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Absolutely Essential Reading For Anyone Thinking Of
Owning A Franchise

- Freddie Rayner




Franchise Success ‘How To Make It Happen’ Freddie Rayner

“Starting your own business is risky. Buying a franchise removes much of the risk — if you get the
right franchise. That's where this book is essential. Freddie Rayner has used his years of
franchising experience to write a comprehensive and insightful guide.

“Get this book and jeep it close as you start your business journey. Freddie will help you assess if
franchising is really for you, and show you how to avoid the mistakes everyone else makes. Ten out
of ten.”

Paul Green
PR Expert
www.publicityheaven.com

“Freddie Rayner has taken his years of franchising experience and turned it onto an easy to
understand, powerful guide. Franchising is a less risky way of starting your own business, and in
this book Freddie removes even more of the risk. If you are even remotely interested in buying a

franchise, you must read this book before you invest a single penny.”
Jonathan Jay
Founder and Managing Director of Success Track
www.successtrackonline.com

“Freddie Rayner’s book is an invaluable starting point for all those thinking of taking a franchise.
Freddie is a successful franchisor who adopts a no nonsense approach to franchising. He
recognises the advantages of franchising when done properly but also warns would-be franchisees
of the pitfalls. All-in-all it is a must-read for prospective franchisees.”

John H Pratt
Partner of Hamilton Pratt Business and Franchise Solicitors
www.hamiltonpratt.com
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Seven Steps To Finding Financi&lccess
With A Franchise

In this section —

Helping you find the best franchise
Sharing insider information
Franchises are a short cut to success

So you are thinking about starting a franchise?

Congratulations! You are considering the safest way to become your own boss and take control of
your future. Buying a franchise eliminates much of the risk of starting a new business and going out
on your own.

The British Franchise Association has recently reported that 90% of franchises are profitable. The
beauty of a franchise is that all the hard work is already done for you. Someone else has proved the
demand for the product or service you are providing.

They have also worked out the best way to approach customers, how to profit from your endeavours
and control your own future.

You are copying a system that works and avoiding stupid, but easy to make mistakes. For me, a

franchise is the smartest way to create a solid business and give you the lifestyle of your dreams
while building an asset that you can sell.

HELPING YOU FIND THE BEST FRANCHISE

The purpose of this book is to help you discover the franchise that best suits you and how to sort the
good from the not so good.

Remember, you are not just buying a job. You will enter into an agreement that you will find is a
financial and legal nightmare that might cost you dearly if you jump in while in a blind haze of
excitement.

Don’t take what | am saying the wrong way, franchising is undoubtedly the best route into business,
but at least enter into a franchise with your eyes wide open and with a grasp of the legal
implications.

This way, you are setting out on a path to building a lucrative business.

The devil is in the detail. This book will help you protect your interests and find the business best
suited to you and your investment.
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SHARING INSIDER INFO RMATION

| am going to share the insider information about franchising that | have gleaned from countless
interviews and conversations with franchisors, lawyers, franchising consultants and many
franchisees. Some are now millionaires and some bankrupt.

This introduction is not aimed at putting you off investing in a franchise.

What | am trying to do is help you up front with some the finer points that people overlook when they
consider buying into a franchise operation.

FRANCHISES ARE A SHORT CUT TO SUCCESS

This guide is aimed at helping you find the right franchise that suits your needs, aspirations and
budget.

Lots of good franchises are out there, but you must ask the right questions to cut through the sales
pitch because you have a lot of money at stake.

Armed with these insider secrets, you have the advantage many other prospective franchisees lack
— knowledge to weigh up the deal on offer and negotiate with your franchisors with confidence.

You only want to go through this process once, so it’'s only sensible to stack the deck as much as
you can in your favour.

Becoming a franchisee is a life changing decision for you, your family and loved ones.
So let’s try and make sure that the choice you make is right for you.

Good luck!

Freddie Rayner
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Step 1. Choosing A Franchise

In this section —

How franchises work

Crunching the numbers
Businesses offered as franchises
Researching your demographic

A Franchise is a ready-to-go business package, where the franchisor has test driven the product to
iron out the wrinkles and wants to expand their business by letting other people buy into their idea.

Drive round any town and you will see lots of franchise examples:

Fast food restaurants like McDonald’s and Subway
Printers like Kall Kwik and Prontaprint
Orange mobile phone outlets

The franchise business model is simple — the franchisor needs cash to expand a business quickly.
That cash comes from the franchisees — that’s you — investing in the business and taking on a share
of the risk and rewards.

