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The Franchisee Handbook is jam packed with great advice to help steer prospective franchisees into making a well-informed decision as to which opportunity might suit them best and, more importantly, helping them avoid opportunities that are not a good fit.


—SETH BRINK, GYRO SHACK


Having worked with Mark on multiple franchise opportunities,


I know how important it is for franchisees to understand what they are getting into before they buy. This book provides prospective franchisees with a great roadmap to guide them through the process of making one of the biggest financial decisions they will ever make.


—TOM RYAN, VICE PRESIDENT OF DEVELOPMENT, CD ONE PRICE CLEANERS


As both a franchisee and as a franchisor, I can attest to Mark’s philosophy that there is nothing more important than ensuring the franchisee and franchisor are a good fit for each other. The lessons in this book should be taken to heart by anyone seriously considering the purchase of a franchise.


—RAY WILEY, PRESIDENT AND FOUNDER, HOT HEAD BURRITOS AND RAPID FIRED PIZZA


The Franchisee Handbook will take you step-by-step through the process of evaluating franchise opportunities from a more objective viewpoint so you can better evaluate how a particular franchise will work for you and your unique circumstances.


—SCOTT LEHR, EXECUTIVE VICE PRESIDENT OF DEVELOPMENT, MARKETING, AND CONFERENCES FOR THE INTERNATIONAL FRANCHISE ASSOCIATION


The process of investing in a franchise can be difficult to navigate—both for the prospective franchisee and for the franchisor. Mark’s book is designed to help you better understand the complexities of this investment that could well alter the course of your life.


—DAVE PAZGAN, CEO, 101 MOBILITY


The Franchisee Handbook provides those who are planning to franchise with a systemized approach to evaluating both themselves and the franchises they are considering. It is an invaluable tool for every would-be franchisee.


—NICK FRIEDMAN, COFOUNDER AND PRESIDENT, COLLEGE H.U.N.K.S. HAULING JUNK


Mark’s book will show you how the best franchisors attempt to qualify their franchisees and will provide you with your own framework to evaluate the fit of various franchisors from your perspective. It is an invaluable tool for anyone thinking of buying a franchise.


—SCOT CRAIN, VICE PRESIDENT OF FRANCHISEE RELATIONS, AUNTIE ANNE’S SOFT PRETZELS


As former franchisees, we can attest to the importance of knowing how to look before you leap. The Franchisee Handbook provides an invaluable framework for that analysis—both looking at the franchisor and looking at your own capabilities. It is a great first step toward understanding how franchising will work for you.


—CYNTHIA AND STEVE CLARKIN, FORMER FRANCHISEES


With over 3,000 opportunities to choose from, the first-time franchisee may easily find the task of finding that perfect franchise daunting. The Franchisee Handbook provides a roadmap to narrowing the field to a manageable number and provides a framework for the kind of diligence and self-examination that will improve anyone’s chances of success.


—ALLAN YOUNG, COFOUNDER OF SHELF GENIE


The Franchisee Handbook provides the prospective franchisee with the tools they need to examine the opportunities they are considering and a framework for understanding how they will fit within a particular franchise system. It is a must read for anyone considering a franchise investment.


—PETER ROSS, COFOUNDER AND CEO OF SENIOR HELPERS


The Franchisee Handbook is an essential resource for the would-be franchisee. While I was happy with the franchise I purchased, if I had read this book in advance I might have gone a different direction that would have better suited me personally. I highly recommend this book for anyone who is seriously considering an investment in a franchise.


—BARRY FALCON, FORMER FRANCHISEE AND COFOUNDER OF TWO SUCCESSFUL FRANCHISE COMPANIES
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FOREWORD


BY ROBERT CRESANTI, CFE, PRESIDENT & CEO INTERNATIONAL FRANCHISE ASSOCIATION





“How do I know if owning a franchise is right for me?” In my role as President and CEO of the International Franchise Association (IFA), I am asked that question all the time. And equally often I am asked, “What is the best franchise to buy?” “How much does it cost to buy a franchise?” and “Is it better to buy a franchise or start my own business?” The Franchisee Handbook will help you with these questions and many more you may not even realize you need to ask.


Franchising accounts for nearly 760,000 franchise establishments that support 8.1 million direct jobs, $757 billion of economic output for the U.S. economy and 3 percent of the Gross Domestic Product (GDP).


