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SMART SPENDING

Fascinated by franchises? 5 things to know 
By Mya Frazier • Bankrate.com 

Highlights 
Seek independent advice. 
Don't be afraid to walk away. 
Recognize you can't change the franchiser. 

Laid-off professionals with severance packages and a lifetime of savings often view a franchise deal as a quick exit from 
unemployment and a steppingstone to financial and personal independence. 

Sadly, it doesn't always end that way. Many would-be entrepreneurs have ended up bankrupt and out hundreds of thousands of 
dollars after falling for dubious franchise concepts hawked by pushy salespeople. 

If you're thinking of opening a franchise, here's what to know about your legal rights, the franchise marketplace and the 
research you must do before signing a contract and handing over that nest egg. 

"You are better off going to people that do not have an agenda," says retired 
franchise owner Betty Otte, who often counsels would-be franchise owners for free 
as district director of the Santa Ana, Calif.-based Orange County office of SCORE, 
the nonprofit group that offers free business counseling at 370 chapters in the 
United States. 

Her consistent word of advice: Read, reread and then read again the the Uniform 
Franchise Offering Circular, or UFOC. The document, required by the Federal Trade Commission, defines the relationship 
between the franchiser and franchisee. It's often long, arduous to complete and chock full of confusing legalese. Unless you're 
an out-of-work attorney, don't review it alone. Seek unbiased help from an attorney and a business counselor. 

"I always have people read it and come with questions," says Otte. "It usually runs about 23 different components. It's like a 
lease. It's a very binding document, and it's very hard to dig your way through it." 

Otte also recommends that would-be franchisees not rely solely on the franchiser for business planning. When Otte started as a 
franchise owner in 1980, opening a NutriSystem location in Orange County, she created and constantly updated an 
independent business plan. 

"We looked at it as a business," Otte says. "Yes, it was true that we had the support of the franchiser. Yes, it was true we had a 
community of other franchisees we could relate to. But we still had our own business plan and our business goals. We operated 
as a freestanding business in parallel to it being a franchise." 

Franchise advice 

1. Seek independent advice. 
2. Don't be afraid to walk away. 
3. Research, and research some 

more. 
4. Recognize you can't change 

the franchiser. 
5. Know and understand your 

legal rights. 

Seek independent advice 
If you do a Web search for franchise consultant, you'll find thousands of sites 
created by self-declared "experts." Fees can reach $300 an hour, and a well-known 
industry secret is that many of these self-proclaimed consultants aren't exactly 
independent. It's understood that many of them push would-be entrepreneurs into 
specific franchise brands and concepts for financial gain.

Don't be afraid to walk away 
Howard Sherman has come close not once, but twice, to signing on the dotted line, handing over a big check and entering the 
ranks of America's franchise owners. He even spent a week in Las Vegas visiting the store operations of a used baby-clothing 
franchise chain.



Then he walked away. 

As an expert in PC repair and programming, Sherman decided to take a serious look at the handful of computer-support 
franchise concepts, often referred to as "geek franchises." 

The franchise deal he decided to pursue required a hefty initial investment, upward of $80,000 and a monthly franchise fee to 
cover a national advertising campaign. Sherman was skeptical of the requirement to put a toll-free number on his local 
advertising so calls could be redirected to him if they originated in his territory in central New Jersey. 

"I would have actually had to pay for and voluntarily agree to introduce a middleman into my business at the rate of 15 percent 
of gross revenue for the next 10 years," he says. So Sherman walked away, again. 

He never regrets listening to that skeptical voice in his head. After all, in 2003, he successfully launched his own brand and 
company, RoyalGeeks.com, based in Matawan, N.J. RoyalGeeks focuses on remote and on-site tech support. 

Sherman now employs five full-time employees and 15 contract and part-time employees. From day one, he has been 
profitable and has been able to invest in new business ideas and strategies because he's not paying monthly franchise fees. 

"I can experiment and get it wrong because I don't have to pay out that 15 percent. It gives me more leeway," Sherman says. 

"If I had signed the paperwork, I would have only been able to serve the area of central New Jersey," Sherman says. "If I had 
wanted to expand, I would have had to buy a second territory." 

Signing a franchise deal means connecting your livelihood, savings and future earnings not just to a business model, but a 
brand. And if one thing is abundantly evident in today's marketplace, it's that brands rise and fall, especially in the retail 
industry, where there are hundreds of retail franchise concepts. 

That's why it's critical to research and read everything you can about the company, brand, leadership experience and existing 
relationship with franchisees. 

Research the franchise concept by searching blogs and other feedback Web sites such as Complaints.com, where you can find 
out if a franchise concept has a positive reputation among consumers, according to Complaints.com Chairman Rob Monster. 

"It is a leading indicator to problems that may emerge later in a franchise network," says Monster. "What we have seen is that 
the consumer complaints are the first indication that the franchiser may have lowered the standards for who can be a 
franchisee and that they are diluting the brand." 

Research, and research some more 
A franchise deal is about more than just the financials. The old investment adage that past performance is no indicator of future 
success rings true in the franchise world, too.

Additionally, call up franchise owners in your region and in other states. Don't just take stock answers. Push for insight and ask 
for the inside story on whether the franchiser lives up to the promises hyped in presentations. After all, the retail churn, or 
customer loss over time, for many second-rate retail brands can be brutal, with some concepts lasting less than five years. 

Finally, ask yourself how original and unique is the brand concept? Is it a derivative, copycat idea, jumping on a consumer fad? 

"In all the recessions, that's what always happens. The unemployed and downsized folks with severance packages and golden 
parachutes try franchising," Hayes says. "People often do not understand that a franchise is a system for operating a business. 
It's not your system. You can't do it your way. You can't change the franchiser. Why buy the system and (not) follow it?" 

The transition to franchise owner can often be frustrating for former executives with an independent or creative streak. 

Hayes has a list of 92 questions all would-be franchisees should ask before making a choice, including No. 9: Would I really 
prefer to create my own system rather than follow another system? 

Many frustrated franchisees fail to recognize the tight restrictions of a franchisee-franchiser relationship. The systems can be 
painstakingly strict and dictate the minutiae of how the business is run, from the kind of napkin holders used to the hours a 
certain food item can be sold in a restaurant franchise. 

If you harbor dreams of creative expression and the life of an experimental chef, you'll likely be unhappy running a franchise 
food concept and should be thinking about starting your own restaurant instead. 

Recognize you can't change the franchiser 
John Hayes is a former franchise owner who runs HowtoBuyaFranchise.com and has written 18 books on business and 
franchising. He sees the recent uptick in interest in franchising as a symptom of the business cycle.



 

"A growing franchise system increases the franchiser's name and brand recognition and may enable you to attract customers. 
But growth alone doesn't ensure successful franchisees. Indeed, a company that grows too quickly may not be able to support 
its franchisees with the support services it promises them. Investigate the franchiser's financial assets and resources; are they 
sufficient to support the franchisees?" 

Know and understand your legal rights 
The Federal Trade Commission offers "Buying a Franchise: A Consumer Guide" as a guide that includes a somewhat sobering 
take on franchise growth:

Posted:May 20, 2009

Location of article: 
http://www.bankrate.com/finance/personal-finance/fascinated-by-franchises-5-things-to-know-1.aspx Email  Save  

Print  



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