HOW FRANCHISES WORK

The most popular franchise model is called ‘business format’ that started is the USA in the late 19™
century.

Franchising did not really cross the water to the UK in the 1960’s with the success of Wimpy,
Kentucky Fried Chicken, Holiday Inn and Dyno-Rod.

Nearly 40% of all retail shops are now part of a franchise operation. Generally, the cost of entry into
the market is lower with the franchise models than starting on your own.

That puts retail franchise realistically into the budget range of more people who want to start up
themselves — ordinary people like you and me.

The working process is straightforward —

The franchisor provides the infrastructure — the framework for you to hang
your business on like products, software, training and support.

The franchise manages the day-to-day running of the business

In return for setting up the infrastructure, the franchisor generally takes an up-
front franchisee fee and then a percentage of the sales.

The profit left after deducting the franchisor’s costs and business expenses
from the sales are subject to tax and what’s left is the franchisee’s income.

This is a simplified explanation and the details of how each business works will vary from franchise
to franchise.
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CRUNCHING THE NUMBER S

Franchising the big business in the UK — a very big business.

Franchisees boost the UK economy by generating £12.4 billion a year
More than 800 franchise opportunities are on the market

The average franchise makes sales of £360,000 a year

Almost 385,000 people work in franchise businesses

About 90% of franchisees own profitable businesses. Looking at that figure in reverse means 10%
are not profitable and this book is all about guiding you way from failing as a franchise.

These figures give some idea of the rewards of buying into a franchise, but not the hard work and
obstacles that you may meet along the way.

BUSINESSES OFFERED A FRANCHISES

You have hundreds of franchise sectors to choose from including:

Accountancy and financial Automotive
Business Opportunities Business Training
Care Worker Child Care
Cleaning Coffee
Computers and IT Couriers

Dating Education
Fitness Food

Gardening Golf

Health and Beauty
Home Services

Home Improvement
Internet

Merchandising Mortgages

Pest Control Pets

Photography Prints and Signage
Professional Services Property
Recruitment Retail

Safety and Security Sports

Travel and Leisure Vending
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Take care about a franchise that seems to be in a niche without any competition or cannot slot in to
a defined business category. Someone has to take the lead and jump in first — but ask why this
franchise has no competition.

TESTING PILOT FRANCH ISES

A pilot franchise has nothing to do with buying and piloting a jet, although you could still fly by the
seat of your pants.

Pilot franchises new concepts looking for franchisees to act as pathfinders by joining up and ironing
out the wrinkles before launching the perfected franchise on the market.

Providing you know the risks involved, there’s nothing wrong with taking on a pilot scheme.
Generally, a pilot franchise costs little or nothing to join, often as low or non-existent management
and probably no royalty fees as a ‘thank you’ for the franchisee’s commitment to the project.

| ran a pilot when | started my franchise that worked out well for everyone concerned. | must
underline the fact an honourable franchisor will make you fully aware the operation is a pilot scheme
if you are entering into any arrangements.

Starting a new franchise is not the only option — you can always look at an up and running business.

BUYING A USED FRANCH ISE

Buying from a franchisee that wants out is generally cheaper than buying directly from a franchisor.

The advantage of buying a second-hand franchise are the business should already have ramped up
sales to a profitable level and you should need less cash to tide you over.

You also have the chance to look at the operation and see if you can make money by streamlining
the business — and adding that vital component: YOU!

Researching your demographic
Most franchises are limited to a geographical area. Make sure that you know the ‘demographic’ for
your chosen area and whether the number of likely customers is large enough to support the

profitability of your business.

Scout out the competition and test your product against theirs with a ‘focus group’- better known as
friends and family.

Just because x thousand people live in the area doesn’t mean you will have the same success as
another area with the same population.

Take the example of an area with a 30,000 population in the Scottish Highlands compared to
London.

The demographic is different — the population age, wealth and needs of both are poles apatrt.
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Add to that the time and costs related to who lives many miles apart rather than within a few miles of
each other. This will have an impact on your bottom line.

Each franchisor will have different criteria for setting their geographical limits, so make sure you drill
down to the facts so you can compare like with like for every franchise.
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Step2: Why Consider A Franchise?

In this section -

Is this franchising for you?

