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PRAISE FOR FRANCHISE BIBLE



Franchise Bible is the most comprehensive, step-by-step, go-to guide for all things franchising. The best franchise book, bar none.


—Nick-Anthony Zamucen, Founder of Bio-One Inc.


Franchise Bible is the roadmap that leads to franchising success. Now in its 9th edition, Franchise Bible has been the go-to franchising resource for decades. Rick Grossmann and Michael Katz have more than a half-century of franchise experience between them. The expertise that each brings to the industry is a huge win for anyone reading Franchise Bible. To your success!


—Carolyn Miller, Founder of the National Franchise Institute


If you could earn a degree in Franchising, this would be the textbook. Whether you are considering franchising as your expansion option, or managing a mature franchise system, Franchise Bible is the most organized, well-communicated franchise tool available. If you are serious about franchising, start here, and keep this book handy as you work through each stage of development; referencing each new section a second time as you progress. It will change the decisions you make and greatly reduce your upfront investment, while increasing your probability of success in the shortest amount of time.


—Chris Burrei, President of Franchise Development of GMXR Inc.


The resources in Franchise Bible are extremely valuable to us as franchise owners. When combined with our proven franchise system and leadership we are armed with all of the best tools for success.


—Gregg and Cheryl Chiasson, Instant Imprints South MetroFranchise Owners


Franchise Bible has saved our company valuable time and thousands of dollars! The strategies in this book are a must for anyone entering the franchise world.


—Dr. Kent Lauson, Founder of NEO Orthodontics Franchising


Anyone considering buying a franchise or franchising their business should start with the Franchise Bible. This easy to use reference guide will highlight the legal, financial, and structural details to consider before taking that important first step. Already a franchisee or franchisor? Solidify your strategy with this guide. Rick Grossmann and Michael Katz generously share their expertise in such a relatable manner that everyone can find value in its content. This guide is a must for your business reference library.


—Tricia Petteys, Executive VP Operations of Payroll Vault Franchise


Franchise Bible is the single, best source of information, whether you’re considering buying a franchise or building a franchise organization. The depth of experience that Rick Grossmann and Michael Katz provide the reader is concise, organized, and thorough. Look no further than this comprehensive and easy-to-read guide.


—Doug Root, CEO of JungleQuest, Inc. Franchising


The culture your organization needs to become a successful franchise starts at the top, and this book helps guide you down the right decision path to be creative within best practices Rick and Michael have established. In the Franchise Bible they stress originality; build and buy into something that is original and creates value. In our swim school business we created something that was never done before and could be duplicated; we also realized the need for every person to be able to swim. Franchise Bible helps me focus on our needs as a franchisor and reawakens me to the needs of the franchisee.


—Michael Mann, President of SwimLabs


Having consulted on and developed multiple franchise units for over 10 years, we can honestly say the practical advice in the Franchise Bible provides a clear and comprehensive perspective of the multiple aspects of franchising that one needs to be a successful franchise owner. Wish we had this when we started!


—Erik and Wendy Skaalerud, Colorado Area Developers and Franchise Owners of Orangetheory Fitness,
Capital Lending Solutions Principals
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Foreword



For many aspiring entrepreneurs, finding a path to business ownership can be challenging. With so many great ideas, products, and services already in the market, it can be hard to think of a new niche to pursue. And if even if you do know what type of business you’d like to start, there are numerous obstacles that prevent many people from ever actually taking the leap from entrepreneurial dream to business ownership reality.


For those who have taken that leap, and have created a successful business, finding a way to expand that business can prove equally daunting. If you try to go it alone, your growth will likely be restrained by limited finances, time, energy, and resources.


These may seem like two very different problems, but whichever one you find yourself relating to, the answer to both lies in a word: franchising. The beauty of franchising is that it offers two unique and useful paths to growing a business, whether you are just starting out or you want to expand an existing business. For the aspiring entrepreneur, becoming a franchisee allows you to buy into a company that already has a proven model for success. For the existing business owner, becoming a franchisor offers a systematic way to allow others to help grow your business and brand with reduced financial risk on your part.


We at Entrepreneur pride ourselves on our coverage of the franchise industry, including the first, best, and most comprehensive franchise ranking in the world, the Franchise 500. Over the 42-plus years we’ve published that ranking, we’ve seen how franchising has evolved and adapted to changes in the economy, business climate, and technology. Through it all, the industry continues to thrive. Franchising has made entrepreneurship possible for thousands of people who might not otherwise have ever started their own business, and helped others take their business from local success to nationally-known brand. We’ve talked to these people. We’ve listened to their success stories—as well as their struggles—and shared them often in the pages of our magazine and on our website. We’ve heard over and over about the positive impact that franchising has had not only on their lives and livelihoods, but on communities and economies around the country and around the world.


In short, we believe in the power of franchising.


But we also know that putting that power into action requires knowledge. That is why Entrepreneur is joining forces with franchise expert Rick Grossmann and franchise attorney Michael Katz, Esq. to bring you the ninth edition of Entrepreneur Magazine’s Franchise Bible. Following in the footsteps of original author of the Franchise Bible, Erwin Keup, Rick and Michael have put together the most up-to-date, all-inclusive information on today’s franchise market for both franchisees and franchisors. The Franchise Bible is designed as just that—a bible (no, not that one), a full-on reference for all things franchise. The book you are holding offers up easily accessible information on everything you need to get started on the franchise journey and includes value-added content both on the Entrepreneur Franchise site (www.entrepreneur.com/franchises) and on the author’s dedicated landing page, www.franchisebiblecoach.com. There, you will find links to useful forms and resources to help you make your franchise dreams a reality. You can also connect with Rick on our Entrepreneur Franchise Advisors site for franchisees at https://www.entrepreneur.com/franchise-advisors/buy-a-franchise or for franchisors at https://www.entrepreneur.com/franchise-advisors/franchise-your-business.


This updated edition brings you the latest information with tutorials, tips and tricks, and anecdotes and stories from franchise experts and offers exercises and bonus content with Franchise Bible Coach.


Whichever path you’re hoping to follow—that of franchisee or franchisor—we wish you success on your entrepreneurial journey, and we’re sure you’ll find the Franchise Bible to be an invaluable guide along the way.


--Tracy Stapp-Herold, Special Projects and Franchise 500® Editor










Preface



Before you enter into any business venture, you should fully understand your options in order to make an educated decision. Becoming a business owner is a huge decision with many variables to carefully consider. When you are contemplating business ownership, your options include buying a franchise, buying an existing business that is not a franchise, and starting a business from scratch. If you are looking to expand your existing business you have options as well. For example, you can franchise your business, open additional company-owned locations, or enter into other product or service distribution arrangements.


This book provides fundamental information on the subject of franchising and insight into what makes a franchise operation successful. Whether you are interested in franchising your business, buying a franchise, or growing and existing franchise organization as a franchisor or franchise owner, Franchise Bible, Ninth Edition, will be a valuable resource.




Read the Whole Book


We recommend that you read the entire book regardless of your current area of interest. For instance, someone that wants to franchise an existing business will find part two of the book very informative even though it is geared toward those wanting to purchase a franchise and vice versa.


You will be able to customize your experience to best serve your purpose and the type of business that you are involved with. You will find Franchise Bible Studies (wwwfranchisebiblecoach.com) listed throughout the book that will give you interactive options to view additional materials, content and video sessions from trainers and franchise experts. You can simply choose the content and exercises that apply to your situation and goals to best assist you in your business endeavors.







In the Ninth Edition


Franchise Bible, Ninth Edition, is a multi-media experience with access to the Franchise Bible Coach website (www.franchisebiblecaoch.com) featuring virtual franchise executive coaching and our live Franchise Help Desk to help you make the most out of your franchise journey. Sections within the book will feature links to a number of online Franchise Bible Studies such as expert videos, case studies, quizzes, downloads, interactive blogs, and much more.
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PART 1


Franchise Fundamentals










CHAPTER ONE


The Basics


We begin with a short history of franchising. As is the case with some many industries, franchising has its own nomenclature. Take a look at Appendix I for help defining some of the words. Franchising has been around in some form at least since the 1800s. Though this sales technique did not yet have the legal name or structure it does today, companies in the United States were allowing others the right to use their names and logos in order to sell their products in more remote parts of the country. In exchange, the owner of the business would share with the company money from each sale in consideration of grant of such rights.


Over the decades, this arrangement took on the formal name of “franchising” and also gathered both legitimate practitioners and the fraudsters who used the name of franchising to bilk the general public. As a result of the perceived widespread abuse, California passed ground-breaking legislation that for the first time, regulated the franchise industry. Soon after, the federal government passed it owns regulations and charged the Federal Trade Commission (FTC) with the task of overseeing the burgeoning industry. In 1979, the FTC issued the rules that in the industry became known as the “Rule.” Following on the heels of these two laws, several other states passed laws of their own to control franchising. These became known as the “registration states” because each required the franchisor to conform its offering to meet state law and in most cases demanded that the franchisor register the offering before any sales efforts could start. We will talk more about the registration states in later chapters.