The International Franchise Association represents franchise companies in over 300 different business format categories. A number of IFA’s franchisor members were introduced to our organization by Mark and Dave’s team at iFranchise Group. The iFranchise team has many years of hands-on experience running franchise organizations and meeting with countless people just like you who are thinking of buying their own franchise. That background guides iFranchise Group’s and the franchise industry’s hallmark principle that franchising is successful when franchisees are successful. Franchisee success is a consistent theme throughout The Franchisee Handbook.


Understanding the intricacies of the franchise sales process is at the heart of franchise development. Sometimes both franchisors and prospective franchisees alike need to hear the hard truth about having to turn away a candidate when it is clear the candidate will not be a good fit for the brand and will not be successful. This book will help you appreciate the risks of franchise ownership as well as its many rewards.


The Franchisee Handbook provides a knowledgeable overview of franchising and how it works, and it will help you decide if you are ready to be a franchise owner. It will help you assess the amount of capital you have available, your skills, and your passion for business ownership. Mark takes you through the questions you to need to ask yourself before you can even begin to look at specific franchise concepts and gives you key tools to assess specific concepts. The book will help you understand risk, the kinds of franchise opportunities that are available, and how to discern whether you should move forward. The Franchisee Handbook gives you a step-by-step roadmap to the whole process.


As the leader of the world’s oldest and largest organization representing the franchise industry, I know people like you. I understand your desire to own something where you can be your own boss, where you can build something with the support of an established brand and industry behind you, and where you can meet your personal and professional goals. I also know that the range of franchise options is exciting and almost limitless, with organizations run by some of the smartest, most innovative business professionals around. I encourage you to explore all that is out there, and I wish you the best.






INTRODUCTION





This is a book about buying a franchise written by someone who has never owned one and likely never will. But make no mistake—I love franchising.


When I took my first job in franchising in 1984, little did I know that it would become a lifelong passion. Franchising has given me the opportunity to work with businesses in almost every imaginable field and in businesses of all shapes and sizes—from single-unit operators to Fortune 500 companies. As one would expect, since a large majority of franchises are food-related, I have had the opportunity to work with dozens and dozens of food-service operators—including companies like Auntie Anne’s, Buffalo Wild Wings, Fuzzy’s Taco Shop, McAlister’s Deli, Newk’s Eatery, and many others when they started their franchise journeys. But I have also worked with companies in industries where one might not expect to find franchises. Massage Envy introduced franchising to the market for therapeutic massages. Sky Zone created an entirely new market for indoor trampoline parks through franchising. Mad Science pioneered and popularized the after-school educational market through franchising. A company called i9 Sports took the organization of youth league sports to the next level using the franchise business model. Senior Helpers was among the first to provide in-home care to seniors through franchising. ShelfGenie and 101 Mobility expanded home improvement and home accessibility services through franchising. Doctors Express (now called American Family Care) pioneered franchising in the health and medical fields. There is no doubt that franchising touches all kinds of industries. And it’s a global way of doing business. I have had the opportunity to work with franchise systems in more than two dozen countries. And given the diversity of industries, markets, and organizations with which I have worked, I have had a chance to learn something new each and every day.


As a franchise consultant for more than 30 years, I have had the privilege of working with many of the world’s greatest entrepreneurs—a list far, far too long to recount here. I have been honored to know many of the people who have changed the landscape of the world’s economy while leaving millionaire franchisees in their wake. And I have had the misfortune of seeing what happens when franchising does not work out for the franchisee.


Despite the occasional failure, I believe franchising is the greatest expansion strategy ever conceived—for both the franchisor and the franchisee. So why haven’t I bought one myself? Simply put, I am not cut out for the job. I love what I do far too much to abandon it and follow a system developed by someone else. And, frankly, franchising is not the right path for everyone. In this book, one of the first tasks I will set for you is a brutal self-evaluation. Are you cut out for business ownership? And if you are, are you well-suited to a role in which you will have to adhere to brand standards that are established and enforced by the franchisor?


For those who decide they are well-suited to franchising, choosing a franchise is not an easy task. And I sincerely hope this book will not make it easier. In fact, if this book succeeds in its job, it should make the franchise buying process more difficult. It should raise your level of healthy skepticism. It should encourage you to do more homework before making what could be the greatest financial decision of your life. It will help you decide if you are a good fit for franchising, if a particular franchise is a good fit for you, and, ideally, I hope it will help you find the perfect business—or avoid your biggest financial disaster.


