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“Jim Meaney’s book is an excellent road map for anyone considering the purchase
of a franchise. I highly recommend it!”

—Herb Hedden, contributing editor 
Advising Small Businesses, Franchising Chapters, West Group, 
franchise attorney

“Invaluable advice for anyone contemplating the purchase of a franchise. Read
this book before signing any documents committing you to a franchise.”

—Colin Gabriel 
author of How to Sell Your Business—And Get What You Want!

“The most readable, practical and complete book that I have seen on the subject
of purchasing a franchise. I strongly recommend it as must reading for anyone
interested in buying a franchise for the first time.”

—Stephen R. Buchenroth, attorney and former chairman 
Franchise Committee of the Small Business Section 
of the American Bar Association

“...will be fully understood by almost every qualified applicant. It explores the
major pitfalls that usually abound in the complicated franchise agreement…
stresses the differences between a franchisor’s promises…and actual perform-
ance. There is just enough ‘legal’ jargon to alert the wary franchise buyer and
interest legal advisors.” 

—Harold Brown, attorney and author of books and articles 
on franchising and franchise law

“…an outstanding guide for the prospective franchise buyer. This book com-
prehensively reviews the steps a franchise buyer should take an the informa-
tion that he or she should acquire and understand before a purchase decision
is made…I highly recommend this book to prospective franchise buyers and
existing franchisees.”

—Lewis G. Rudnick, partner; Rudnick & Wolfe; 
general counsel to the International Franchise Association; 
editor of the Journal of International Franchising and 
Distribution Law



“…a first-rate guide to evaluating and selecting a franchise.
(Meaney) puts the emphasis on getting it right, rather than on sim-
ply getting it done, and encourages investors to be thorough and
critical in their evaluation of a franchised business. There are no
guarantees in any business, including franchising, but Meaney’s
book gives investors an essential framework for evaluating the
potential of a franchise. A great read for any would-be franchise
investor.”

—Mathew R. Shay, Vice President and Chief Counsel 
International Franchise Association
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If you are reading this book, you are probably thinking about
buying a franchise. So are many other people today—and for
good reason. Franchising has taken the world by storm. New
franchises come into existence every day. From Topeka to
Timbuktu, the names of well-known franchise companies have
become household words.

Many people consider franchising the epitome of the Amer-
ican dream—an opportunity for financial success unparalleled in
U.S. business history. A report issued by the U.S. House of Rep-
resentative’s Committee on Small Business (Franchising in the
US. Economy: Prospects and Promises) reflects these sentiments: 

“Franchising has been called the most dynamic busi-
ness arrangement since the emergence of the corpora-
tion a century ago. It is heralded as a ‘dominating
force’ in the distribution of goods and services and the
‘wave of the future’ for the U.S. marketplace.”

A word of caution—during the years since franchising
became the rage, there have been many times when honest,
hard-working people have simply been duped by scam artists.

Introduction
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Example:
A middle-aged couple was interested in starting a side business while
keeping their regular jobs. They were intrigued by an ad in their local
newspaper reading: 

Earn Big Money While Keeping Your Regular
Job—Invest In Your Own Vending Machine
Franchise Business. 

The ad went on to promise that, by establishing a vending machine
business, you would be on the road to independent wealth in no time.

When they followed up on the ad, the seller of the opportunity
assured them that by making a $20,000 investment in the machines
and start-up inventory, they could build the business step-by-step
into a successful empire. In addition, by joining the “We’ve Got Your
Franchise System,” they would share in the proven format and tech-
niques that were the keys to success. He showed them pictures of
his luxurious warehouses in a neighboring state filled with rows of
brand new machines just waiting for a home. He presented them
with lists of potential locations in their area where his demographic
studies showed people would just kill for vending products. And
finally, he used the big hook: “Oh, and by the way folks, this is a no-
lose proposition. If you don’t succeed, I’ll return your investment. No
questions asked.” They were sold. 

The eager buyers wrote the check and sat back to wait, excited
by the prospect of beginning their new venture. In a few weeks, as
promised, the seller delivered the vending machines—but there was
a small problem. The machines appeared to be second-hand, not
nearly as glamorous as the bright, shiny ones shown in the sales pic-
tures. When the buyers called the seller to complain, he quickly apol-
ogized. He told them he meant to call them ahead of time as there
was a temporary shortage of new machines, but they could get
started with these and as soon as the new ones arrived he would
replace them. He also told them that he had included their “Initial
Route Slip” in with the paperwork for the machines and they should
begin securing their locations immediately.

Temporarily satisfied with this explanation, and still pumped at
the thought of having their own business, the buyers rose at the



crack of dawn to establish their locations. To their dismay, the first
turned out to be an old, closed gas station. At the next, a small coun-
try grocery store, they were told by the owner that he charged
$20.00 a month rent and they had to purchase all the products to
stock the machines from his store. And on they went throughout the
course of the day, decidedly discouraged by their lack of success.
They did manage to place two machines at the small grocery store
and were able to get the owner to go for a 2-for-1 rent deal.

As they pulled into the driveway that evening, the phone was
ringing. It was the seller, who wasted no time reassuring them. He
was certain they had had a tough day, he said sympathetically, “the
first days are always the toughest.” Buoyed by his interest and astute
knowledge, the buyers were able to place their other eight machines
during the course of the next two weeks. Over the next month their
machines generated revenues of $100.00. After paying the rent to
the grocer and figuring their inventory costs, they calculated their
profit for the month to be $13.13.

Knowing this was a bad omen, they decided to get their money
back and look for something else. When they called the seller, an
electronic operator informed them that “this is no longer a working
number.” When they complained to state officials whose jobs were
to help bilked investors, they learned that they were not alone.
Twenty-five others had fallen for the same routine and were out
$20,000 in exchange for a few worthless vending machines. 

The message is clear. Even though franchising has gained
a reputation as the preferred method of doing business in
America—if not the world—all franchise opportunities are not
created equal. Success is not around every franchise corner.
The same Committee report referred to earlier noted that
many of the abuses and failures seen in franchising come from
an “informational imbalance” that exists between franchisors
and franchise buyers.

Do not fall prey to scam artists. Exercise caution in your
business affairs—especially if it is your first time. Learn how to
investigate a business opportunity so you go into it with your
eyes wide open. Guard against emotional decisions by relying
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on the well-proven ways of Sherlock Holmes—investigate,
investigate, and investigate. The process starts here.

This book begins with some basic franchise history and
principles, and the distinctions between a franchise, business
opportunity, dealership, and distributorship. Next, it explores
how to determine which franchise opportunity best suits you.
Then, since it is imperative that buyers know how to research
the franchise company as well as the opportunity itself, there is
a description of the facts you need to obtain and the method
you can use to:

• analyze financial and sales information and
• investigate earnings claims made by the franchisor.

Finally, it discusses how to negotiate the franchise agree-
ment and the factors involved in the ongoing relationship with
the franchisor.

To form a successful, ongoing relationship with your new
franchising partner, one that has the potential to give you the
profit and fulfillment you want, you must be extremely careful
that you are making the right decision and handling the transac-
tion properly. This book puts you on the right path.

To maximize the value of this book and your franchise
learning experience, three appendices are included. Appendix A
contains a sample Disclosure Document (from which some
nonpertinent information has been deleted) and Appendix B
contains a sample Franchise Agreement. These documents are
the heart of any franchise purchase. As the appendices are
referred to throughout this book, follow along to enhance your
franchise education. 

Finally, Appendix C contains contact information for the
states requiring filings of franchise and business opportunity dis-
closure statements.
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Most people buy a franchise because they feel it is less risky
than starting a business from scratch. They recognize that their
work experience has not prepared them with the knowledge or
skills needed to begin and run a business of their own. In addi-
tion, many are unwilling to spend time, effort, and money rein-
venting what is already available.

Franchising is also attractive because, to some extent, a fran-
chise is a cooperative—a community of common interests—from
centralized national advertising to common products, operating
procedures, and quality control standards. Because of the
protective nature of franchising—with its intensive training pro-
grams, written standards and procedures, and national name
recognition—people who otherwise would not have risked
entering the business world have taken the leap and opened
their own businesses and done well.

Government statistics bear this out. Although it has been the
subject of debate, the chance of surviving in a small business is
greatly enhanced by membership in a franchising system. The
failure rate is reported to be far lower than that of small busi-
nesses unsupported by a franchising parent.

Originally, franchises that repackaged existing products and
services were some of the most successful franchise systems.
(Think of how many hamburger places existed before

Why Buy a Franchise?
chapter one:



McDonald’s helped make fast food a way of life.) Tomorrow’s
success stories will probably come from capitalizing on new
ideas and new technologies.

There seems to be no limit to where and how the franchis-
ing concept is applied. Real estate, clothing, sports equipment,
computer goods and services, packaging services, business serv-
ices, and lodging are only some of the hundreds of businesses
that use franchising to distribute their goods and services.

International franchising is the next wave. As franchise systems
saturate the United States, they look for new opportunities in new
markets. Using modern communication and computer technology,
franchisors are able to cast a wider net without boundaries.

The following sections describe some of the elements usu-
ally responsible for a franchising system’s success and some of
the reasons why buying a franchise can be a sound investment.
These are the primary building blocks for a successful franchise
system and potential franchise buyers should place them at the
top of their list of elements to investigate.

DEFINED AND PROVEN BUSINESS FORMAT
What most franchisors are selling is a defined and proven busi-
ness format or method of operation. Although some offer a
unique product or service, many franchisors have simply come
up with a new way to slice bread. The founder of Dunkin’
Donuts was quoted as saying: 

“Howard Johnson’s didn’t invent the ice cream cone.
Colonel Sanders didn’t invent fried chicken. I didn’t invent
coffee and doughnuts. We just did it better, we had a passion
for building a concept.”

It has been said that the simpler the idea, the better the fran-
chise. What each of the business leaders mentioned by Dunkin’
Donuts founder did was develop a proven, recognizable format
that was easily duplicated. They standardized the presentation
of their products and the services that went along with them.
This is the essence of a proven format in the world of franchis-
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ing and at the top of the list of reasons for franchising’s success.
Many of the original franchises began with people who oper-
ated their own independent business, refined it, and demon-
strated—to themselves and others—that it could be successful.

A defined format is what is passed on to franchisees and strict-
ly enforced. It is what creates a positive public image and identi-
fication. It is the prime building block of a successful franchise.

Today, while many systems still have grass root beginnings,
franchise-making has become big business. Major corporations
buy and sell franchise systems like pieces on a huge chess
board. But at the heart of every successful franchise system, you
will still find a proven format.

SPECIALIZATION
Another reason franchising has found such a solid niche in our
modern economy is that it caters to specialized needs. Many
American consumers no longer want a muffler installed by a
service station, a hamburger from a diner, a pizza from someone
who will not deliver it within 30 minutes, or their hair cut by a
local barber. Specialists, it seems, do it better and the franchise
industry is only too willing to accommodate this belief.

While the early foundations of franchising were built upon
standardization, the success of modern franchising depends on
finding ways to meet the ever-changing needs of affluent con-
sumers. New businesses not even thought of ten years ago are
sprouting wings and taking to the sky. Franchising organizations
capitalize on this era of specialization by expanding through
sales to independent parties (who become franchisees) rather
than by investing their own money. The capital saved is used by
franchisors to develop new and better ways to serve consumers’
specialized needs.

Specialization helps franchisees because it creates new mar-
keting niches for franchises to pursue. Offering products and
services to those niche customers works for the common good
of all in the system. The ongoing trend towards specialization
will lead to the creation of new franchises and keep franchising
at the forefront of business distribution methods.

why buy a franchise? 3



UNIFORM SYSTEM
As mentioned earlier, franchising will continue to succeed in the
era of specialization by calling upon its traditional roots to see
that consumers receive uniform quality—efficiently and cost-
effectively—through uniform systems of operation. A uniform
system brings with it the advantages of: 

• mass purchasing power; 
• brand identification; 
• customer loyalty; and, 
• a proven format.

A federal court described the importance of uniformity when
dealing with a case involving Domino’s Pizza.

The essence of a successful nationwide fast-food chain
is product uniformity and consistency. Uniformity ben-
efits franchisees because customers can purchase pizza
from any Domino’s store and be certain the pizza will
taste exactly like the Domino’s pizza with which they
are familiar. This means that individual franchisees
need not build up their own good will. Uniformity also
benefits the franchisor. It ensures the brand name will
continue to attract and hold customers, increasing
franchise fees and royalties.

To serve our mobile society and continue to attract
loyal, repeat customers anywhere in the country (or
world), franchise systems must utilize uniform systems
to provide uniform products and services.

ADVERTISING NETWORK
The term strength in numbers aptly describes franchise adver-
tising. Because of collective advertising funds and cooperatives,
franchisees—who normally could only afford to advertise locally,
if at all—can take advantage of national and regional advertis-
ing (which is exorbitantly expensive). Franchisees also benefit
from the creative talent that large corporations draw upon to
effectively market their products and services. On the other
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hand, franchisors benefit because they can consolidate their
advertising efforts and fund expensive advertising campaigns
with the financial help of their franchisees.

Both the national and regional success of a franchise
depends largely upon the franchisor’s ability to develop name
recognition and product or format acceptability. Local,
regional, and national advertising instills in consumers the con-
fidence that they can go across the country and find—in a
franchise outlet—the same quality as they would in their own
neighborhood. Advertising networks, therefore, are a vital part
of every franchise system.

NAME IDENTIFICATION
Another benefit that potential franchisees can expect is to be
identified with the franchisor’s name. By delivering a quality ser-
vice or product (a proven format) and with the help of advertis-
ing, franchisors achieve name recognition with the public.

This recognition is one of the intangibles that franchisors
offer franchisees. As the franchise matures and name recogni-
tion increases, this intangible benefit becomes more valuable.
Franchisors often charge new franchisees a higher fee for the
privilege of operating under the established franchise name.

With a successful franchisor, product or service recognition
confers an image of quality, integrity, and trust. Therefore, in
addition to obtaining a product or service to sell the public that
is presented in a proven format, franchisees also gain instant
integrity and recognition. This is one of the reasons franchised
businesses seem to enjoy a better track record of success than
their nonfranchised counterparts. Clearly, with the right franchise
system, the new business owner is off to a much better start.

TRAINING
Because reproducing the franchisor’s format is so important to
the ultimate success of the entire network, many franchisors
have strict training requirements. New franchisees are required

why buy a franchise? 5



to attend franchising universities. Some franchisors use a com-
bination of classroom and on-site training to indoctrinate fran-
chisees in the ways of their systems. This training instills the
proven format or methodology in each of its franchisees and
gives them some of the knowledge and experience they need.
Sharing a proven format with others—so they can replicate it—
lies at the heart of franchising. This is the reason why the sim-
pler the idea—the better the franchise.

The training that normally accompanies the sale of a fran-
chise allows people, otherwise inexperienced in the operation
of the franchisor’s business, to successfully offer the same qual-
ity service or product in a uniform manner.

FRANCHISE NETWORK
For franchisees, especially new ones, the franchise network or
family of franchisees is an invaluable resource for information
and business experience. Because all are working toward a
common goal, keen new franchisees can draw freely upon the
available knowledge base offered within a franchise structure.
Partnering with other franchisees can be a great help. Before
joining a franchise system, consult with some of its franchisees
for valuable inside information. (More about this in Chapter 10.)

Properly stimulated by the franchisor, the synergy of fran-
chisee relationships can continually spark new methods of oper-
ation and product ideas. As new business issues arise, new
solutions are reached collectively and every franchisee benefits.

Wise franchisors also draw upon this ready resource. Many
improvements to franchise systems have resulted from accepting
new ideas and suggestions from their family of franchisees.

The entire system benefits from the collective knowledge,
experiences, and mistakes of existing franchisees. This is one
of the most valuable and underrated benefits of joining a fran-
chise system.
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POWER BUYING AND COMPUTERIZATION
Although not always available, cooperative buying arrange-
ments offered by the franchisor (or franchisee groups) are an
important benefit of joining a franchise system. Because some
systems use vast amounts of raw materials or ancillary services,
volume discounts as well as customized service can be negoti-
ated with vendors. In some industries these discounts or spe-
cialized services provide the competitive edge necessary for
success. Many franchise systems are also able to help new fran-
chisees with discounts on the initial fixtures and equipment
needed to start the business.

A successful franchise system’s power buying is an impor-
tant attribute especially as computer equipment has infiltrated
almost every aspect of business. Computerization is an expen-
sive capital investment. By working from the franchise system’s
base of knowledge, franchisees can get help making the correct
purchase and maximizing their efficiency. Many franchisors
have developed customized software to operate every aspect of
the system. Types of software include:

• computerized point-of-sale systems; 
• reservation systems; 
• inventory controls; 
• sales report systems; and, 
• data communication between franchisee and franchisor. 

Modern franchise systems have developed electronic com-
munication systems for their franchisees. In addition, many fran-
chisors maintain websites on the Internet and encourage their
franchisees to participate in online lists (bulletin boards) and/or
forums or discussion groups (chat groups) where common
issues and problems are discussed.

Indeed, computerization and purchasing cooperatives are
necessities in modern retail and service industries. Few will sur-
vive if they do not tele-connect with their suppliers, vendors,
and customers.

why buy a franchise? 7





As obvious as this may seem, it is important to clearly under-
stand what a franchise is if you are thinking of buying one.
Unfortunately, the term franchise does not lend itself to an easy
or precise definition. Simply put, it is a method of distributing
goods or services—a unique selling concept that fits hand-in-
glove with our highly mobile, service-intensive society.

The franchise system benefits both individual franchisees
and the franchise as a whole. As described in Chapter 1, these
benefits usually include:

• proven business format;
• standardized method of operation;
• national advertising;
• franchise name recognition;
• franchisee training;
• franchisee network;
• standardized fixtures and equipment;
• professional site location assistance;
• centralized buying power; and,
• rules and quality control standards.

Franchisors create this system to expand their business with-
out investing more capital or adding personnel and increasing
their payroll. In fact, franchisors raise capital by charging fran-
chise fees to their franchisees. In other words, by franchising

What is a Franchise?
chapter two:



their products and/or services, franchisors can build both their
profits and their business, without spending significant amounts
of money. Understanding the development of franchises can
also help define a franchise.

A BRIEF HISTORY
The booming post-war economy of the 1950’s propelled fran-
chising into the modern economic era. The newly-formed inter-
state highway system provided the infrastructure for new
restaurants, hotels, and service stations, all designed to meet
the changing, growing needs of a new breed of mobile and
adventurous Americans. Added to the mix was the power of tel-
evision that provided the first truly national advertising
medium. These dynamic forces, combined with newfound
wealth, fueled the franchise fire.

Yet franchising can trace its roots back over one-hundred
years, from when Isaac Singer first utilized the concept. He
reportedly accepted a royalty or license fee from independent
salesmen for territorial rights to sell his sewing machine. Then,
the invention of the automobile thrust franchising into a higher
gear, as it did with many other aspects of American life in the
early 1900’s. General Motors established dealerships to meet the
rising demand for automobiles and oil companies offered serv-
ice station franchises to the mechanics of the day to create an
automobile service industry that thrives to this day.

The names Howard Johnson’s and Kentucky Fried Chicken
could not have been etched into our collective memories with-
out the upsurge of the franchising method of doing business.
McDonald’s would not have taken on the proportions of an
American icon. Much is owed to the early franchise pioneers
who provided a novel business methodology that allowed rapid
expansion, the pooling of capital, and a harnessing of the
American entrepreneurial spirit.

As franchising evolved in the early 1960’s, the need for a
precise definition increased. However, it was not until 1971 that
California adopted the first law regulating the sale of a fran-
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chise. It was not until the end of that decade that the Federal
Trade Commission (FTC) adopted a regulation on the federal
level under the Federal Trade Commission Act. Unfortunately,
the definitions adopted by the FTC and California were not
identical and the enforcement structures were very different.
These twin starts established a regulatory morass that continues
today.

There are now three basic approaches used to define a fran-
chise: the California model, the FTC approach, and the
Minnesota model (or community of interest approach). Each
requires that the purchaser pay a fee and that the buyer receive,
in some way, the right to use a trademark, service mark, or trade
name of the franchisor. From there, the three approaches diverge.

DEFINING A FRANCHISE
The three main approaches give the average franchise purchaser
a good overview of what are generally considered the essential
elements of a franchise. Those elements include:

• payment of an initial franchise fee; 
• the right to use a trademark, service mark, or trade

name; and, 
• an additional ingredient connecting franchisor and

franchisee, called either a marketing plan, significant
assistance, or community of interest. (Years of legal
interpretation, case law, and advisory opinions further
define the meaning of many of the esoteric terms and
phrases used to define a franchise.) 

From these three approaches a general definition can be
formed:

franchising is a legal business arrangement, governed
and created by a contract, under which the 
franchisor (owner/supplier) sells to a franchisee
(retailer/buyer) the right to sell certain goods and/or
services of the supplier under specific, agreed-upon
conditions.
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California Model
The California model focuses on the franchisor’s requirement
that a franchisee follow a prescribed marketing plan. This
approach is generally followed by Illinois, Indiana, Maryland,
Michigan, North Dakota, Rhode Island, Wisconsin and, with
some variances, New York and Virginia. Under the state laws
adopting the California model, the term prescribed marketing
plan is not specifically defined, but rather left for the courts to
interpret and define. The various interpretations assigned by
courts are well beyond the scope of this book, but suffice it to
say that courts tend to “know it when they see it.” In other
words, any advertising or marketing plan or system outlined by
a franchisor will do.

FTC Approach
The FTC approach requires a franchisee to meet the quality
standards of the franchisor. In addition, a franchisor must exert,
or have the authority to exert, a significant degree of control
over the franchisee’s business operation. Finally, the franchisor
is required to give significant assistance to the franchisee before
the relationship is considered a franchise. 

While significant assistance is not defined directly in the FTC
Rule, the Rule does inform us of the subjects it relates to: 

the franchisor gives significant assistance to the fran-
chisee in the latter’s method of operation, including,
but not limited to, the franchisee’s business organiza-
tion, management, marketing plan, promotional
activities, or business affairs; provided, however, that
assistance in the franchisee’s promotional activities
shall not, in the absence of assistance in other areas of
the franchisee’s method of operation, constitute signif-
icant assistance.

So, unlike the California model—and it is difficult to dis-
tinguish between the terms “marketing plan” and “promo-
tional activities”—assistance with “promotional activities”
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alone is not enough—more is required in one or more of the
other areas (business organization, management, marketing
plan, or business affairs).