In 2007, after over 12 years of work, the Rule was revised and today we have the so-called “Revised Rule.” Though it kept many of the features of the original Rule, it brought the law up-to-date in many important ways that we will explore later in this book.





The Basics of Franchising


With this brief history behind us, let’s take a look at the basics. In 2014 and 2020, the FTC updated the Revised Rule by codifying the rules for multi-unit offerings, and by changing the format of parts of the disclosure document (called the Uniform Franchise Disclosure Document or FDD) and by adding explanatory language to help the reader to better understand the franchise concept. These changes are reflected in the revised FDD contained in this book.


The Revised FTC Rule offers a more succinct legal definition of a “franchise.” It states that a franchise is: Any continuing commercial relationship or arrangement, whatever it may be called, in which the terms of the offer or contract specify, or the franchise seller promises or represents, orally or in writing, that:


1.  The franchisee will obtain the right to operate a business that is identified or associated with the franchisor’s trademark, or to offer, sell, or distribute goods, services, or commodities that are identified or associated with the franchisor’s trademark;


2.  The franchisor will exert or has authority to exert a significant degree of control over the franchisee’s method of operation, or provide significant assistance in the franchisee’s method of operation; and


3.  As a condition of obtaining or commencing operation of the franchise, the franchisee makes a required payment or commits to make a required payment to the franchisor or its affiliate.


The Revised Rule makes it clear that at least in the non-registration states, a business relationship between parties will be a franchise only if it meets all three elements. While most of the registration states have adopted a similar definition, others define a “franchise” using more expansive language.


What does all of the actually mean in layman’s terms? Franchising is a method of marketing through which successful business owners (“franchisors”) expand the retail distribution of their goods or services by contracting with independent, third parties. These third parties (“franchisees”) agree to operate their retail sales or service outlets featuring the franchisor’s original trademarked goods or services and agree to implement the franchisor’s marketing methods at the franchisee’s capital costs. In exchange for this opportunity, the franchisee agrees to pay an initial fee and ongoing royalties to the franchisor.







Why Choose Franchising?


Very few people have the natural ability or expertise to be efficient at all aspects of running a successful business. That is where the franchisor’s experience comes into play.


Franchise organizations offer a structure for launching, operating, and growing a business. Indeed, the successful franchisor will deliver the entire framework around which the business is built. Franchisors usually create comprehensive operations manuals and training programs for their franchise owners that cover marketing, operations, accounting, technology, and other areas that are specific to the particular business model. These efficiencies are designed to enable franchise owners to earn more and spend less time and effort than otherwise would be required to open and operate a similar business on their own.





COLLABORATION


The franchise organization model offers the franchisee the ability to grow under a common brand and share in the benefits of a larger group of business owners. Though each business is independently owned and managed, all franchisees share in the collaborative benefits of the organization through the support and oversight of the franchisor including:


•  Group advertising not typically available to small independent business owners;


•  Owning your own business and making day-to-day decisions yourself, guided by the experience of a successful business enterprise;


•  The ability to sell products and services to markets that company-owned outlets have difficulty serving because of higher operational costs and lower motivation of employees in company-owned outlets;


•  The benefit of recognized and proven service marks, trademarks, proprietary information, patents, and/or designs;


•  Training from successful business operators;


•  A lower risk of failure and/or loss of investments than if you were to start your own business from scratch;


•  Being a part of a uniform operation, meaning all franchises will share the same interior and exterior physical appearance, the same product, the same service and product quality, and overall customer brand awareness;


•  Operational support from the franchisor, both before and after launching your business venture, in areas such as financing, accounting, employee training, and operational procedures; and


•  An opportunity to enhance your management abilities within an established business model that you could not experience in most employment situations.


From the franchisor’s perspective this collaboration:


•  Offers a method of rapid expansion, with lower overhead and more simple management.


•  Spreads the brand messaging and awareness over a large network of franchise owners.


•  Taps in to the franchise owner’s “pride of ownership.”


•  Allows the franchise-owner community to grow due to a duplicable system and support.


•  Features increased buying power for goods and services due to higher volume with suppliers.


•  Enables new products and services to be developed in the field with more testing and input.


•  Provides a steady cash flow to the franchisor to facilitate overall growth of the system.


•  Can fund the brand recognition effort to grow nationally and globally.







FRANCHISING OFFERS A BETTER CHANCE TO SUCCEED


Franchising also gives budding business owners a stronger chance of success. Consider these points:


•  The U.S. Department of Commerce, and other authors of statistics concerning franchising have shown that the revenue from franchise establishments accounts for over one-third of all U.S. retail sales.


•  According to studies on the economic impact of franchises, franchise businesses produces over three percent of nonfarm private output in the United States, and when the total contribution of franchise businesses was considered (which includes the goods and services used or purchased by franchise businesses and their employees), franchise businesses accounted for approximately nine percent of nonfarm private output in the United States.


•  Government research over the years has indicated that the success rate for franchise owned endeavors is significantly better than the rate for non-franchise-owned small businesses.


In short, the good news is that franchising is a significant part of the national economy and presents a statistically better chance for success than other business options. The bad news is that not every franchise is a surefire way to multiply your savings and provide you with an enjoyable occupation.







FREEDOM FACTOR


Most individuals seek four common elements when choosing a franchised business:


•  Flexibility


•  Money


•  Status


•  Pride of Ownership


These elements are important for a variety of reason but seem to be the common denominators when people seek a new business as a career path. Flexibility has always been a hot button for entrepreneurs who exchange the stability of a “real job” for the freedom that comes with being their own boss. Money, or income, is always a factor, but surprisingly is seldom the most important. I know many people that left huge salaries behind because they were miserable pursue the “American Dream” and launch a business. Status is an all-encompassing category that includes not only titles and position, but more importantly, the feeling of purpose one has in being a part of something significant. Pride of Ownership cannot be understated. It is more than mere status because it evidences ones business sophistication, purpose, and ultimately power in the marketplace.


Owning a franchise can provide you with all of these elements if you operate the business successfully and manage your time and resources properly.







HAPPY FRANCHISE OWNERS MAKE MORE MONEY


It has been said that if you love what you do you can’t help but succeed. There is a lot of truth to this statement. When franchise owners are aligned with the franchise brand that best suits them and they receive the expected support, they have a higher level of satisfaction and tend to perform better which creates a win-win situation.


This simple philosophy is often overlooked. Some franchise organizations have suffered because they lost sight of this reality during the fast growth stages. The explosive growth that many franchises experience is referred to as “hockey stick” growth due to the way it is charted on a line graph. Sometimes companies are so successful and grow so fast that they seemingly forget about the little things that made them successful in the first place. In this case, their initial success can lead to their ultimate failure. A franchise organization that forgets that their franchise-owner community is in fact their “customer” base (each of whom should be treated with respect and with an eye towards making them satisfied), usually comes down like a house of cards. Think about this for just a moment. If the franchisor understands that its franchisees are the heart and soul of their success and understand a very basic premise—if the franchisees are happy then they will generate more revenue—then it will build on that reputation and financial model. On the other hand, if the franchisor sees it franchisees merely as cogs in a wheel that deserve no respect (which often is the case!) the system ultimately fails—and not because the end product is poor, but because the sales force that is presenting the product to the general public is dissatisfied.


It is advisable that prospective franchise owners investigate the franchisor’s commitment to their franchise owners, as well as their future development plans to enable their franchisees to enjoy continued growth and success. We will discuss this in more detail in later chapters.










Business Expansion Options


Many people get confused about the various ways businesses can expand and think that every multi-location brand is a franchise. The reality is that there are several ways to expand a business and as a franchise professional it is important that you understand and can identify the different models. This section will discuss the various methods used to expand a business. Before you move in to the franchise world it is a good idea to evaluate all of the options to make for certain that you are choosing the best fit for you and your family.




CHAIN OUTLETS


A chain is usually a corporation or other single entity group that own and operate a group of business outlets that are duplicated in various markets. This model can be expensive and challenging to manage since all outlets are operated and funded by the original owner/entity. Large chain models usually have large operational budgets but enable the highest level of control and profit for the ownership group since they own the entire enterprise and all outlets.


This model applies to owner/entities that have large operational and growth budgets and desire to control all of the daily management of the units.







BUSINESS OPPORTUNITY


In a business opportunity setting, the “purchaser” is specifically prohibited from using the seller’s trademarks. The lack of this element removes the business opportunity from federal franchise regulation and usually from franchise regulation by the states.


