Is that new

franchise or biz op a ground-tlcor

opportunity—or a tlash in the pan?

BY ANDREW A. CAFFEY
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+ aday’s booming economy offers you more choices
than ever when it comes to investing in a tranchise or
business opportunity program. New franchise and busi-
ness opportunity companics are springing up all the
time, Many are based on recent computer innovations;
others arve simply clever new ideas whose creators hope
to hit it hig with a popular investment concept.

Selecting and investing in any business package has its
challenges, hut when checking out a new franchise or
husiness opportunity, it's especially important to go slow.
New programs tend to offer fresh, exciting opportunities.
By definition, you're getting in on the ground floor when
vou buy into a new program, The concepts are often
based on current market sizzle: They look hip and im-

2 press investors with cutting-edge technology or the latest
trends, They may tardet a valuable emerging market or
appeal to a market segment that has great potential.
T'hese teatures can really get your entreprencurial juices
flowing, and the urge to jump into the deal may he alimost
too much to resist. But one nagging fact should make you
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- suceess. The coneept is unproven, and there may still be

= some expensive bugs in the system. It pays. to go slow.

‘L- ake o deep breath—and take-thie following steps. to
S thoroughly investigate the new: mvcstmcnt umcht
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stop and think: A new company has no track record of




WHAT’'S THE SCOOP?

All franchise programs are re-
quired by law to provide investors
with a Uniform Franchise Offering
Circular (UFOC). The UFOC offers
you a bonanza of information: Ev-
erything from the background of the
franchisor’s executives to the finan-
cial details of the investment is laid
out in plain English.

However, when you’re dealing
with a new franchisor, the UFOC can

leave you wanting more information.

Expect to see all zeros in the Item 20

charts describing the system, and pet-. ) |

haps nothing more than an audited

opemng balance sheet for the com-
pany’s financial statements, The busi- ..

ness history of the new franchisor
may be nothing more than the fact
that it was recently incorporated. The
list of franchisees in Item 20? There
may not be any to list, meaning you
can’t contact people who've already

 players have been involved in abank

= ‘;,: what experience the franchisor:

Wh(]i' are the

top franchisese @

Find out in the

Franchise 500

Visit the deflmhve guide to franchises for
over 19 yedrs in'.the'Resource Center of

- Entrepreneur Magazine’s.Small ‘Business

" Square. Entrepreneur analyzes the complex
data and grades each franchise on crucial
factors to determine the best franchises.
Simply plug in a search variable like type of
franchise and the computer will do the rest.
Don’t lcave your choice of franchises to

chance. Consult Entrepreneur, the smull
business auihorlty, online.

P

- { EntreprenearMag
-, .com )
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. visit one of these locations to learn
-~ much as possible about the busmegs

* how well the husiness is doing: 4

invested to see how they’ve fare'
- . Buta new franchisor’s UFOC stills
. contains extremely valuable inf
. tion. It will show you, for i
whether any of the franchisor keﬁé

~ -x%

ruptcy or a material litigation in
past 10 years. The estimated costf"fg:,{
the franchise is spelled out in Item7;
andthefeesyouwxllpaytothe oM
‘pany are detailed in Items 5 and 6.«
Askthefranchxsor’srepmentg X

- had operating similar businesses
company-owned locations of the
chise. How long have they been o]
ating these businesses? How man;
are there? How are they run? Plan.

A visit will also glveyou anldea

S
making money?” and “How: m' hi
money can a franchisee make?” are i\:
questions a new franchisor probably,

can’t answer. Earnings informatio
is carefully regulated by franc

"laws, and often, a new franchiso
simply doesn’t have performang
data available on which to reason:
ably base an earnings statement. If;
the franchisor makes any performan
information available, it will appear:
in Item 19 of the UFOC, You should :
also review the audited financial state-:
ments with your own accountant.

OPPORTUNITY KNOCKS L

A business opportunity program _:
is, by and large, more self-contained -
than a franchise relationship. If that’s |
the case with the program you're ..
considering, the seller’s track record.
may not be that important to the
success of the venture. On the other
hand, if you will rely on the seller to
supply products, services or infor-
mation, you must carefully assess
the seller’s strengths.

If you don't receive a disclosure
statement from the business oppor-
tunity seller, plan to look into the
company’s qualifications. Ask tough
questions of the representative: |

#Can I have the names, addresses
and phone numbers of other buyers
in this state?

*Do I need any business experi-
ence to run this program?

#Do I need a computer or other
equipment?
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#Has the business opportunity
seller registered its offering under
any state business opportunity law?

OMay I see the audited financial
statemeiits of the’ seller company?

#Has the company ever been sued
by a purchaser for problems with
this program? - -

_ ~You should also check with your
state’s attorney: general’s office to
determine:if there are any pending
legal pmblems or enforcement actions.
Call the Better Business Bureau fora

o report of anyi‘oonsumer complaints.

- GET Wl'l'll 'I'IlE PROGRAM

Whether the new program you're
considering is a franchise or a busi-
ness opportumty, you have an enor-
mous advantage when it comes to buy-

- inginto the system, and you shouldn’t

- -squander this valuable position. Your

. leverage? ‘All sellers of newly created

. business package programs are under
huge pressure to sell. That means you
have an excellent chance to negotiate
for favorable price and terms.

Offer the seller an amount below
the asking price. After all, why should
you pay a premium for a new con-
cept that hasn’t yet proved itself? Pro-
.pose a structured payment over time.

-Go in with a portion down and the .

balance on favorable financed terms.
Get aggressive; you'll be surprised at
the response you get.

A structured, negotiated purchase
might also give you some protection.
If, in a few months, you find the
venture doesn’t live up to its prom-
ise, you can stop paying on the de-
ferred purchase price and resolve
your problem with the seller on rea-
sonable terms, with a substantial por-
tion of your purchase money still in
your pocket.

The uncharted waters of a new
program might make it attractive to
risk-taking entrepreneurs seeking a
challenge. But be careful: It’s the
calculated risk that creates wealth,
Before you dive in, assess the pro-
gram with care and evaluate its real
potential in the market.

Andrew A. Caffey (Acaffey@
compuserve.com) is a practicing
attorney in the Washington, DC, area
and an internationally recognized
specialist in franchise and business
opportunity law.
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ra‘way -stayhome and;
‘part-tﬁne pi Ats of up,to :

GROCERY COUPONS

‘For Full Details: Call 1-800-813-8817 Mon. Fri 95¢

America's Finsst Erocery Counons « 2112 South 168th Circts - P.0. Box 84 - Boys Tewn, KE 6801

High-quality reprints of articles in this magazine are an ideal way to
promote yourself, products or services ... or to introduce new ideas or
stimulate learning within your organization.

Article reprints can serve as a powerful promotional or sales tool -

include them with your brochures, newsletters, media kits, or hand them’

out at trade shows. (Minimum quantity per order is 100 copies for single
color, 500 copies full color.)

For complete information
on article reprints, call;

(717) 560-2001 147 West Airport Road, Box 5363

Ruth Potter Lancaster, PA 17606-5363
Reprint Operations Fax (717) 560-2063
Specialist E-mail: sales@rmsreprints.com

Web Site: hitp:}fwww.rmsreprints.com
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Zig Ziglar, Brian Tracy & More

Share The Secrets That Keep
Them Motivated

GET STARTED Now!
102 New Low-Cost
Opportunities

"WHAT BUSINESS
SHOULD | START?"
Get The Answer Inside!

Discover The Little-

Known Financing
Method Even
Start-Ups Can Use
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