Minnesota Model
(Community of Interest Approach)
Minnesota, Hawaii, South Dakota, and Washington follow the
community of interest approach. Central to it is the requirement
that a community of interest exist between the franchisor and
franchisee. Similar to the California model, the state laws follow-
ing the Minnesota model do not define the phrase community of
interest. The language simply provides: 

…the franchisor and franchisee have a community
of interest in the marketing of goods or services at
wholesale, retail, by lease, agreement, or otherwise. 

Once again, the Minnesota model leaves it for the courts to
decide. Quite simply, however, if there is any ongoing connec-
tion between you and a franchisor in the marketing the product
or service of the franchise (i.e., royalties paid to franchisor), it is
likely a court will find the required community of interest.

BUSINESS OPPORTUNITY PLANS
As a close cousin to franchising, business opportunity plans pro-
vide the framework for certain dealerships and distributorships
that can be easily confused with typical franchises. Generally
speaking, a business opportunity plan is a hybrid of a franchise
and a distributor arrangement, though some definitions of busi-
ness opportunity plan do encompass franchises. The most
notable differences are that business opportunity plans often do
not contain the trademark requirement and the laws governing
them focus more on specific types of distributorship businesses,
such as rack distributors, vending machine routes, and video
machine sales and placement.
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The starting point for finding the right franchise is not in any
book, and no secret formula exists. It is so obvious that many
would-be franchisees overlook it entirely. It is you.

Just as with other aspects of your life, finding the right fran-
chise starts with your interests, background, education, and
experience. For example, many franchise systems require direct
owner involvement in the operation of the business. What kind
of business appeals to you? Would you want to manage a restau-
rant? Do you have the experience or ability to run a computer
training facility? Is cleaning carpets going to be a fulfilling
enough work experience? Is dealing with folks whose cars are
broken-down, really your cup of tea?

Before you consider buying a franchise, let alone a specific
type of franchise, you should ask yourself some very
fundamental questions.

• How much of a team-player am I?
• Can I accept direction from others and play the role of

follower to get my business rolling?
• How do I feel about sharing my profits with some-

one who has not made a direct cash investment in
my business?

Finding the Right 
Franchise for You
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• Do I know what it takes to run my own business even
under the protection of a franchise system? 

• How many hours am I willing to devote to the busi-
ness and am I willing to pay the price?

Example:
One client, who faced lay-offs after twenty-five years from a major
commercial shipping concern (she was the chief shipping clerk, a
position of considerable responsibility), was desperate to start her
own business. Being inexperienced in new business affairs, she
thought franchising could make up any deficit. Although most of her
experience involved keeping track of vast amounts of shipments and
working on her own with numbers, reports, and accounts, she was
determined to do something new and began looking at temporary
employee/personnel placement franchises. She thought working
with people would be fun.

Without any professional assistance, she selected a franchise
system with a solid background and good track record. Within a
year, however, her business was a shambles. When she visited a law
office to lay blame on the franchisor, it became apparent that she, not
the franchisor, was at fault. She was absolutely, positively not a peo-
ple-person. She hated dealing with people, had the personality of a
snail, and just could not believe that people needed so much
hand-holding after she placed them in a position.

The message is clear—before you consider buying a fran-
chise or starting any other business, you should conduct a thor-
ough self-analysis of your goals, aspirations, abilities (including
weak points), and personality traits, good and bad. Be candid
with yourself about your level of ability and own up to those
traits that are undesirable in a franchisee or any other type of
small business owner. The value of this self-analysis cannot be
overstated. First, know thyself.

The next step is to consider your interests and knowledge in
different business areas. Business advisers the world over rou-
tinely advise newcomers to focus on areas where they have an
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interest. The chances for success are much greater if you choose
something you enjoy doing. Few successful people have a
strong dislike for their business enterprise.

SHOP AROUND
Once you have done a thorough self-analysis, you can start the
search for a specific franchise in earnest. There are many fran-
chises to choose from in any location or industry. You might
already have one in mind or simply be exploring franchising in
general with the intention of choosing a franchise you believe is
right for you. Or, you may be considering starting your own busi-
ness and are simply giving franchising a sideward glance along
the way. Whatever your approach, you will have better results if
you do a little comparison shopping before buying a franchise. 

The first rule is patience. Some people intend to be patient,
but their juices start flowing at the very thought of starting their
own business. The sooner we get going the better—they think.
In reality, a no hurry attitude will serve you best through the
entire purchasing process. People who are in a hurry tend to
make mistakes and let emotion rule reason. It is important to
control your emotions and tell yourself that you have the upper
hand. Like the vending machine buyers at the beginning of this
book, the majority of people who later regret their franchise
purchase decision simply did not take the time to properly shop
their purchase at the outset.

LET THE BUYER BEWARE
The success and resulting growth of franchising are undeni-
able. It is the preferred choice when compared to business
starts that are unsupported by franchising systems. But, while
the advantages are obvious and enticing, franchisors and fran-
chisees do fail. Some franchisees, of course, fail of their own
accord. Others fail because of a poor franchising system or
franchisor malfeasance. Because the franchising concept is
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being applied to an ever-growing number of businesses—
some unproven—prospective buyers must proceed cautiously.

No one in the franchising and distribution community likes
to talk about the numerous low-investment, ill-managed fran-
chises and business opportunities that sweep the nation each
year. Although this happens less frequently today, over-eager
entrepreneurs are still taken advantage of by fly-by-night oper-
ators. Most victims were driven by emotion rather than pru-
dence, logic, and a careful, systematized franchise search.

STARTING YOUR SEARCH
Before you begin your search, it is important to be franchise-
educated. Knowing what to look for will clearly improve your
selection ability. Use your education wisely to eliminate as many
risks as possible.

There are a number of resources available to help in your
search for the right franchise. To become an astute franchise
buyer, you should take advantage of as many of these resources
as possible. There is plenty of information available through net-
working and on the Internet.

International Franchise Association
An excellent starting point is the International Franchise
Association (IFA), the oldest and largest of the franchise trade
associations. While primarily an association of franchise compa-
nies, the IFA welcomes a large number of franchisees in to its
ranks. The IFA is fashioning a more balanced approach to their
role in the franchising world than in years past and is forging a
reputation as a moderating voice in the sometimes contentious
relationship between franchisors and franchisees. The IFA has a
list of publications to assist you with your purchasing decision.
The IFA can be contacted at:
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International Franchise Association
Directory of Membership
1350 New York Avenue N.W. 
Washington, DC 20005
202-628-8000
www.franchise.org

The IFA’s website includes the IFA’s Franchise Opportunities
Online Guide. It contains numerous franchise offerings listed
alphabetically, by category, and by total cash investment require-
ments. The IFA website offers an array of information that lit-
erally opens a window to the world of franchising by providing
links to other sites, such as the Small Business Association web-
site. A bulletin board at the IFA site offers users a ready exchange
of information from around the world.

Other Franchise Associations
Two other associations offer information to the franchise pur-
chaser. Both provide information to potential franchisees and
serve existing franchisee members by seeking to influence state
and federal franchise legislation, developing meaningful dia-
logue with franchisors concerning the content of franchise
agreements, and attempting to bring greater fairness to the fran-
chise relationship. Both are dedicated to the plight of fran-
chisees and also maintain a list of publications for the franchise
buyer. The two associations are:

The American Association of Franchisees and Dealers
P.O. Box 81887
San Diego, California 92138-1887
800-773-9858
www.aafd.org
(Recognized by Dow Jones as a premium franchising site.)
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American Franchisee Association
53 West Jackson Blvd., Suite 205
Chicago, Illinois 60604
800-334-4AFA
www.franchisee.org

The American Association of Franchisees and Dealers’ Web
page is well worth a visit. In addition to providing information
about the association and tips on buying a franchise, you will
find the AAFD Resource Store that offers books, resources, and
software all geared to franchisees and franchise buyers.

The American Franchisee Association’s Web page offers a
wealth of information as well. Networking, advocating, and var-
ious other products and services highlight the offerings. Among
the services offered are two links entitled, “The Twelve Worst
Franchise Agreement Provisions” and “The Problems
Franchisees Face.” Both provide additional insights into the
challenges of becoming and being a franchisee. The American
Franchisee Association has been a leader in advocating fran-
chisee-oriented matters at both the federal and state levels.

Popular Press
Pilot Books annually publishes an excellent basic reference titled
Directory of Franchising Organizations. It lists current U.S. fran-
chises divided by franchise category, including the necessary
investment in each case. For information or to order, contact:

Pilot Books
127 Sterling Avenue
P.O. Box 2102
Greenport, NY 11944
800-79PILOT
e-mail: feedback@pilotbooks.com
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Other offerings on franchising through the popular press
include:

The Franchise Annual: On-line
Info Franchise News, Inc.
728 Center Street
P.O. Box 550
Lewiston, NY 14092
716-754-4669
www.vaxxine.comlfranchise

Entrepreneur Magazine
Franchise 500 Survey
(Published in January Edition)
714-261-2325
www.entrepreneurmag.com

Franchise Update
P.O. Box 20547
San Jose, CA 95160-0547
408-997-7795
www.franchise-update.com

Many of these publications offer a broad range of informa-
tion and leads to other resources. For instance, Business
Resale Network, a cooperative effort by Entrepreneur
Magazine and Franchise Update, is an online advertising site
listing existing franchises for resale. This can be reached by
connecting to Entrepreneur Magazine’s web page at
www.entrepreneurmag.com.

Frandata
Frandata, a fee-based information resource, gathers information
marketed primarily to franchisors and their service providers
and maintains comprehensive information on franchise compa-
nies. Frandata has overviews of franchisors within specific
industries as well as a multitude of franchisor’s disclosure docu-
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ments (although you can generally obtain the disclosure docu-
ments free of charge directly from the franchise company).
Frandata can be contacted at:

Frandata
1730 M Street, NW, Suite 800
Washington, DC 20036
202-659-8640

Internet
The Internet is a vast resource of information, some good and
some bad, so use it with caution. Some trusted resources include
the following:

Franchise Handbook: On-line—
www.franchise1.com

The American Bar Association’s Forum on Franchising—
www.abanet.org/forums/franchising

Women’s Franchise Network—
www.entremkt.com

Business Start Page—
www.wp.com/fredfish

With such vast resources available—literally at your finger-
tips—there is no reason not to conduct a thorough search for a
franchise opportunity. However, keep in mind that much of the
information given in these publications is industry-oriented. Use
these resources, but do not accept any information verbatim.
You must always independently investigate the information pro-
vided from any source.

FTC
As discussed in greater detail later in the book, the Federal
Trade Commission (FTC) is the only federal agency regulating
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the franchise industry. Its regulation of the franchise industry,
however, is very loose. The FTC maintains information on fran-
chising in general and may disclose public enforcement actions
taken against franchisors. You can view a tremendous volume
of information about franchising (including the full text of the
FTC Rule concerning franchising) at www.ftc.gov. In addition,
under the “About FTC” link, you can obtain the address and
telephone numbers for the agency.

SBA
The Small Business Administration (SBA) has had a growing inter-
est in franchising, offering assistance with loans and general infor-
mation on franchising. Contact your local SBA office to obtain the
information they have available on franchising and the loans they
make available to purchase franchises. To find the SBA office near
you and for other valuable information, go to www.sba.gov and
just click on the map. Like the FTC Web page, a virtual treasure
trove of information can be found on the SBA Web page.

State Offices
In some states, the State Securities Administrator or the Attorney
General may have a list of franchise companies registered with
the state. Although it is difficult to extract any meaningful infor-
mation from state and federal officials on specific franchise
offerings, they are permitted to disclose publicly-filed actions
taken against franchisors. Make the effort to contact these offi-
cials to inquire about any actions taken against a franchise com-
pany that interests you.

Other Franchisees 
A primary source for information about franchisors may be right
around the corner. Assuming that most people would like to
own a business in their own community, talking with local fran-
chisees would be the logical place to start when seeking a real-
istic appraisal. Discussing the system with someone already
familiar with it should provide invaluable information.
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Trade Shows
Other ways you can start your search are to look in the business
opportunity section of your local newspaper or attend a fran-
chise trade show. If you do, be very careful and selective. Some
franchisors enhance their ads with exaggerated claims, while
trade shows can be over-hyped, emotionally-charged atmos-
pheres. Many of these you can’t lose opportunities prove to be
exactly the opposite.

The FTC has recently taken action directly against trade
show promoters for failing to properly screen and supervise
franchise and business opportunity participants. Newspapers
and trade show promoters do not ensure that the ads or infor-
mation being distributed are factual. So, especially if this is your
initial exposure to franchising, you need to backup all informa-
tion with hard facts before making any purchasing decision.

PATIENCE
Conducting a proper search does not end with choosing the
type of franchise you would like to buy—it is only the begin-
ning. While it is important to select an area in which you will be
happy, and hopefully successful, remember that patience is the
watchword and analysis is imperative. You want to make an
intelligent, deliberate decision about how you are going to plot
your successful future.
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During the late 1960’s and early 1970’s, a wave of bogus start
your own business opportunities swept through the United
States. Numerous complaints rolled into government agencies,
prompting state legislatures and the FTC to take action to stop
the rash of fraudulent schemes.

It was found that many of the victims were first-time
investors who knew little or nothing about purchasing a busi-
ness. Many lost their life savings or retirement income to fast-
talking salespeople who made false claims. The FTC, after
reviewing voluminous complaints against these early, fraudulent
franchisors, realized that these deceptive and unfair practices
occurred largely due to an informational imbalance between
franchisors and franchise buyers. In light of this, regulators con-
cluded that franchise purchasers should be able to get more
complete information about the business system they were going
to buy. This gave rise to the disclosure laws in effect today.

To correct the imbalance, the FTC and a number of state
governments borrowed the concept of pre-sale disclosure from
the securities industry. More precisely, the disclosure and regis-
tration policy came about because, under existing securities
laws, attempts to prosecute unlawful franchise sellers failed. As
a result, it is now standard practice for the proposed buyer to
receive disclosure documents in advance of every franchise and
business opportunity sale.

Disclosure Laws
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The FTC and approximately twenty-five states have adopted
laws protecting prospective franchise and business opportunity
buyers. In states where no specific state law is on the books, the
FTC Rule fills the void. The basic framework of the state laws
and the FTC Rule is to provide a basic disclosure document pre-
pared by a franchise company to prospective purchasers.

DISCLOSURE DOCUMENTS
In most instances, the disclosure document sets forth approx-
imately twenty categories of information about the franchise
company. This information is vital to your purchasing decision.
Although the length of the disclosure document may be some-
what intimidating, it is essential that you take the time to prop-
erly review it. (The next chapter explores what to look for in
disclosure documents.)

Although the FTC does not require a franchisor to register
(file) disclosure documents, some states—the so-called registra-
tion states—do require franchisors to file disclosure documents
with the state Securities Administrator or the Attorney General.
(see Appendix C.) This allows state agencies to regulate fran-
chisors who sell in their states and makes it easy to determine
whether a franchisor is complying with the state’s law.

If you are buying a franchise in a registration state, your search
should begin with a call to the government agency in charge of
registering franchises to make sure the franchise company is reg-
istered. If it is not, you have reason to be concerned. State regis-
tration is a basic requirement of a legitimate franchise sales
program and any that do not register are suspect. Remember, not
all states require registration.

The following states presently require registration of franchises.
• California
• Hawaii
• Illinois
• Indiana
• Maryland
• Michigan
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• Minnesota
• New York
• North Dakota
• Rhode Island
• South Dakota
• Virginia
• Washington
• Wisconsin

The following states require registration of business oppor-
tunity plans.

• California 
• Connecticut
• Florida
• Georgia
• Indiana
• Iowa
• Maine
• Maryland
• Michigan
• Minnesota
• New Hampshire
• North Carolina
• Oklahoma
• South Carolina
• South Dakota
• Texas
• Utah
• Washington

While the FTC Rule and various state laws protect prospec-
tive franchise buyers, the major drawback is their lack of unifor-
mity. Each state law is slightly different and they all differ from
the FTC Rule. Some states require more disclosure information
than the FTC Rule; others require less. The FTC Rule states that
disclosure in all states must be at least as strict as the FTC Rule.
However, if a state chooses to have a tougher regulation than
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the FTC, that is permitted. If it sounds confusing, it is. Because
of this confusion, it is a good idea to work with an attorney and
at least get a basic disclosure document from the franchisor.

INITIAL CONSIDERATION
The important thing to do as you seek disclosure information is
to find out if the business you intend to buy is a franchise or a
business opportunity covered by a protective law. This means
the essence of the offering must be analyzed to determine if the
proposed relationship will be considered a franchise or a busi-
ness opportunity under any applicable law. In some locations it
may be a franchise, in others a business opportunity plan, and
still, in others, nothing at all. It depends upon the applicable
definition. This is not something you can determine on your
own. Professional assistance is needed to determine if the busi-
ness falls under the protections offered by the FTC Rule or state
law. (Information about obtaining professional assistance can be
found in Chapter 7.)

Going back again to our vending machine buyers, one of
the pitfalls they fell into was believing that the opportunity they
were interested in was not regulated—that is, they did not real-
ize at the time of their purchase that protective laws (in that
instance a business opportunity law) required that they receive
disclosure documents. Had they understood this, and used it to
their advantage, the scam would have been easy to discover.

If the seller indicates that the company you are considering
is not a franchise or a business opportunity under a particular
law, and you are still interested in entering into a business
arrangement, seek the services of an attorney. Surprisingly, sell-
ers can sometimes be totally ignorant of the laws protecting
franchise and business opportunity buyers. This alone is a sign
of inexperience, so be on your guard. (Information about get-
ting professional assistance is in Chapter 7.) As a general rule, if
you are thinking of starting your own business as a franchisee,
don’t sign or enter into the transaction until you know that the
seller is complying with the various franchise disclosure laws.
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COOLING-OFF PERIOD
In some states, in addition to disclosure documents and reg-
istration requirements, prospective purchasers are given cooling-
off periods during which they can cancel a franchise or business
opportunity contract after signing it. Cooling-off periods are
more typically found in business opportunity laws than in fran-
chise laws. It is not a good practice, however, to rely on a cool-
ing-off period in lieu of solid investigation. In other states,
franchisors are required to maintain bonding or trust accounts in
the state of purchase and injured purchasers are armed with
statutory penalties if the need to initiate legal action should arise.
These state and federal laws are a franchisee’s Bill of Rights.

RELATIONSHIP LAWS
In addition to laws regulating the franchise sales, some states
have laws governing a franchisor’s termination of or refusal to
renew a franchise. Known as relationship laws, they prohibit
franchisors from terminating or refusing to renew a franchise
without good cause. Franchisees in certain industries, such as
service station dealers and automobile dealerships, also have
special state and federal laws guarding against unfair termi-
nations. Without these laws, franchisees would have far less pro-
tection and fewer rights. (The remaining chapters of this book
discuss how you can use these laws to your advantage.)

The following states have franchise relationship laws that
may be of assistance at the end of your relationship.

• Arkansas
• California 
• Connecticut
• Delaware
• Hawaii
• Illinois
• Indiana
• Iowa
• Michigan
• Minnesota
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• Mississippi
• Missouri
• New Jersey
• South Dakota
• Virginia
• Washington
• Wisconsin

Government regulation of franchising and its hybrid, busi-
ness opportunity plans, can be a confusing maze. Despite the
confusion in applying these protection laws, you, the prospec-
tive franchise purchaser, should take full advantage of all
aspects of the law.

STATE AGENCIES
For more specific information concerning the laws that may

apply in your situation, contact the following agencies.

California
Commissioner of Corporations
Department of Corporations
3700 Wilshire Blvd., Ste. 600
Los Angeles, CA 90010-3001
213-736-2741

Connecticut
Securities and Business
Investment Division
Connecticut Department of Banking
260 Constitution Plaza
Hartford, CT 06103
860-240-8299
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Florida
Consumer Services Consultant
Department of Agriculture and Consumer Services 
Division of Consumer Services
227 N. Bronough Street
City Centre Bldg., Suite 7200
Tallahassee, FL 32301
850-922-2770 

Hawaii
Securities Examiner
1010 Richards Street
Honolulu, HI 96813
808-586-2727

Illinois
Franchise Division
Office of Attorney General
500 South Second Street
Springfield, IL 62706
217-782-4465

Indiana
Chief Deputy Commissioner
Franchise Section
Indiana Securities Division
Secretary of State
Room E-–111
302 West Washington Street
Indianapolis, IN 46204
317-232-6576
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Iowa
Director
Regulated Industries Unit
Department of Commerce
Insurance Division
Securities Bureau
Lucas Building, Second Floor
Des Moines, IA 50319
515-281-4441

Kentucky
Kentucky Attorney General
1024 Capital Center Drive
P.O. Box 2000
Frankfort, Kentucky 40602-2000
502-573-2200

Maryland
Maryland Division of Securities
200 Saint Paul Place
20th Floor
Baltimore, MD 21202-2020
410-576-7044

Michigan
Consumer Protection Division
Antitrust and Franchise Unit
Michigan Department of Attorney General
670 Law Building
Lansing, MI 48913
517-373-7117

Minnesota
Minnesota Department of Commerce
133 East Seventh Street
St. Paul, MN 55101
612-296-4026
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Nebraska
Department of Banking and Finance
1200 N Street
Suite 311
P.O. Box 95006
Lincoln, NE 68509
402-471-3445

New York
New York State Department of Law
120 Broadway, 23rd Floor
New York, NY 10271-0332
212-416-8211

North Dakota
Office of Securities
Commissioner
600 East Boulevard, Fifth Floor
Bismarck, ND 58505
701-224-4712

Ohio
Business Opportunity
Purchasers Protection Act
Ohio Attorney General
30 E. Broad Street
Columbus, OH 43215
614-466-4320

Oregon
Department of Insurance and Finance
Corporate Securities Section
Labor and Industries Building
Salem, OR 97310
503-378-4387
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Rhode Island
Division of Securities
233 Richmond Street, Suite 232
Providence, RI 02903
401-277-3048

South Dakota
Franchise Administrator
Department of Commerce
Division of Securities
118 West Capital Avenue
Pierre, SD 57501-2017
605-773-4823

Texas
Statutory Document Section
Secretary of State
P.O. Box 12887
Austin, TX 78711
512-475-1769

Utah
Division of Consumer Protection
Utah Department of Commerce
160 East Three Hundred South
P.O. Box 45804
Salt Lake City, UT 84145-0804
801-530-6701

Virginia
Chief Examiner
State Corporation Commission
1300 E. Main Street, 9th Floor
Richmond, VA 23219
804-371-9671
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Washington
Acting Administrator
Department of Financial Institutions
Securities Division
P.O. Box 9033
Olympia, WA 98507-9033
302-902-8760

Wisconsin
Franchise Administrator
Securities and Franchise Registration
Wisconsin Securities Commission
101 E. Wilson Street, Fourth Floor
P.O. Box 1768
Madison, WI 53701
608-266-8559
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Disclosure documents, required under the FTC Rule and most
state laws, are the crux of the franchise protection laws. Also
known as an Offering Circular, the disclosure documents con-
tain the ABC’s of the opportunity you are exploring and disclose
approximately twenty categories of information about the fran-
chisor and the franchise offering. Nothing provides you with
more comprehensive information. (See Appendix A for perti-
nent parts of a sample Offering Circular.)