The Federal Trade Commission definition of a “business opportunity” contains the following paraphrased requirements: (a) the seller solicits a prospective purchaser to enter into a new business; (b) the prospective purchaser makes a required payment; and, (c) the seller represents to the purchaser that seller will: (i) provides locations to the purchaser for the use or operation of the equipment or services sold to purchaser; or (ii) provide outlets, accounts, or customers (including Internet access) to the purchaser and to whom the purchaser may sell the goods or services; or, (iii) buy back from purchaser any of the goods or services that purchaser creates in the business.


This model applies to owner/entities that want to expand and collect fees from others who will own, and operate the seller’s business system under a different trade name and with very little support and infrastructure.







LICENSING


The definition of a “license” is the grant to the “Licensee” (person or entity granted the right to use the trademark) of the right to use the “Licensor’s” (owner of the trademark) trademark, for a fee, and which use is subject to the Licensor’s “control” over the goods or services sold under the license. There are three pillars: (a) Licensor’s grant to the Licensee of the right to use Licensor’s trademark; (b) for a fee; (c) and Licensor exerts some direction and control over Licensee’s use of the trademark. While this definition is virtually identical to that of a franchise, the difference is the limited amount of direction and control asserted by the Licensor or the Licensee. There is no “bright line” that separates the amount of direction or control a Licensor offers over that that a franchisor offers. All franchise relationships include a license, but not all license relationships are a franchise.


This model applies to owner/entities that wish to expand and collect fees from others that want to purchase, own, and operate a business system that is offered by the owner/entity and operate under their trademark(s).







FRANCHISING


The definition of a franchise (taken from the federal definition of a franchise – 16 Code of Federal Regulation 436 et seq.) and paraphrased here is: (a) “Franchisor’s” (owner of the trademark) grant to Franchisee (person or entity granted the right to use the trademark) of the right to use Franchisor’s trademark; (b) for a fee; (c) and Franchisor exerts a “significant degree of control over the Franchisee’s method of operation,” or “provides significant assistance in the Franchisee’s method of operation.” id. at Section 436.1(h)


This model applies to owner/entities (the Franchisor) that wishes to start a whole new business and grow a larger equity building business asset. A franchisor can expand and collect fees from franchisees that want to purchase, own, and operate a franchised business system under their trademark(s), business systems, training, and ongoing support. Franchise buyers will typically pay a substantial up-front “Initial Franchise Fee” as well as ongoing royalties and other fees. Royalties are usually between 4-10 percent or more a of each franchise owner’s monthly gross revenue. These ongoing fees enable the franchisor to continuously improve the business systems and support the franchise community to help them grow their respective businesses.











Structure Options Within Franchising


One of the advantages of the franchise model is the flexible structure options. These options offer growth benefits to both the franchisor and the franchise owners. We cover the definitions of the four primary options more in chapter nine. This section will give you some considerations for each.




SINGLE-UNIT FRANCHISE


The single-unit franchise is the most common model since the franchise buyer profile is usually made up of individuals or families that desire business ownership. Some franchise organizations suffer by trying to limit the buyers to only multi-unit ownership, which can overburden the buyers resulting in failure.







MULTI-UNIT FRANCHISE


The good news is many successful single-unit operators choose to become multi-unit owners. They learn that the success with one franchise unit can be duplicated to expand and achieve their goals by utilizing the infrastructure that you have built as a franchisor. You will want to make sure that interested franchise owners are vetted by your internal franchise development team. Even though they are existing franchisees, they need to be qualified for multi-unit ownership. One good franchise is much better than two struggling franchises, so be sure that they can handle the added expense and management duties.


Your multi-unit franchisees will take less training and support than a brand new franchise owner so you may consider offering incentives for them to add units such as reduced franchise fees.







AREA DEVELOPERS


Franchisees that have the desire, ability, and wherewithal to build a faster network of franchised units may consider signing an Area Developer Agreement (ADA). The ADA is a multi-unit franchise agreement for one individual or entity that allows them to open their locations over a determined schedule instead of all at once. This option can enable faster growth as long as all parties follow through with the terms of the agreements. Committing a franchisee to an ADA that isn’t fully capable can be a recipe for disaster.







AREA REPRESENTATIVE


Area Representative model can be very lucrative for both the franchisor as well as the Area Representative(ARs) franchisees. The AR signs an with the franchisor which gives them certain revenue share amounts or percentages of fees collected in the specified region. These fees are shared with the franchisor based on the level of responsibility defined in the agreement for tasks such as recruiting new franchisees, support and training and other items that can be managed more efficiently on a localized level. This model shares the responsibilities and rewards so both parties have the incentive to grow the region. A common franchisor mistake is awarding ARAs to unqualified parties hoping that this will reduce their responsibility for an area or region by shifting that to the Area Representative. Many Area Representatives fail due to this, which hurts the whole system. It is a good idea to have prospective Area Representatives own and operate a single unit or multi-unit franchise for a period of time before they are approved as an Area Representative.
















CHAPTER TWO


Franchise Industry Best Practices and Franchise Bible Proprietary Strategies


The best way to succeed in the franchise business is to implement the franchise industry’s best practices together with t the Franchise Bible proprietary strategies. The simple way to understand the industry best practices is the protocols that most successful franchise leaders implement for the best possible outcomes.


The Franchise Bible proprietary strategies are the tactical and leadership development strategies we have been developed over the years as authors of this book. This section will unveil some of the Franchise Bible strategies that you can implement in your business to become more efficient and profitable. We have implemented these strategies with countless successful franchise brands around the world. You can learn more at www.franchisebiblecoach.com. In this chapter, we will introduce our tried-and-true tips to help any franchisor and franchise owner grow and avoid costly mistakes.




Upside Down Pyramid Philosophy


Figure 2.1 provides a look at the Upside Down Pyramid Philosophy, a strategy to illustrate the total reversal of the common corporate business model that works best for franchise organizations. A typical corporate structure places the boss (CEO or President) at the top of the pyramid “managing” the people in the organization.


Franchising works best when you turn the pyramid upside down and carry the weight of the franchise community squarely on the shoulders of the franchise training and support team. With this model the leader (CEO or President) is at the bottom serving and inspiring up to the training and support team and the franchise community, employees, and customers (win, win, win and win).




[image: image]




Figure 2.1. The Upside Down Pyramid Philosophy














Franchise Glue


“Franchise glue” (see Figure 2.2) is a term that references all of the things, that you as a franchisor, offer the franchisees that “sticks them to you.” In other words, all of the training, support, tools, and technologies that help them grow their businesses. You want as much franchise glue as you can offer to make sure that your franchise owners have all the more reason to stick with you.
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Figure 2.2. Franchise glue concept. Artwork by Adeline Grossmann








You will also want to continue to innovate and add more franchise glue as you grow to keep adding more value. You never want your franchisees to hesitate when the write their royalty check to question the value they are receiving.







Three-Decision Lens Strategy


Just because you can doesn’t always mean that you should. This statement addresses the situation where, you as a franchisor, may have the legal right to take action against a franchisee but choose not to. You are building a community of franchise owners. Everything that you do on the corporate level will impact your franchisees in some way. The best method to manage your franchise organization’s decisions is to apply the Three Franchise Decision Lens philosophy, as shown in Figure 2.3. Whenever you and your team have to make a decision or apply a new program or system that impacts the franchise community (Which is just about anything and everything) Make sure that you are looking directly through the middle lens. This gives you the ability to play out how the decision will impact your organization from the legal, practical, and political angles. Legal is mostly defined as any contractual relationships that you have with the franchise owners but may also take on other legal elements or considerations. Political encompasses the community issues and can be summed up as the way the franchise community feels about the franchise leadership. The practical lens boils down to the actual logistics of carrying out something on a system wide basis. The target in the middle represents the philosophy of considering all angles of each decisions from these three perspectives for the best outcome.


Example: Let’s use the scenario of a potential change to your company required equipment list. Legally you have the right to make the change based on your franchise agreement structure so no issues there. Practical implementation proves that it make the most sense to phase this is by having all new owners start with the new equipment and give the existing owners a ramp up timeline so not to overwhelm your corporate resources. You decide to set up a franchise owner survey process to gather information to make the best Political choice and find that the franchise owners are in favor but agree that a ramp up period of 18 months makes the best sense.
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Figure 2.3. Three Franchise Decision Lens Philosophy.








In the example above you can see that a sudden decision based only on the legal lens could have resulted hardship on the franchisee and backlash for your corporate team.







Franchise Marketing Strategies


by guest author Michael L. Hutzel, Jr.


CEO, EagleONE


There are numerous schools of thought around franchise marketing. Some industry experts would support the idea that the franchisor should be responsible for all the marketing, including for the brand as a whole as well as for every franchisee. Others would suggest there is validity in shared responsibility, that the franchisor should distribute some of the responsibility to the franchisee. Still others suggest that the franchisor is responsible for the brand and the system that provides the product or service, and the franchisee is wholly responsible for the marketing efforts that drive sales.