Freedom Is in the Eye of the Beholder


The fact is, even if you faithfully follow every step in this book, you cannot take the risk out of the franchise-buying process. For many of you, that may mean jeopardizing your life’s savings. It may mean starting down a path that, if you fail, could derail your existing career.


It will certainly mean sacrifice in the short term. People often go into business for themselves for the “freedom” that business ownership provides. And as a business owner myself, I can attest to that freedom. You will have the freedom to work 10 to 12 hours per day, perhaps seven days a week, when you get started. The freedom to watch your key employees leave, probably at the most inopportune times. The freedom to sweat out every payroll. The freedom to wake up in the middle of the night wondering if a 16-year-old kid with an iPhone will post something on the internet so embarrassing that it could cost you your business. And, yes, the freedom to see your child’s soccer game in the middle of the week without having to ask your boss for permission—assuming, of course, that you work a few extra hours over the weekend.


But despite all the travails you will face as a business owner, I would recommend it to almost everyone. You will be in charge of your own success. You will have the satisfaction that comes only from building something lasting. You will be creating a business that could live beyond you and pass on to your heirs—or that you could one day sell, perhaps achieving generational wealth. You will be able to employ people and watch them flourish, knowing you have helped them buy a house, put food on their table, and educate their kids. And, if you are successful, you will eventually stop sweating the payrolls and have the freedom to enjoy your life in a way that most of those around you cannot.


While the right franchisor will make your journey easier, it will still be up to you to do the hard work. It will be up to you to carry the burden of success. And it will be up to you to shoulder the risk.


Risk vs. Return


In every economics course I have ever taken, the instructor discussed the concept of risk vs. return. A low-risk investment—like a Treasury bill guaranteed by the U.S. government—will provide a lower return. For someone to induce an investor to take a bigger risk, they need to provide a higher return. The greater the perceived risk, the higher the anticipated return.


Never was this maxim in greater need of understanding than in the franchise-buying process. Like any business, franchising carries numerous risks. In many cases, the knowledge gained by the franchisor in developing their prototype operations will help you reduce that risk by allowing you to avoid otherwise costly, and perhaps fatal, mistakes.


While most franchisees are happy with their decision to buy a franchise, unfortunately some are not. Maybe they weren’t suited to business ownership. Maybe, like me, they weren’t suited for the role of a franchisee. Maybe franchising was right for them, but they chose the wrong industry. Or maybe they purchased a franchise that required more skill or capital than they possessed.


When you consider that buying a franchise not only involves an investment of money but also a commitment of time and effort, choosing the right franchise (or deciding whether to buy a franchise at all) will probably be the biggest financial decision you will make in your life. Not only will it dictate what you will earn and your financial worth, but it may well dictate how you spend your days for the next decade or more.


All too many people buy a franchise the way they purchase a car. They may read Consumer Reports, absorb the relevant statistics, and talk to friends and salesmen. They look at budgets and gas mileage and safety standards. But in the end, they fall in love with the shiniest car on the lot and rationalize their decision: They need that Porsche because it’s easier to park in tight spaces.


How to Use This Book


If you are like most readers, you are about to embark on a journey that may lead to one of the biggest decisions of your life. The goal of this book is to provide you with the tools you need to make that decision. It is not designed to make that decision for you.


This book lays out a series of steps that I think a well-informed prospective franchise buyer should consider in making this decision. I have tried to present these steps in a somewhat logical order, but as you read them, understand that the process of investing in a franchise is a fluid one, and sometimes the steps will occur in a different order. Or, on occasion, you will find there are exceptions to some of these recommendations. For example, one step that is universally recommended in the franchise-buying process is to speak with existing franchisees. But a new franchisor may not yet have any existing franchisees (or the ones they have sold may not yet be open). Likewise, while it is wise to visit franchisor locations, some service businesses may be homebased, denying you that opportunity. While I cannot lay out a definitive path, I hope that by using these steps as a guideline, you can help tilt the risk-reward equation in your favor.


