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 Recently, a client lamented to me about a franchise he had 
purchased a few months ago. He was now embroiled in a legal and 
financial battle with not only the franchisor, but also the financing 
institution from which he had borrowed money to purchase the 
franchise. Despite the fact that the client had never purchased or 
owned a franchise before, and had no legal expertise, he had believed 
that he could review and negotiate a franchise purchase without the 
assistance of legal counsel or an experienced accountant. What may 
seem to be a rare occurrence is actually very common in the South 
Asian community. Many small business entrepreneurs believe that 
they can purchase a franchise without having the experience and the 
expertise required to make the venture a success. Here are a few 
guidelines to keep in mind if you are considering the purchase of a 
franchise. 

 
 Basically, a franchise is a legal and financial relationship between a company that owns a 
particular trade name/trademark, service, or advertising symbol, and an individual/company that 
wants to utilize the identities for business. The mutual understanding between the parties is 
usually that the franchisor provides the marketing plans, management counseling, supplies, 
financial assistance, and employee training. The franchisee is responsible for the efficient and 
competent operation of the franchise. The benefits of purchasing a franchise is that the franchisee 
gets to reap the benefits of a business that already has name and service recognition by the public, 
and is able to get support from the franchisor. However, just like any other business venture, 
franchising also has many pitfalls which may be avoided if certain guidelines are followed from 
the start.  
 
 If you have not yet chosen a particular franchise to work with, you may consider 
attending a franchise exposition. A franchise exposition allows potential franchisees to meet with 
and compare many franchises looking for operators. It should be noted, however, that an 
entrepreneur must be careful to avoid entering into written agreements through high-pressure 
sales tactics. Also, an entrepreneur should never sign any contract or give any payment to a 
franchisor until an opportunity has been given where the franchisor’s offering can be studied 
thoroughly. Under the Federal Trade Commission’s regulations, franchises are required to give 
certain disclosures to a potential franchisee. To avoid my client’s predicament, it is strongly 
recommended that an experienced attorney and financial accountant review the documents prior 
to entering into any agreements with a franchise.  
  
 Prior to determining which franchise to invest with, a business entrepreneur must 
consider the funds available for investment and the entrepreneur’s own abilities. Available funds 
should be scrutinized so that a determination can be made as to how the sums are to be allocated 
for deposits, financing, and payment of expenses. Funds borrowed from others, such as relatives 
or business partners, should be supported through written documentation to avoid future 



disagreements. Further, an entrepreneur should proceed with franchise ownership based upon 
his/her own abilities and background. If a particular franchise requires technical licensing or 
extensive education, an entrepreneur should not expend money on that kind of a franchise if the 
end result would be that the entrepreneur may not secure proper licensing.   
 
 Selecting a particular type of franchise involves assessing the demand for a franchise’s 
products or services, the level of competition at the site, and the business entrepreneur’s own 
level of expertise. That is, if a franchise offers products or services that are seasonal, how will the 
franchisee meet his/her expenses during the off-season? Also, does a particular franchise already 
have several outlets operating in a territory that would make it harder for the franchisee to reap 
maximum profits? And, if the franchisor goes out of business, will the franchisee be able to still 
operate the business profitably? These are some of the queries that an entrepreneur should 
consider prior to entering into any franchise agreement.  
 
 It is important to note that operating a franchise requires the payment of several types of 
fees to the franchisor and the franchisee must allocate funds for them. Generally, most franchises 
charge an initial franchise fee that may be nonrefundable. Also, franchisees incur expenses that 
would be required to build/renovate the premises and purchase inventory. Some franchises also 
require “grand opening” fees payable to the franchisor that are to be used for the promotion of the 
new business. Continuing royalty payments are required to be paid based upon weekly or 
monthly gross income, and are due even if the business is not earning the profits projected in the 
franchise agreement. Advertising fees are generally paid into the franchisor’s advertising fund, 
regardless of the fact that a franchisor may not be advertising in a manner that targets a particular 
location.   
 
 One of the most significant frustrations that franchisees undergo is the fight with their 
franchisors over their ability to control the operation of the franchise. Differences of opinion arise 
in control issues over the optimal site of the franchise, overall design of the outlet, restrictions on 
the goods that are sold or services that are performed at the outlet, restrictions on the overall 
management of the outlet, and restrictions on the outlet territory. Specifically, franchisors insist 
on certain designs and standards for the operations of their outlets. Franchisors also require 
certain hours of operation, uniforms, supplies, and accounting procedures. Failure on the part of 
the franchisee to abide by the franchise’s regulations may result in termination of the franchise 
agreement. Therefore, it is vital to review and amend a franchise agreement so that future 
disputes may be avoided.  
 
 Another area of dispute between franchisor and franchisee arises in the support system 
that a franchisor promises to grant. Just as many franchisees fail to operate and manage a 
franchise in an efficient and competent manner, many franchisors fail to provide proper training 
and on-going support to the franchisee if they lack sufficient financial viability and staff. The 
result is that many franchisees must stumble on their way learning how to operate the franchise 
outlet and its employees. Again, the franchise agreement must clearly state how failure on the 
part of the franchisor to offer sufficient support would be remedied.  
 
 In conclusion, it is advisable to seek legal and financial counsel prior to purchasing a 
franchise so that poor decisions and consequences may be avoided.  