Don’t gamble cash that you don’t have

Watching out for the pitfalls

If you have a plan, stick with it. People want to go into a franchise for two
main reasons — cash and work-life balance.

The two are inter-related. It’s a fact that self-employed business people and entrepreneurs make
more money than someone employed to do the same job.

The difference between running a business rather than swapping your old job with a self-employed
one is that a business runs and stills makes money when you are away.

This means you are not tied to an office, shop or wherever you operate your business because the
business runs in your absence because proper systems are in place that are easily followed and
replicated by others.

This is important in maintaining the work-life balance because no-one’s going to complain about
having too much cash in the bank, but quality time with your family and loved ones is a bonus as
well.

That is one of the benefits running a franchise can buy for you.

Don’t fall into the trap that you will make a lot of money because the franchise company has lots of
franchises and the figures look good on paper.

Some franchises fail because they are the wrong business in the wrong place.

Others sit back and let things slide in the mistaken thought that if they open the doors and do
nothing, the customers will come.

Before you make the jump into franchising, take a long, hard look at your skill set, strengths and

weaknesses.
Honesty is the best policy, because no one knows you better than you.

IS FRANCHISING FOR Y OU?

I know that easy money does not exist. If you want money, then you have to work and | know
because many years ago | bought into a nursing agency franchise that went wrong.

The idea seemed simple. Find an office, market to nursing homes and hospitals to let them know
you are open for business, then sign up some nurses to fill the jobs that come in.

Bingo! £100,000 plus a year would roll in every year.
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Wrong. My franchise folded in 10 months and | was £35,000 out of pocket. | admit now that it wasn’t
the franchise that didn’t work, but | did not understand the implications of what | was taking on, it
was a costly mistake. | was not suited to the business and only saw the pound signs.

Following the money is just not enough. The franchise and you have to be a good fit as well.
DONOT GAMBLE WAGBGINOTO HAVE

The rule-of-thumb is business is similar to gambling — do not take chances with money you don’t
have to lose.

One of the biggest problems faced by franchisees is not having enough cash to start the business
and pay their way through the lean times while building up sales to a level where the business is
making a decent profit.

Borrowing too much is also a millstone that is likely to drag a business under.

Some risk is acceptable to one person and not to another, so a franchisee needs to work out the
boundaries of their own financial comfort zone.

MEASURING UP A FRANCHISE TO SUIT YOU

With more than 800 franchise options, an investor need to have some idea of business strengths
and weaknesses to sort the probable’s from the possible’s.

Many franchises involve managing people and a good deal of administration.

If you do not have people skills and office experience, then consider a franchise that does not
concentrate so heavily in this area or a partner who can handle this.

Perhaps driving and working outside is you thing. If that’s so, then play to your strong suit and opt
for a franchise that you feel you can succeed in.

Some experience in the business you want to franchise is a good place to start.

You will have training and support from the franchisor, but learning on the job is not the best way to
go and may end up expensive.

You need to explain your business processes to employees and confidently describe your products
and services to customers. Having and interest in the market you are working in is a big leg up and
flattens the learning curve.

Starting a business is a major commitment. Anyone thinking it's a 9-5 Monday — Friday job needs to
think again.

As most franchisees are married and aged about 40 means they need the right work-life balance.

For most people, working for themselves releases time for more family and personal activities, but
they don’t realise business is like a black hole that expands and consumes time.
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You need to ask yourself some tough questions to see if franchising is for you, like:

Do you have the support of your family?

How do you work under stress?

Can you make decisions and manager staff?

Are you organised and a multitasker?

Do you have the determination to start your own business and see the plan
through?

Running a franchise needs time and commitment — but not at the expense of your family, friends
and own well-being.

Don’t forget that statistics from the British Franchise Association show most franchisers are married
and that support from your spouse is a big help driving your new business forward.

KEEPING THE LID ON S TRESS AT WORK

Going into a business is not a decision that just affects you — your spouse is an integral part of the
success of any business and, of course, they also share the financial risk.

Stress is like risk — some people can handle stress at a much higher level than others.

Running a business will take a toll on your well-being. The buck stops with the boss. You are
ultimately responsible for making sure everything runs like clockwork.

Juggling finances, dealing with staff problems and administration are relentless, thankless tasks that
need attending to every day.

Some franchisees come to the conclusion that the money they make is just not worth the stress.
Buying a franchise requires a personal deep commitment that probably takes at least two years of
financial discomfort before the profits start rolling in. You also have to consider your business

independence.