Countless hours could be spent supporting each of the opinions, but they all share one common thread: No matter the approach a brand chooses, marketing should be a system, like every other component of the franchise world.


In a perfect world, the marketing would begin and remain as a part of the whole investment for a franchisee. Franchisees bring a varied background of business acumen, and while some may prove to be brilliant marketers or salespeople, others simply will not. Most franchisees are investing in the brand, the concept itself as it relates to the product or service, as well as the appeal of business ownership. They are not necessarily signing on for the necessary efforts and expertise that are going to ensure they are generating revenue.


Regardless of what approach towards marketing a franchisor decides upon, it should always include the following: data, discipline, technology, subject matter expertise, quantifiable metrics, scalability, specific KPIs that are tied to specific strategies, and the flexibility to respond to the evolution of their prospect population. In short, no matter how the brand chooses to deploy the efforts required for effective marketing, there should be nothing left to chance as it pertains to the system itself.




MARKETING B2B FRANCHISES


Most business-to-business (B2B) franchisors recognize that they are outnumbered by the business-to-consumer options that are available in the marketplace to potential candidates. In addition, B2B brands tend to be service-oriented (versus product-oriented) and attract certain kinds of candidates in terms of skillsets and personality. B2B candidates tend to be corporate executives who are used to big business support systems and infrastructure.


Both franchisors and franchisees understand that one of the biggest challenges facing the brand and the individual owners is knowing from where the next opportunity is going to come. In short, the challenge of consistent lead generation for the franchisees impacts the buying decision of the candidates as well as their ability to own and operate a successful franchise.


The decision to address the challenges of lead generation should start with the franchisor. A good brand will address this challenge early in their development and decide to build a system of their own or explore outsourcing options that will be serve the brand in a franchisee-first capacity. Good franchisors know that if the franchisees are succeeding the brand will inherently benefit.


A scalable lead-generation system should include:


•  Data. At the heart of every sound lead generation strategy is data. Data should be considered the core and should be used in the building of the system as well as the evaluation of its’ results. Some data points to consider are quality leads to be contacted, Key Performance Indicators (KPIs), dispositions of the outreach efforts, and any metrics associated with the daily activities that are associated with results. Consistently monitoring and evaluating these points will allow for meaningful adjustments to the approach to improve results.


•  Discipline. Like with anything else worth doing well, the lead generation approach should be disciplined. It should be deployed daily and be a regular part of the daily course of business. Along with the consistency of the outreach, it should also have discipline in the messaging, with the prospect population in mind when communicating the value proposition. Lastly, there should be predetermined cadence, sequence, and marketing venues. This will ensure that both the “numbers game” and the preference of the prospect population for communication are being addressed.


•  Scalability. A good lead generation system should be initially designed to be scalable. That means that as the ROI is assessed, the system can be scaled in a way to feed more and more franchisees. This will likely mean an investment in technology and people.


•  Flexibility. Not all franchise territories are the same because not all metropolitan areas are the same. Considering the U.S. for example, metropolitan cities that are located in the southeast portion of the country are going to have a different look and feel than those in the midwestern portion of the country. As such, a good lead generation system will have the flexibility to make adjustments to best suit the needs of the prospect population and any relevant cultural differences in the city. Having the flexibility to adjust messaging, specific verbiage, technological platforms, and the like will be key to ensure all franchisees can find success in their respective territory.


•  Measurability. In any lead generation system worth deploying, Return on Investment (ROI) must be the primary evaluator of the system. Both the franchisor and the franchisee should have a financial vested interest in the system, for mutual accountability, and should have the same goal in terms of return. ROI should be assessed in advance with both the franchisor and the franchisee so that both parties have an agreed upon understanding of the goal. Periodic evaluations are also crucial, to ensure a system is on track to deliver. Reviewing the data created by the system should happen regularly, as frequently as weekly, and no longer than monthly assessments.


•  Creativity and continuity. Like with any solid marketing approach, your lead generation system should have both creativity and continuity. On the creative component, your focus should be on extracting what is most meaningful to your prospects and crafting your messaging, including good “Yes” questions, into your verbiage. If you take a prospect-centric approach to the way you explain your value proposition, your messaging will resonate with them. As for the continuity, the word to always remember is, consistency. Regardless of how many marketing venues you choose to use or what kind of system you choose for lead generation, a consistent message and image is paramount to building trust with your prospects.


•  Support. This last component can sometimes prove to be difficult. Lead generation systems require ongoing support from the brand. This can come in the form of needing to adjust or grow particular components of the systems (like evaluating and changing technology as the system scales) or ongoing team support of the franchisees as they encounter new challenges or are new in the program as a new owner. Regardless, any good program will have dedicated, on-going support, including team members who dedicate themselves to the system and the franchisees in the system.


•  Multiple channels. A sound lead generation system will take into account the important factor of meeting your decision makers in the marketing venue they like to meet. Factors like demographics, target size, decision maker title and geographic region should all influence the venues you choose. Consider using traditional methodologies like phone calls and emails, and more modern venues like LinkedIn. Bare minimum, you should be looking for your prospects in 3 channels or more, so you are leaving no doubt your prospects are hearing from you and learning about your value proposition on a regular basis.







TANGIBLE BENEFITS FOR A SOUND LEAD GENERATION PROGRAM


A franchisor that implements a sound lead generation strategy and insists that the entire brand participate will reap quantifiable benefits. There are three areas to focus on here, two of which are franchisee-centric, the other the benefits to the franchisor: franchisee benefits, candidate benefits, and franchisor benefits.


As for franchisee benefits, business to business franchisees are passionate about your brand, not necessarily seeking out net-new business. The lead generation program, if built properly, will be a continual source of new opportunities for the franchisee to close new deals. It will also allow the franchisee to focus on closing deals and nurturing relationships, which is more in line with their vision of business ownership. It should also assist with new revenue for the franchisee, allowing them to grow and meet the goals they have for their business. Helping them to earn well is in everyone’s best interest.


Then there are candidate benefits. As referenced at the beginning of this section, the number one challenge for candidates considering your brand is also their number one fear: “Where is my new opportunity coming from?” Not only having an answer to that question but being able to demonstrate a proven lead generation system is paramount when explaining your brand to a candidate for consideration. Helping them to understand that you have a system in which you are both mutually vested will influence their decision-making as they consider your brand in comparison with others.


Finally, think about franchisor benefits. Having a franchisee-first mindset with implementing your lead generation system will lead to positive results for the entire brand. There are distinct benefits to your brand to have a sound lead generation system in place. They are as follows:


•  Increased royalties. If your lead generation system is doing its’ job properly, it means your franchisees are busy managing the top-end funnel results of your system. They are spending their time in front of the next opportunity, and working the executive functions as a business owner (analyze, propose, negotiate, and close), closing more deals. Their revenue continues to grow because the system creates an ongoing flow of activity. The natural results then is an increase in the royalties received from each franchise owner, increasing the brands ability to grow and continue to invest in its owners.


•  Better validators. Every franchise brand knows how important good validators are for the growth of the brand. Having happy and healthy franchisees is the first step. Your lead generation system, when deployed using the considerations above, will help your franchisees to earn the revenue they need to continue to grow as business owners. If the franchisees are earning well, they will be much more inclined to serve as validators for the brand when a new candidate is considering coming on board.


•  Brand differentiation. Last, but certainly not least, is the brand differentiation for your brand. This component alone is worth the time and investment for your long-term growth. Many brands choose a more “independent” approach to lead generation. They believe that giving the new franchisee the business model is sufficient, and lead generation is just an inherent part of the responsibilities they take on as a new owner. The reality is that lead generation is difficult and it can be daunting. Having a proven system in place will not only help your owners, but it will help your brand to stand out in comparison to those who have nothing in place.


It will also help your cause when you consider the various channels you have available for franchise sales. Franchise consultants, for example, will gravitate to brands that have systems in place because they want to be sure that their candidates succeed in their new business venture.







BUILD IT OR BUY IT? A TOUGH CHOICE


The “right” answer to this question depends on the business model and budget, so you will have to take into account a number of factors. There are pros and cons to each approach. For example, if you build it, you will have “in-house” control and could develop something you consider proprietary. You would also have the ability to make adjustments internally and initially the costs may be lower. However, you will be investing in people, various types of technology, and it will require ongoing management.


In contrast, if you partner with an outside firm to help build your system, you would be getting technology, subject matter experts, and scalability that wouldn’t impact your internal infrastructure. You may also get executive advice and management experience for a fraction of what it would cost you to have the appropriate executives needed on staff. However, you would lose some of the internal control and it may not be as cost-friendly in the initial stages until you reach a certain economy of scales.