Selecting the right franchise, assuming franchising is right for you at all, isn’t just a question of caveat emptor (buyer beware). It’s much too complicated for that. And while you should definitely do a level of due diligence on the franchisor, it is perhaps more important that you focus an equal amount of attention on your capabilities to succeed as their franchisee.


When going into business for yourself, you risk your capital, reputation, livelihood, happiness, and a huge investment of your time, in return for the independence and financial rewards that may await you as a business owner. In the end, this book is about assessing these risks and measuring whether they are worth the potential return. You can’t avoid risk or guarantee return by reading this book. But I hope it will increase your odds of arriving at the correct conclusion.


One of the goals for this book is to help you avoid failure as you consider the path toward franchise ownership. Here are just a few tips that I’ll build upon further throughout the book:


[image: Image]  As you evaluate franchising, take an honest look at your likely strengths and weaknesses as a potential business owner.


[image: Image]  Don’t underestimate the importance of having a strong support network.


[image: Image]  Never open a business (franchised or not) unless you have sufficient capital resources.


[image: Image]  Ensure that any franchise you are strongly considering is a good match with your skill set and personal interests.


[image: Image]  Be thorough in your due diligence of any franchise system you consider, leveraging as many data points as possible in the evaluation process.


The purpose of this book is not to eliminate risk. That is not possible in business. Instead, the purpose of this book is to help you:


[image: Image]  accurately assess those risks,


[image: Image]  help you determine if you can afford to take those risks,


[image: Image]  provide some guidance on how to minimize those risks,


[image: Image]  and provide you with guidance on how to fairly assess potential returns.


Throughout, I have tried to use clear terms—which is not always easy when writing about a business with very specific terminology and processes. To that end, I will occasionally speak in generalities that are not universally applied within franchising. I have done this to make reading easier, but it occasionally will lead to statements that are not true in all cases.


Some of these shortcuts include the following:


[image: Image]  In discussing franchise laws, definitions, statistics, and best practices, I have taken the liberty to assume we are talking about the United States, which is the world’s largest and most competitive franchise marketplace. For readers outside the U.S., some of what you read may need to be adapted to your particular market. Franchise laws do not exist in some countries, and in others, they are very different from U.S. laws.


[image: Image]  Royalties are generally collected as a percentage of gross sales (which is how I’ll refer to them in this book), but in some systems, they are collected on gross margin. In others, they may be a flat monthly fee. Or they may be offset, in whole or in part, based on revenues that the franchisor is deriving from product sales. Keep in mind you should always check with a prospective franchisor on this point, as it could differ depending on the business.


[image: Image]  Throughout the book, I may refer to franchisors who provide support in the areas of real estate and site selection. Of course, many franchises are homebased or have very limited real estate needs. Again, this depends largely on the type of franchise you are looking to buy.


[image: Image]  Other generalities will also have exceptions. And while I have tried to choose my words carefully, discussing every exception would make this book read more like a legal textbook than one focused on making a sound business evaluation.


Ultimately, franchising has many faces—in fact, it has almost as many faces as there are franchisors. I hope that this book will make your franchise selection process easier. But, just like a franchise, this book makes no guarantees. Hopefully, like a good franchisor, it will offer you direction and support. But, as with a franchise, in the end, your success or failure is largely up to you. Good luck on your journey to business ownership.






Chapter 1


THE FRANCHISE MYTH





We’ve all heard the stories. How 100 shares of McDonald’s initial stock offering back in 1965 would be worth millions today (more precisely, those shares would be worth close to $12 million as of this writing). How no McDonald’s franchisee has ever failed (although, like all restaurants, even McDonald’s occasionally closes units).


But the stories that really get our hearts pumping are the ones where a friend of a friend became a multimillionaire by buying the right franchise at the right time. Today they own a dozen locations (along with two houses, three cars, a boat, and a plane). And those stories sound all the more intriguing when we hear that the franchisee was just a regular person. Not some rocket scientist who was always destined for success. Not some rich kid who parlayed Daddy’s small fortune into a bigger fortune of their own. Just a person with a dream, a little money, and a lot of courage.


We could have done that, too—if only …


We tend to believe the myth, but what is the reality? What is this magic system, and just how magic is it anyway?


Busting the Franchise Myth


Franchising is, without a doubt, one of the most powerful business expansion strategies in the world today. It has helped some of the world’s most iconic brands expand far faster than they could have ever dreamed of growing organically. But how did it go mainstream? The answer lies in franchising’s fraught beginnings.