Although the disclosure approach has not erased all fraudu-
lent franchise offerings, in addition to its other uses, it enables
franchise and business opportunity purchasers to effectively
compare one franchise offering to another. Recent changes in
the rules governing the disclosure format used by most fran-
chisors promise to make the disclosures even more informative
and understandable. Learning how to use the disclosure infor-
mation properly is an important skill for you to acquire.

It is important to mention that the use of a disclosure docu-
ment does not mean the government has approved the fran-
chisor or the franchise offering. Even in states where registration
of the Offering Circular is required, the government does not
endorse franchise systems. The use of an Offering Circular is no
guarantee that the contents are truthful or accurate.

The Disclosure Statement
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RECEIVING DISCLOSURE DOCUMENTS
Before learning how to use disclosure documents, it is necessary
to touch upon whether you will always be able to use these
important tools. Not all opportunities to start your own business
will technically qualify as legally-constituted franchises or busi-
ness opportunities.

Whether you are, or should be, provided with disclosure
documents is determined by state and federal law and lies main-
ly in the definition of a franchise or a business opportunity. The
analysis of whether a particular business arrangement is a fran-
chise or a business opportunity can be a complicated one.
Because it may require professional assistance, a good practice
at the beginning of your search is to refrain from buying any
type of business opportunity unless disclosure documents are
provided, or you have received a professional opinion that they
are not required.

If a franchisor or seller of a plan does not voluntarily provide
a disclosure document, you have every right to be suspicious. If
one is not provided, ask for one. If one is not provided in answer
to your request, then it might be time to look for another oppor-
tunity or seek professional advice. In no event should you pay any
money or sign any contracts unless you have been provided with
disclosure documents. 

Always get the disclosure documents!

When to Receive Disclosure Documents
Assuming the franchisor or seller has disclosure documents to
provide, the next question is when are you entitled to receive
them. According to the FTC Rule, a franchisor is required to pro-
vide disclosure documents at the first personal meeting (that is, a
face-to-face meeting) or ten business days before you sign a con-
tract or tender any money to the franchisor, whichever is sooner.
In other words, if you have a face-to-face meeting with a fran-
chisor more than ten business days before paying any money or
entering into a contract, you should be provided with disclosure
documents at the time of that first meeting. If, for some reason,
you do not have a face-to-face meeting with the franchisor (this
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is not a recommended practice) and still want to purchase the
franchise or opportunity, the law requires that you be provided
with the disclosure documents at least ten business days before
entering into a contract or paying any money to a franchisor.

Under many of the state franchise laws, only the ten business
day requirement exists. The first personal meeting requirement is
found in the FTC Rule. However, because the FTC Rule applies to
almost all franchise or business opportunity transactions in most
states, franchise purchasers may expect disclosure documents to
be provided at the time of the first personal meeting if it takes
place more than ten business days before the date of purchase.

Most franchise companies, however, routinely provide dis-
closure documents upon any form of initial contact, whether by
mail, phone, on a website, or in person. Some even pre-screen
franchise candidates by mail, requesting qualifying financial and
personal background information, before incurring the expense
of mailing franchise disclosure documents. It is the unusual situ-
ation when disclosure documents are not forthcoming, but when
it happens, a franchise purchaser needs to be on highest alert.

Failure to Provide Disclosure Documents
The timing of the presentation of the disclosure documents is
important for two reasons. First, so you are given sufficient time
to review the documents (and have an attorney and an account-
ant review them) before you make your purchasing decision.
Second, if the disclosures are not presented at the required time
and your opportunity goes sour, you may be able to use this in
court to get out of the arrangement and have your money
refunded. Obviously, both of these considerations are important.

Because the disclosures contained in the Offering Circular
are essential to the purpose of the franchise laws to enable
informed buyers to make informed decisions, severe penalties
may be imposed on franchise or business opportunity sellers
who fail to provide them on time. Federal and state officials may
be able to impose fines, and under some state laws, franchise
purchasers may rescind the transaction, receiving back their
investment and recovering any damage they may have suffered.
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It should be noted again that in some states, the disclosure
documents are required to be registered either with the state
Attorney General or Securities Administrator. The FTC does not
require registration of franchise disclosure documents. To make
certain that the franchisor is dealing with you properly, a call to
the state Attorney General or Securities Administrator (in those
states requiring registration) may be helpful. (A list of states requir-
ing registration, along with the addresses and telephone numbers
of the various state administrators, appears in Chapter 4.)

If the franchisor is not registered and has dealt with you in
a state that requires registration, you can be sure that the
Attorney General or Securities Administrator would be most
interested in this noncompliance with state law. Since registra-
tion (in selected states) is one of the most basic canons of sell-
ing a franchise, a franchisor’s failure to register clearly raises a
red flag. It is a sure sign that you should proceed with caution.
Although failure to register may be an honest oversight, good
franchisors seldom fail to register when required.

CRITICISM OF REGISTRATION
The registration process has been hailed by some and cursed by
others. The concept arose during the heyday of consumerism in
response to the aforementioned wave of fraudulent practices. At
the time, franchise registration was viewed as a first defense
against franchise sale abuses, and to some degree this has been
achieved. Others, however, view registration as an unnecessary
government intrusion in the affairs of business.

The primary criticism leveled against the system of franchise
registration is its lack of uniformity. Franchisors complain that
the system adds to the expense of selling franchises without
providing any commensurate benefit to franchise buyers. They
believe disclosure alone would provide the essential information
and offer less government interference.

After adopting stringent franchise registration laws, a few
states have backed off from their original programs. Notably,
Michigan and Wisconsin have modified their laws significantly.
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They still require a limited form of registration, but both states
have dropped cumbersome review processes that franchisors
believe resulted in unnecessary delays. Illinois has also eased its
law. Whether franchise buyers in these states are in greater jeop-
ardy as a result of the change is yet to be seen. However, an
awareness of this trend will keep the future franchise purchaser
alert to the shifting sands of franchise regulation.

ANALYZING THE DISCLOSURE DOCUMENTS
Disclosure documents must be current. Check the Offering
Circular carefully to be sure it has been prepared within the last
year. Registration states require annual updates and the FTC’s
format of disclosure calls for information no older than one
year. Never make your purchasing decision on the basis of a dis-
closure document that is more than one year old. In addition,
franchisors are compelled to disclose material changes during
any interim periods. Although not required, nothing prevents
the astute franchise buyer from requesting more up-to-date
information when it seems pertinent.

Before you start reading the disclosure documents provided,
approach your review with a critical eye. Be prepared to do more
than just read. Analyze, take notes, develop a system to compare
this Offering Circular to others you will review, and be critical.
Constantly ask questions like: What will I receive for my invest-
ment? What is this company offering that I can’t do on my own?

Also question the truth of what you read. Although disclo-
sure documents are required to be accurate, keep in mind that
they are also a marketing tool for the franchise company. Even
with the tight requirements of the mandated disclosure formats,
there is room for marketing exaggerations.

Do not make the mistake of believing that the disclosures
are accurate just because it is required by federal or state gov-
ernments or because the franchise company is registered with a
particular state. In fact, many states and the FTC require a dis-
claimer be placed on the cover sheet of the Offering Circular
indicating that it has NOT been reviewed by government agen-
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cies and that you should not take the requirement of registration
or disclosure to mean that it has been reviewed.

State franchise examiners concentrate mainly on technical
compliance with their state law’s requirements rather than con-
ducting a background check on the franchisor and its officers.
The examiners do very little to determine if the contents of the
Offering Circular are accurate. Unless the franchise company has
become known in another state for past fraudulent activities, an
examiner is unlikely to uncover the bad apples.

The statements and representations made in the disclosure
documents are required by law to be accurate and to fully dis-
close the material terms of all issues affecting your purchase.
Nevertheless, it is sometimes difficult to test the accuracy of the
statements despite a thorough investigation of the company and
the franchise opportunity. Unfortunately, sometimes it is not until
after the purchase that the misrepresentations or inaccuracies
surface. While it is sometimes difficult to prevent this, a careful
investigation will usually reveal some telltale signs. You may
learn that although the company has a long history, franchises
were not offered until recently; that the founder of the company
exited on his golden parachute, leaving the franchise system in
inexperienced hands; or, that the trademark is in jeopardy due to
its similarity to a competitor’s. Staying vigilant and maintaining a
healthy skepticism will help you avoid a fatal mistake.

Becoming familiar with the general structure of the Offering
Circular will help you analyze the disclosures. Most disclosure
documents are set up the same way. They must have a table of
contents, approximately twenty-two disclosure items, and a
number of attachments. The attachments should include a copy
of the franchise agreement you will be required to sign, as well
as any ancillary agreements, financial statements regarding the
franchisor’s net worth, and a list of all franchisees. (For exam-
ples of key sections of a sample Offering Circular and a typi-
cal Franchise Agreement, see Appendices A and B.)
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FORMAT
There are two basic disclosure formats used by franchisors—the
FTC format and the Uniform Franchise Offering Circular for-
mat. The Uniform Franchise Offering Circular (UFOC) is the
most widely used franchise disclosure format. Developed by the
North American Securities Administrators’ Association in the
mid-1970’s, the UFOC format is generally accepted by most
states and the FTC (the FTC allows the UFOC format to be used
in lieu of the FTC format). In fact, the UFOC format has become
so widely accepted by the registration states that the FTC format
has fallen into disfavor and is rarely used. Since most, if not all,
Offering Circulars you will see are be prepared under the UFOC
format, many of the comments and examples that follow will
focus on the UFOC format. The sample Offering Circular sec-
tions in Appendix A was prepared in the UFOC format.

Although you may be intimidated by the length of the fran-
chise disclosure documents, reading them from cover-to-cover is
an absolute must. You must ask yourself at this point: If I am
not willing to read and digest this information, should I be run-
ning a new business? 

This is a question only you can answer. It is important for
you to understand the disclosure documents, the franchise agree-
ment, the nature of the business, and the duties imposed on you
and the franchisor, so you can discuss it intelligently with your
attorney or professional advisor. If you are asking yourself if you
should read all of this, the answer is an unequivocal—YES.

Thanks to the North American Securities Administrators
Association (NASAA), the UFOC is now easier to read. The 1993
revisions to the UFOC Guidelines stipulated that Offering
Circulars must now be prepared in plain English. All legal
antiques like whereas, hereinafter, and including but not limited
to have been banished. In addition, NASAA has prescribed the
use of tables and charts instead of lengthy and confusing disser-
tations on the legalities of the franchise agreement. NASAA’s
effort was to produce a leaner, but more informative Offering
Circular. (See Items 6, 7, 9, and 17 of the sample UFOC in
Appendix A for examples of information presented in chart and
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table formats.) The plain English format, however, requires that
you carefully and thoroughly read the franchise agreement itself.

CONTENTS
Now that you are ready to read the Offering Circular, you
should review some of the basic elements. As you look over the
Table of Contents, you will see a number of important items that
should attract your attention. The labels themselves should draw
your attention. A typical Table of Contents found in a Uniform
Franchise Offering Circular is as follows.

ITEM 1—The Franchisor, Its Predecessors, and Affiliates
ITEM 2—Business Experience
ITEM 3—Litigation
ITEM 4—Bankruptcy
ITEM 5—Initial Franchise Fee
ITEM 6—Other Fees
ITEM 7—Initial Investment
ITEM 8—Restrictions on Sources of Products and Services
ITEM 9—Franchisee’s Obligations
ITEM 10—Financing
ITEM 11—Franchisor’s Obligations
ITEM 12—Territory
ITEM 13—Trademarks
ITEM 14—Patents, Copyrights, and Proprietary Information
ITEM 15—Obligation to Participate in the Actual Operation

of the Franchise Business
ITEM 16—Restrictions on What the Franchisee may Sell
ITEM 17—Renewal, Termination, Transfer, and Dispute

Resolution
ITEM 18—Public Figures
ITEM 19—Earnings Claims
ITEM 20—List of Outlets
ITEM 21—Financial Statements
ITEM 22—Contracts
ITEM 23—Receipt
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(Some of the items are discussed in the remainder of this chap-
ter, while others are discussed in greater detail later in the book.)

Item 1
Item 1 addresses the background of the franchise company.
Although Chapter 9 is devoted exclusively to this topic, here is
where you can begin to evaluate the stability of the franchisor
and one of the most important attributes to review. Ask yourself
the following questions.

• How long has the company been in operation?
• Did the founders initially run a business that spawned

the franchising network?
• Have there been any predecessor companies and why

were changes made?
• What affiliated companies exist and what purpose do

they serve in relation to the franchise operation?
• How long has the company offered franchises?

The answer to these questions can usually be found in the
important first few pages of the document. Note any unan-
swered questions and be sure to get the answers.

Item 2
The information in Item 2 allows you to continue your analysis
of the company’s stability. Here you will get a general idea of
how stable the franchise organization is and you will find infor-
mation about the officers and directors. Although the UFOC for-
mat calls for only five years of background information on the
officers and directors, it will provide the essence of their work
history and allow you to gauge the stability of the core group of
executives. These are the people you are trusting with your
business future. Check them out and make sure you are satis-
fied with their experience and length of service with the com-
pany. Again, do not blindly accept everything you read. You
must conduct a critical review to protect your interests.
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Items 3 and 4
Items 3 and 4, which disclose the litigation and bankruptcy
history of the franchisor and its principal officers, must be
thoroughly reviewed. Of course, the shorter the disclosures in
this area the better. A long bankruptcy history is not a positive
sign. On the other hand, disclosed litigation, while an important
item to review, does not necessarily indicate instability. It may,
however, indicate other problems in the franchise system. 

The reason litigation in and of itself is not always a negative
sign is that operating a franchise system unfortunately spawns
disagreement and sometimes disputes. Not everyone is successful
and not all franchisees are prosperous. Franchise litigation can be
a two-way street. Look over this item carefully to understand the
nature of the dispute before jumping to any conclusions.

You may want to contact a franchisee involved in a lawsuit
with the franchisor. They may be willing to tell you things about
the franchisor you would not learn elsewhere. Before you write
off the franchisor, keep in mind that there are generally two
sides to a story. The franchisor should be given equal time to
respond to the disgruntled franchisee’s perception of events.

Items 5–7
Items 5, 6, and 7 give information on the franchise fee, startup
costs, and other related costs. In essence, these three items will
indicate your total monetary investment. Although this is a good
place to start assessing your financial commitment, you should
continue to investigate this aspect of your franchise investment
throughout your search. Questioning existing franchisees, espe-
cially the more recent ones, is a good way to check the fran-
chisor’s estimates of costs. This is an important area and the point
where you need to re-evaluate your financial resources to make
sure you have the appropriate capital to begin your venture.

The franchise fee is the first item you will encounter. Most
franchise companies charge an initial fee for your franchise
rights. The fee is primarily to compensate the franchisor for its
expenses, costs, and the sale of its experience and know-how.
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The savvy franchise purchaser will compare one franchisor’s
franchise fee to another’s and assess the value of any difference.
Focus mainly on the overall investment and the projected return.

If you think about the franchise fee from your point of view
as a prospective franchisee, it is the fee you pay for the privi-
lege of doing business under a certain name and style for a
period of years. In determining whether or not the fee is rea-
sonable, think about how many years it will take to earn it back
out of your profits. Your accountant, if experienced in the fran-
chise field, can give you rules of thumb about how long it
should take to amortize a franchise fee.

In addition to the franchise fee, the franchisor should dis-
close estimates for rent or real estate costs, insurance require-
ments and costs, construction or build-out costs, start-up
inventory, and other related expenditures to set up your opera-
tion. Another area for comparison is the ongoing royalty fee.
Most franchise companies charge a continuing fee, payable
weekly or monthly, that is generally based on some percentage
of gross sales or revenue. It is important to study these fees care-
fully since they all come off the bottom line.

As is the case with any new venture, one of the common pit-
falls is underestimating the amount of capital necessary to begin
your business. One of the perceived benefits of purchasing a
franchise is drawing on the experience of others in order to
avoid pitfalls. To some degree, this is true in the area of your
initial investment. However, keep in mind that except for those
fees paid directly to the company, franchisors give you estimates
of costs and expenses for all items. Each locale and location is
different‚ so be ready to adjust your bottom line to account for
local requirements and increases. It is a good idea to overesti-
mate your operating expenses. Give yourself a cushion, at least
for the first year.

Item 8
Most franchisors place restrictions on the type of products and
services a franchise outlet can purchase or acquire to outfit a unit,
stock it, and operate it. Because a franchise is a part of a uniform
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system, this is to be expected—you don’t expect to see bar signs
offering your favorite beer at Burger King. Item 8 discloses, in a
general fashion, the restrictions placed on you as a franchisee in
a uniform system. If there are restrictions on certain aspects of the
operation, such as purchasing food products, equipment, elec-
tronics, services, fixtures, supplies, and advertising materials from
the franchisor or its approved suppliers or only in accord with the
franchisor’s specifications, you should find them in Item 8—
Restrictions on the Sources of Product and Services. 

In addition, this Item should tell you what percentage of the
restricted-source items bear to your overall purchases, whether
the franchisor has negotiated any special deals with suppliers
(that benefit it or you as a potential franchisee), and whether
any procedure exists to go outside of the restricted-source pur-
chasing system. In reviewing this section you should be alert to
the possibility that restricted-source purchasing may mean that
a franchisor can establish a virtual monopoly in the restricted-
source product. Look for an alternative procedure and question
existing franchisees about the franchise systems practices and
fairness in this area. (See discussion of Item 20 to find out how
to contact existing franchisees.)

Items 9 and 11
The disclosure documents should also explain in great detail the
obligations imposed upon the franchisor as well as those
imposed upon you, the franchisee. It is customary to set forth
these obligations in separate provisions, Items 9 and 11. Some
typical obligations imposed on the franchisor include:

• training;
• help finding a location;
• ongoing consultation to help you in the operation

beyond the initial stages;
• protecting the integrity of the trademark;
• supplying any necessary products or pertinent services;
• providing sales manuals and aids; and,
• coordinating of regional and/or national advertising.
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Training
Training is one of the essential reasons for joining a franchise
system. Items 9 and 11 both discuss training, with Item 9 talk-
ing about training from the franchisee’s viewpoint. Some of the
points about training you should look for include:

• required terms of mandatory or voluntary attendance;
• cost that must be handled by the franchisee;
• length of the training program; and,
• location of training program.

Item 11 tells you about the franchisor’s training obliga-
tions. While some of the information duplicates that in Item 9,
additional information is provided. Look for the names, expe-
rience, and background of the franchisor’s training personnel
and a complete outline of the training program. (Some fran-
chisors set out detailed training information in an exhibit to
the Offering Circular. The sample UFOC in Appendix A
reflects this practice.) The training outline is required to set
out the subjects covered, where they are taught (classroom or
on-the-job), and the time devoted to each subject. Study these
sections of the UFOC carefully and inquire further if you are
unclear about anything to do with the training program. If
possible, find out if any training classes are in progress dur-
ing your visit and if you can briefly attend a class. This first-
hand experience may pay great dividends.

The training program is your first opportunity beyond the
sales experience to begin evaluating the franchisor’s perform-
ance. A training disaster is an ominous sign. Use the tools pro-
vided to assess the quality of the training program in advance of
your purchase. The quality of the training program is your win-
dow on the future performance of the franchise system.

Additional Obligations
In addition to mandatory training, other requirements imposed
upon the franchisee may include:

• monthly accounting to the franchisor;
• paying of royalties;
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• contributing to advertising funds;
• operating in accordance with the franchisor’s manual;
• maintaining certain business hours; and,
• in certain situations, taking on new products or pro-

viding additional services as dictated by the franchisor.

It is important for you to understand what the franchisor
promises to do and more importantly, not do. Franchise agree-
ments can be craftily worded so that future help from the fran-
chisor is mentioned, but not required. This type of quasi-promise
is usually stated as: 

Franchisor may provide support services as it deems
necessary. 

Take time to distinguish between the shall and may
clauses. It will result in a much better understanding of when
the franchisor is committed to help, and what it will help with.
(To study this further, review both the sample UFOC and the
Franchise Agreement in the appendices. Note that the UFOC
Items 9 and 11 cross-reference corresponding sections of the
Franchise Agreement.)

Equally important is understanding what is required of you.
A clear picture of these obligations from the outset will work to
avoid misunderstandings and miscommunications as your rela-
tionship with the franchisor develops. Unfortunately, many fran-
chisees simply overlook some of the responsibilities imposed on
their side of the bargain.

Some of the other information you should find in the disclo-
sure documents will include the franchisors policy on renewal,
termination, trademark, and patent ownership, as well as a vari-
ety of other topics. Determine which areas are most important
and begin to consider whether negotiation is necessary.
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Item 10
Item 10 lists the financing arrangements offered by a franchisor.
Many Offering Circulars will state that no financing is available.
(However, see page 100 for more information regarding financ-
ing options beyond the Item 10 disclosure.)

Item 12
This is an important item and one that should be read carefully
both in the Offering Circular and Franchise Agreement. Item 12
outlines and defines the area or territory in which the franchisor
will allow you to operate your business. Most, if not all, fran-
chised businesses operate within a defined area—an area in
which no other franchisee in the system may be located by the
franchisor or permitted to conduct business. The territorial lim-
its protect both you and the franchisor. For you, it secures your
exclusive marketing area (or, at a minimum, keeps an opera-
tional perimeter around your location) while allowing the fran-
chisor to sell additional franchises outside of your defined area.
In more mature systems you can expect the territories to be
smaller, while in newer systems you may expect them to be
larger—this is, of course, related to the relative success of the
system and anticipated customer traffic. (For additional infor-
mation on analyzing a territorial area and the impact it may have
on your business, see Chapter 6.) 