You are a franchise. The franchisor will have a manual of guidelines, standards and targets for your
business. You have less say about what happens in your business than if you are on your own.

A WORD ON LIFESTYLE

A decent lifestyle needs time to relax and often this costs money. Taking on a franchise is time
intensive and if you are working long hours, you need to enjoy what you do.

GIVING UP THE DAY JO B

Franchising is not a part-time job or hobby. If you cannot commit your full attention to your franchise,
then the likelihood is you will fail for two reasons —

Lack of commitment
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Lack of control

You will need to give up the day job.

WATCHING OUT FOR THE PITFALLS

Franchisees tend to make the same mistakes as other small businesses.

Being under-capitalised and having excess debt are the biggest dangers.

Don’t assume the franchisor can do all the marketing, even though you’re
paying a fee for it. Often a business needs local advertising and marketing as
well.

Not keeping up with the paperwork is another no-no, but at least a franchise
will be called on this by the franchisor before it's too late.

The franchisor generally retains territorial rights in the franchise agreement,
so they can open another store probably close to yours at any time they want.

CALCULATING YOUR CHA NCES OF SUCCESS

The British Franchise Association rates the success factor of a franchise as high as 90%.

Saving the success rate is 90% is all very well and good — but doesn’t dictate the profits you might
make.

The figure would call a franchise working 50 hours a week for a £30,000 a year profit a success.
You might not.

IF YOU HAVE A PLAN, STICK WITH IT

One of the most important aspects of franchising is making sure you are a team player and some
who follows the franchisor’s plan to the letter.

My own experience with franchisees is when I've asked the question: “What is the secret of your
success?” those who have performed particularly well would all agree that their good fortune is
down to ‘following the plan’.

Those who have stalled or given up had an idea — and inevitably the idea was not to follow the plan
but to go their own way.

I cannot understand why someone would spend several thousand pounds on buying into a tried and
tested franchise formula only to throw the rule book away.

The idea is to follow the franchisor’s plan, become a success then, and only then consider if you can
improve your performance by tweaking the guidelines.
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PLAYIN G ON THE FRANCHISE T EAM

Franchisees by and large are their own support group, helping each other where they can.
Think about how you react with others and you are a loner, does franchising suit you?

My experience would say probably not. Team players generally make the best franchisees.

THOSE WHO CAN DO...

I have a friend who is an artist. We often look at paintings and | say | think | could do that. He says
you probably could, but you don’t know how to and that’s the difference between you and the artist.

Some people are the same about franchises. They look at the idea and think why pay all this cash
for an idea | could put into practise myself?

Maybe they could, as | said above, many businesses fail because they don’t start with enough
money in the bank.

Another reason is they don’t see the risks and opportunities and if they do, they don’t know how to
react to them. If | had £5,000 and a working system, then | can build a profitable business.

Give someone who hasn’t a clue how to run a business £20,000 to start from scratch and they will
probably fail.

They don’t understand the franchise system is tried and tested and replicated many times.
If you follow the plan you are more likely to succeed.

If a franchisee says to me that the systems does not work, then generally the system does but the
franchisee is not following the plan.

Not every franchise works for everyone. Sometimes you need skills and abilities that just aren’t
there and can’t be learned.

That’s why we are looking at franchises in such detail here — to find out about you and a franchise
that suits your skills.
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Step 3: You And Your Franchise Team

In this section —

Drafting a franchise business plan
Reading the small print
Remember who is in control

Don’t save pennies where you can lose pounds by failing to get opinions from independent experts
like an accountant and marketer.

The backing of a specialist, independent accountant with experience in franchise business is
invaluable.

An accountant will give an unbiased opinion about whether a franchise is viable based on research
and fact.

This will give you the informed information you need to make a sensible financial decision about
investing in a franchise or not.

The accountant will help by drawing up two vital data sheets — a business plan and a cash flow
analysis.

DRAFTING A FRANCHISE BUSINESS PLAN

The business plan generally includes:

Information about your business
This is an outline of your franchise, your products and services.

Your customers
Who they are, why they want your product and how many can you expect to reach with your
marketing.