Early franchisors, like A&W Restaurants, Howard Johnson’s, Midas, McDonald’s, Century 21, and others, got their start before today’s franchise regulations. Back in those days, franchising was a loosely defined concept, but the early successes of these companies popularized franchising as never before.


By the early 1960s, hundreds of new franchisors were entering the market. Still, franchising was only a small part of the U.S. economy. Unfortunately, along with the legitimate businesses that were getting into franchising, there were some that ended up as well-publicized failures—and in some cases, outright fraud. For example:


[image: Image]  In the wake of Kentucky Fried Chicken’s success, John Jay Hooker—a politician with no restaurant experience—created and quickly franchised a concept called Minnie Pearl’s Chicken. When the company began franchising in 1967, it had yet to open its first location. But based on the celebrity endorsement of the country comedian, Hooker sold 300 franchises by early 1968 and went public only months later with just a handful of restaurants open. By 1970, Minnie Pearl’s had opened some 250 locations—and had closed more than half of them! Most of the remaining restaurants were losing money. The SEC later launched an investigation into the company’s accounting practices—eventually forcing the company to liquidate under the pressure of shareholder lawsuits.


[image: Image]  Comedian Jerry Lewis also got in on the act when he partnered with Network Cinema Corporation in 1969 to launch Jerry Lewis Cinemas as a franchise. Like Minnie Pearl’s, Jerry Lewis Cinemas featured a high-profile endorser and a business model that did not work. Full-page ads in Variety magazine urged, “Join Jerry Lewis in the most successful money making segment of the entertainment industry.” By the mid-1970s, the chain had as many as 200 locations before the business collapsed under the weight of its failed franchisees.


[image: Image]  Not to be outdone, TV host and comedian Johnny Carson partnered with the Swanson family to launch a hamburger and fried chicken franchise called “Here’s Johnny’s” in 1969. Again, hundreds of franchises were sold, most closed quickly, and the company declared bankruptcy ten years later.


Of course, this wasn’t just some evil cabal of comedians. There were many other early franchisors, some with good intentions and some without, that made headlines when their get-rich-quick schemes and high-pressure sales tactics resulted in hundreds of failed franchisees. And while the families who invested in franchises like McDonald’s were living the American Dream, others were living the American nightmare.


It was against this backdrop that, in 1972, the first of the state franchise laws was passed in California. Essentially, the law required franchisors to make presale disclosures to prospective franchisees to allow them to make an “informed decision” on their investment. Other states followed California’s lead, and in 1979, Congress passed FTC Rule 436, commonly called the Franchise Rule. According to this law, which was updated in 2007, prospective franchisees must receive a prescribed disclosure document (called a Franchise Disclosure Document, or FDD) regarding the franchisor and the contents of their contract prior to exercising the franchise agreement. (We will go into much greater detail on the FDD in Chapter 5, but for now, you should know that it is designed to protect potential franchise buyers by giving them the information they need to make an informed decision on the purchase of a franchise.)


In creating this rule, lawmakers had to define just what a “franchise” was, so they could determine whether or not the rule applied to a specific business. In layman’s terms, FTC Rule 436 defines a business as a franchise if it meets all three of the following criteria:


1.  It allows the franchisee to use its name or trademark in association with a business.


2.  It provides significant operating assistance or exercises significant control over the franchisee (providing operations manuals, training, a protected territory, and many, other things can trigger this provision of the definition).


3.  It collects a fee (which can be an upfront franchise fee, a royalty, a product markup beyond the wholesale price, or any of a number of other ways franchisors make money off franchisees).


While some states that have separate regulations governing franchise sales have their own definitions of what constitutes a franchise (and when a franchisor must register their franchise to sell in that state), for our purposes, it is easiest to think of a franchise as a company that offers you the right to operate using their name and business system in return for a fee. While some early franchisors viewed the model as a get-rich-quick scheme, their mistakes helped create laws that protect us today.


No Longer a Punchline


While the early days of franchising saw both visionary entrepreneurs and slick salespeople armed with poor business models, franchising today has evolved into one of the most dominant methods of business expansion and ownership in the U.S.


