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Although owning and operating a franchise business has 

become very common in the South Asian community, it is also 
very common that many South Asian entrepreneurs get involved 
in franchising without really understanding or acknowledging the 
consequences. Obviously, the benefits of purchasing a franchise is 
that the franchisee can reap the benefits of a business that already 
has name and service recognition by the public, and is supposed to 
receive support from the franchisor. However, just like any other 
business venture, there is no guarantee of success and many pitfalls 
may be avoided if certain guidelines are followed from the start.  
 

Simply described, a franchise is a legal and financial 
relation

Following are the most common errors that entrepreneurs make when investing in a 
franchi

) Failing to get competent legal advice: despite the fact that the Federal Trade Commission 

) Failure in reviewing/understanding the disclosure documents:  pursuant to the Federal 

) Failing to evaluate the market accurately: site selection for a franchise outlet may be one 

ship between a company that owns a particular trade name/trademark, service, or 
advertising symbol (franchisor), and an individual/company that wants to utilize the 
identities for business (franchisee). Therefore, there is generally a mutual understanding and 
expectation between the parties that the franchisor shall provide marketing plans, 
management counseling, supplies/inventory, financial assistance, and employee training; the 
franchisee is responsible for the efficient and profitable operation of the franchise.  
 

se: 
 
1
and the franchise law statutes try to protect the unsuspecting entrepreneur, franchising 
involves a complex interaction of contract law, federal franchise regulations, and state 
statutes. To navigate the legal framework, it is vital to retain the services of a competent 
attorney who can represent you and your interests. Remember: the franchisor’s attorney 
works for the benefit of the franchisor, NOT the franchisee. 
 
2
Trade Commission regulations, franchisors must submit certain disclosures through the 
Uniform Franchise Offering Circular, including financial information. It is prudent to review 
all disclosures with an attorney and a financial professional to ensure that the franchise is 
operating in a profitable manner. Consideration should also be given to the consequences a 
franchisee may face if a franchisor goes out of business or seeks insolvency protection.   
 
3
of the most important factors in determining if a franchise business will be profitable or not. 
Although many franchisors do offer assistance in site selection, careful consideration should 
be given to a desirable geographic location of an outlet, possible competition in the 



surrounding areas, and pre-determining the minimum distances that the franchisor may 
allow other franchisees to operate in the same geographic area. In franchises that involve 
seasonal products or services, consideration should be given as to how the franchisee will 
meet his/her expenses during the “off” season.  
 
4) Failure to substantiate oral agreements/representations in writing: it is all too common for 

 Failure to contact other franchisees: generally, a franchisor should not have any objections 

) Failing to secure sufficient financing: before entering into any contractual agreements with 

) Failure to calculate the overall costs: operating a franchise generally requires the payment 

Despite taking precautions to avoid the above errors, it should be noted that 
franchis

the optimum expectations.   

franchisors to make oral representations in an effort to make their “sales pitch” regarding 
projected profits and other issues in a franchise. Franchisors routinely utilize high-pressure 
sales tactics, such as demanding that a potential franchisee sign a franchise agreement within 
24 hours to “guarantee” that the franchise outlet is not given to another prospective 
franchisee. To avoid disagreements later, it is vital to get as much in writing as possible and 
do not sign anything without consulting an attorney. Tip: if oral statements by a franchisor 
sound too good to be true, they may cause irreparable damage in the future if they were 
nothing more than a sales pitch. 
  
5)
with a potential franchisee to contact existing franchisees. Discussing issues that existing 
franchisees have with the franchisor may help the potential franchisee in negotiating with the 
franchisor to avoid similar issues later. Also, after reviewing the opinions of the existing 
franchisees, the potential franchisee can make an informed decision as to proceed with a 
particular franchisor or not. Similarly, potential franchisees should also make an effort to 
track down closed or “failed” franchisee outlets to determine the issues that affected those 
particular franchisees.     
 
6
a franchisor, an entrepreneur must evaluate his/her credit rating, liquid financial assets 
available, and the ability to secure financing for the purchase of the franchise. To avoid 
losing deposits paid on contract to franchisors, potential franchisees should give deposits 
that are contingent on the ability of the franchisee securing financing that includes sufficient 
funds for working capital, improvements, and closing costs. Funds borrowed from others, 
such as relatives or business partners, should be supported through written documentation 
to avoid future disputes. 
 
7
of several types of fees to the franchisor. Most franchises charge an initial franchise fee that 
may be non-refundable, and require the franchisee to pay for the expenses of 
building/renovating the premises and purchasing inventory. Some franchises also require 
“grand opening” fees payable to the franchisor, contribution by individual franchisees for 
advertising fees of the franchise, in addition to continuing royalty payments based on 
weekly/monthly gross income (even if the business may not earn the profits projected).  
 

ees may still have to deal with disputes with franchisors on issues such as overall 
control in the operation of the business and failures on the part of the franchisors to provide 
adequate on-going support. Thus, while owning and operating a franchise may appear to be 
a get-rich-quick opportunity, caution must be exercised before embarking on a franchise 
ownership venture. Like all other ventures, there are no guarantees of success or failure, only 