Your business location
For instance, a shop, office or industrial estate

Your competition
Identify your rivals, their market share and any strengths and weaknesses they may have

Sales and marketing strategy
How you intend to tell your customers about your products and services

Start up finance
How much money you have in cash, how much you have in reserve as working capital to
pay bills while you are building sales and how much you need to borrow

How the business will operate

Who will manage the day-to-day running of the business, how the franchisor will provide
support and if you intend to employ staff

Page 17 of 36



Franchise Success ‘How To Make It Happen’ Freddie Rayner

Business support

Your professional advisors like an accountant, solicitor and ongoing training from the
franchisor for you and your staff. You may even take advice from a business, marketing or
franchise consultant.

Projections

A cash flow projection is a budgeting tool that forecasts future sales and expenses, so you
can predict how much cash you need at any given time to pay the bills. Good cash flow
forecasts have ‘predicted’ and ‘actual’ columns so you can adjust and review the figures
according to your current trading.

Why you are qualified to run the business
A brief CV of your relevant personal and business experience and qualifications.

READING THE SMALL PR INT

Your team are the financial and legal experts, but make sure you get your money’s worth out of
them.

Every document and calculation should be doubly checked.
The franchisor wants success for you because your success puts money in the franchisor’s pocket.

Nevertheless, do not overlook the legal implications of entering into a franchise agreement.

Your legal advisor need to look at the franchisor’s personal and brand reputations as any adverse
publicity could have a knock on effect on your franchise.

REMEMBER WHO IS IN C ONTROL

You may own the franchise, but in ways a franchise is a halfway house between full self-
employment and working for someone else.

The franchisor calls the shots and exactly what they are is laid out in the franchise contract.
As a franchisee, your control is limited to the location and customer service you provide.

You may have ideas and innovations to introduce to improve your business, but you will need
approval from your franchisor.
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Step 4: Checking Out The Pros And Cons
Of Franchising

In this section —

Meeting other Franchisees

Facing up to the dragons

Finding out about a franchise

What franchisors don’t want to tell you

Dig under the hype. Every franchisor will extol the virtues of their brand. Listen but then check and
check again. Speak to other franchisees.

Speak to the opposition, research the sector and see how businesses are performing. Look to see if
the market exists in your area and how big it is and will you market share support the profits and
lifestyle you expect from your business?

Bear in mind that when you are reading franchise magazines or newspaper articles, it's the
franchisor writing not a journalist.

Don’t make your franchise decision based on what someone with a vested interest has written.

MEETING OTHER FRANCH ISEES

If you are to have an open and honest business relationship with a franchisor, you should expect to
talk to other franchisees before signing on the dotted line.

Spending a couple of days watching the operation at work and discussing the good and bad points
of the franchisor with someone who is already on the way to where you want to go is a great way of
finding out if a particular franchise meets your requirements.

Ask questions —

Does the reality reflect the initial sales pitch?
Can they work with the franchisor?
Are they building a business they can sell?

FACING UP TO THE DRA GONS

Put yourself in the place of an investor on Dragon’s Den. They want to know whether their
investment is going to return a reasonable profit in a two to five year time scale. They ask the
people that want their cash some uncomfortable and probing questions before making a decision.
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Often, one of the deciding factors is if they think they can work with the other business people. As a
franchisee, you need to tackle the franchisor the same way.

After all, it's your money at risk and you need to know that you are going to make a return on your
investment and can work within the franchise framework.

You need to watch out for the undeveloped ideas and business models put forward by franchisors
that make a living from selling franchise and not developing an ongoing and profitable business.

Some signs should put you on red alert, like:

Franchises that are light with solid, ongoing support

Franchises run by franchisors with little or no experience in managing a
business network

Franchises delivering a weak product or service

If the franchisor doesn’t give you the time and information you need to make a decision, then start
looking elsewhere.

A franchise is a transferable business model that should offer ongoing training and support in
running a business as well as ‘franchise specific’ knowledge on selling the products or services.

Your solicitor should check out the franchise contracts to make sure they are not too restrictive and
fair to both sides.

FINDING OUT ABOUT A FRANCHISE

Buying into a franchise is not like going to the corner shop and buying a newspapers.

You need to know answers to some vital questions — and if you can’t get those answers from your
franchisor, then you need to consider why the information is not available and whether the business
is right for your investment.

Marketing people often talk about ‘USP’ — this stands for ‘unique selling point’ — the difference that
makes it stand out from competitors.

Product life cycle is the how a business markets a product or service.

The market conditions for selling a product or service change as customers need change,
competitors enter the market place, and the economy changes etc. buying in at the end of the life
cycle is not necessarily a good option.