As more and more businesses adopted franchising as a way to expand, and more franchisees gained experience in their roles, education and best practices specific to franchising began to develop and create the culture of franchising in this country. Federal and state laws were established to better define and regulate franchise relationships. Franchisors learned the importance of systems that were mutually beneficial to the franchisor and their franchisees. In 1960, the International Franchise Association (IFA) was founded to promote franchising. Today, the IFA is a powerful force representing the interests of both franchisors and franchisees.


Many years ago, the U.S. Department of Commerce characterized franchising as “the wave of the future”—and in the U.S., that wave has been landing for the past seven decades. The result of this prolonged trend is the largest franchise economy in the world.


According to the “Franchise Business Economic Outlook for 2018” report prepared by IHS Markit Economics for the IFA Franchise Education and Research Foundation, there are some 759,000 franchise businesses (i.e., individual franchise locations) in the U.S. Altogether, they directly employ more than 8 million people and generate more than $750 billion in economic output. Today’s franchisees are more sophisticated and knowledgeable about franchising than ever before. More of them own multiple locations, and are even franchisees of multiple franchise systems. The advancement and integration of technology within franchising has also contributed a great deal to the success of franchising as a business model. Better technology has facilitated the development of operations training, data accumulation, benchmarking of financial data, and the dissemination of best practices within franchise systems.


That said, it is easy to understand why the growth of franchising isn’t front-page news. After all, the jobs are added a few at a time, as opposed to the Fortune 500 companies that might open a factory employing hundreds or even thousands of people—or lay off 1,000 or more workers at a time. Perhaps the more important question, though, is why franchising continues to record such consistent growth even when the rest of the economy is faltering. To find out, let’s take a quick look at how it works.


How Does It Work?


Franchising has a basic formula. Usually, after selecting the franchise you want to purchase and going through the required presale disclosures (more on that in Chapter 5), you will be asked to sign a lengthy contract (called a franchise agreement) that will limit how you do business. When you sign, you will pay an initial franchise fee, which typically ranges between $25,000 and $50,000, for the right to enter this business relationship (and for the franchisor’s help in the process of starting up your business). Occasionally that initial fee might be nonexistent, while in other instances it can be $150,000 or even higher.


As the franchisee, you will be responsible for all startup costs associated with opening your new business. For a site-specific business, you will probably (although not always) be required to find your own site and negotiate your own lease, according to parameters provided by the franchisor. You will be responsible for the costs of land, building, furniture, fixtures, leasehold improvements, equipment, and the initial working capital required to start the business and get it to and beyond break-even. You will have all the responsibility of hiring, training, supervising, and firing your employees. In a nutshell, you will have full financial and operational responsibility for the franchise business, just as you would with any other business.


Here is where it differs: In addition to paying the upfront fees, you will generally be required to pay a royalty ranging from 4 percent to 8 percent of gross revenue—although I have seen royalties that are nonexistent (wrapped into product sales), and I have seen royalties as high as 15 percent. In a number of franchises, the franchisee will be expected to purchase a specified amount of their initial and ongoing inventory from the franchisor or a designated affiliate company. The nature and amount of these royalties and product markups will vary, as you will see in Chapter 5.


In return, the franchisor will allow you to use its name (although you will have no rights to the name or its associated goodwill). The franchisor will train you on how to run the business, and you must pass the initial training before finalizing the grant of your franchise. Generally, the franchisor will also:


[image: Image]  provide you with startup assistance, perhaps including help with site selection and lease negotiation;


[image: Image]  work with you and your team at your location during any grand opening;


[image: Image]  give you ongoing support in running your business, often in the form of purchasing power, advertising and marketing development, product development, ongoing concept refinement, and field consulting.


Since franchisees are burdened with additional startup costs and ongoing fees, including royalties, it is only fair to ask why this model works as well as it does.


Why Does Franchising Work?


One of the major reasons for the success of franchise systems stems from the nature of franchising itself. As a potential buyer, it is important to understand that franchising is not cutting-edge technology. It is not a strategy to fix a business that is broken. It is a means of expanding a business that is already highly successful.