Item 13
Item 13 discusses the trademarks, service marks, and trade
names of a franchisor that the franchisee will be licensed to use.
Think of the Golden Arches and the little Wendy’s girl in pigtails
and you’ll realize how important a trademark is to a franchise
system. The system’s trademarks embody all of its goodwill, uni-
form quality, and advertising effort.

With less well-known systems that are still building their
trademark image, it is very important to make sure the marks are
properly registered with state and federal trademark offices.
From the franchisee’s viewpoint, it is crucial that the franchisor
have its trademarks and service marks registered with the United
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States Patent and Trademark Office’s Principal Register. If the
franchisor has not obtained this essential trademark protection
and status, the system has not taken the steps needed to protect
its marks. This could ultimately render your license to use the
marks useless, since outsiders may lay claim to a prior use of the
trademark and prevent the franchise system from continuing to
use the marks.

Also review Item 13 to determine if any challenge to the
franchisor’s marks exists. If a third party claims an earlier supe-
rior right and openly challenges the franchisor’s rights to the
marks, this must be disclosed. Naturally, if the dispute is
resolved in favor of the third party, the system’s identifying
trademarks could be stripped away. Analyzing the status of the
franchisor’s trademarks and any challenges to the marks is one
area where professional assistance is essential. Do not overlook
this crucial area of your franchise purchase.

Items 14–16
Items 14, 15, and 16 focus on patents and copyrights, obligation
to participate in the actual operation of the franchise business,
and restrictions on what a franchisee may sell. We deal with
them together here because most Offering Circulars devote only
a small amount of space to these three items.

Item 14 generally outlines the intellectual property that a
franchisor intends to loan or license to franchisees. Unless the
subject of the franchised business involves specialized technol-
ogy or equipment, you will not see much information about
patents. Nevertheless, if the franchise offering involves the use
of special equipment and technology protected by a patent, the
franchisor is required to disclose all salient information, includ-
ing any registration numbers with the U.S. Patent and Trademark
Office. With the upswing in computer technology and technol-
ogy-based businesses, we can expect to see more businesses
centered on patented products and systems. If you encounter a
franchise system that has a patented product at its core, it may
be wise to consult with a patent attorney in addition to the other
professional assistance you may require.
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Copyrights and proprietary information generally refer to
written information such as operating manuals, recipes, com-
puter programs, and the like, developed by owned by a fran-
chisor. Advertising materials, marketing plans, and other
promotional items may also be subject to a franchisor’s claim of
ownership. The essence of discussing these points in Item 14 is
usually to inform you that the franchisor owns these items, is
licensing them to you for a limited purpose (use in the franchise
business), and expects you to stop using them if the relationship
is terminated. Because copyrights are easily protected by the
common law doctrine of first use—first right and may not be
registered with the state or federal government, you must largely
rely on the franchisor’s representation that the information is
proprietary to its system.

Item 15 tells you whether you are required to be the sole
on-site manager of the business or whether you can operate as
an absentee-owner, hiring a manager to run the show for you.
Not surprisingly, this greatly depends on the nature of the busi-
ness. Some franchise systems expect franchisees to be on-site
“mom and pop” operators, while others look for big-time
(wealthy) operators running multiple locations with an army of
managers. For instance, operators in the quick-print business
tend to be sole-location franchisees while hotel-motel fran-
chisees, fast food franchisees, and casual dining franchisees may
operate statewide or multi-state enterprises. If the system allows
absentee-ownership, managers are usually required to under-
take the same training as the owner and be approved or certi-
fied by the franchisor.

Item 16 means just what its title suggests—it discloses the
restrictions on what a franchisee may sell. Quite simply, if the
franchise system is a tire shop, you may not be allowed to sell
ice cream. Other than the obvious statement about the signature
product or service that makes up the franchise business, Item 16
will customarily indicate that you will not be permitted to sell,
offer, or distribute any goods or services that are not specifically
approved by the franchisor.
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Item 17
Item 17 appears in the form of a multi-column table outlining
the various aspects of termination and renewal of the franchise
agreement, as well as transfer rights and the dispute resolution
process. According to NASAA, tables like the one found in Item 17
were designed to aid understanding of the somewhat complex
legal provisions controlling these areas. Whether the Item 17
table has accomplished NASAA’s goal is a matter of debate, but
the table does provide brief descriptions of the pertinent areas
in summary form and guides you to the relevant sections of the
franchise agreement. 

Unfortunately, reading the table alone can be confusing and
you are advised to locate the sections in the franchise agreement
for a complete understanding. In the end, the Item 17 table is
just a roadmap that directs you to the somewhat complex legal
provisions of the relevant sections of the franchise agreement
that NASAA sought to simplify. (To assist in understanding the
complexities surrounding termination, renewal, transfer, and
dispute resolution, see the extended discussion of these Item 17
topics in Chapter 12.)

Item 18
This item was originally conceived to separate the wheat from
the chafe. Early franchise systems used celebrities to sell fran-
chises and it was thought that purchasers might incorrectly
believe that the celebrities owned some or all of the franchise
system. Although franchise systems have generally spurned this
marketing practice, Item 18 remains and requires franchisors to
disclose the relationship a public figure might have with the
company—whether they are just a marketing person paid to
endorse the system or maintain an ownership interest.

Item 19
Item 19 deals with earnings claims—representations made to
you, verbally or in writing, about how much you can expect
to make in the franchise business. This is such an important
item that we have devoted an entire chapter to it. (See
Chapter 11 for more details.)
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Item 20
Another important topic, Item 20, contains must-read informa-
tion. Briefly, Item 20 gives you a bird’s eye view of the existing
franchise system by providing a list of all existing franchisees,
along with their locations and phone numbers (usually as an
attachment to the circular—see the Attachments section later in
this chapter for more information); the recent history of termi-
nations, transfers, closings, renewals, and re-acquisitions by the
franchisor (last three fiscal years); as well as information on any
company-operated outlets. All of the information (except the list
of existing franchisees) is presented in table form. In addition,
the table labeled “Franchise Store Status Summary” should pro-
vide the name, address, and telephone of any former franchisee
that has left the system during the last twelve months. Finally,
Item 20 contains a table that displays the system’s projected
openings for the next fiscal year. (In Chapter 10, we explain how
to use this information effectively.)

Items 21–23
These three items—Items 21, 22, and 23—generally appear in a
very abbreviated fashion in the Offering Circular. 

Item 21 points to an attachment of the system’s audited
financial statements for the last two fiscal years. Unaudited
financial statements are permitted under very limited circum-
stances and are an immediate sign of a new start-up operation.
(More information on financial statements and their review is
found later in the Attachments section and throughout the
course of this book.)

Item 22 briefly identifies the legal agreements you are
required to sign to become a franchisee and refers you to the
full document. The entire document(s) must be attached to the
Offering Circular, and as we note in Chapters 7 and 12, should
be thoroughly reviewed with the assistance of professionals.

Item 23 also points to an attachment. Simply called the
Receipt, this document is the written proof of your receipt of the
required Offering Circular on a specific date. Because the pro-
vision of the Offering Circular to potential franchisees and the
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actual the timing of disclosure are some of the technical matters
franchisors must concern themselves with, written proof of
receipt is imperative. The receipt should be provided in dupli-
cate so that both parties have a copy. You are advised to make
a copy of the receipt as returned to the franchise company and
keep it as part of your business records—if you are required to
mount a legal challenge to the franchise sale later, this could
prove to be a very valuable document.

Attachments
A number of important attachments should accompany the dis-
closure documents. The three main items are: 

1) audited financial statements of the franchisor’s corpo-
ration or business organization;

2) the franchise agreement you will be required to sign;
and,

3) a list of franchisees within the franchisor’s system. 

Each attachment is worthy of careful study. (The sample
UFOC in Appendix A references all of these attachments and
Appendix B contains a sample of the most essential clauses of
a Franchise Agreement.)

The financial statements should be reviewed by an accountant
to determine its accuracy and to give you a financial picture of the
franchisor’s stability. The financial statements must be audited and
the UFOC guidelines require franchisors to provide the last two to
three years of statements. The audit requirement means the state-
ments must bear the signature and approval of a certified public
accountant who is placing his or her own professional liability on
the line. Only interim financial statements (those produced
between fiscal years) are permitted to be unaudited.

Even if your eyes glaze over when confronted with endless
columns of numbers, financial statements can be a reliable
source of additional information not required in the narrative
portion of the UFOC. 
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NOTE: Financial Statements are audited by certified public account-
ants—disinterested third party professionals with licenses to pro-
tect. Audited financial statements are presumed to be more reliable
than those that are unaudited.

First, read the auditor’s or accountant’s cover statement
(called the Auditor’s Report). Usually one page, the report tells
you whether the accountant is providing an unqualified
endorsement of what the financial statements purport to repre-
sent or if issues arose during the audit requiring him or her to
withhold that opinion. The auditor’s opinion must be issued in
accordance with generally accepted accounting principles, or
GAAP for short. These principles are established by the account-
ing profession to guide all accountants when rendering opinions
and employing accepted methodology.

The rules established under GAAP differ from the guidelines
governing the creation of the UFOC document. Because of this,
different categories of information are dealt with under each set
of rules. For instance, nonfranchise litigation may be disclosed
in the financial statements, but not in the Item 3 Litigation sec-
tion of the UFOC. Use the financial statements to uncover addi-
tional information.

Another area of the financial statements that should be
explored is the “Notes” section that expands on and explain cer-
tain numerical entries. Auditors add notes in situations where
they do not want readers to be misled or where they feel that
some further explanation is required. Normally, the blemishes
(those items that the company would prefer not to discuss) are
found in the Notes section. Special arrangements between the
officers/owners and the company itself are revealed and signifi-
cant litigation that the auditors think may create unknown finan-
cial risks is disclosed. Reading past the incomprehensible
numbers may prove to be very useful.

Although not required, the franchisor’s financial statements
might separate out the financial results for company-owned
franchise units (if any). This item deserves scrutiny and may be
the only information in the UFOC regarding the income poten-
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tial of the unit you are thinking of buying.The two other attach-
ments, the franchise agreement and the list of franchisees, are
discussed in Chapters 12 and 10 respectively.

NOTE: The importance of obtaining disclosure documents—making
certain they are current and reviewing them with professional assis-
tance—cannot be over-emphasized. Remember, this may be your only
chance to thoroughly explore a franchise opportunity before investing
a substantial sum.
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Once you have found a franchise (or more than one) that seems
promising, and you have looked over the disclosure documents,
it is time to address the central issue of whether the proposed
investment is worthwhile in economic terms. When evaluating a
franchise investment, it is extremely important to test its finan-
cial possibilities by formulating financial projections for at least
the first few years of ownership.

CASH FLOW PROJECTIONS
Set up a spreadsheet analysis of cash flow for a period of three
years starting on the date you estimate your new business will
open. This is not as difficult as it may sound, and is similar to set-
ting up a household budget. See Table 1–Cash Flow Projections
for a sample form (p.60).

Financial Feasibility
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Table 1: CASH FLOW PROJECTIONS
Year 1 Year 2 Year 3

INCOME
revenue—sales _____ _____ _____
revenue—services _____ _____ _____
other revenue _____ _____ _____
Total Revenue _____ _____ _____
(Cost of Goods Sold) _____ _____ _____
Gross Profit _____ _____ _____
EXPENSES
Selling Exp.:
shipping _____ _____ _____
advertising _____ _____ _____
miscellaneous _____ _____ _____
Total Selling Exp. _____ _____ _____
Franchise Exp.:
franchise fee _____ _____ _____
advertising _____ _____ _____
royalties _____ _____ _____
franchisee assn. _____ _____ _____
Total Franchise Exp. _____ _____ _____
Operating Exp.:
rent _____ _____ _____
payroll _____ _____ _____
payroll tax _____ _____ _____
disability ins. _____ _____ _____
workers’ comp. _____ _____ _____
office supplies _____ _____ _____
tech support _____ _____ _____
telephone _____ _____ _____
utilities _____ _____ _____
postage _____ _____ _____
equip. rental _____ _____ _____
travel/entertainment _____ _____ _____
cleaning service _____ _____ _____
prop. & cas. ins. _____ _____ _____
acc./bookkeeping _____ _____ _____
miscellaneous. _____ _____ _____
Total Operating Exp. _____ _____ _____
Total Expenses _____ _____ _____
NET CASH FLOW _____ _____ _____



Enter the expenses on your spreadsheet by using the costs
and expenses provided by the franchisor in Items 5, 6, and 7 of
the UFOC. If, however, the numbers provided are only the fran-
chisor’s estimates of costs that will be payable to others, you
should do your own research and make any necessary modifi-
cation. For example, the franchisor may provide an estimate for
rent based on the average rents for its franchise units across the
country, but if you are thinking of buying a unit in a major met-
ropolitan area, the rent will probably be higher. Also, don’t for-
get that costs of operation will rise each year with the rate of
inflation, so estimates for the second and third year should reflect
those increases. 

You can find out other costs by simply making a few phone
calls. For example, an insurance broker will tell you the approx-
imate annual cost of property, casualty, workers’ compensation,
and disability insurance. Local utility companies will give you
fairly accurate estimates of their costs based on the amount of
space you are projected to occupy.

The only way to project revenues (how much money you
expect your franchise to bring in) is to question existing fran-
chisees (see Chapter 10, Investigating Existing Franchisees) and
to take into account any earnings claims (see Chapter 11,
Earnings Claims) made by the franchisor. Carefully evaluate the
franchisor’s presentation of the facts and assumptions underlying
such earnings claims.

In formulating your projections, you will find it necessary to
assume that certain facts are true. The rule on such assumptions is
that they should be as reasonable as possible under the circum-
stances. Many businesspeople and accountants prefer to prepare
three sets of cash flow projections: a best case scenario, a worst
case scenario, and an expected case scenario. In this way, one can
analyze the results based on differing sets of assumptions. 

For example, if your unit must be built and fixtured before
opening, the results of your projections may differ substantially
if you open when expected or not until two months later than
expected. By examining the results under these three different
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sets of assumptions, a fuller picture develops of the most likely
result based on current information.

After you finish, discuss the projections you prepared with
your accountant. An experienced accountant can often tell you
how reasonable or unreasonable your assumptions are and can
provide a wealth of information regarding expected income and
expenses. He or she can also tell you whether the franchise fee
is reasonable and most importantly, whether the return on your
investment will be enough given the risk and labor involved.

TERRITORIAL LIMITATIONS 
AND DEMOGRAPHIC RESEARCH
Franchise offerings are typically limited to a geographical area—
a county, city, town or, for the more mature franchises, a circu-
lar area with a diameter measured in miles or city blocks. Your
franchise fee gives you the right to do business as the only fran-
chise unit in the specific geographic area. Having this right brings
up several issues.

1. Does the area have a large enough consumer popula-
tion to support the franchise?

2. How many similiar franchise units compete for busi-
ness in the greater surrounding area and is there
enough population in this greater area to support them
all?

3. Is the area growing in terms of consumer population?
4. Can you identify demographic trends that will tend to

increase or decrease future business? (e.g., if the fran-
chise is a fast food restaurant, more two-income fami-
lies in an area tends to increase eating out at fast food
restaurants.)

These types of issues may be researched. Many towns and
counties maintain Internet websites with loads of information on
their areas and facilities. The United States Department of
Commerce site has census information regarding most counties
in the United States, and many state and other government agen-

62 how to buy a franchise



cies will supply demographic information on smaller territories.
By examining past rates of growth in population and competitive
businesses, you can project growth rates into the future.
Remember that although you will be a part of a national fran-
chise enterprise, your own business and livelihood will be local.
It is important to do a thorough inspection of the area, identify
the competition (both your fellow franchisees and outside com-
peting businesses), and find out as much about them as possible.

VISIT THE FRANCHISOR
After you read the disclosure materials and do your financial
and demographic analyses, if you are still interested in the pro-
posed purchase, it is prudent to schedule a lengthy visit to the
franchisor’s business headquarters. The franchisor is not only
selling you a business, but is also the leader of the franchise
family you are interested in joining. The health and future of the
franchisor is of prime concern to you. 

Spend at least two days visiting the franchisor, at a time
when you can speak to all of the officers, particularly the chief
executive officer (CEO), the chief financial officer (CFO), and
the heads of operations, marketing, and advertising. The CEO is
the person with the strategic vision for the future of the com-
pany, while the CFO is in charge of the company’s financial
infrastructure. The heads of operations, marketing, and adver-
tising are in charge of those areas that are most important to
franchisees. Engage them in conversation and take the opportu-
nity to ask any questions that remain unanswered.

As previously stated, it is a good idea to attend a training
program in order to better assess its effectiveness. The quality of
the training program is your window into the future perfor-
mance of the franchise system.

Keep in mind during your visit that this is the team you may
want to join. Try to assess whether the franchisor’s goals are to
build a business over the long term or simply to sell as many
units as possible, and whether the various members of the team
will help your business flourish.
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New franchise buyers are better off realizing they are in unfa-
miliar, uncharted territory sooner than later. Professional assis-
tance is so important that the cover page of the FTC disclosure
document contains the following recommendation.

READ ALL OF YOUR CONTRACT CAREFULLY. BUYING A
FRANCHISE IS A COMPLICATED INVESTMENT. TAKE
YOUR TIME TO DECIDE. IF POSSIBLE, SHOW YOUR CON-
TRACT AND THIS INFORMATION TO AN ADVISOR, LIKE A
LAWYER OR AN ACCOUNTANT. IF YOU FIND ANYTHING
YOU THINK MAY BE WRONG OR ANYTHING IMPORTANT
THAT HAS BEEN LEFT OUT, YOU SHOULD LET US KNOW
ABOUT IT. IT MAY BE AGAINST THE LAW.

It is strongly recommend that you heed this advice. The fol-
lowing are some reasons why.

• The FTC studied the franchise sales process for many
years. It concluded that many inexperienced franchise
investors would have avoided financial ruin if they
had the benefit of professional assistance and guid-
ance. Do not make the same mistake as these early
franchise purchasers.

• Buying a franchise may well be the most important deci-
sion you ever make. Trying and failing is one thing, but
investing in a bad business proposition is simply foolish.

Professional Assistance
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• In proportion to your overall investment and the risk
of starting a new business, the cost of professional
assistance is minimal.

• Starting your own business can be a highly emotional
experience. If you are excited and eager to begin, you
may overlook some of the pitfalls and negative aspects
of the franchise you wish to purchase. This is where a
lawyer, and quite possibly an accountant, come into
the picture.

• Buying a franchise is often no more than buying a
concept. The concept may appear good in theory but
the concept is only as good as the franchisor. To prop-
erly evaluate the franchisor and the financial informa-
tion provided to you, the help of a lawyer and an
accountant may be indispensable.

• The franchisor has certainly used a lawyer and an
accountant to put the plan together. This alone should
be enough to alert you that you need the same type
of professional assistance.

• Professional assistance will help guide you through
the confusing, complex maze of state and federal fran-
chise laws, as well as complicated disclosure docu-
ments and contractual provisions.

• The disclosure document and franchise agreement
you receive from a franchisor may each range any-
where from thirty to fifty pages. The uninitiated fran-
chise-investor will not be able to properly analyze all
of the information provided.

• Ethical franchisors will advise you to obtain the serv-
ices of an attorney and an accountant. Those more
interested in sales than your well-being and would
prefer that you simply sign the document on their
terms, which you should never do without getting
professional help.

• Working with an attorney and/or accountant may
enhance your bargaining position with the franchisor.
Quite possibly, with professional assistance, you may
be able to negotiate a better deal with the franchisor
and recapture the cost of the professional fees.
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You should hire an experienced franchise attorney to review
the disclosure documents, the applicable state and federal laws,
and the franchise agreement. An accountant should review the
financial statements accompanying the disclosure documents.
You might also want to get an accountant’s advice about financ-
ing and your business plan if you intend to borrow money from
a bank to start your new venture.

An experienced accountant can give you practical advice on
what to expect financially as a franchisee—anticipated rates of
return on investment, whether the franchise fee and the length
of the franchise term are reasonable, and other business issues.
An accountant is also needed on an ongoing basis to deal with
the myriad federal, state, and local taxes, payroll deductions for
unemployment and disability, and the preparation of annual
financial statements.

Entering into a relationship with a franchisor is like taking
on a new partner or entering into a marriage—you should try to
get to know your partner as much as possible before you leap
into the decision. With professional assistance before you buy a
franchise, the likelihood of failure is diminished.

FINDING THE HELP YOU NEED
Finding the right attorney and accountant for your franchising
search—and ongoing operation—is important. You would not
go to a general practitioner for a heart transplant and you should
not use the lawyer who did your divorce to help you enter into
a complicated business transaction. Legal practice in the securi-
ties or franchise area is highly specialized.

The American Bar Association’s Forum on Franchising is a
special committee of attorneys that regularly practice in the fran-
chising field. The Forum on Franchising conducts sophisticated
seminars attended mainly by lawyers who devote their practices
to franchising and distribution law matters in order to keep cur-
rent on all of the latest legal trends and issues confronting fran-
chisors and franchisees. The Forum publishes a list of its members
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that is geographically indexed. Using a Forum lawyer will put you
in touch with a specialist in the franchise legal world.

For the latest copy of the directory, write or contact the
Forum on Franchising staff at:

American Bar Association Forum on Franchising
ABA Service Center
800-285-2221
www.abanet.org/forums/franchising/home.html

To find an accountant, ask other franchisees for a recom-
mendation. (Accountants often specialize in a given business
activity, so your best sources of referral are others in the same
business.)

If you do not have an existing relationship with a lawyer
and/or accountant, some of the following tips may be of help.

• If you know a lawyer who is not experienced in the
franchise field, ask him or her to recommend a lawyer
who has the experience.

• If you know an accountant but not a lawyer—or vice
versa—ask for a professional referral. This is often the
best way to get the right person.

Once you receive the correct referrals, do the following.
• Set an appointment before you begin the selection

process. The advisors may have additional investiga-
tory aids or guidelines for you to follow. In addition,
they may have some experience with or background
information on the specific franchise opportunities
that you intend to pursue.

• During the initial meeting, make sure you get a clear
explanation of the professional service to be rendered
as well as the fees that will be charged for the service.
Ask for a written fee agreement.