You need to know:

When the product was introduced

How the market trend has progressed

What the current market is

What are the forecasts for future sales and profitability?
What'’s the unique selling point?
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To charge a premium price or stand out from competitors, every product or
service needs a unique selling point. Ask what makes a franchise special and
why.

Look at the product or service: does it have exclusivity or can someone easily
copy it and undercut your price?

Who will buy and why, and most importantly, what price are they prepared to

pay?

PLAYING THE MARKET

Every market for goods and services is a general market divided into niches. Like the car market is
a general market, but the market for sports cars or Rolls Royce are niches.

Every market has a general sector and niches. Your competitors may operate in the general market
or just some of the niches.

You need to know whom you are playing against when you invest in a franchise.

Who is the competition in your market?

Is their product or service better or worse than yours?

If yours is a niche product, is your sales are big enough to generate the sales
you need to run a profitable business?

If there is no competition — why not? Does this mean there is no market or you
have time to clean up?

GRILLING THE FRANCHI SOR

When you talk to a franchisor, never lose sight of the fat it's your time and money you are spending
not theirs. That is why you need some straightforward answers to some tough questions.

Don’t be afraid to ask — the worst can happen is you don’t hear the answer you want to hear.

You need to tie the deal don with each franchisor you talk to and ask the same questions, so you
can compare apples with apples.

What’s the total cost of getting to open the door to customers on day one?
What about my additional costs not included in the figure above?

If | hand over a deposit and don’t start trading, will | get my money back?
How much working capital does the business require?

How long does this money have to be available and how is the figure broken
down?

How long is the time scale from signing up for the franchise until | start
trading?

What are the details of any training, how long does it take and are the costs
included in the franchise fee?
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What is the break-even figure and how long is the projection to reach that
stage?

What are the ongoing franchise or management fees and how are they
calculated?

Do | have to contribute to the franchise marketing spend, if so, how much do |
need to pay and how is my share calculated?

What about local advertising — does the cost come out of my budget or the
franchisor’'s budget?

What support will the franchisor give after | start trading?

Do you have franchise sites available? IF not, what are they site selection
criteria?

Can | have a full list of franchises and contact details and am | free to contact
them at random?

Can | see operating and instruction manuals prior to signing a contract?
Have any franchises failed and why?

What are the franchisee selection procedure and the success rate compared
to applications?

Tie down the territory for your exclusive use. A detailed map is best.

If the franchisor operates in area with similar demographics to your territory,
how are they performing?

What are the grievance procedures between franchisees and the franchisor?
Are any new products and services in the pipeline?

WHAT FRANCHISORSDONO T WANT TO TELL Y

Before you make final decisions, this is the killer question no franchisor wants you to ask: “As you
are dependent on the success of your franchisees and the percentage of royalties you charge them,
can | see your latest accounts (and your management accounts to date if you can!)”

Yes means your accountant can analyse the franchisor’s performance to confirm they are ‘fit for
purpose’.

If they say no, then ask yourself why not and consider if you really want to hand over any cash.
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Step 5: Financing Your Franchising Dream

In this section —

Showing your lender you mean business
How much can | borrow?

Adding up the start-up costs

Revealing franchise hidden costs

Membership of the British Franchising Association (BFA) is no guarantee of success — but
belonging to the BFA imparts that the franchise has undergone an assessment procedure to meet
the BFA’s codes of conduct and ethical adverting.

If the franchise has the support of the BFA, the business is a known quantity to a bank that makes
funding a little easier to obtain.

Of course, any finance is subject to status, so you will need to show the bank you can organise your
personal finances if you expect to borrow for a business.

Finance goes hand-in-hand with risk. Most franchisors have close ties with at least one big bank
that is willing to consider lending to a start-up because the bank has an ongoing relationship with
the franchisor.

A prospective investor with a redundancy pay-off, for instance, needs to weigh the risks of the return
on their investment very carefully.

Banks will also seek security and guarantees to protect their involvement that may put your home at
risk if things go wrong and the franchise fails.

SHOWING A LENDER YOU MEAN BUSINESS

Showing a lender you mean business with a professional team Bank managers will say borrowing
money to finance a franchise is no guarantee of receiving any funds and that as with all lending,
each case is decided on its own merits.

Nevertheless, having the support of a well-established and trusted franchisor behind you does no
harm, because the bank manager can see the business has a track record to measure performance
against.

Many franchises, especially if they are members of the British Franchise Association, have good
relationships with banks.