Whatever you decide, weigh your options and the economics involved. Consider the necessary components outlined in this section and ask yourself honestly which fits your model and growth plans the best. Either way, arming your franchisees with a proven lead generation system is one of the best things you can do to ensure their success and yours.







B2B CASE STUDY: CULTIVATING FRANCHISEES PAYS DIVIDENDS


In 2019, a forward-thinking B2B services brand decided they wanted to invest more in the future and financial wellbeing of their franchisees. Already an international brand, with more than 180 franchisees in the U.S., they knew it was time to take the next step. As they evaluated their options, they decided partnering with an outside company would be best for their brand and their franchises. After 3 months of building and preparation in Q4 of 2019, they were ready to launch their multi-faceted lead generation program in January 2020.


Over the course of 2020, more than 50 franchisees entered the lead generation program. In one of the most unprecedented years in recent history because of the impact of COVID 19 in the U.S., the franchisees who entered the program recognized an increase in sales of 18% over those who were not enrolled in the program. In short, because they had more top-end funnel activity, their closure rates and associated revenue were significantly higher than those not enrolled in the program.


In 2019, the franchisor awarded a total of six new franchises. In 2020, they awarded 43 new franchises. The president of this brand attributed the success in the awarding of franchises to the lead generation program. They were able to differentiate themselves from the other business to business brands being considered by the candidates. They had a proven system and could demonstrate their willingness to invest in their franchisees.


In addition, they eliminated the concerns of the franchise candidates about how they would create legitimate new business for themselves. Recognizing and addressing this in advance of the franchisees joining the brand was pivotal in the discovery day process and helped the candidates to feel comfortable about investing in the brand as the brand was vested in their long-term success.







MARKETING & CUSTOMER EXPERIENCE CHALLENGES OF BUSINESS-TO-CONSUMER FRANCHISES


Business to consumer (B2C) franchisors recognize that their franchisees are competing for discretionary income. This means that they are not only competing against other “like” concepts (i.e. two different brands of hair salons or pizza restaurants), but they are also competing against all other concepts for the discretionary spend. Franchisors should also recognize and educate their franchisees on the importance of the three touch points they have with their consumer customers: Pre-Unit, In-Unit, and Post-Unit. These three points are all critical in running a successful franchise and building customer loyalty. Because of their unique importance, they deserve being discussed separately. It is also important to consider what options are available to franchisors and franchisees to capitalize on each point.







Pre-Unit


This touch point is every franchisees’ first chance to make a good impression. There are two main components to this touch point: the customer experience and digital media. The customer experience usually comes in the form of email support, live chat, and phone conversations. The customer usually has questions about the product or service and needs clarification before making a buying decision. They need to interact with the staff directly in this case. It is critical to create the very best experience possible as it influences the buying decision.


Digital media is also an influence on the consumer and their choices for discretionary spend. Most consumers will visit channels like Facebook, Twitter, and Snap Chat, as well as search the mainstream search engines like Google and Yahoo to educate themselves before they make a buying decision. The consistency on the message, the original content, and the current offers will all impact the consumers impression of a brand.


Good franchisors will recognize and address the need for having a good system in place to address this touch point. Some of the core components of the system will include: A Customer Experience Team, A Digital Marketing Team, and technology to support both. The franchisor can decide to build these systems internally or partner with outside firms to build them. It is important to recognize the use of subject matter experts who are focused on these specific tasks. As well, investing in technology to maximize the impact of these strategies is key. Ultimately, it should be a part of the brand, not something tasked to the franchisee, as they are busy running the day-to-day of their business.







In-Unit


This touch point is the one that most franchisees are passionate about and the reason they chose to invest in the brand in the first place. In addition, most franchisors have placed a great deal of focus on giving the franchisee “the kit” to properly deliver the product or service to their consumer customers. At this point, the consumer has made the decision to spend money on this particular product or service and it is the franchisee’s responsibility to meet or exceed expectations.


Most of the focus here will be on cleanliness, friendliness, quality of the product or service and ensuring that the consumer receives the kind of customer experience that will make them a raving fan, willing to return time and again. It requires an internal focus, including properly training staff, to deliver a consistent, quality product or service.


Good franchisors will deliver a quality, end-to-end approach to the franchisees. This will include all the training materials, quality assurance manuals, product or service quality standards, branding, and a list of approved vendors that supply various components to make sure the franchisee is uniform with brand standards. Usually, this will also include on-going support that ranges from training updates, product and service updates and the like. The franchisee should be as well-versed in these materials and the franchisor and should place a concerted effort to maintaining the quality of the experience from the time the customer enters the location until the time they leave.







Post-Unit


This touch point is influenced by the previous two. The expectations and experience that were established in the pre-unit touch and the quality of the experience while receiving the product or service inside the unit will determine how much influence this third point will have in bringing customers back. Equally important, the franchisee wants to create external champions, customers who will rave about their product or service and bring their friends and family back with them. In addition to getting the first two points right, the franchisee needs to constantly encourage them to come back. That means a mix of customer experience outreach and digital efforts.


Just like with the pre-unit touch point, a good franchisor will emphasize and employ both customer experience efforts and more digital marketing. Once again, it can be an internal build or built with an outsourced partner. It requires both technology and subject matter experts focused on the efforts. And, it should be a part of the brand, not something tasked to the franchisee as their focus should be 100% on the 2nd touch point, while they have the customers experiencing the product or service real-time.







BUILD IT OR BUY IT FOR B2C MODELS?


There are pros and cons to building these systems internally or partnering with an outside firm. This is a matter of focus, however, and should be a major consideration in the equation. The franchisor wants the franchisee focused on touch point two, the in-unit experience. The same kind of focus should be placed on the pre-unit and post-unit touch points.


Building systems internally will mean the franchisor will control the experience in all 3 points. They should plan to have a centralized team for calls, emails, and live chat as well as outreach for customer satisfaction and feedback. They should plan to have a focused digital marketing team and be prepared to invest in technology to support both teams. They should also plan to scale as the brand grows to properly service each franchisee properly.


Partnering with outside firm is also an option. The franchisor could leverage the existing infrastructure, technology, and scalability instead of investing it internally. A partnership would also mean access to subject matter experts both at the deployment and the management levels. It may not be as cost-effective in the initial stages of the partnership and would mean conceding some of the control of the customer experience.


Regardless of the choice to build it or partner with an outside firm, it is best practice to have these systems in place for the franchisees. Many young brands make the mistake of leaving this to the discretion of the franchisee and the results are usually mixed at best. It’s not that franchisees don’t have the business acumen to work on some of this themselves, they do. However, their passion, and their focus is on what happens inside the unit, in the delivery of the product or service. It’s not on the pre-unit and post-unit activities, and in many cases, they don’t have the staff or the bandwidth to put proper systems in place.








B2C CASE STUDY: FOCUSING ON FRANCHISEES PAYS DIVIDENDS


In 2019, a well-known, child entertainment brand recognized the difficulties their franchisees were facing trying to do their own digital marketing and handling all of their customer experience solutions internally. With over 400 units in their portfolio, they recognized that the customer experience was inconsistent and that the digital marketing efforts were yielding lack-luster results. This realization was a result of analyzing the discrepancy between the top-producing units and the lowest-producing units. The conclusion was simple: there was discretionary spend being left on the table. Opportunity costs and inconsistency messaging was having a significant impact on all the franchisees, regardless of where they fell on the internal leader board in terms of revenue.


Forward-thinking management decided to act and investigated partnering with an outside firm who had the expertise, technology, staff, and management personnel to help all of the franchisees in their brand. Here’s a look at the results:


•  Customer experience. The corporate office made the decision to have a centralized customer experience department. This team would focus on emails, live chat, and phone support, inbound and outreach. It was a technology-enabled team of subject matter experts who focused on white-glove customer experience as well as monetizing the engagements with the consumer customers via up-sell and cross-sell opportunities. The increase in customer satisfaction in timely response to inquiries or complaints relieved the franchisees and their staff. There was less animosity in the units and the customer – staff engagements were considerably more positive because the pre-unit experience set very positive expectations with eh customers. From an ROI perspective, the franchisees (and the brand as a whole) saw a 28% increase in revenue in the first year from an increase in birthday party bookings, additional memberships, additional food sales, and additional group parties, including local company outings. The focus on the customer and the expertise in handling the customer experience properly had lasting economic impact.


•  Digital marketing. The digital marketing team was also a partnership decision. Corporate wanted to ensure they were developing a national message that was tailored to the regions in the specific franchisee territories. The strategy was to include social media channels, SEO, and SEM with a specific focus on customized content as the first priority and the ad spend as a secondary one. The franchisees saw a lift in sales of 17% in the first year as well as additional organic traffic from loyal customers who brought friends and families into the parks.