• Always follow your advisors’ guidelines. But do not
overlook the need to control certain aspects of the
professional relationship (and keep down the legal
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and accounting fees) by first doing your homework.
For example, you may want to establish an efficient
procedure as to when to bring disclosure documents
in for review, what to do in advance of the profession-
al review, etc.

• If you select a few franchise areas that are of interest,
carefully review each Offering Circular and franchise
agreement before you submit it to your advisor for
review. As you review, jot down your areas of concern
and give them to your advisor so that he or she may
keep them in mind during their review.

• When your advisor has finished the review, be pre-
pared to discuss the documents, why the franchise
interests you, why you believe this may be the right
one for you, and so on.

The professional is there to advise, not decide for you. While
your lawyer will provide valuable legal and business advice, the
final decision is yours, and you must be prepared to make it.
After weighing all of the pluses and minuses, select the franchise
that offers the best deal, suits your background, is affordable,
and offers the kind of help you want.

When you are planning to spend thousands of dollars on a
franchise, working with a lawyer and accountant is an
indispensable part of the transaction. Choosing the right team
and using them wisely and efficiently is equally important.
However, keep in mind that only you can select the franchise
that is right for you.
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Selling a franchising concept is similar to selling any other
product or service. Franchisors use their own salespeople and
business brokerage firms to sell their franchises nationally. Your
first encounter with the franchisor might be through a salesper-
son or broker. Keep in mind that they are sales people, hired
or commissioned by the franchisor. Just like any other salesper-
son, their job is to persuade you to buy what they are selling.
You may hear a lot of sales talk and an emotional pitch
designed to encourage you to get started in your own business
immediately. If this happens, be careful: overselling a franchise
concept may signal a weak system—one that is desperate to sell
franchises to anyone with a heartbeat.

The best franchises sell themselves. Sales people offering the
better systems will want you to thoroughly investigate the offer-
ing and compare it the competition. Look for these signals. If
they are not present, perhaps you need to find another franchise.

Many sales people are well-versed in the art of flattery, telling
you that you are a great entrepreneur, that you have the right stuff,
and that the sooner you get started the more money you will
make. The information provided in these sales presentations is the
least important you will obtain during the entire sales process. It is
sales talk. The hard core information upon which you should base

Franchise Salespeople
and Brokers
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your purchase is found in the disclosure documents, the profes-
sional evaluation from your attorney and accountant, and your
own investigation of the franchisor’s network.

This is the time when it is especially important to remem-
ber the self-analysis you originally conducted. Remind yourself
of your strengths and weaknesses and your likes and dislikes.
They will usually ring truer than the comments of someone you
just met. Also keep your game plan in mind. It is easy to grow
too eager, too early, and make the wrong decision. You need
to consider all of the options and take your time about it.

This is not to say that all sales people, brokers, or business
brokerage firms are unprofessional or will mislead you. Just be
aware that these are people with much to gain from making a
sale. Many are on commission and may receive part of the fran-
chise fee. Once the franchise is sold, they probably will have
little to no involvement in the system’s performance. As a
result, most salespeople or brokers will have little incentive to
make sure that promises are kept. Some may exaggerate and
possibly misrepresent information, which is not permitted
under the law.

For example, the first thing you want to know—and the first
thing sales people want to tell you—is how much you are going
to earn if you buy a particular franchise. This is obviously signif-
icant information and you should never take the sales person’s
word for what you can expect to earn. Insist on proper docu-
mentation. Earnings claims must be substantiated with
documentation taken from existing franchises or some other
reliable financial source. A sales person who tells a franchise
buyer how much money he or she can expect to earn operating
a franchise, without having any reasonable basis and without
providing proper substantiating documentation in a disclosure
document, is engaging in an outright unlawful practice.

Know the people you are dealing with and understand their
motivation. This will serve you well as you continue to analyze
new franchise opportunities.
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Finally, any verbal promises made outside of the franchise
agreement are generally not enforceable. Any representation
you rely upon should be put into writing and included in the
franchise agreement. 

NOTE: If you want to be able to make a franchisor keep a promise,
make sure it is written into the franchise agreement.
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Franchising has earned a solid reputation in the business world
because of certain well-run, sophisticated franchise systems
popular with the American people. Generally speaking, the rea-
son these franchises are successful is the total commitment of
the franchisor to the excellence of the product or service and the
success of its franchisees. Franchisors with a solid history and
background are successful. Those with the success of the fran-
chisee at the cornerstone of their systems have excelled beyond
their own expectations.

On the other hand, many of franchising’s biggest disasters
have occurred when franchisors put quick riches ahead of
long-term growth and stability. A real-life example under-
scores the point.

Example:
A few years ago, a new franchise opportunity was offered in the
Midwest. It was a novel concept, called “The Loser’s Circle” (name has
been changed), that intended to capitalize on the auto-racing craze. It
started from a single store that offered all sorts of auto-racing
paraphernalia. The franchise idea was rolled out to auto-racing fans
and was even marketed at some of racing’s premier events. The
prospects looked good and avid race fans saw its potential.

A minimal and inadequate Offering Circular was distributed by
the franchisor. Unfortunately, because of their lack of experience,

The Background
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most of the buyers did not know how minimal and inadequate it was.
However, one item should have caught everyone’s attention—a short
company history with no actual experience in operating any of the
stores, let alone a franchise system.

A quick review by an experienced eye revealed that the fran-
chising company had just been formed within the last year. It had no
audited financial statements because of its brief history. The officers
and directors had varied experiences, none of which had anything to
do with The Loser’s Circle stores. The list of franchisees contained
only two names. The flagship store, located in a nearby city, had
operated for only a brief time and doubled as the warehousing oper-
ation for the system.

As it turns out, the flagship store was the original store in the sys-
tem, but things were not quite as they appeared. The store was started
by someone with a bright idea, but no capital or ability to expand.
Enter the franchisor, a company that looked for great new retail con-
cepts and tried to turn them into franchises. The Loser’s Circle was not
their only venture. They had a habit of bouncing from one doomed
franchise concept to another. Some of this was even alluded to in the
Offering Circular, but no one understood what it meant.

The flagship store, it was later learned, was not part of the fran-
chise system at all, but independently-owned by the originator. He
had authorized the franchisor to use the name and the concept. The
originator, in turn, agreed to help the franchisees obtain their initial
and ongoing inventory. 

Shortly after the buyers paid their money, the originator’s sup-
plier went out of business. Since the franchisor had no operating
experience, a substitute inventory supplier could not be found and
the end was near.

The franchising company, nothing more than a telephone num-
ber, was gone before anyone could blink. Although the officers and
directors were chased by state and federal regulators, the group of
would-be franchisees never recovered a nickel.
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This sad tale has, unfortunately, been repeated throughout
the history of franchising. Be on guard—learn how to investi-
gate the franchisor’s history before you become an esteemed
member of The Loser’s Circle.

FOUNDING FATHERS
A franchisor’s history normally starts with the concept it created
and operated as an independent business, before franchising
and developing a system based on its experience. The success
of the more established, household-name franchise systems has
turned these companies into massive corporate entities general-
ly far removed from their founders. But almost each one of
these popular, successful systems began as a single independent
unit that struggled to expand beyond its humble beginnings.
Ray Kroc, the founder of McDonald’s, Harlan Sanders, the
founder of Kentucky Fried Chicken, and Dave Thomas, the
founder of Wendy’s, all started this way. 

Look for this connection to the founders. If the company has
achieved great success, make sure the system has kept the phi-
losophy of its founders. Does the present corporate manage-
ment articulate a connection to the original commitment and
pride that made the system successful? What does the organiza-
tion do to keep in touch with their franchises?

With a new, start-up franchise system, make sure the sellers of
the plan are the founders of the original concept. Some companies
are in the business of finding new retail concepts, getting a license
agreement from the founder, and offering franchises without ever
having operated a single location even for a single day. Successful
franchise systems are built from the ground up, with the original
founder getting his or her hands dirty and toiling long, hard hours
to make the system a success. Steer clear of concept sellers who
have no experience in making each unit work.
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WARNING SIGNS
The exploration of the franchisor’s history is one of the most
important tasks you will undertake during your search for and pur-
chase of the right franchise for you. The focus of your investigation
is Items 1, 2, 3, and 4 of the UFOC along with the financial state-
ments. (Appendix A contains examples of how these sections
actually look.) In exploring this history, or lack of it, there are
some telltale signs to look for and in some cases, guard against.

One of the first signs is the general appearance of the disclo-
sure document itself. Is it put together in a professional manner
and presented to you as the law requires? (Comparison of the
disclosure document under review to the UFOC in Appendix A
is a good place to start.) Did the franchisor operate this business
as an independent business before franchising or has it been in
existence only a short while, using other people’s capital to
develop the concept? A short history may indicate this. A quick
review of The Loser’s Circle’s Offering Circular revealed the
answer to all of these questions.

Another telltale sign to look for is a list of numerous prede-
cessor companies or spin-off corporations that may have been
created only to confuse your investigation of the principals
behind the franchise. However, not all franchise companies with
complex structures (having multiple levels of corporations and
subsidiaries) are out to take advantage of franchise purchasers.
Many have legitimate reasons for complex corporate structures.
Just make sure you understand the reasons for multiple compa-
nies and subsidiaries if you find them. (For an example of this,
see Item 1 of the UFOC found in Appendix A.)

Item 1
UFOC Item 1 sets forth the company history. The guidelines
require a complete history, including an identification of any
predecessors and affiliates. The history must explain when fran-
chises were first offered. This item also covers application of any
special laws or regulations affecting the operation of the fran-
chise business.
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Item 2
The true history, however, may best be revealed in the people
behind the organization. Closely study Item 2 of the UFOC,
which discusses the background and history of the individuals
who operate the franchise company. This history is limited to
five years, but generally offers good insight into the employment
background of all officers, directors, and sales personnel. Note
the length of time the key officials have been with the system.
Also, determine what connection the key people have to the ori-
gins of the company. As shown in The Loser’s Circle situation,
a weak connection to the operation of the units in the system
can be a sign that demands closer inspection. 

Some argue that in most instances, it is desirable to have the
vision of the founders still involved in the company. However,
there are many instances where a business built by one type of
person (entrepreneur) is better operated by another type of per-
son (manager).

In either case, good franchisors understand how important
the connection between the operation of the individual units,
restaurants, or stores is to the operation of a good franchise sys-
tem. Many companies insist that their executives spend time
working in franchised units and stores to keep in touch with the
lifeblood of the system. Find out if this is a policy in the systems
you are considering.

Items 3 and 4
Items 3 and 4 deal with the dark side of the company and its
officers’ histories. Litigation and bankruptcies over the last ten
years are the focus of these items. Look to see if the company
or any of its key officials have been involved with or connected
to any bankruptcies, franchise or securities litigation, or had any
fraud actions brought against them. The company is only as
strong and vital as the people who are in charge.

If any bankruptcies or litigation matters are reported,
investigate them further. Use the information provided to con-
tact the court where the action was filed and confirm the
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reported information. If a litigation action involves an existing
or former franchisee, try to contact them and determine what
gave rise to the dispute. 

NOTE: Again, not all reported litigation is a foreshadow of ill tidings
about the franchisor. Franchisees can be just as much a source of
problems that give rise to legal actions as franchisors. But all
reported litigation and bankruptcy episodes should be closely stud-
ied and investigated.

PERSONAL MEETINGS
With the exception of the very large franchising companies, it is
always advisable to meet the officers of the company face-to-
face to determine if the description you find in the disclosure
documents fits the personality and character of the people you
meet. This first impression can be very important. Trust your
instincts. If there is something that troubles you about this
encounter, follow through to determine if your instincts are cor-
rect. Make sure you like the business and professional personal-
ity of the organization and its main people.

Because the personal histories contained in the disclosure
documents may tend to be more of a sales tool than a realistic
history of the individuals, other sources of information on these
individuals may be helpful. This is another area where profes-
sional assistance can help you in your research.

FINANCIAL BACKGROUND
Another important item in exploring the history of the franchisor
is its financial background. Financial information can be
obtained from many different sources. If the franchisor is a listed
company, annual reports and SEC findings are available from
any stockbroker. Dun and Bradstreet carries credit ratings and
other vital information on unlisted companies. A visit to your
local library or other information source may disclose some
important financial information. Further, the Internet offers a
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wealth of business and financial information. To dig a little
deeper, you may ask your accountant to do some further inves-
tigative work.

Credit Reports
You might want to get a credit report from a credit reporting
agency like TRW or Trans Union. These companies provide
reports varied in scope. It may cost several hundred dollars to
obtain an independent litigation and regulatory search, but if
you are about to make the largest business investment in your
life, it may be well worth the money for independent verifica-
tion regarding the credit and character of a franchisor. The
financial stability of the franchisor is very important, because it
is the keystone holding up the franchise arch. If the franchisor
fails, your franchise could tumble down with it and your unit
would be worthless.

GOVERNMENT AGENCIES
Some of the state and federal agencies that oversee the fran-
chising industry can be of great assistance in helping you inves-
tigate the history of the franchisor. State Attorney Generals’
offices or the FTC will normally know of complaints and actions
taken against franchisors that may not be listed in disclosure
documents. Discovery of this crucial information can be a key
factor in making your final decision. With a little endurance, you
can flush out franchisors who have persistent problems with
government agencies or their franchisees.

COMPANY-OPERATED UNITS
Another barometer of how a system operates and the pride its offi-
cials take in the system can be found in company-operated units.
Not all franchisors operate direct units, some leave this exclusively
to franchisees. But most systems do maintain company-operated
locations. Ask to see the direct-operation units. These should be
run as showcase units—ready to show off the best the system has

the background of the franchisor 81



to offer. Ask to be taken behind the scenes. Find out how the fran-
chisor hires and trains managers for these locations, and whether
the same techniques are shared with franchisees.

If the company-operated locations do not meet your expec-
tations or lack the showcase quality you demand, then you
should think about whether this is the right system for you.
These units are a direct reflection of the company’s pride in its
product or service.
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While the disclosure documents and information will help you
determine the history of the franchisor and the particulars of the
franchise offering, investigating the franchisor’s relationship with
existing franchisees will result in the best hands-on information
you can get.

LIST OF FRANCHISEES
To begin your investigation, simply check the list that should be
attached to your disclosure documents. If there is no list—and
the franchisor has franchisees—the franchisor is in violation of
the law and you should be highly suspicious. You should begin
to wonder what the franchisor has to hide. (See Item 20 of the
UFOC in Appendix A to see how this disclosure is made—most
of the historical information is displayed in chart form.)

The number of franchisees appearing on the list depends on
the disclosure format used by the franchisor. Under the UFOC
format, a franchisor is required to list the 100 geographically-
closest franchisees (if that many or more exist), while only the
ten geographically-closest franchisees must be disclosed under
the FTC format. In practice, most franchisors, except for the
long-established franchise systems, list all of their franchisees. If
there are no franchisees, that fact should be clearly stated.

Investigating 
Existing Franchisees
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Using the List
First, review the list. Get a feel for the franchisor’s system.
Where are franchises located and which, if any, are similar in
terms of population, size, and exposure to the site you may
have in mind.

The list should include the names, addresses, and telephone
numbers of each franchisee. This information is provided for
one reason only—so that you may contact them. Take advan-
tage of this list. Spend as many days as you need to contact each
and every franchisee on the list. This will not only give you real-
istic information about the franchisor, but also will be the first
independent information about the actual operation of your
franchise. It will also be the primary source of information on
the kind of relationship you can expect to have with the fran-
chisor. If any of the franchisees are having a particularly difficult
time with a franchisor you can bet they will be more than happy
to share it with you. Listen carefully to what they have to say.

Had the buyers from The Loser’s Circle example taken the
time to speak to the franchisees listed, they may have uncovered
the fraud that awaited them. Especially in that experience, ask-
ing the right questions and investigating the first franchisee’s
background and relationship would have unearthed a wealth of
important information.

Contacting the Franchisees
Contacting franchisees may lead to invitations to visit their loca-
tions. You should visit as many as possible. This will provide
keen insight into your new business. The franchisees will
acquaint you with the advantages and disadvantages of the fran-
chisor’s system and how much influence franchisees have with
the franchisor. This is also your best opportunity to check on
what comparable franchise units are earning in terms of rev-
enue. People are more likely to be frank and open in a personal
meeting, particularly if they know you are considering becom-
ing their future business associate. This unhurried, face-to-face
contact usually permits you to ask them to answer some of the
questions that are more difficult over the phone.
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If there are regional franchisee associations, visit the leader
of the one in your part of the country. Find out why it was
formed, what purposes it serves, and what benefits and burdens
will apply if you join (a typical example is a regional TV adver-
tising campaign that you will be obligated to help pay for).

The franchisor may suggest specific franchisees for you to
contact, but it is not advisable to contact only these franchisees.
Again, do your own investigation and get in touch with as many
franchisees as you can and learn what you can from this first
hand, independent information.

The following is a list of some of the questions you should ask.
• How long did it take them to break even?
• How much money did they originally invest?
• What are their annual revenues?
• How much profit are they making based upon actual

sales?
• What ongoing assistance has the franchisor provided?
• How is the quality of the services or products pro-

vided by the franchisor?
• Has the franchisor regularly conducted meetings with

franchisees?
• Is the franchisee aware of other franchisees who are

not satisfied with or who have had problems with the
franchisor?

• What, if any terms of the franchise agreement may be
negotiable?

• Does the franchisor appear to be concerned with the
long-range development of the system?

• Is the advertising required by the franchisor effective?
• What assistance was available during the grand opening

phase?
• Does the franchisor conduct periodic inspections of

the locations in the franchise system?
• Has the franchisor directed advertising funds from the

national fund to the franchisee’s marketing area?
• Does the franchise system offer any form of buying

cooperatives?
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• How has the franchisor treated franchisees upon
renewal?

• Has the operations manual met their expectations?
• How was the training program?
• What type of communication is provided for between

the franchisor and franchisees, and is it effective?
• How has the franchise resolved disputes?

As you can see, there are a multitude of questions you can
ask. 

NOTE: The experiences of existing franchisees are invaluable. Nothing
else will provide you with a more realistic view of the franchise opera-
tion you are investigating.

FINANCIAL EARNINGS
Existing franchisees are a unique source of information for the
financial data important to your decision. Where else can you
poll existing locations on the possible results of your future
business? As will be discussed in greater detail in the next chap-
ter, franchise companies are reluctant to provide meaningful
earnings information. Part of the reason for this is that prohibi-
tive regulations exist curtailing the presentation of financial
earnings information to potential buyers. While the regulations
are intended to prevent fraudulent or negligently prepared earn-
ings statements, they also deter solid franchise companies from
presenting any financial estimates about prospective franchises.
These regulations, however, do not bar existing franchisees from
providing profit and loss results to potential franchise investors.
As a result, existing franchisees may be your only source of this
most important aspect of your purchasing decision. Even when
financial information is provided by a franchise company, exist-
ing franchisees can confirm or deny the information provided by
the company.
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ADDITIONAL RESOURCES
Remember that the family of franchisees is one of the benefits you
gain when buying a franchise. Drawing upon this resource in the
purchasing phase allows you to secure information that may not
be available otherwise. Take advantage of the opportunity. Some
of the most valuable information is right there for the taking.

Franchise Council
As part of your criteria in selecting a franchise, add the existence
of a franchise council to your list. If one is not in place, find out
if the franchisor has any serious plans to establish one. If one is
established, learn how is it composed, who the present mem-
bers are, how franchisees are elected or appointed, and does it
have effective input? When you become a franchisee, work to
make the franchisee council a meaningful part of the system.
Good franchise systems do not establish adversarial relation-
ships with their franchisees, they seek to make franchisees an
indispensable part of the system.

Revisit Your Cash Flow Projections
After speaking with the franchisees, revisit your cash flow pro-
jections and review the assumptions underlying each scenario.
Compare these with the information supplied by the franchisees
and make any necessary modifications.
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Earn $100,000 your first year! $50,000 profit guaranteed! You
can’t lose! If you don’t earn $100,000, we will buy it back!

This was the kind of promise that drew in the vending
machine buyers discussed in Chapter 1. The no-risk, big-money
proposition is hard for some people to resist. They innately trust
people and believe they will stand by their word. This is why
earnings claims and guaranteed buy-back offers are so danger-
ous—and highly regulated.

These claims are designed to attract your attention and they
are effective. Unfortunately, unethical business opportunity sell-
ers and franchisors know this so, beware. When dollar signs
begin to flash in your eyes, you can get hooked by what a sales-
person is trying to sell. Do not be a victim of your understand-
able—but dangerous—desire to get rich quick. Buying a
franchise is a big step and a salesperson’s claims are simply not
enough. You must get the facts.

PROHIBITED DISCLOSURES
Making earnings claims, like those above, may be illegal, and
are rarely made by reputable franchisors. The FTC Rule and
many state laws prohibit franchisors from making earnings
claims unless adequate documentation of the specific claim is
provided to you as part of the disclosure documents.

Earnings Claims
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Regulators are confronted with a dilemma when faced
with the issue of earning claims—how to provide potential
franchisees with important information without misleading
them in the process.

One problem with developing a uniform rule that requires
all franchisors to disclose earning estimates to potential buyers
is that franchising cuts across many different industries. Each, to
some degree, uses different financial measurements. Another is
how to handle new franchise systems that have no history or
solid financial experience that can be used as a basis for fair esti-
mates or representations of potential earnings.

Because of this dilemma, regulators have settled on the sys-
tem devised in the early days of franchising—franchisors are
not required to make any disclosure of expected earnings and
unless they provide financial estimates in accordance with cer-
tain guidelines, are legally prohibited from doing so.

UFOC GUIDELINES
Recent revisions to the UFOC Guidelines liberalized some of the
rules about the disclosure of earnings claims, but did not
address franchisors’ hesitancy completely. As a result, some
franchise companies provide earnings information to franchise
buyers while others do not.

Under the UFOC Guidelines, the basic rules governing earn-
ings claims are as follows.

• Earnings claims must be included in the Offering
Circular (Item 19).

• Earnings claims must have a reasonable basis at the
time they are made.

• Earnings claims must include a detailed description of
their factual basis and the material assumptions under-
lying their preparation and presentation.

• The franchisor must present or offer to present (upon
the buyer’s request) substantiating information to sup-
port the claims.
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Item 19
The Item 19 guidelines do not require franchisors to format finan-
cial claims in a certain way, or to use any specific methodology
such as averages, gross profit, net profit, gross sales, or the like.