HOW MUCH CAN | BORRO W?

That depends on your credit history, the franchise and security can offer. Banks are often prepared
to lend up to 70% of a franchise set up costs.
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Be prepared for your lender to want your home or other assets as security for the borrowing.

YOUR PERSONAL INVESTMENT

Most franchisors and banks will expect the franchisee to make a significant personal commitment
towards the costs of running the business.

ADDING UP THE START-UP COSTS

When starting any business you have what'’s called the entry cost — the money you have to spend to
get to the stage of opening the doors for business on day one.

A franchise is no different. Depending on the type of franchise you are considering these costs
include the fee to the franchisor for training, premises etc.

You also need working capital — cash to pay bills until the business starts making enough money to
pay them directly. The outgoings don’t end there either. You still need to pay your own bills and
market the business.

REVEALING FRANCHISE HIDDEN COSTS

Some of the traditional costs taken on by Franchisees that they might not expect are:

Premises

Fitting out premises

Inventory

Negative cash flow during the ramp-up period to profitability

Sometimes franchises with a lower initial buy-in cost may have higher royalty fees on sales.

You can view this two ways —

The franchisor is making money off royalties and not an upfront fee so is likely
to offer a better-developed business infrastructure and support.

Higher royalties reduce your profits and may make your business take longer
to start making real money

Another unconsidered hidden cost is often marketing — your franchise will have to bear a
proportionate cost of local, regional or national cost.

Not only does this show that the franchise is not a ‘man of straw’ and has the financial assets to see
the project through, but because the franchisee stands to lose if the venture fails, it's a sign to the
franchisor and any lenders that the prospective investor will work hard to make a success of the
new business.
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OTHER FRANCHISE FUND ING OPTIONS

Banks are not the only to place to raise finance.

Depending on your business and where your re based, local grants may be available through the
Business link web site at http://www.businesslink.gov.uk/

The government also supports the Enterprise Finance Guarantee, which is a loan scheme for
businesses with a turnover up to £25 million. Banks and other lenders act as agents for the scheme
and may help with an application.
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Step 6. | Om A Franct

Here!

In this section —

Why do franchises fail?
Always have an escape plan
Making money not war

I's never too early to think about how and when you’ll get out of your franchise.

You don’t own the brand — the franchisor does, they will want have final approval over selling your
franchise.

Before you buy you need to satisfy yourself that you can sell your franchise on and whether the
franchisor will help you sell.

Also consider how long you will have to tie your money up in the business and what you will get
back if and when you sell.

The fact is a franchise is less likely to fail as a new start business than any individual going out
alone.

The training and support from the franchise is a big boost to any new business, but sometimes, for
various reasons, the plan just doesn’t work out despite everyone’s best efforts.

WHY DO FRANCHISES FAIL?

Franchisees normally end for four main reasons”

Personal reasons, like illness, divorce or retirement

Disagreements between the franchisor and the franchisee

Selling on — the franchise has built up capital value in the franchise and
decides to take a profit and move on

Franchise failure — in less than 10% of cases, the franchisee doesn’t make
any money so decides to get out

ALWAYS HAVE AN ESCAP E PLAN

Any prospective franchisee should have an exit strategy in mind.

This is generally working to increase the value of the franchise and selling the business on at some
time in the future.
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Selling a franchise depends on the contract. For instance, some franchisor will buy back the
business, others may help by lining up a buyer or you may have to go through a business transfer
agent.

It's a good idea to have an exit strategy in mind from the start and have a solicitor run their eye over
the small print so you are aware of your options when the time comes to quit.

MAKING MONEY NOT WAR

Disputes between the franchisor and franchises are not uncommon.
Whatever the cause, there are generally three resolutions:

Keeping the dispute in the franchise family and sorting the disagreement
between yourselves

Mediation by the British Franchise Association

Legal action
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Step 7: Taking Th&lext Step Forward
With A Franchise

Opening a franchise is a leap of faith, but if you have ticked all the boxes during your research, you
should lessen the chances of failure considerable and be in a good position to set off down the road
to running a profitable and successful franchise.

So far, I've shown you all about the franchises, warts and all.

Now you know how to work out if franchise is right for you, putting a professional team together and
financing the deal.

All this comes together and the figures work out for you, then it’s all systems go.

| wish you good luck with your hunt for a franchise and would like to know if this guide has helped
you find the life you were looking for.

