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In which we consider:

Thanks!

Survey stats

Focus on Franchisors
Turnover guarantees

Thank you to all those who attended our first Fran's Lunch on 25" March. We had a great time and have received
positive feedback from our guests. Watch this space for details of our next lunch which we are planning for the
summer.

The annual Natwest bfa franchise survey is hot off the press and its results speak for themselves. Franchising
continues to prosper despite the tough economic conditions. The headline stats:

Franchise industry contributed 11.8 billion to the UK economy last year

949% of franchisors are optimistic about future business conditions

9 out of 10 franchise businesses are profitable

86% increase in the number of female franchisees

38% growth in the personal services franchise sector
It is not surprising therefore that franchising continues to be an extremely popular method of business expansion.
There are now 842 franchise systems operating in the UK. Franchising can offer small business owners the
opportunity to compete with the big players within their industry on a national and sometimes even international

level.

Franchising, if done properly and ethically, can bring long term financial reward. However it is not a quick fix to
boost profits nor a rescue strategy for a failing business. Some quick pointers for any would-be franchisor:

Is your existing business successful?

No one will want to buy a franchise from a business that isn’t making money. The franchised business will need to
be profitable enough to generate revenue for both you and the franchisee. You will need to be able to offer
potential franchisees the opportunity to utilise a proven and sound business model.

Can your existing business be replicated?

With training and ongoing assistance, your franchisees should be able to operate your business model from
different locations. Your operations manual will contain all the practical detail as to how to set up and run the
franchise. A business which involves very complex systems or processes and/or a high level of skill from individuals
may be more difficult to franchise. Ideally you will have run a pilot operation, perhaps with an existing employee
acting as your first franchisee. This will demonstrate that your business model works as a franchise.

What can you offer franchisees?

You should be able to provide franchisees with a business system which is worth paying for as opposed to them
simply setting up on their own. Franchisees will be looking for a recognised brand name, a tried and tested
business model and ongoing training and marketing support from you, the franchisor. Branding is central to
franchising and therefore it is important to consider at an early stage protecting your brand and in particular your
intellectual property rights. For example, registering your business name as a trade mark.
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Do you have the resources to meet the demands of own right.
franchising?

Technical Note:

Do not underestimate the demands that franchising will

place on you. If you have limited financial resources or If a franchisor wishes to offer guaranteed levels of
are already working flat out running your business, you turnover or earmnings as a means of attracting
may not be ready or able to pursue the franchising | franchisees, then BFA guidance states that all such
route. promotional adverts and materials containing such a
guarantee must be in an easily readable format and
accompanied by the words “Guaranteed Turnover is
not a guarantee of profitability.”

Financial benefits

You expand by utilising the manpower and resources of

others with each franchisee financing the set up of their This highlights an extremely important distinction
own business. You then commonly receive an initial fee between turnover and profit. A franchisee’s monthly
and then ongoing royalty fees from the franchisee. Your royalty fee is very often calculated as a percentage of

potential exposure to risk is therefore reduced and you turnover. In which case, franchisees must understand

may be able to expand more quickly than would | hat even if their franchise business is making losses,

otherwise have been the case. they will still be under an obligation to pay royalties.

Reduced management time
Lastly, a big congratulations to Tax Assist Accountants
As the franchisee runs their business themselves (with - winner of the 2010 BFA HSBC Franchisor of the Year
your support) this reduces the level of your management  Award
time needed when contrasted with a company owned
outlet. Good franchisees are likely to be more highly
motivated and committed than employees, increasing
turnover of their franchised outlet and making your life
easier.

Potential disadvantages

Recruiting good franchisees and then managing them is
easier said than done. You will need to invest time,
money and energy in this process. A poor franchisee
has the potential to damage your brand’s reputation.
You therefore need the ability to be able to control your
franchisees and this is done through the terms of your
franchise agreement, an often lengthy and complex
document which needs to cover what happens when
things go wrong.

With less risk, comes potentially less reward. Company
owned outlets (notwithstanding overheads) may be
more profitable than franchised outlets. Also you may
feel a loss of ownership as you share your concept and
product with your franchisees, business owners in their

DISCLAIMER

While every effort is made to ensure that the contents of these newsletters are up-to-date and accurate, no warranty is given
to that effect and Warnergoodman does not assume responsibility for their accuracy and correctness. The newsletters are
provided free of charge and for information purposes only. Readers are warned that the diaries are no substitute for legal
advice given after consideration of all material facts and circumstances by an experienced franchise lawyer. Therefore,

reliance should not be placed upon the legal points explained in these newsletters or the commentary upon them.

COPYING THESE DIARIES ON TO OTHERS

While the author retains all rights in the copyright to these newsletters, we are happy for you to copy them on to others who might
be interested in receiving them on a regular basis, provided Warnergoodman is acknowledged as the publisher of the newsletters
and provided those persons register directly with ourselves, so that we are able to send future editions to them direct. No charge
will be made for doing so. Alternatively, simply send us the e-mail contact details for anyone who wishes to receive the newsletter
and we will be happy to add them to the circulation list. Unless expressly agreed by Warnergoodman in writing, nobody has

authority to copy or use these newsletters, or extracts from them, for any promotional or commercial purposes.

UNSUBSCRIBE

If you do not wish to receive future editions of this newsletter, please simply reply to this e-mail and include the word ‘unsubscribe’
in the heading.
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