THE MARKETING CHALLENGES OF FINDING NEW FRANCHISEES


Anyone familiar with the franchise industry knows that one of the most coveted acquisitions for a brand is a new franchisee. Paramount to the success and growth of a brand, franchisees represent the foundation, adding breadth and depth to the influence and reach of the brand itself. Often referred to as the “Golden Goose,” franchisors are in constant search of the next best franchisee candidate. Good franchisors will take steps to ensure that the new franchisee is a good fit for the brand. It is important to both the franchisee and to the brand that there is a good match.


Finding these candidates, however, is often easier said than done. And many young brands make the mistake of taking the approach that “more is better” and focus on the “sale” instead of the “fit” and they often find themselves with disenchanted franchisees who no longer want to be a part of the brand any more than the franchisor wants them to be a franchisee.


In short, a good franchisor will not only establish clear guidelines on the ideal candidate for their brand, but they will also control as much of the recruiting process as possible.


There are two primary ways to recruit candidates for your brand:


1.  Marketing and lead-generation firms. There are firms that are experienced in helping generate candidates for your brand. Like with any others method you choose, not all will be created equal. A good marketing firm should be experienced with finding candidates, should work collaboratively with your brand and your management personnel, and you should offer you some semblance of control over the process. Like with any marketing strategy, this should also be data centric, have discipline and flexibility, and represent your brand properly in the marketplace.


Most marketing firms will operate on a subscription basis. This has mitigated risks. If they can produce good, quality candidates, it is likely to cost you less in the long run, in comparison with the consultant commissions. However, the subscription approach usually implies you are paying as you go for marketing efforts, and depending on your sales cycle, it may take some time to recover your investment.


2.  In-house systems. In the early stages of a franchisor’s development, there is probably no one more qualified to help a candidate understand the value of investing in the brand than the founder. After all, it is the passion for the product or service that the franchisee is investing in anyway. However, founders are usually busy running their business and managing the locations in some day-to-day capacity. So, for an in-house system to work properly, the franchisor is going to need internal talent who can represent the brand with the same passion as the founder. What’s more, they will need to have both client services and sales business acumen, and the franchisor will have to provide them with tools to properly seek out and engage candidates. These systems will likely include email efforts, calling, social media efforts like LinkedIn, mailing efforts and the like. The executives will be responsible for helping develop the system as well as keeping up with the candidates in their various stages of development.


Regardless of the methods you choose, begin with the “fit” first. Making sure that your candidates are a good match for your culture and your brand is critical to the long-term success of your franchisees and, ultimately, your brand. Happy franchisees who are financially healthy will serve as good validators and will make your brand more valuable. In contrast, unhappy franchisees, or franchisees who are not financially successful can cause long-term problems, and worse yet, end up a failed owner. That isn’t good for the owner, and it’s a permanent detriment to the brand as it needs to be disclosed on your FDD.










Franchise Artificial Intelligence Technologies


by guest author Rob Gandley, ScaleSpark AI


Many would instantly think of artificial intelligence as the rise of machines over man conjuring images of the classic movie the Terminator. However, no matter who you ask you’ll get many different kinds of answers ranging from technical to conspiracy theories as you try to zero in on it. But what is artificial intelligence, really. Is it good or is it bad? I would suggest it’s certainly like any powerful technology that should be built and used for good but constrained for bad. That all said, what is it then. One simple definition is that artificial intelligence is the science of making machines or computers smart. You might have heard of the phrase machine learning algorithms and deep learning. These refer to Artificial Intelligence driven software applications and platforms. Popular well-known platforms like Google and Facebook use machine learning to deliver our search results and news feeds each day. We make our machines smart by giving them access to massive amounts of data and the ability to write, see, hear, talk, move, and even understand on some level. But never fear you will always be needed and there will be plenty of opportunities for humans to work with machines to produce better results for both themselves and others. In fact, many view AI as a way to access super human powers to augment their daily work tasks and help them accomplish their goals cheaper, faster, and more efficiently.




THE ESSENTIAL DIFFERENCE BETWEEN AI TECHNOLOGY AND TRADITIONAL TECHNOLOGY


You might be thinking, Why make computers smarter? Essentially artificial intelligence driven technology is about helping you make better decisions and predictions about the future. These machine learning algorithms (sets of rules in programming) are actually adapting as they learn. The first point to look at in that last sentence is that these rules are built to evolve as the computer learns by the data it’s receiving. But keep in mind, we have to tell it what to look for and what the rules are. We humans provide the starting point by trying to solve a particular problem in our business. But more on our role later. We talked about the computer actually “seeing” earlier. As an example, Facebook can process images and be taught what to look for. The Facebook algorithm is trained to keep you engaged and so it will work to serve pictures of friends or brands you engage with. The difference in AI driven technologies is the computer coding algorithm is changing as it learns but in traditional information technologies the coding is static until a human changes it. Advances in mobile technologies like Wi-Fi and 5G coupled with lower data storage costs, computing speed and other information technologies have paved the way for AI based applications, business models and services to grow exponentially in the coming decade. Buckle up because we’re in for quite a ride over the coming years. It will feel normal for future generations but the speed of change will pass many by in the coming years.








HOW SMALL BUSINESS FRANCHISES APPROACH AI


First and foremost, you should get good at running pilots for different use-cases or problems you want to solve that can deliver quick and measurable results. Whether you’re a franchisor or franchise owner you’ll want to include your team to establish and document a process you can follow when engaging on a pilot project. You might be wondering how do you know where to start? Well, like most new things, there are some key questions that you’ll need to answer for your business. Whether you’re at the brand or local level you’ll need to learn this. Ideally, a franchisor will guide their franchise owners by establishing a playbook for identifying use cases on an ongoing basis. That playbook would include first how to identify where AI can help your business. You’ll need to find daily tasks that are repetitive and data centric where predictions would help produce better outcomes in your marketing. You might start identifying use cases by considering what business tasks take a long time, are repetitive, can be frustrating but are vital to run your business. Digital marketing tactics have many tasks that can fit this description. An example, we all can relate to is producing quality digital content so our audience sees the value in our brand. Whether it’s for social media audiences or blogs and search engines we need content to establish our brand, create engagement and essentially build an audience that knows, likes, and trusts us. Producing this content might follow some repetitive tasks and knowing what topical content and when to post it might be a prediction that would help you with more impactful outcomes. So then finding a tool to help improve your content creation and marketing efforts could be the perfect use case to establish a quick-win pilot around. You can measure the results and determine pretty quickly if the tool or service is producing an ROI for your business. It might seem daunting to actively approach AI this way in your business but understand that the speed of change in conjunction with younger generations of millennials and gen ears coming into the professional workforce will make this a requirement for you to stay competitive and to serve your customers, patients, or clients better than ever before.







TACKLING AI CHALLENGES


You’re reading this book, so you’re starting to learn the benefits of franchising. I would submit that many franchisors do an excellent job helping take care of some of the following challenges. However, it will also be up to the local franchisee to ensure they take action and keep pace with change. In a sense we’re all in this together and being part of a franchise brand network is an advantage for a small business owner. No one is immune to missing something of value and both local franchisees and brand owners alike need to adopt and embrace change as a process especially in areas like sales and marketing technology. So what are these challenges that plague business owners?


First is the data. Remember we talked about data being a vital component to artificial intelligence. Well in order for the computer or machine to learn it needs a certain amount and the correct type of data. To be specific sometimes the data requirements for formatting and size are too large or too complex to make your pilot measurable. An example might be an email marketing tool that requires you send at least 5K emails per week for the machine to begin learning and predicting what subject lines work best. Either the cost or volume can be prohibitive to a small franchise owner.


Next, is a cohesive strategy to implement AI in your marketing plan at the right time and in the right measure.


Last would be a lack of resources over all whether it be financial budgets or your people. Even with these challenges you can find SaaS (software ad a service) software at reasonable monthly prices that is easy enough to implement in a quick-win pilot scenario. The best way to overcome these challenges is to first find vendors that you believe might have tools that would help with your use-case. Using Google to search phrases like AI for “content marketing” or AI tools for “marketing need” will help you find some vendors to reach out to.


You start by having your use case well defined. Letting the vendor know what tasks you want to automate and what predictions would be useful in getting better results cheaper, faster, and more efficiently. Here are some questions to determine if they have tools or services that can help you with your pilot project:


•  How they use AI or machine learning and what’s on their software roadmap. Talk with them about the data requirements to get good predictions and outcomes.


•  What internal capabilities you’ll need to get the best result.


•  Ask them for case studies and about integration requirements. There new tools and SaaS models launching each day. However, your current technology may also have features that take advantage of machine learning algorithms so make sure you start by inquiring with some of your current tech vendors.