Franchises succeed where new businesses fail for a number of reasons, the most important of which is that they are using proven business systems to market proven products and/or services. When I do seminars for entrepreneurs around the country, I often ask them to imagine that every store they own burned to the ground. I then ask what would happen if they were to take their insurance money and move to an entirely new city to start all over again. Virtually all the entrepreneurs I meet say without hesitation that they would succeed all over again. If I ask them what would happen if an otherwise sharp businessperson with no knowledge of their business but an equal amount of capital were to try to duplicate their success in a new market, they inevitably feel the newcomer would fail.


I then ask them to estimate how a franchisee of their business would perform, assuming they were adequately capitalized and followed the franchisor’s system to the letter. And almost all of them agree that the hypothetical performance of their franchisees would exceed their own experience when they first started.


Perhaps this is just the hubris of the type of entrepreneurs who are drawn to franchising, but I personally believe it to be true. They have it figured out. They know where the land mines are buried and how to build their business quickly. While I can only rely on anecdotal evidence to back this claim, this tends to be the case in real life as well. And it is that system of operations that you are investing in when you purchase a franchise.


How Franchising Benefits Franchisees


The trust you put into a franchisor is your buy-in. That trust exists because the first element in almost every successful franchise is a proven prototype. Franchisors have made many of the mistakes and subsequent course corrections that will allow you to avoid costly errors during the crucial startup phase. Franchises are systems that have been tested and refined and tested again. And gaining access to that system gives you, as a franchisee, the ability to start faster, reduce your initial investment, and avoid mistakes.


Avoiding mistakes can start before you have even opened your doors for business. As an example, for site-specific businesses, nowhere are these mistakes more impactful than in the area of site selection and lease negotiation. In retail or restaurant operations, assistance with site location and lease negotiation can mean the difference between success and failure. Pick the wrong site or sign a bad lease, and you may have a long-term problem for which no solution exists.


Before you open your doors for business, most franchisors will provide initial training on every aspect of the business—from finding a site to build-out to hiring and training your team to serving your customers to managing your business. And for most franchisors, that training is just the start. Franchisors generally provide detailed operations manuals that explain how to deal with most situations that are likely to arise in your day-to-day operations. Many provide significant ongoing training.


Other startup support can be similarly valuable. Knowing what inventory to stock can make a huge difference in cash flow during the critical early months. Knowing what equipment to purchase, and at what price and terms, can have an enormous impact on efficiency and profitability. The franchisor can help franchisees avoid mistakes in dozens of areas: the right mix of products or services, appropriate pricing, effective advertising media selection, compelling messaging, vendor selection and negotiation, and labor management are some of the more important areas where the franchisor can add value. Moreover, the franchisor will generally provide ongoing support—in the form of phone support and a field representative who will visit periodically—as both a business coach and to ensure you and the other franchisees in the system are living up to the brand standards that made the concept successful in the first place.


There are other advantages to purchasing a franchise, as well.


Goodwill


Regardless of whether the franchisor has one unit or 10,000, it is certain to have more name recognition than you would have as a startup business. And if that name recognition carries with it some goodwill at the consumer level, you as a franchisee will benefit from it.


This is especially true if you are buying a service-based franchise. As an unaffiliated startup business, your sales pitch to new customers might be, “I am just starting this business and may have no experience, but I will work hard on your behalf.” As a franchisee, it becomes, “We have been in this business for XX years and have serviced accounts including X, Y, and Z, who would be happy to provide stellar references. We are now expanding into your city, and I was wondering if I could speak to you about getting your business.”


Cost Benefits


Another advantage to buying a franchise is somewhat counterintuitive: Franchises can be less expensive to open than independent businesses. It’s hard to believe—as a franchisee, you have to pay a franchise fee of $25,000 to $50,000 or more. But it is true. Why?


As a franchisee, you’ll know precisely what inventory to buy and what equipment to lease. And you’ll probably get better prices due to the franchisor’s ability to purchase in volume and pricing arrangements with suppliers. You’ll learn how to promote your business without wasting your time and money on advertising that doesn’t work. You will be able to control your startup costs and avoid mistakes that could cost tens of thousands of dollars. You’ll benefit from the franchisor’s experience in dozens of ways that will help you reduce expenses while increasing your revenues.


Additionally, the franchisor has already assumed many expenses that you as a franchisee will not have to undertake, including registering its trademark, designing a logo, developing a brand website and consumer advertising materials, creating proprietary recipes (if it’s a food-based business), developing basic merchandising schemes, and establishing supply chain relationships and negotiated discounts.
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