While this liberalized approach encourages more franchise
companies to present earnings claims, it does not necessarily allow
franchise buyers to compare apples to apples. Different companies
in the same business category may present financial earnings
information in different formats and methodologies. If you are
buying a franchise, you must try to understand each franchisor’s
claims and then, if possible, compare them to other offerings.

The bottom line is that if any type of earnings or financial
claim is made, the franchisor must provide you with specific
information regarding the claim in the Offering Circular. If an
earnings or financial claim is made outside of the Offering
Circular, either verbally or in writing, you should be suspicious.
If a claim is made but the franchise company is unable to pro-
duce substantiating information, then it may be time to look
elsewhere or to probe the franchisor further until you have this
important information.

VIOLATIONS
Because of misconceptions about what an earnings claim really
is, even well-intentioned, honest franchisors innocently violate
the rules. For instance, it is common to come across franchise
executives who believe it is okay to disclose actual sales figures
from company-operated or franchise locations—because they
are disclosing real numbers. The fact of the matter is real num-
bers are subject to the same regulations as average or projected
numbers. All earnings claims must be presented with the same
opportunity to review the underlying source information and
must have a reasonable basis from which they are taken. The
fact that they may be actual sales numbers is only the first step
in making a proper earnings claim disclosure.
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ANALYZING EARNINGS CLAIMS
You should carefully analyze any information presented to sub-
stantiate earnings claims. Earnings of company-run retail units,
for example, are often presented as a basis for earnings claims.
This seems reasonable at face value, but company-run opera-
tions may benefit from amenities or payment of expenses that are
recorded in different ways. Certain hidden economies of scale
may skew the bottom line numbers. Some state franchise exam-
iners require special disclaimers be placed on earnings claims
derived from company-run operations. If the earnings claim is
based upon a company-run operation, you and your accountant
should ask incisive questions to determine how the figures were
derived and what relationship they bear to your future operation.

If you are proposing to buy an existing operation, run either
by a departing franchisee or the company itself, Item 19 is flexi-
ble enough to permit franchisors to share the actual financial
information regarding that particular location with you. When
you are considering this type of purchase, obtaining the actual
financial history of the operation is a must. Nothing else will
give you a better opportunity to predict future success.

In summary, dealing with franchisors who offer earnings
information is better than dealing with those who do not. How-
ever, dealing with earnings claims is tricky business. Make sure
the claims are presented in accordance with the law and that
you verify the source of the information. Investigating the com-
pany’s claims by discussing them with established franchisees
will match the estimates and projections to reality. Do not be
deceived, by yourself or a franchisor, into believing that a fran-
chisor’s claim is a guarantee of what you can expect.

Unfortunately, the realization of poor earnings may come
only after you have invested your hard-earned dollars and sweat
equity. This can be one of the biggest disappointments you will
encounter once your franchise is operating. To avoid this
unhappy event, make certain the franchisor provides substanti-
ation and that, if the documentation is provided, you review it
with great care.
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Once you have made the important decision to purchase the
franchise unit, the next hurdle is the contract. Your legal rela-
tionship with the franchisor begins and ends with the franchise
agreement and everything discussed to this point leads to sign-
ing this agreement. 

At this crucial juncture, you must do your best to see your
systematic plan through to the end. First, take time to under-
stand the agreement. Second, prepare yourself to negotiate the
agreement to your best advantage. (The first task is easier to
accomplish than the second.) (To gain a basic understanding of
what you might expect, turn to the sample Franchise
Agreement in Appendix B.) 

The following was noted in a Congressional Committee
Report, after extensive hearings on franchising before the
Committee on Small Business.

Current regulatory efforts seek to remedy the serious
imbalance of information between franchisors and
potential franchisees in solicitations and sales of fran-
chises. An equally serious imbalance of power exists
between these parties after the franchise agreement is
initiated and throughout the ongoing relationship.
Advantages of financial strength and access to infor-
mation and to legal advice create a gross disparity of
bargaining power in favor of the franchisor that results
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in one-sided franchise agreements that are offered,
and generally accepted, on a take-it-or-leave-it basis.
(Emphasis added)

As you can see from this report, the first thing to accept,
before you even begin to review your contract, is that you are
at a distinct disadvantage. The reason is simple. The franchisor
and its legal advisors have prepared and invested a great deal of
time and money into structuring the contract for their own pro-
tection. In addition, since a franchise company needs unifor-
mity, efficiency, and control, franchise agreements have become
as standardized as insurance contracts. This is why your chances
of understanding the franchise agreement are much better than
your chances of changing it. Franchisors resist changing an indi-
vidual franchisee’s contract with a vengeance. This is not to say
that all franchise agreements are unfair or nonnegotiable, but
most will be heavily weighted in favor of the franchise com-
pany. You can expect staunch resistance to change.

Working to remove the imbalance is called negotiation.
Unfortunately, as noted in the Congressional Report, many fran-
chisors do view their contracts as a take-it-or-leave-it proposi-
tion. Either you accept their terms or they will look for another
franchisee. From the franchisor’s perspective, there is good rea-
son for this inflexibility—the desire to maintain uniformity
throughout the franchisor’s system. Franchise companies like to
keep the duties imposed on them, as well as the franchisees,
nearly identical in every franchise agreement. Practically speak-
ing, this makes sense for the franchisor, but not all franchisees
or franchise locations are identical. Further, some franchise
companies carry the mantle of uniformity to extreme ends,
when in reality, they seek only to maintain the legal advantage.

Before you seek to change it, gain a solid understanding of
the contents of the franchise agreement. Unlike the plain English
requirement in place for Offering Circulars, legalese is the stan-
dard fare of franchise agreements. Nevertheless, reading about
and understanding the legal relationship that you are about to
enter will serve you well as you proceed in your discussions
with the franchise company.
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READ THE CONTRACT
Many clients go to their attorney with a franchise problem after
they sign the contract. They usually reveal to their attorneys that
they never read the contract itself. Many say they just did not
want to take the time, while others embarrassedly admit that
they relied on what the sales representative told them. When it
is pointed out that the problem that brought them into their
attorney’s office is clearly spelled out in the franchise agree-
ment, in the franchisor’s favor, they are usually left embarrassed
—as well as angry—at the situation and themselves.

Thoroughly reading the contract will provide you with a
good understanding of what is required of you and the fran-
chisor. You should make a list of what is required of both. This
will enable you to better understand the contract and help you
decide whether you feel uncomfortable with some of the con-
ditions of the contract.

Boilerplate Provisions
Most franchise agreements are lengthy documents covering
every conceivable aspect of the relationship. Actually, a good
place to start your review is at the very end of the agreement.
Here you will find a lot of legal boilerplate that will control the
language balance of the document. Although some of the boil-
erplate topics are discussed in detail later in this chapter, these
provisions usually receive the least attention from franchise buy-
ers. These clauses generally have the greatest impact on the out-
come of disputes with the franchisor. They normally control
how, when, and where disputes with your franchisor will be
resolved. They deserve your considerable attention and under-
standing. (For a sampling of these important clauses, see Sections
12, 15, and 17 of the Franchise Agreement in Appendix B.)

FRANCHISEE’S DUTIES
A typical franchise contract divides the duties imposed on the
franchisee and the franchisor into separate sections. Many of the
franchisee’s duties are ongoing. You are generally required to:
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• make all payments on time;
• contribute to an advertising fund and/or expend a

certain amount on local advertising;
• use the system trademarks and service marks in a

predetermined manner;
• abide by the operations manual in conducting the

business;
• conduct business within a defined territory or at a

specific location;
• attend the mandatory training program; and,
• maintain certain business hours.

(See Section 7 of the sample Franchise Agreement in
Appendix B for the typical obligations placed on franchisees.)

FRANCHISOR’S DUTIES
The franchisor’s duties are mostly immediate and not ongoing.
They are usually required to:

• grant a specific territory;
• provide training;
• issue an operations manual;
• help with the grand opening;
• assist with the purchase of equipment and inventory;
• administer the advertising requirements;
• approve the initial location;
• offer initial assistance and advice for a set period of

time; and,
• buy from designated suppliers.

(See Section 8 of the sample Franchise Agreement in
Appendix B for the typical obligations placed on franchisors.)

A close review of the franchise agreement will reveal that
the duties imposed on the franchisor diminish after the start-up
phase of the relationship. Ongoing assistance is usually couched
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in discretionary terms. That is, beyond the initial start-up duties,
the only requirements placed on the franchisor are very loosely
stated or nonexistent.

CLARIFICATION TO START NEGOTIATION
The key to a good contractual relationship is clarity. All parties
have a vested interest in making sure that their legal blueprint is
readable and understandable. You will encounter language that
you do not understand or that could be better crafted to define the
duties that are included. Franchisors are generally not overly resist-
ant to clarifying the language of the franchise agreement. So let
this be your negotiating starting point—seek to clarify confusing
language. Once the franchisor has agreed to make clarification
changes, a negotiating climate is established. More substantive
changes can then be requested with a better chance of success.

Make sure you understand each provision of your franchise
agreement. Review it with your legal advisor. This can go a long
way in avoiding future surprises and disappointment. Starting
with items that require only clarification will set a fair tone for
more important negotiations.

A solid understanding of your and the franchisor’s duties
under the contract is your launching pad for successful negotia-
tions. Since you will have only limited success in obtaining
negotiated changes, it is important to study the agreement to
find those items that are of true importance. When you identify
your deal killer provisions, you will be ready to approach the
franchisor with your negotiation strategy.

HARD-TO-CHANGE PROVISIONS
Some of the items which will prove difficult to change, but
which you should consider negotiating, are:

• the length of the agreement;
• the purchase price for your franchise;
• financing terms;
• size of territory;
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• exclusivity of territory;
• renewal terms;
• assignability (or sale); and, 
• possibly equipment purchase requirements.

From a legal viewpoint, some of the areas of concern that
should be discussed are:

• choice of the law governing the contract;
• selected forum for disputes; and,
• arbitration of disputes.

(See Section 15 of the sample Franchise Agreement in
Appendix B for an example of the first two types of clauses.)

These are just a few of the areas warranting your attention
and effort. One word of caution here: if the franchisor appears
too willing to change the contract terms, you should wonder
how much uniformity is in the franchisor’s system. Remember,
the franchisor uses the contract to achieve some semblance of
uniformity throughout the system. If the franchisor is willing to
make unfettered accommodations for you, there is some ques-
tion as to what type of changes have been made for others. 

This is an important area to discuss with existing franchisees.
Nothing prevents you or existing franchisees from sharing the
terms of existing contracts. This does not guarantee, of course,
that your terms will be the same or that the franchisor will be
willing to accommodate every franchisee in the same way. It
does, however, give you some direction in your negotiations.

USE YOUR ATTORNEY
When negotiating with the franchisor, do not overlook the assis-
tance you can obtain from your attorney. The involvement of
your attorney alone may place you on a more equal footing with
the franchisor. Your attorney can assist in:

• reviewing the Offering Circular and franchise agreement;
• determining points for clarification and negotiation;
• preparing for the negotiations;
• making appropriate proposals; and,
• operating as a sounding board for your proposals.
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Once at the negotiating table, your attorney can help
articulate some of your ideas and proposals, and ultimately
make certain that they are properly drafted and included in the
franchise agreement.

Although you should rely on your attorney for a certain
amount of assistance, there is no substitute for your own care-
ful reading and review of the contract. Again, this contract will
be the basis of your relationship with the franchisor—you can-
not always count on the person you have dealt with remaining
with the company or being willing to make good on a promise
consummated by a handshake rather than the written word.

COMPARE THE FRANCHISE AGREEMENT
TO THE OFFERING CIRCULAR
Now compare the franchise agreement to the Offering Circular.
Everything that is promised or stated in the Circular should appear
in the franchise agreement in one form or another. Specific refer-
ence to the pertinent sections of the contract is required in the
matching disclosure item of the Offering Circular. If a discrepancy
exists, this matter should be straightened out before a contract is
signed. (As an exercise, compare the UFOC to the sample
Franchise Agreement in the Appendices for discrepancies.)

Once you have done your preliminary homework and read
the contracts, discussed it with your attorney, and compared it
with the Offering Circular, you can begin to think about some
of the specific areas for negotiation.

PURCHASE PRICE NEGOTIATIONS
An important item to think about negotiating is the price. How
much will you have to pay? Once the amount is established,
how will you be required to pay? Although this may be one of
the more difficult areas in which to succeed, there are many
variants in the sale of a franchise. You may be lucky enough to
find something that gives you a negotiating edge on the pur-
chase price. For example, perhaps your franchise is in a new
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and untried territory in which the franchisor is eager to expand.
Or maybe it is in a city where rents and other costs are higher.

Your negotiations in this area should not be limited to the ini-
tial franchise fee—the one charged at the beginning of the rela-
tionship. There are a number of other fees imposed on a
franchisee during the franchise relationship—royalty payments,
advertising fees, renewal fees, and, in some systems, product pur-
chase or service fee requirements. In your review of the Offering
Circular and franchise agreement, you should highlight each fee
and determine how each will affect your bottom line. Most of the
fees are set forth in Items 5, 6, and 7 of the Offering Circular.
However, the franchise agreement is the place to verify these
amounts and to determine if any other fees exist. (See Sections 2
and 3 in the sample Franchise Agreement in Appendix B.)
Once you are clear on the fees to be charged, you should assess
whether any reason or leverage (edge) exists to gain a reduction.

If you ask for a price reduction and the franchisor turns you
down, do not hesitate to use the refusal as the basis for asking
for something else—a longer-term agreement or a larger terri-
tory, for example. Your negotiating point is that if you have to
pay a higher price than it’s worth, the franchisor should give you
more time to amortize your investment or more territory from
which to draw profits.

Purchase price negotiations must be evaluated on a case-by-
case basis. Some franchisors are very inflexible in this area.
Others, however, are willing to negotiate price as well as terms
of payment. Many times the degree of flexibility is a function of
how eager the franchisor is to sell the franchise. If you are the
first franchisee in the system or the only individual interested in
a given area, then the sheer lack of competition may give you
the upper hand in price negotiations. If, however, there are
other potential purchasers or the planned territory is easy to sell,
your leverage may not be as great.

Financing Options
You may have greater success seeking financing or payment
plan options from the franchisor. The UFOC Guidelines require
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franchisors to disclose in Item 10 any financing arrangements
they offer or arrange. (See Item 10 in the UFOC in Appendix B
for the standard language when financing is not available.)
Obviously this is the first place to look. But do not stop there.
Although disclosure of financing arrangements is required, it is
not illegal on your end to ask for or to obtain a financing
arrangement that has not been specifically disclosed. In addi-
tion, while the franchisor may not have intended to offer financ-
ing when the Offering Circular was prepared, the reality of
making sales sometimes softens the franchisor’s initial policies.
The best areas to seek financing options are the initial franchise
fee and equipment and inventory purchases. Be prepared for
strong resistance, however. Just like anyone else, franchisors
want as much money up front as they can get.

The lesson here is not to overlook the possibility of negoti-
ating fees with the franchisor. Of course the more popular the
franchise, the higher the fees and the stronger the resistance to
negotiation. But fees, in the right circumstances, can be negoti-
ated. And if you cannot get a lower price, you might get some-
thing else to make up for it. Look for the right opportunity and
be prepared to give it a try. What do you have to lose? The
worst that can happen is that you end up paying the franchisor’s
asking price. Do not be afraid to negotiate price.

INITIAL TERM AND RENEWAL CLAUSES
The next item that is sometimes up for negotiation is the length
of the contract. When you purchase a franchise, unbelievable as
it may seem, you are not purchasing it forever. Most franchise
agreements are structured in five or ten year intervals with
renewal options thereafter. (See Sections 1 and 8 of the sample
Franchise Agreement in Appendix B.) What you are purchas-
ing is the right to operate your business as a unit of the fran-
chise. If the franchisor terminates that right, then you are out of
business as a franchise unit since you have no equity in the fran-
chise business. The term and renewal clauses are crucial to your
ability to sell the business as an operating unit of the franchise.
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After all, if the franchisor can terminate your right to operate the
business after a short period of time, you have nothing to sell.

A business that currently provides ongoing income or an
income stream can only be sold if that income will continue (if
it can be projected to roll over in enough years to justify the
investment). If the term is too short to amortize the required
investment, or if the term is ending without free right to renew,
then the business cannot be sold and is virtually worthless.

Also, because money has a time value (it is worth more to
receive money sooner than later because it can be invested) the
price for a business is generally calculated by arriving at the pre-
sent value of the projected income stream. 

Example:
If a business brings in profit of $50,000 per year after all expenses,
it can be expected to bring in $500,000 over ten years, the usual
term of a franchise agreement (expanded profits due to inflation are
excluded). With a full ten-year term, that business is worth the pres-
ent value of that $500,000 income stream. 

That very same business with only two years left under the fran-
chise agreement and no renewal rights will only be worth the pres-
ent value of the $100,000 income stream ($50,000 a year for two
years), if it can be sold at all. 

Even though franchisee advocates complain that franchisees
are entitled to some recognition for the equity or goodwill of the
franchise business, and some states restrict uncompensated ter-
minations, the franchise relationship is purely contractual and
most franchise agreements do not call for any payment to a fran-
chisee upon termination. Because of this, the contractual provi-
sions controlling the length of the relationship and the ability to
continue or renew the relationship deserve some attention and,
if possible, negotiation.

Renewal Term
Generally speaking, the longer the term of the agreement the bet-
ter. If you are purchasing a really hot franchise, you will want
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to protect your right to operate the business for as long as possi-
ble. Or, if the franchise requires a large capital expenditure (a
restaurant, motel, or hotel) that can only be recouped over a
definitive period of time, you need to make sure that the initial
term of the agreement is long enough so your capital is returned
and you earn a profit. Other considerations, when analyzing the
length of the franchise agreement, include: 

• the length of a real estate lease; 
• the term of any financing; 
• the life-cycle of any required equipment or computers;

and, 
• your own assessment of the longevity of the franchise

concept.

At a minimum, your franchise agreement should specify the
initial contract term and address renewal options. For instance,
the initial grant of the franchise may be for five years, with the
right to renew for an additional five year period. Try to get an
indefinite number of renewals rather than a limited number. As
will be discussed later, franchisors generally set forth renewal
criteria that must be met at the end of each term before allow-
ing the relationship to continue. Your position on obtaining an
unlimited number of renewals should simply be that if you can
meet the criteria at the time of each renewal there should be no
limitation on the number of times you can renew.

Franchise agreements usually contain renewal conditions or
criteria that should be precisely understood at the beginning of
the relationship. (See Section 8 of the sample Franchise
Agreement in Appendix B.) Some of the conditions include:

• the payment of a renewal fee;
• the execution of a new franchise agreement (usually

the agreement offered to new franchisees); and,
• a requirement to update your format and business

equipment or to establish new outlets in your geo-
graphical territory.

Some of the conditions may relate to your past performance,
such as achieving a certain level of sales, the number of times
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you defaulted on your obligations during the last term, or the
regularity of your payments to the franchisor. Make sure that
each standard or condition is objectively stated, easily analyzed,
and clearly written. It could be the difference between business
failure and a healthy continuing relationship.

Renewal Contract
Franchisees often fail to realize the implications of the require-
ment to enter into a new franchise agreement at the beginning
of each renewal term. That is, the original agreement you
painstakingly negotiated may be thrown out the window only to
be replaced by a less advantageous agreement. Franchisors jus-
tify this requirement by reverting to the need for uniformity
argument. They contend that as the system matures and the
terms of the standard franchise agreement are revised, at some
point most or all franchisees should be signed up on the same
agreement. The justification often continues with the franchisor
stating something to the effect of we do not want to discriminate
between our franchisees—so we must insist that at the time of
renewal all of our franchisees enter into the franchise agreement
then offered to new franchisees.

When analyzed closely, this justification is really quite thin.
It ignores the fact that long-time franchisees took a greater risk
by investing when the franchise was younger and shakier. A
study of the evolution of a franchise agreement in any franchise
system would likely reveal that the only revisions made benefit
the franchise company—usually an increase in certain fees or a
strengthening of general contractual provisions—not the fran-
chisees. As franchise systems grow in popularity, there is a ten-
dency to increase the fees for royalties, advertising, and initial
start-up. The demand allows the franchisor to simply ask for
more and get it. While few would argue against franchisors
being allowed to raise fees for new franchisees, passing these
increases on to existing loyal franchisees at renewal time can be
unfair and overreaching.

To prevent increases at renewal time, you should stand firm
during the initial negotiations. You may have better leverage if
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you are one of the early franchisees in a new system, before the
die is cast. In any event, working to keep the terms of the fran-
chise agreement the same as the day you entered into the agree-
ment may be difficult, but is a most worthwhile effort.

Again, the time to negotiate the renewal conditions is when
the contract is signed, not when the renewal option comes in to
play. More specifically, some of the areas you would hope to
have negotiated and resolved in your favor are:

• the payment of a renewal fee; 
• conditions of updating; and,
• freezing the terms of your existing franchise contract. 

It is at renewal time that the franchisor takes the opportunity,
especially if the system is growing rapidly, to increase the royalty
payments that you will be required to pay. If you agree at the
outset to sign a new franchise agreement upon each renewal,
you are opening yourself up to royalty increases at each renewal.

FRANCHISE TERMINATION
Termination goes hand-in-hand with renewal. Thoroughly
review your contract for the conditions of termination, both how
you may terminate the relationship and how the franchisor may
terminate your franchise. (Section 9 of the sample Franchise
Agreement in Appendix B will give you some insight into how
these clauses may appear.) When it comes to termination by the
franchisee, most franchise agreements are silent. Generally only
the franchisor’s ability to terminate is discussed. However, cir-
cumstances may arise when the franchisee wants to terminate
the relationship. Since the franchise relationship depends on
certain duties being performed by the franchisor, if the fran-
chisor fails to perform those duties, the franchisee may want to
end the relationship. Therefore, you may wish to negotiate some
termination conditions that would allow you to escape from the
agreement and recover some of your money if the franchisor
breaches the agreement and your business or financial condi-
tion suffers because of it.
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Carefully review each ground for termination by the fran-
chisor. These are generally labeled as defaults or breaches of the
agreement by the franchisee. Make sure each ground is clear,
objective, and easily understood. Typically, a franchisor may ter-
minate a franchise agreement if the franchisee:

• makes an assignment for the benefit of creditors;
• files a voluntary petition in bankruptcy or is adjudi-

cated as bankrupt or insolvent;
• fails to continuously and actively operate the business;
• fails to pay royalty fees or other fees when due;
• fails to submit periodic or annual financial statements

or other information when due;
• operates the business in a manner that presents a

health or safety hazard;
• makes an unauthorized assignment of the franchise

agreement or the franchise;
• has made any material misrepresentations or misstate-

ments on his or her application;
• fails to meet minimum operation standards set forth in

the franchise agreement; and,
• commits multiple defaults of the franchise agreement,

whether cured or not.