THE NEW AI WORLD


So now let’s address that burning questions we all have: Will AI replace my job or humans altogether? While there will be change and folks will do different things because of AI, there will still be a need for humans to ensure the most impactful results can come from this technology. The answer is absolutely yes to change but no to replace. There will be a multitude of opportunities because of AI technology. However, there are some hedges I would recommend to you as an entrepreneur and business owner or in your current role. First, invest in your skills, knowledge, and health. It’s all around you. The internet provides you with superpowers and in most cases it’s free but don’t shy away from paying others that have the experience and knowledge to help you. Next, now more than ever you need partners and to diversify your revenue streams over time. While technology is important being tied to one platform or method of marketing is quite risky. The franchise model is already built this way in some ways. The concept of being in business for yourself but not by yourself. However, in your business, you should build as many complimentary revenue channels and relationships as you can. Some call this approach integration marketing. Your Franchise + Another Franchise = more value for your shared audiences and more profits and stability for you. An example of this might be offering a dog grooming service the ability to sell your dog training course bundled at a discount to their customers after they sign up. Most don’t offer their website visitors very much after opting in or signing up and landing on a thank you or confirmation page. You can do this at the local level. But to really zero in on why humans will always be needed can be broken down into three key points.


First, we humans decide what problems your franchise needs to solve and what questions need to be answered to determine how AI can be implemented.


Next, what data or examples should the machine look at, read, or evaluate to make useful predictions that will help you achieve your goals.


Lastly and most importantly you or we need to interpret the data output and related outcomes to determine the best course forward. Humans will always need to ask questions and look for problems to solve that will move their business and brand forward.
















CHAPTER THREE


Understanding Franchise Legal Documents and Legal Considerations


Understanding the legal aspects of the franchise relationship is mission-critical for both the franchisor and the franchise owner. Take the time to learn the contractual rights and obligations that are contained in the agreements so you are best equipped to become a successful franchise professional. This chapter will give you a solid understanding of the legal elements of the typical franchise structure.




Getting to Know the “Rule”


Franchisors in the United States work under what may be the most complete set of governmental regulation of franchising in the world. In 1979, the Federal Trade Commission (FTC) was charged by the United States Congress with the task of policing franchising at the national level. At that time, it created the law entitled: Disclosure Requirements and Prohibitions Concerning Franchising and Business Opportunity Ventures (or more simply, the “Rule”). In 2007, after twelve years of work, the FTC revised the Rule with what we call the “Revised Rule.”


In addition to following the Rule, the franchisor must consider the registration and disclosure statutes, rules, and regulations of some 15 states (with four more states requiring a form of exemption filing). Often called the “registration states,” each one has separate laws that specifically talk about franchising. See Appendix M for the list of registration states.


In the registration states, the franchisor must comply with the Revised Rule and with the state-based statutes. In the “non-registration states,” the franchisor is required to abide only by the Revised Rule. The upshot of all of this regulation is that the prospective franchisee is provided with meaningful disclosure information about the franchise opportunity and with enhanced statutory protection against violators.


As may be expected, there are conflicts between the Revised Rule and the laws of the various registration states. The FTC resolved this matter by requiring the franchisor to abide by both laws by selecting that portion of the state or federal law that gives the franchisee the greatest protection and the most disclosure information.


In all cases then, the franchisor must draft a multi-part disclosure document called the “Franchise Disclosure Document” (FDD) which may range in size from 50 or so pages to ones that span several hundred pages. Once completed, the FDD is given to the “prospective franchisee” (that means you) who is then given a minimum of 14 calendar days within which to review the entire FDD. Next, let’s take a closer look at the FDD.







The Anatomy of the FDD


The FDD is a book that contains several parts all of which taken together form the entire document. The first section of the FDD is the disclosure portion. In this part, the franchisor is required to respond to specific questions that are collected under 23 “Items” each with a mandated title. The 23 Items cover various topics and covenants that are found in the franchise agreement. The FDD booklet is NOT a contract between the franchisor and you. Instead, it is collects in one place all information that the FTC believes is relevant for the prospective franchisee to have before making the purchase decision. The only contract between the franchisor and you is the franchise agreement and other contract secondary to the franchise agreement. We’ll talk more about the franchise agreement later in this chapter.


The second section will contain the various exhibits required under the Revised Rule. In those exhibits, the franchisor is required to (i) provide an exact copy of the franchise agreement and all contracts between franchisor and franchisee that the franchisee is expected to sign; (ii) deliver a list of state agencies that regulate franchising or that are serving as a registered agent for the franchisor; (iii) provide the franchisor’s most recent financial statements which in most cases must be audited under United State generally accepted accounting and auditing procedures; (iv) deliver the names, addresses and other contact information of all of the current franchisees and the same information for all franchisees that left the franchise system during the most recently completed fiscal year; (v) the names and contact information of any trademark-specific franchisee associations; (vi), the table of contents of the operations manuals that are given to the franchisee by the franchisor; and, (vii) the “Receipt.” Appendix A shows a complete FDD. At Appendix G we have included the complete FTC Revised Rule.


The format of the document and as of January 1, 2021 is requires (i) an FTC-required cover page with specific language and disclosures; (ii) the new “How to Use This Franchise Disclosure Document” page that was drafted by the North American Securities Administrators Association (NASAA) which again, contains specific information (iii) the “What you Need to Know About Franchising Generally” page (iv) the “Special Risks to Consider About This Franchise” page; (v) the table of contents; and (vi) the information as organized by the Items.


The FTC looked to the NASAA to devise a complete set of compliance rules for the Revised Rule. These rules are collected in the NASAA 2008 “Franchise Registration and Disclosure Guidelines, which has been continually updated.” We have included the introductory text of this important document in Appendix N and the entire document online at www.franchisebiblecoach.com.




THE COVER PAGES AND TABLE OF CONTENTS


The FTC and the NASAA require that every FDD in the United States start with two cover pages. The first is mandated by the FTC and the second, third and fourth pages (new for 2021) are required through the, required through the NASAA Guidelines.


Take a look at Appendix A and you will see the language that MUST be included in each cover page. The franchisor cannot deviate from this language. In reviewing FDDs however, you may see as the “Special Risks” page that there are more than three risk factors. That usually means that a registration state has required the franchisor to include additional risk factors in order to register. The Revised Rule allows this to happen and it is in this way that the franchisor is then required to provide you with the greatest disclosure and the most protection.


As of 2021, the “STATE EFFECTIVE DATES” was moved to its current position just before the “Receipts” (found at the last few pages of the FDD.) In the registration states, the franchisor is not allowed to offer a franchise until it has been registered and is thus “effective.” This page will list the date that each registration state has approved the FDD for sale. If you are in a registration state, take a look at this page to find out if: (i) your franchisor is registered in your state; and (ii) whether you were given the FDD after that date. A violation of either of those requirements means that the franchisor has broken the law.


The Table of Contents simply lists the correct title of each Item and points you to the page where it can be found.







THE ITEMS


The heart and soul of the disclosure portion and indeed its very purpose is set forth in the Items. Each Item is given a specific title (which cannot be altered), and within each Item, the franchisor is required to provide the answers to a myriad of FTC-mandated questions. Once again, take a look at the NASAA Guidelines at Appendix N for a complete list of the questions in each Item.


The following is the list of Items (by correct title) along with a description of the content to be found there.







Item 1: The Franchisor, Parents, Predecessors, and Affiliates


Item 1 gives you the franchisor’s background and that of any parent company, predecessors, and affiliates. A predecessor is defined as “a person from whom the franchisor acquired directly or indirectly the major portion of its assets.” An affiliate is defined as “a person controlled by, controlling, or under common control with the franchisor.”


Examine this Item closely. Read about the background of the business and the business experiences of its principal officers. If possible, run a credit check on the company and its previous officers. In addition, any information you can obtain regarding the record of the previous businesses—including other franchise businesses in which the principals were associated—is of paramount importance. This information can also help you make some type of forecast about the possibility of your own success.







Item 2: Business Experience


This Item gives you past five years’ worth of the personal business experience of the franchisor’s directors, trustees, general partners, officers, and any other individuals who will have management responsibility relating to the offered franchises. Remember that these folks are the ones that you will be working with during your entire franchise experience. Remember that they should have experience operating as a franchisor. As you, the franchisee, should be the “customer” of the franchisor and as such should be treated that way. The fact that the personnel have loads of experience in operating the business that is the model of the franchise DOES NOT mean that they have the ability to operate the franchisor, which is a separate and distinct business from franchised business. It is often the case, especially with new franchises, that the personnel will have great experience operating the franchised business but will have little or no experience or expertise in operating the franchisor business.


You should make every attempt to get to know the people that make up the franchisor’s team as much as you can before you sign the franchise agreement. All business relationships are part business and part social and psychological. If you don’t like them as people, chances are you will not like them as franchisors. Ask to see the head person before you put your money down. Remember, this person will be a vital part of your story of success, since his or her endeavors will directly affect you.







