fast-paced. technology driven career,

your entrepreneurial spirit needs an environment where

you'll thrive. Copy Club is a 24~hour dynamic retail
environment that provides business solutions to
corporations, home offices and small businesses.

A Place Where You Make The Difference
From digital imaging to high speed copying to creative
presentations, Copy Club answers the critical needs of
today's world. Legendary Customer Service is the focus of
our philosophy. It's what makes Copy Club the future of
business communications.

| Prime Markets Available Nationwide

CopY,
e Busl":esgs soluf“’"s

g

ing &

pmagi®

Minimum cash required $93,000
Total investment approximately §316,600 (including working capital)

Call 888-280-2053 Today

or check out our websites: www.iced.net and www.copyclub.com
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