Pay particular attention to whether the franchisor is required
to give you notice of specific defaults and whether any cure
periods or grace periods are provided. Since not everyone meets
all of their technical obligations all of the time, build in sufficient
time to correct any defaults that may arise. This can be accom-
plished by eliminating automatic termination clauses. Require
written notice of defaults and seek adequate cure periods of ten
days or more, particularly in situations where the franchisee may
not know whether his or her actions may be deemed a default
in the mind of the franchisor. While franchisors are normally
unwilling to change the default clause of an agreement, they
may be more susceptible to persuasion with respect to techni-
cal defaults (as opposed to payment defaults).
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Some franchise companies divide defaults into categories of
severity. They may insist on automatic termination with no
opportunity to cure for the most serious and obvious defaults,
such as failure to pay royalty fees, but provide notice and cure
periods for less severe or less obvious defaults, such as failing
to follow system standards. Take the time to consider whether a
no cure default is fair and workable in a given circumstance and
whether the length of any cure periods provided are sufficient
to permit a good faith correction.

Spending time to familiarize yourself with the termination or
default section of your franchise agreement is time well spent.
Although some states do have protective relationship laws
restricting the unfettered termination of a franchise, there is no
substitute for personal vigilance and the negotiation of favorable
contractual terms at the outset of the franchise relationship.

TRANSFERRING OR SELLING
THE FRANCHISE
Under most franchise agreements, you will be given certain con-
ditional rights to sell your franchise to a third party. (Section 11 of
the sample Franchise Agreement in Appendix B is a good exam-
ple of what you might expect to see.) If this right does not appear,
you should negotiate for one. Nothing could be worse than invest-
ing all your time and money in developing a business only to learn
that you are unrealistically restricted when it comes time to sell it.
Your business, if it is properly run, is a growing asset. You hope
to make money from operating it, but when it comes time to sell
the business or leave it to your children, you will want to realize
all of the value that you worked so hard to build.

Right of First Refusal
Carefully review the conditions upon which you may ultimately
sell your franchise. Many franchise agreements contain a first
right of refusal by the franchisor. This means that if you receive
a bona fide (real) offer to sell the franchise, the franchisor then
has the first right to purchase the franchise from you at the bona

understanding and negotiating the franchise agreement 107



fide price. Some contend that the franchisor’s right of first refusal
is an impediment to a smooth sale since it causes a delay and
allows the franchisor to shop the sale price. In practice, how-
ever, most franchisors, if asked to cooperate in advance, will
inform the selling franchisee whether the franchisor has any
interest in buying the franchise business. In most cases the fran-
chisor will opt to allow the sale to a third party to proceed. After
all, the franchisor’s main business goal is generally to sell fran-
chise units, not to buy them.

Right of Approval
Most franchise agreements also contain the franchisor’s right of
approval of a new franchisee. Just as the franchisor accepted
you into the system based upon certain criteria, the same con-
ditions will apply to a new franchisee. It is important, however,
that the franchisor not unreasonably withhold this right of
approval. Make certain that your franchise agreement contains a
statement that the franchisor may not unreasonably withhold its
consent. Generally, the franchisor has every reason to want the
sale to go through, provided that:

• the purchaser will be an effective franchisee (that his
or her character, business experience, and credit rat-
ing are satisfactory to the franchisor) and is willing to
comply with the franchise agreement in all respects
and satisfactorily complete the training program and

• the selling franchisee pays any and all debts owed to
the franchisor.

Consent
If the agreement form does not so specify, ask for a provision
stating that the franchisor will not withhold consent, provided
that these conditions are met.

Right of Survivorship
Another concern in this area is the ease with which your busi-
ness may be passed along to your family. Many people develop
a business so that it may be passed on to their sons and daugh-
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ters. Others, as part of a comprehensive estate plan, want pro-
tective clauses in the agreement in case of unplanned events
such as death or disability. If you have this in mind, terms
addressing this should appear in the final franchise agreement.
Most franchise agreements provide for this contingency, but the
conditions of this right of survivorship must be closely scruti-
nized. Check to make sure that the conditions are not so strin-
gent as to be impossible to perform. (See Section 10 of the
sample Franchise Agreement in Appendix B.)

The franchisor has the same interest in an orderly transfer
upon inheritance as it does regarding a sale, and should be will-
ing to agree not to withhold its consent, provided its concerns
are met (satisfactory character, experience, and credit of the suc-
cessor and payment of any debts to the franchisor), in the same
manner as a sale. And fairness requires one more provision
regarding the death of the franchisee—permission for the
interim operation of the franchise unit by an executor or admin-
istrator, until the successor party is able to take over.

PRODUCT AND EQUIPMENT 
PURCHASE REQUIREMENTS
Another area of consideration is the equipment and product
requirements set forth in the franchise agreement. Many fran-
chise systems are based on the reproduction or sale of unique
products. On some occasions, the franchisor is also the manu-
facturer or distributor of the franchised product or the equip-
ment necessary to reproduce the product. In other systems,
products and equipment may be acquired from outside vendors,
some of whom may have a special affiliation or contractual
arrangement with the franchisor.

Franchisors have a legitimate interest in maintaining prod-
uct uniformity and quality. Uniform products and formats are
the essence of franchising. Franchisors often control uniformity
and quality by controlling the source of the product or its
ingredients. Sometimes, special equipment is necessary to
reproduce the product.
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Understanding the products and equipment required under
the franchise agreement should be a major focus of your con-
tract review. The UFOC and the franchise agreement should set
this out clearly. Determine the cost of the required equipment
and whether any restrictions apply on where it can be pur-
chased. Further, you should ask the following questions.

• Can the products or equipment be obtained from
sources other than the franchisor or a specified vendor
and, if not, is the current pricing structure competitive?

• What protection is there to guard against unfair price
increases in the future?

• Are discounts available for buying within the system’s
purchasing channels?

• Is there a substitute approval provision in the agree-
ment, allowing franchisees to seek approval to make
purchases from other approved manufacturers or dis-
tributors?

These are just some examples of the questions that must
be raised.

Tying Agreements
In the franchise industry, when a franchisor requires its fran-
chisees to purchase products or equipment from it or an affili-
ate, it is known as a tying arrangement. That is, the requirement
to purchase the franchisor’s products or equipment is tied to the
purchase of the franchise. Some tying arrangements are very
beneficial to franchisees, enabling them to purchase products
and equipment at discounted prices or on an exclusive basis.
Other tying arrangements can be the source of great conflict in
a franchise system. 

The term tying arrangement is borrowed from the anti-trust
field. It labels potentially illegal business arrangements where the
holder of the rights to one service or product requires purchasers
to also buy another product or service they may not necessarily
want or desire, usually at above-market prices. Some franchisors
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have been charged with this practice when equipment, products,
or services must be purchased directly from the franchisor.

Item 8 of the UFOC should answer whether you are able to
purchase from other sources or if you are required to purchase
products or equipment only from the franchisor. Although one
of the reasons you may have joined the franchisor’s system was
to take advantage of buying power, a time may come when your
own buying power or resources are better than those of the
franchisor. Any opportunity you have to save money is obvi-
ously to your advantage. Having the ability to at least seek out
alternative sources of supply and receive the franchisor’s
approval to purchase from that source is one way to ensure that
you are not a shackled victim of a tying arrangement. When
possible, work to obtain flexibility within the system.

Review the Contract
Review your contract carefully to determine the franchisor’s pur-
chasing requirements. This may include equipment and other
items you will need to successfully operate your franchise out-
let. It may also include future products and equipment devel-
oped by the franchisor. Make certain that your contract is clear
on what the requirements are. The more surprises you can elim-
inate, the better prepared you will be for the future.

Cooperatives
In some of the more popular and successful systems, franchisees
have formed their own buying cooperatives, usually with the fran-
chisor’s approval. These cooperatives are established through
either an established franchisee association or as the result of sim-
ple financial practicality. Lower costs are the primary feature for
franchisees. Also, if the providers have been approved by the fran-
chisor, it can be a welcome source of uniform quality control.
Since franchisee-established cooperatives are normally voluntary
and outside of the franchisor’s offered package, new franchisees
may only learn about the cooperative and its benefits by asking
existing franchisees. Do not overlook this opportunity to find out
more about the benefits one system may have over another.
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OPERATIONS MANUALS—
THE HIDDEN AGREEMENT
Every franchise system should have an Operations Manual that
franchisees must follow in conducting their business or risk
termination. If the system does not have an Operations
Manual, it is a telltale sign of an ill-conceived or immature
organization. Steer clear.

An Operations Manual should be the road map to conduct-
ing your new business. It may be the textbook used during your
training classes, but that should not be the first time you see the
manual. Item 11 in the UFOC Guidelines requires franchisors to
either make their Operations Manual available for review during
the sales process or to set forth the Table of Contents in the
Offering Circular. Too few purchasers take advantage of this
opportunity. If they understood the importance of the manual,
fewer would let the opportunity pass.

In essence, the manual is a continuation of the franchise
agreement. It is specifically incorporated by reference into each
franchise agreement. (See Sections 6.7, 7.5, and 9.2.13 of the sam-
ple Franchise Agreement in Appendix B.) Because franchisees
are required to comply with the operations or procedures manual
in the same way as the agreement itself, it must be reviewed with
the same detail. Otherwise, it will represent a hidden agreement
that may contain unfavorable and unworkable items.

Another feature of Operations Manual clauses to watch out
for is the built-in revisions clause that permits the franchisor to
revise the rules and the operations manual from time-to-time.
This short phrase enables the franchisor to change the rules of
the game whenever it wants to after the franchise agreement is
signed. If the franchisor does not operate in good faith, this can
mean unwanted system and product changes. You should
attempt to limit the changes the franchisor is allowed to make.
Since you can expect great resistance to negotiations in this
area, this may be easier said than done. Nevertheless, inserting
some general language that limits the franchisee’s expenditures
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to make any change or that indicates that no revision will be
made that alters the fundamental nature of franchise business,
may provide some protection.

Be careful of the hidden agreement. Take advantage of the
chance to review the operations or procedures manual. It will
give you greater insight into the franchise system as a whole and
prevent unwanted surprises.

FRANCHISE TERRITORY
It is extremely important to have a thorough understanding of
what your franchise agreement provides concerning the territo-
ry in which your franchise will be located. Item 12 of the Offer-
ing Circular usually spells out what you will receive.

Pay particular attention here. Many franchise systems do not
provide an exclusive territory to new franchisees. You cannot
assume that you are protected from having other franchisees or
company-operated units placed in your marketing zone. This
has become a very hot topic in franchising today.

This trend started when one of the well-known hamburger
chains began saturating markets with their locations. The same
thing happened in the service station industry, when com-
pany-operated super stations began cropping up surprisingly
close to dealer-operated locations of the same brand.

The franchising companies think of it as strategic competi-
tive marketing of displaying market dominance over other
brands and competitors. Franchisees and dealers view it as
cannibalism or as it has become better known—encroachment.
No other single topic has so dominated the franchising airwaves.

Encroachment can arise anytime a franchisee believes another
system-unit is placed too close to an existing unit. This happens
even when franchisees have no reserved or defined territory
spelled out in their contracts. The better practice, although many
franchisors refuse to grant them, is to always seek an exclusive,
clearly defined territory.

A number of lawsuits have been brought against franchisors
in the last few years. These have occurred mainly in the
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fast-food industry where competitive forces seem greatest.
Franchisees have had limited success in the courtroom but have
decidedly heightened the sensitivity of this issue. Unfortunately,
this has been a double-edged sword.

While some franchisors have reacted positively by adopting
specific policies and criteria to objectively identify and avoid
potential encroachments, others have sharpened their contracts
so no doubt exists that locations can be put side-by-side or on top
of each other. New franchisees must be vigilant from the start.

Review the language on territorial rights and understand the
risk you are taking. (See Sections 1.2 and 21.2 of the sample
Franchise Agreement in Appendix B.) When possible, negoti-
ate for a clearly defined territory. If not, inquire into the fran-
chisor’s policies. See if you cannot at least get some reference in
the contract to the general policy. Find out how other fran-
chisees have coped with this issue.

DISPUTE RESOLUTION, CHOICE OF LAW, 
AND FORUM SELECTION
When buying a franchise, start from the premise that the fran-
chisor has spent hours writing the franchise agreement for its
own benefit. One area where this is very obvious is the portion
of the franchise agreement dealing with the resolution of dis-
putes. Normally divided into several parts, the dispute resolution
section of a franchise agreement is generally written to make
sure that the franchisor controls how disputes are solved (e.g.,
arbitration, mediation, judicial), the law that will apply to the dis-
pute (usually the franchisor’s home state law), and where the dis-
pute will be resolved (again, usually the franchisor’s home state).

This is a difficult area for successful negotiation but it
deserves attention. Too often, even experienced franchisees
are unaware of the way dispute resolution clauses can make it
difficult or impossible to easily resolve a problem or sue their
franchisor. Many times, the effect of these clauses is not fully
understood until after a dispute arises. This is usually too late.
It is far better to understand the dispute resolution area of your
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franchise agreement before you sign it. (Review Section 15 of
the sample Franchise Agreement in Appendix B to deter-
mine what your rights would be.)

Start by looking at the mechanism employed by the fran-
chisor for the resolution of disputes. Are all disputes resolved by
court action or is some form of alternative dispute resolution
permitted? In the business world, a trend towards alternative dis-
pute resolution has taken hold. Resolving disagreements out-of-
court, generally through mediation or arbitration, is viewed as a
better way to solve problems than using the court system. The
argument is that out-of-court resolution methods are superior to
the judicial avenues because they are quicker, cheaper, and
more efficient. While alternative avenues to quick resolutions of
disputes are worth looking at, each method must be evaluated
from the franchisee’s viewpoint.

Arbitration
For instance, arbitration is generally more favorable to franchise
companies because franchise agreements usually mandate that
arbitration occur in the franchisor’s home city and state. Because
of a special federal law that requires courts to strictly enforce
arbitration clauses, the franchisor’s selection of the place of arbi-
tration is usually assured. If, on the other hand, the same selec-
tion was made in regard to a judicial forum, a court has more
discretion to disregard the franchisor’s selection. 

In addition, the arbitration process does not generally pro-
vide for pre-hearing/trial discovery. The discovery of informa-
tion from the franchisor’s records and employees—to
substantiate certain claims made by the franchisee—can be
crucial to the success of the case. 

Finally, arbitration provisions can be used to squelch class
action suits brought by disgruntled franchisees. This feature is of
such paramount importance to the franchisor that it is unlikely
to grant any change regarding it.
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Not all arbitration proposals should be rejected out of hand.
Arbitration tends to be cheaper and faster than litigation in court.
If you can negotiate some of the terms to be in your favor, you
may find an arbitration requirement highly beneficial—to you.

Choice of Law
Franchise companies also try to control the law that will apply to
a dispute or a violation of state law. This is a significant area. By
mandating (making sure) their home state laws apply to the rela-
tionship, franchisors can limit claims brought under the fran-
chisee’s home state franchise protection laws. And further, a quirk
in many state laws does not allow an out-of-state franchise pur-
chaser to bring a claim under the franchisor’s state law because
many of the laws apply to resident purchasers or operators only.
In essence, this allows franchisors to nullify franchisee claims that
would be valid under another state’s law, if they had not agreed
to the choice of law clause in the franchise agreement.

Jury Waiver
Another area to keep your eye on is jury waiver. That is a
clause that gives up your right to trial before a jury. You
should attempt to preserve your right to present your dispute
to a jury of your peers.

Forum Selection
Justifing it under the banner of uniformity, franchisors generally
employ another obstacle to franchisee friendly resolution of
franchise disputes—forum selection clauses. These clauses
require franchisees to bring any arbitration or court action in the
franchise company’s hometown. The primary reasons for this
are to make it more expensive for franchisees to bring an action,
to allow the franchisor to use their hometown lawyers, and to
take advantage of whatever goodwill the company may have
developed in the local community. The end result is to discour-
age franchisees from bringing legal actions to resolve disputes
and violations of the law.
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Another real life example demonstrates the disadvantage
franchisees can face when a dispute arises. The shipping clerk,
introduced in Chapter 3, incurred great expense fighting with
her franchisor, only to exhaust all of her resources before her
day in court arrived. Here is what happened.

Example: 
Some evidence of franchisor misrepresentation was discovered. The
personnel placement business did not take-off as expected. The
franchisee felt she was entitled to the money she paid the franchisor,
as well as what she generally invested in the failing business. Suit
was filed in state court in her home state, Indiana (the franchising
company was located in Arizona).

At the time, Indiana had a favorable franchise law that the fran-
chisee claimed was violated and entitled her to all of her damages.
The franchise agreement said the law of Arizona would apply, any
suit or arbitration must be brought in Arizona, and that all disputes
brought by the franchisee were subject to arbitration. Arizona had no
special franchise law.

The first move by the franchise company was to remove the
case from the state court into an Indiana federal court. The next was
to transfer the case to an Arizona federal court in its home district.
(The shipping clerk now had to hire a second lawyer in Arizona.)
Once there, the franchise company demanded that the federal court
order the case to arbitration, which it did. As a parting shot, the fran-
chisor was able to convince the court that the entire arbitration
should be controlled by Arizona law so that Indiana law did not apply.

While the franchisee fought gallantly, she soon was out of
money. The franchisor won because she could not continue. She
closed her business and went looking for the bankruptcy court.
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NEGOTIATING
As is recommended with any unfavorable advantage a fran-
chisor may have, you should seek to soften the effect of these
clauses through negotiation. Failing that, you should have a
clear understanding of these dispute resolution clauses before
you sign the agreement or, at a minimum, before a dispute
arises. The dispute resolution clauses can have a dramatic effect
on the outcome of the dispute.

Negotiating the contract with the franchisor can be complex,
unproductive, and frustrating. However, do not hesitate to at
least try to strike the best bargain you can. Even though you are
aware that an imbalance exists, the way to right it is to enter into
negotiations with the idea that everything is negotiable. You
may surprise yourself. Remember, it never hurts to ask.
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Do not underestimate the importance of your relationship with
the franchisor. You do not join a franchising system to operate
your business in a vacuum. You pay a franchise fee to benefit
from the experience of the franchisor. Expect it. Demand it. In
a general sense, the franchise fee is payment for the franchisor’s
experience. Remember this, and make sure that you get your
money’s worth.

Opening the doors to your new business is an exciting expe-
rience that will, at first, consume you with the details of its day-
to-day operation. While this will be physically, emotionally, and
psychologically draining, you should begin monitoring your
relationship with the franchisor immediately.

By tracking the assistance and services you get against what
was promised by the franchisor, you can systematically assess
the franchisors performance. Make a list of all the services prom-
ised to you in your franchise agreement. Within the first three to
six months of your opening, determine whether the promised
services have been delivered, whether your questions and needs
are addressed promptly, and whether the franchise system runs
smoothly and effectively.

Your Relationship 
with the Franchisor

chapter thirteen:



TRAINING PERFORMANCE
Before you even open your doors, you will probably participate
in the franchisor’s training program. The training program is
your window on the quality of the franchise system and a good
time to begin the monitoring process. First impressions are
important. Take note of whether the training program was con-
ducted in an organized and thorough fashion. The training pro-
gram is your first real opportunity to evaluate the franchisor’s
performance. Going back to the ill-fated shipping clerk first met
in Chapter 3, her training experience was a telltale sign of
things to come.

Example: 
Her first suspicion surfaced during training. Her training experience
was very haphazard. The instructors did not know their material well.
There were many holes in the program, resulting in unproductive
downtime. It appeared that the training was being offered for the first
time. One of the misrepresentations later discovered was that,
although the franchisor appeared to have a solid track record, its
outlets, represented as franchisees, were actually independent oper-
ators who were drawn into the franchisor’s system after they had
opened independently and thought it was a good idea to band
together under a common trademark. As it turned out, this was the
first time the franchisor was actually training anyone and the ship-
ping clerk was the first real franchisee. 

Trust your instincts. Because the operation of a franchise sys-
tem involves a partnership between you and the parent company,
the franchisor’s performance is an important ingredient.

In addition to training and general supervisory assistance,
you will probably expect the franchisor to help with opening
day promotion, accounting systems, advertising, inventory con-
trol, employee evaluation and training, and general manage-
ment direction. Any assistance that you expect to receive should
be spelled out in the contract. Do not wait until opening day to
find out what you should have written into the contract.
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UNSATISFACTORY PERFORMANCE
Especially within the first six months to one year, the franchise
company should be extremely eager to help you succeed with
your business. If this assistance is not forthcoming, you should
immediately notify the company in writing. Before you com-
plain, though, check the promises in your contract. What did the
franchisor agree to do? Distinguish may clauses from shall
clauses, just as you did when you reviewed the contract. Make
sure you have the ammunition to backup your claim. If you do
not find support in the contract itself, examine the franchisor’s
promotional information to determine if it lists services the fran-
chisor promised to provide. Look for something in writing.

Be constructive with your complaints and set realistic dead-
lines for the requested performance. It will be important at this
stage to maintain thorough and complete records of your com-
munications with the franchisor. If the situation deteriorates, and
can later only be resolved by litigation or arbitration, your writ-
ten notifications and communications will be crucial to any
recovery. Keeping a checklist of expected services and the fran-
chisor’s performance is a good way to preserve your communica-
tions and realize your expectations.

Withholding Royalties
If your communication of dissatisfaction is of no avail, and you
are obligated to make royalty payments under the terms of your
franchise agreement, an effective, but clearly risky way to com-
municate your dissatisfaction is to withhold royalty payments.
The risk is that withholding royalty payments is a violation of
your franchise agreement. The franchisor may seize upon this
opportunity to declare your agreement terminated. 

Withholding royalty payments should be used only as a last
resort. Many courts have upheld franchise terminations based
on failure to pay royalties, even when the franchisee had seem-
ingly good reasons. Of course, in some situations, it may be the
only way to get the attention of a stubborn franchisor.