Item 3: Litigation


This Item requires special scrutiny during the review process. The franchisor must disclose any material litigation involving the franchisor and its predecessor, parent, and affiliate, if the litigation involves claims about the franchisor’s sales process, its performance under the franchise documents, and claims of antitrust, fraud, unfair or deceptive trade practices, or comparable allegations. The Revised Rule now requires the franchisor to disclose any franchisor-initiated litigation against its franchisees, and any other business litigation (even if it is not franchise related) if at the end of the day the litigation negatively impacts the franchisor’s financial condition or its ability to operate franchise.


As you may imagine, a franchisor that is mired in litigation will be less attractive and may indeed be a franchisor to avoid. While most mature franchisors will have some litigation history—more often than not started by a terminated franchisee, or started by the franchisor against a terminated franchisee—you should stay away from any franchisor that is under a current injunction or restrictive order, particularly one that could result in a drastic change in the franchise operation, such as termination of the franchise. In addition, determine whether or not the franchisor or any of the franchisor’s key employees have been convicted of crimes or have a record of unfavorable determinations handed down by courts or government agencies.


If the FDD mentions any such investigations, convictions, or proceedings, view these as warning signs and rethink whether or not you want to purchase the franchise. If you still wish to purchase it, at least check out the proceedings as documented in the courts or government agencies and determine what has taken place in regard to this litigation.







Item 4: Bankruptcy


This Item must disclose any bankruptcy in the last 10 years that involved the franchisor and any parent, predecessor, affiliate, officer, or general partner of the franchisor, or any other individual who will have management responsibility relating to the sale or operation of the franchise.


Many great people have incurred numerous failures in their lives before reaching a pinnacle of success. Abraham Lincoln, who failed in the operation of a general store and in his first election, is just one of many such examples.


If however, the bankruptcy involves s related prior business of one of the principal people, then you may treat it as a warning sign that he or she may not have the business acumen needed to successfully operate the franchisor.







Item 5: Initial Fees


Here, the franchisor (and any of its affiliates) must disclose all of the initial fees that it charges to the franchisee before opening. Such fees include the initial fee paid to purchase the franchise rights (often called the “initial franchise fee” or “IFF”), computer or point-of-sale equipment that must be purchased only from franchisor or its affiliates, and similar fees. IFFs range from a few thousand dollars to over $70,000. The “normal” range is between $25,000 and $40,000. I emphasize the word “normal” because this is one of the fees that is sensitive to competition. If another franchisor in the same sector is charging $25,000 and the franchisor you are talking to is charging substantially or more, then you should look to see what if anything supports the difference.


Beware also of franchisors that “nickel and dime” you. For instance, there are some franchisors that charge an initial franchise fee that is lower than the competition, but who then assess tuition (“training fee”) in order to attend their training. Next, they will charge a fee to receive the operations manual, a fee for having one of their personnel visit your business to help with opening, and the like. Many times, these fees together with the IFF equal more than the competitor’s higher IFF. From a marketing point of view, it seems more beneficial to charge a higher IFF (subject to market pressures) and then provide the other goods and services without charge.


Remember that a high initial franchise fee does not necessarily mean the franchise is a better investment or even a good one. Moreover, a low initial franchise fee is not necessarily an indication of a bad investment. Some of the most successful franchise operations have had low initial franchise fees.







Item 6: Other Fees


This section of the FDD advises you in a table of any other fees that you will have pay to the franchisor or an affiliate as well as costs that are collected by the franchisor for third parties, or that are otherwise imposed. Line items include a statement of the royalties, advertising fees, service fees, training fees, renewal fees, and other similar, one-time, or ongoing charges. Check to see if the franchisor will refund these fees if you decide to back out after signing the franchise agreement.


Once again, the fees charged here should be in line with the fees charged by other franchisees in the same business sector. This is one of the times that the formatting required by the Revised Rule allows you to compare one system more easily to another. These figures should be used by you when drafting your business plan.


Almost all systems will charge a “royalty” and one or more “advertising fees.” The royalty and advertising fees are usually expressed as a flat fee or a percentage of the “gross sales,” “gross revenue,” “net sales,” and similar titles. Our FDD at Appendix A shows a royalty that is BOTH a flat fee and a percentage fee. Carefully review the definition of revenue that is used to calculate the percentage. This is one of those places where franchisors are free to define that revenue in any way they choose, such that the “gross sales” definition for one franchisor may be materially different that the definition of the same term in another FDD. Check with your accountant to find out if the definition is reasonable.







Item 7: Estimated Initial Investment


Once again, using a table format, the franchisor must disclose a range of the minimum and maximum of all fees, costs, and expenses that the franchisee will incur prior to opening the business. This table will reflect the initial franchise fee, real property expenses such as rent and construction costs, the cost for computer equipment and similar line items. As with Item 6, the formatting of this important item allows you to easily compare the cost-to-open bottom line of one franchise opportunity to that of any other franchise opportunity. Competitive pressures should apply to the bottom line, meaning that the franchisors in the same business sector should charge similar fees.


The expenses here must include both pre-opening expenses and those incurred during the “initial phase,” which is at least three months or a reasonable period for the industry. Along, with Item 6, the information outlined here is extremely useful in mapping your business plan and your budget. Again, if at all possible, contact current franchisees and see if these cost projections appear fairly accurate according to their experience. If there are no current franchisees, review these listed costs with local contractors and vendors. Also remember that if these figures are materially misrepresented, that is if you end up paying 50 percent more than is stated, it may be a violation of the law! that you may wish to report at a future date.







Item 8: Restrictions on Sources of Products and Services


It is a hallmark of franchising that the franchisor requires the franchisees to buy the goods and service needed to open only from approved vendors. It is the way that the franchisor can be assured of uniformity. For instance, it is typical for a franchisor to require the franchisee to purchase electronic equipment, food products and similar goods and services only from sources approved in advance.


Item 8 also calls out the franchisor’s specifications for permitting a new vendor into the system, and will identify any revenue that the franchisor receives from the required purchases including rebates received by the franchisor from any supplier.


If possible, check with current franchisees to see how they feel about any purchase restrictions and whether or not they are receiving their money’s worth.







Item 9: Franchisee’s Obligations


This Item consists of a table listing your obligations as a franchisee, with references to the sections of your franchise agreement that contain the obligations. The purpose of the table is to identify your principal obligations under the franchise agreement and other agreements. The table should help you find more detailed information about your obligations in these agreements and in other items of the FDD.







Item 10: Financing


It continues to be true that it is still a challenge to get financing to help you purchase a franchise Though it would be logical for the franchisor to sponsor financing, the fact is that very few franchisors make such an offer. In the case where financing is offered, it is usual that it is for only a portion of the Item 7 expenses. For instance, the franchisor will offer to finance the IFF, or the computer system needed to operate, but will not finance the entire cost to open the business. If the franchisor offers financing, it must disclose in this Item the terms of such financing, including the amount it will agree to finance, the interest rate, the length of the loan, and must also disclose the consequences for failing to pay (which often is the termination of the franchise agreement along with the statement that franchisor will sue to get payment.


The ability to afford the purchase while still maintaining your lifestyle must be one of the criteria you use when making the “buy/don’t buy” business decision.


Contact your local bank to see if they will finance you. Also talk with the Small Business Administration who can give you a list of local banks that offer SBA guaranties. If financing is offered by the franchisor, contact current franchisees to see what you can find out from them about their experiences with financing from the franchisor. Common sense is a requirement for all potential franchisees when investing hard-earned money in a franchise.







Item 11: Franchisor’s Assistance, Advertising, Computer Systems, and Training


This is one of the lengthier and more important of disclosure Items. Though the instructions for this Item go on for pages, we will discuss here the most important matters that must be disclosed.


Here, the franchisor must disclose the services that it will provide to the franchisee before and after opening. These services are often stated as a list. Do not be surprised if the list is not long. That is usual in franchising. What you care about is whether the services that are offered are sufficient to help you open and then build the business. Talking with current franchisees about this is a very important part of your due diligence.


Additionally, this Item will describe all advertising expenditures you are expected to assume. Most often franchisors will require you to spend a certain dollar-amount or percentage of your gross sales on local advertising. These figures can range from $150 to $2,000 or more each month with the percentage ranging from 1 percent to 5 percent. Money spent on local advertising is the best investment you can make to attract customers.


Another advertising expenditure might be a fee (again expressed as a flat fee or percentage and paid to the franchisor) for national advertising. Unless the franchisor is a mature system with a significant number of franchisees (50 or more), money delivered to the franchisor for national advertising generally does franchisees little good. It is often used to create national advertising campaigns and the like which may or may not air in your locale. Sometimes the money is used to generate advertising copy for use by franchisees, but it is then the franchisee’s burden to pay for the placement of such advertising. Other advertising expenditures may include mandatory participation with neighboring franchisees in an advertising cooperative and may include advertising for a grand opening event.
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