You now have to knowledge to make an informed and intelligent decision about franchising, but
remember to choose wisely and without emotion.

Kind Regards,

Freddie Rayner

Time For You Ltd.

Email: info@timeforyou.co.uk
Web: http://www.timeforyou.co.uk/
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How Tobs and Checkl

In this section —

Researching a local demographic
Finding your competitors
Franchisor interview checklist

This section if guide is to help you focus on some of the key points discussed earlier in the guide
about doing your homework on a franchise that interests you.

Here you will find some resources where you can find out invaluable information about your

prospective customers and a checklist of ‘points to prove’ when investigating the viability of a
franchise business.

RESEARCHING A LOCAL DEMOGRAPHIC

The internet is a wonderful research tool, and one particular gold mine with nuggets if invaluable
information for a prospective franchisee is www.upmystreet.com.

This site take data from lots of other sources and presents a postcode profile of an area.
Test the quality of the data by checking out your own postcode.

Most people visit the site to snoop on their neighbours’ house prices, but if you drill down deeper,
you can find out so much more.

First you need a detailed map showing the precise territory boundaries the franchisor is offering you
— with a list of postcodes broken down by sector if possible. A postcode breaks into three parts — the
first part is the postal town — AB; the second is the district — AB1 and the third is the sector AB1
2HR.

The sector generally applies to as few as six or seven properties or so. You can see how inputting
this data gives a spectacular return, UpMyStreet draws a picture of the people who live in a
postcode area including:

Income level

Type of jobs local people have
What sort of homes they live in
How many cars a household owns
Popular hobbies and interests
Preferred newspapers they read
Quality of schools

Crime statistics for the area
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FINDING YOUR COMPETI TORS

You can also track down your local business rivals with UpMyStreet, or ever better, with
www.yell.com

You can search both for the nearest local business by category — like mechanics or accountants —
by postcode as well.

Both sites will return a list showing how many types of a certain business category are in the area
and how close they are in miles.

You can put the postcode of your office or business premises in and plot easily where your rivals

are located and which areas they are serving. You can also spot gaps in the market where the
competition may have overlooked.
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Franchisor interview checklist

Scan or photocopy this list of questions and pages for notes to make sy cover all your
bases in an interview with franchisors.

You can then use the notes to compare franchisees.

Date:

Franchise:
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2. What about any additional costs not included in the figure above?

3.)) &£ ) EAOA 1T O6A0 A AAPTI OEO AT A AT180 O0OA0O

4. How much working capital does the business require?

5. How long dol have to make my working capital available for and what happens to any
unused money?

6. How is the working capital figure broken down in to categories?

7. How long is the period between signing for the franchise until trading starts?
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8. What are the cetails of any training, how long does it take to complete full training?

9. Does the franchise fee include all my ongoing training costs or do | have to make
additional contributions?

10.What is the breakeven figure?

11.How long should I consider tradng to reach the projected brealeven figure?

12.What are the ongoing franchise or management fees?

13.How are any ongoing franchise or management fees calculated?

14.How much | have to contribute to the franchise marketing spend?

15.1f so, how much of thdranchise marketing spend do | pay and how is my share
calculated?
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16.Who pays for local advertising costs and are these costs included in my franchise fee?

17.Do you have franchise sites available?

18.1f so, how many franchisees are availabl@nd what are the locations?

19.1f not, what are the site selection criteria and is there a prospective franchisee waiting
list?

20.Can | have a full list of current franchises and their contact details?

21.Am | free to contact other franchisees atandom and ask any questions that | wish?

22.Can | see the franchise management and operating manuals prior to signing a contract?

23.Have any franchises failed and why?

24.What are the franchisee selection procedures and the success rates compared to
applications received?
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25.1f the franchisor operates in areas with similar demographics to your territory, how are
they performing?

26.Can | have a precise map showing the postcodes covered and territory boundaries?

27.What are the grievance procedurebetween franchisees and the franchisor?

28. Are there plans for any new products and services in the franchise development
pipeline?

29.As you are dependent on the success of your franchisees and the percentage of royalties
you charge them, can | segour latest accounts and your management accounts to date?

30.Can | take up bank and trade references?

31.Does the franchise impose any operating restrictions?

32.Can the franchisor provide a sample franchise contract?
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33.How many hours will you invest to build a viable customer base that meet the
breakevenpoint and then goes on to make a reasonable profit?

Additional Notes
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Franchisees can't afford to learn from their mistakes,
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