If you find it necessary to withhold royalties, the better prac-
tice is to inform the franchisor in writing in advance and arrange
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an escrowing of the payments with a third-party, such as your
attorney or banker. An even better method is to seek a court
order allowing you to pay the royalties into a court escrow dur-
ing the resolution of the dispute. This way, if the franchisor pur-
sues the drastic remedy of attempted termination, you will be
prepared to show your good faith by continuing your royalty
payments in spite of your disagreement.

ENHANCING PERFORMANCE
Beyond monitoring the basics of your relationship with the fran-
chisor, you should also analyze the methods and avenues avail-
able for your input into the franchisor’s system. This input, and
the input of other franchisees, may enhance your business as
well as the franchisors. If you find that your or other franchisees’
ideas and suggestions for improving the franchise are falling on
the deaf ears, you should do your best to correct this problem.
(See Chapter 14 for suggestions.)

If you experience serious problems with lack of support,
you should consult your attorney to discuss various approaches
to the problem. Hopefully, when the franchisor realizes that you
are serious about getting professional help, they will become
responsive to your situation.
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No product or service, no matter how good, can maintain its
lasting power without new ideas and constant improvement.
Your franchisor has presented you with an idea. Hopefully it has
a tested format and a proven track record. However, you must
question whether it will continue to be successful in the future
or at least as long as the term of your franchise agreement.

The longevity of a franchising system can be influenced and
prolonged by the direct involvement of the franchisees. Fran-
chisees can play a vital role in improving the franchise system.
Finding a franchise system that caters to franchisee input is fun-
damental. Working within a franchise system that has not
evolved to this stage can be frustrating, but not altogether hope-
less. If the channels for basic communication have not been
forged in your system, work constructively to build them. If they
exist and are used effectively, take advantage of the opportunity.

Franchisees, through their day-to-day operation of the busi-
ness, will become aware of product information, delivery of ser-
vice, and other minor but important details that may escape the
attention of the franchisor. In addition, franchisees may become
aware of more efficient and economical ways of providing the
delivered product or service.

From this, you can see that it is important for everyone in
the system to communicate and have a forum for a healthy
exchange of ideas. The franchisor who does not seek the input

Franchisee Input and
Franchisee Associations
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of franchisees is making a drastic mistake. Franchisees who
make no effort to get the franchisor to understand this have only
themselves to blame.

FRANCHISEE COUNCILS
Part of your initial investigation should focus on franchisee input
in the franchise system. Some franchise companies conduct
annual meetings at which franchisees have the opportunity to
exchange information with the company and their fellow fran-
chisees. While annual meetings can be productive experiences,
too many are window-dressings, barely scratching the surface of
system problems. Some franchisors misuse the annual meeting
opportunity by hyping the purported success of the system and
offering the company viewpoint rather than creating an atmos-
phere for honest, effective communication.

To accomplish effective channels for two-way communica-
tion, some systems have established franchisee councils that are
composed of appointed or elected franchisee representatives
and liaisons from the franchisor. The councils meet on a regular
basis to exchange information, discuss the development or pre-
sentation of new products and services, and critique the fran-
chisors’ and franchisees’ performance. In addition, the councils
serve an important, everyday function needed in every large
organization—a healthy avenue to vent frustration or disap-
proval of system-wide issues and problems. The availability of
the franchisee council can mean all the difference in the world
when sensitive issues arise.

FRANCHISEE ASSOCIATIONS
No discussion of franchising would be complete without
touching on franchisee associations. Industry-wide and nation-
wide franchisees’ associations have formed to protect the par-
ticular interests of franchisees in the franchising system. The
emergence of these franchisee associations has changed the
dynamics of the franchising industry.
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Historically, the only viable franchising association was the
franchisor-controlled International Franchise Association (IFA).
While the IFA produced educational information for franchise
purchasers and offered other informational services on franchis-
ing, its main mission was to lobby Congress, the FTC, and state
legislatures on behalf of franchisors. It generally opposed laws
protecting franchisees and franchise buyers. 

However, this all changed when a favorable pro-franchisee
law was passed in Iowa and two franchisee associations arrived
on the scene—The American Association of Franchisees and
Dealers and the American Franchisee Association. Both associa-
tions have had a strong impact on the franchising community.
Their emergence, and a sentiment that the Iowa law marked a
national trend towards stronger franchisee legislation, forced a
change in the structure of the IFA.

The IFA’s franchisor-only membership started accepting fran-
chisee-members in an effort to forge a trade association that
spoke for all of franchising. It sought to effectively balance the
interests of franchisor and franchisee alike. This change was
accompanied by a commensurate change in philosophy. The IFA
adopted a Code of Principles and Standards that set out certain
franchisee-oriented guidelines franchisors should follow. In its
lobbying role, the IFA shifted to a middle course in areas of fran-
chisor-franchisee conflict and a focus on issues of mutual interest.

Although the American Association of Franchisees and
Dealers and the American Franchisee Association would like
to take full credit for this turn of events, in addition to the
Iowa law, another dynamic was at play. Congressman John J.
La Falce, Chairman of the House of Representatives
Committee on Small Business, was pressuring the IFA and
franchisors with proposals to adopt national legislation offer-
ing franchisees more protection during the franchise relation-
ship. Congressman La Falce focused on some controversial
matters, such as encroachment on franchisees’ territories and
restrictions on the termination of franchise agreements.

Many were skeptical of the IFA’s motives in admitting fran-
chisee members. Internal disputes within the organization dur-
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ing the change suggested that all are still not comfortable with
the change. The philosophical change came with the speed of
turning an oil tanker around, but the ultimate objective of the
IFA is to represent the best of franchising practices. Regardless
of whether true change has come about in the IFA, the effect the
new franchisee associations have had on the franchise commu-
nity is striking.

The American Association of Franchisees and Dealers and
the American Franchisee Association have different approaches
and goals, but share the mission of helping franchisees and fran-
chise buyers. Contact them at the addresses or telephone num-
bers given at the beginning of the book (pp.19–20) to learn
about their membership opportunities and educational informa-
tion. Both associations have been active in lobbying govern-
mental agencies on behalf of franchisees and, through their own
methods, working with franchisors to bring greater balance to
the franchise relationship. In addition, both groups frequently
offer or participate in educational seminars made available to
franchisees and franchise buyers.

Take advantage of the resources offered by the three major
franchise associations. At the buying stage, the background and
philosophy of the groups is much less important than the infor-
mation and guidance they have to offer. Later, after you have
entered the ranks of your fellow franchisees, if you believe your
interests are served by joining a franchisee association, you can
select the group that is right for you.

Benefits
A strong, established association of franchise owners, whether
organized through the resources of an outside franchisee asso-
ciation or the determination of fellow franchisees, is a positive
force in a franchise system’s dynamics. Many times a unified
association of franchisees brings the strength and negotiating
power that no single franchisee can achieve. As franchise sys-
tems mature and growing pains turn to disputes, a solid fran-
chisee association can make all of the difference.
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Franchisee associations, especially when they come about
before problems arise, can serve many roles with the fran-
chisor—advisor, mediator, persuader, and, group negotiator. By
establishing a good relationship early, a franchisee association
can have effective impact at the most crucial times. Working
constructively with the franchisor and establishing a reliable rep-
utation before material issues arise poises the association for
influential input when crisis arise.

When buying a franchise, look for this important attribute.
Find out what involvement and impact the franchisee council or
association has with the franchise. If your system does not have
an established council or association, find out why not. If you
need help in getting one off the ground, contact one of the
major franchisee associations for assistance in organizing one.
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Franchising offers a great opportunity for both franchisors and
franchisees. It brings together the concentrated power of corpo-
rate America and the more diffuse power of small business. It
runs on the basic principles of hard work and reward for one’s
efforts. This blend of entrepreneurial forces makes it an
extremely successful method of doing business. Success, how-
ever, is not guaranteed. Careful independent analysis must pre-
cede any franchise purchase. Exercising caution and using good
business sense is imperative. Diving into the franchising pool
without first checking how deep the water is can result in dis-
astrous consequences. Look before you leap!

The FTC, NASAA, and a number of states have given fran-
chise buyers effective, valuable tools. Registration, disclosure
documents, and general protective measures allow buyers to
make informed decisions. Resources available through the
Internet, franchise associations, and government agencies pro-
vide an added edge. As a whole, today’s franchise buyers are
better able to find the right franchise system than in the past.
Although not completely corrected, the informational imbal-
ance that plagued early franchise purchasers has been some-
what leveled.

It is the franchise buyer’s responsibility to conduct a thorough
and deliberate search for the right franchise partner. Many existing
franchise systems offer a variety of excellent choices. Some are

Conclusion



more popular, some more expensive, others are new, upcoming
ventures. Whatever the industry, whatever the product or service,
the educated entrepreneur will conduct a systematic search to
select the best franchise system that their money can buy.

Following a thorough investigation, the franchise buyer must
be prepared to accept the franchisor’s agreement or develop a
realistic negotiation strategy. Clarifying major points of the fran-
chise agreement is an important threshold event. Evaluate
where your leverage may lie and attempt to negotiate onerous
provisions to your favor. Never pass up the opportunity to nego-
tiate the franchise contract.

Franchisees play a vital and fundamental role in improving
the system. Finding a system that welcomes franchisee input is a
sign of a bright future. Unfortunately, not all franchise organiza-
tions have evolved to this point. Work constructively with your
franchisor to bring meaningful input to your new system.

Your patient analysis of the available franchise systems will
pay large dividends. Do not decide too quickly. Develop a sys-
tem and stick to it. Draw upon the knowledge and wisdom of
your professional advisors. 

Best of luck to you in your franchising endeavors, but never
permit luck to replace careful inquiry.
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This appendix provides a sample Uniform Franchise Offering
Circular similar to one you may encounter in the real world. The
companies, officers, and locations represented in this document
are purely fictional. Nevertheless, the framework of the docu-
ment and the information contained in it are very true to life and
should give you a feel of what you can expect to find in most
offering circulars.

We use a fictional franchise system—XYZ Pogo Sticks. The
company offering the franchises, XYZ, Inc. has a complex cor-
porate history resulting from a number of intra-company merg-
ers and name changes. 

Our fictional list of officers and directors include Abraham
Adams, Brian Biggs, and Cyril Cee, all of whom you will learn
more about in Item 2—Business Experience. Our make-believe
franchise system is located in East Island, [State], a fictional city
in an unidentified state.

A practice tip as you read the offering circular is to take
notes and raise questions on any discrepancy you may find or
in areas where you want more information. As you go along,
you should compare provisions of the Offering Circular with
the corresponding provisions of Franchise Agreement found
in Appendix B. This exercise will prepare you for a real-life
review. Notes from your review will serve as the basis of your
meetings with your professional advisors and the franchisor.

Uniform Franchise Offering
Circular (sample)

appendix a:



Remember, the Offering Circular is not the contract, only a
representation of what the final contract—the Franchise
Agreement—is supposed to contain. So make sure that all of
your requests, revisions, and additions are to the Franchise
Agreement if they are important to your purchasing decision.
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(Some Material Deleted)
[Registered Trademark or Service Mark Appears Here]

No. _______
FRANCHISE OFFERING CIRCULAR FOR PROSPECTIVE
FRANCHISEES AS REQUIRED BY THE STATE OF:

___________________________________

XYZ, Inc.
(COMPANY NAME, ADDRESS, AND TELEPHONE NUMBER)

XYZ Franchise Corp. offers two approaches for the acquisi-
tion of an XYZ Pogo Sticks store franchise. You may acquire the
right to open and operate multiple XYZ Pogo Sticks stores with-
in a specific geographic area by executing a XYZ Development
Agreement, or you may acquire the right to open a single XYZ
Pogo Sticks store under an individual XYZ Franchise Agreement.

In both approaches, the franchise offered by XYZ Franchise
Corp. is a nonexclusive right and license to be an XYZ Fran-
chisee, to own and operate an XYZ Pogo Sticks store, and to the
use of the XYZ Operating System, together with the service
marks, trade names, and other techniques and business systems
utilized in the operation of XYZ Pogo Sticks stores.

The Development Fee required under the Development
Agreement will vary and is determined by multiplying the num-
ber of Pogo Sticks stores to be opened and operated within the
specified Development Area by $_______. The initial Franchise
Fee required under the Franchise Agreement is $_________.

The Development Fee is applied to reduce the Franchise Fee
by $_________ for each Pogo Sticks store opened within the
Territory. The Franchise Fee is generally nonrefundable, except
as provided in Item 5.

The estimated initial investment required by you for a single
XYZ Pogo Sticks store, including the initial Development Fee
and Franchise Fee for a single location, will range from
$_______ to $_______. This amount does not represent your
total investment in connection with the XYZ Franchise. Items 5
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to 7 of this Offering Circular should be consulted for further
explanation regarding the total investment.

RISK FACTORS

1. THE FRANCHISE AGREEMENT PERMITS YOU TO SUE
OR ARBITRATE ONLY IN ______[State]. OUT OF STATE
LITIGATION OR ARBITRATION MAY FORCE YOU TO
ACCEPT A LESS FAVORABLE SETTLEMENT FOR DIS-
PUTES. IT MAY ALSO COST MORE TO SUE OR ARBI-
TRATE IN _____[State] THAN IN YOUR HOME STATE.

2. THE FRANCHISE AGREEMENT STATES THAT [State] LAW
GOVERNS THE AGREEMENT. THIS LAW MAY NOT PRO-
VIDE THE SAVE PROTECTIONS AND BENEFITS AS LOCAL
LAW. YOU MAY WANT TO COMPARE _________[State’s]
LAWS WITH YOUR LOCAL LAW.

3. THERE MAY BE OTHER RISKS CONCERNING THIS
FRANCHISE.

INFORMATION ABOUT COMPARISONS OF FRANCHISORS
IS AVAILABLE. CALL THE STATE ADMINISTRATORS LISTED IN
EXHIBIT ___ OR YOUR PUBLIC LIBRARY FOR SOURCES OF
INFORMATION.

REGISTRATION OF THIS FRANCHISE WITH ANY STATE
DOES NOT MEAN THAT THE STATE RECOMMENDS IT OR HAS
VERIFIED THE INFORMATION IN THIS OFFERING CIRCULAR.
IF YOU LEARN THAT ANYTHING IN THIS OFFERING CIRCULAR
IS UNTRUE, CONTACT THE FEDERAL TRADE COMMISSION.

EFFECTIVE DATE: _________
THIS OFFERING CIRCULAR IS PROVIDED FOR YOUR OWN

PROTECTION AND CONTAINS A SUMMARY ONLY OF CER-
TAIN MATERIAL PROVISIONS OF THE FRANCHISE AGREE-
MENT. THIS OFFERING CIRCULAR AND ALL CONTRACTS OR
AGREEMENTS SHOULD BE READ CAREFULLY IN THEIR
ENTIRETY FOR AN UNDERSTANDING OF ALL RIGHTS AND
OBLIGATIONS OF BOTH XYZ FRANCHISE CORP. AND YOU.
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A FEDERAL TRADE COMMISSION RULE MAKES IT UNLAW-
FUL TO OFFER OR SELL ANY FRANCHISE WITHOUT FIRST
PROVIDING THIS OFFERING CIRCULAR TO THE PROSPEC-
TIVE FRANCHISEE AT THE EARLIER OF (1) THE FIRST PER-
SONAL MEETING OR; (2) 10 BUSINESS DAYS BEFORE THE
SIGNING OF ANY FRANCHISE OR RELATED AGREEMENT OR;
(3) 10 BUSINESS DAYS BEFORE ANY PAYMENT. PROSPECTIVE
FRANCHISEES MUST ALSO RECEIVE A FRANCHISE AGREE-
MENT CONTAINING ALL MATERIAL TERMS AT LEAST FIVE
BUSINESS DAYS PRIOR TO THE SIGNING OF THE FRANCHISE
AGREEMENT.

IF THIS OFFERING CIRCULAR IS NOT DELIVERED ON TIME,
OR IF IT CONTAINS A FALSE, INCOMPLETE, INACCURATE, OR
MISLEADING STATEMENT, A VIOLATION OF FEDERAL AND
STATE LAW MAY HAVE OCCURRED AND SHOULD BE
REPORTED TO THE FEDERAL TRADE COMMISSION, WASH-
INGTON, D.C. 20580.

The name and address of the Franchisor’s Agent in the State
of _______ authorized to receive service of process is:

____________________________________________
____________________________________________

DISCLOSURE DOCUMENT FOR PROSPECTIVE 
FRANCHISEES

FRANCHISOR:
[Company Name, Address, and Telephone Number]

INFORMATION FOR PROSPECTIVE FRANCHISEES
REQUIRED BY FEDERAL TRADE COMMISSION

TO PROTECT YOU, WE HAVE REQUIRED YOUR FRAN-
CHISOR TO GIVE YOU THIS INFORMATION. WE HAVE NOT
CHECKED IT, AND DO NOT KNOW IF IT IS CORRECT. IT
SHOULD HELP YOU MAKE UP YOUR MIND. STUDY IT CARE-
FULLY. WHILE IT INCLUDES SOME INFORMATION ABOUT
YOUR CONTRACT, DO NOT RELY ON IT ALONE TO UNDER-
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STAND YOUR CONTRACT. READ ALL OF YOUR CONTRACT
CAREFULLY. BUYING A FRANCHISE IS A COMPLICATED
INVESTMENT. TAKE YOUR TIME TO DECIDE. IF POSSIBLE,
SHOW YOUR CONTRACT AND THIS INFORMATION TO AN
ADVISOR, LIKE A LAWYER OR AN ACCOUNTANT. IF YOU
FIND ANYTHING YOU THINK MAY BE WRONG OR ANY-
THING IMPORTANT THAT HAS BEEN LEFT OUT, YOU
SHOULD LET US KNOW ABOUT IT. IT MAY BE AGAINST THE
LAW. 

THERE MAY ALSO BE LAWS ON FRANCHISING IN YOUR
STATE. ASK YOUR STATE AGENCIES ABOUT THEM.

FEDERAL TRADE COMMISSION
WASHINGTON, D.C. 20580

DATE OF THIS DISCLOSURE IS: ____________
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ITEM 1
THE FRANCHISOR, ITS PREDECESSOR, AND AFFILIATES

To simplify the language in this Offering Circular, “XYZ
International” means XYZ International Franchise Corp., “XYZ”
means XYZ, Inc., and “you” means the person or entity (and the
owners of the entity) who purchases the franchise.

This Franchise Offering is made by XYZ to prospective,
qualified Franchisees (as defined below).

XYZ International’s predecessor is XYZ Franchise Corpora-
tion, which was incorporated on _______________ [date], and
commenced business operations on [date]. XYZ Franchise
Corporation never operated an XYZ Pogo Sticks store. It has
never operated businesses other than as are related to the fran-
chising of XYZ Pogo Sticks stores. However, XYZ-USA Inc., the
parent of XYZ Franchise Corporation, has operated similar busi-
nesses under the trade name XYZ since _______________ [date],
through various affiliated corporations and partnerships. On
_______________ [date], XYZ International purchased the assets
of XYZ Franchise Corporation. XYZ International was specifi-
cally incorporated on _______________ [date], for the purpose
of acquiring all the assets of XYZ Franchise Corporation and the
XYZ Franchise System. XYZ International does business under
the names “XYZ __________________________________,” and “
__________________________________.” XYZ International’s, its
predecessor’s, and affiliates’ principal business address is
_____________________________________. XYZ International’s
agent for service of process is identified on page ______ above.
XYZ International is a [state] corporation. XYZ International is a
wholly owned subsidiary of XYZ International, Inc., a [state] cor-
poration, which was formerly known as XYZ/ABC, Inc. Upon
the formation of XYZ International, XYZ/ABC, Inc. changed its
name to XYZ International, Inc. XYZ Pogo Sticks stores (some-
times individually referred to herein as the “Pogo Sticks stores”)
are businesses devoted to entertainment outside of the home
and are used primarily by the general public. XYZ International
does not operate a XYZ Pogo Sticks store similar to the Pogo
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Sticks stores being offered to you. XYZ International is not
involved in the operation of any other business.

The rights and franchise offered by XYZ in this state are con-
tained in two basic documents—the Development Agreement and
the Franchise Agreement. You must first execute a Development
Agreement, which reserves a specific geographic territory (the
“Territory”) in which to open and operate XYZ Pogo Sticks stores.

The Development Agreement grants you the exclusive right
to select proposed sites for XYZ Pogo Sticks stores within the
Territory, and, upon acceptance of a proposed site by XYZ, to
enter into a Franchise Agreement with XYZ to enable you to
construct, open, and operate a XYZ Pogo Sticks store upon that
site. The Development Agreement provides for the construction
and opening of a fixed number of XYZ Pogo Sticks stores in the
Territory in accordance with a development and performance
time schedule (the “Development Schedule”). The number of
Pogo Sticks stores and the Development Schedule are agreed
upon by you and XYZ before the execution of the Development
Agreement and are based upon such considerations as geo-
graphic size and population of the area, economic and demo-
graphic statistics, and your prior business experience.

At the same time as or shortly after your execution of the
Development Agreement, you and XYZ must enter into a Fran-
chise Agreement. You receive the right to construct, own, and
operate an XYZ Pogo Sticks store at that site and to use XYZ’s
system for providing products and services, including standards,
specifications and methods, procedures, techniques, manage-
ment directives, identification schemes, and proprietary marks.
If your Development Agreement is for multiple Pogo Sticks
stores, you and XYZ must enter into separate franchise agree-
ments for each site.

XYZ commenced selling XYZ Franchises upon its incorpo-
ration and acquisition of the assets of XYZ Franchise Corpora-
tion on _______________ [date].

The Pogo Sticks store industry is heavily regulated. You
should familiarize yourself with the regulations that apply to the
operation of a Pogo Sticks store in your state and locale. Many
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laws and regulations that apply to businesses generally also
apply to Pogo Sticks stores—American With Disabilities Act,
Federal Wage and Hour Laws, and the Occupational Health and
Safety Act.

The Pogo Sticks store business is highly competitive and is
affected by the competition in your area. You will compete with
other retail establishments, some of which will be national
chains, franchise establishments, and locally-based Pogo Sticks
stores offering similar items. You should make every effort to
investigate the competition in your area.

ITEM 2
BUSINESS EXPERIENCE

President, Director: 
ABRAHAM ADAMS

On _______________ [date], Mr. Adams was elected to the
Board of Directors of XYZ International and appointed
President. On _______________ [date], Mr. Adams was elected
President and a Director of XYZ and served in those capaci-
ties until the formation of XYZ International. Before the for-
mation of XYZ, Mr. Adams was elected President of
_____________________ and continues to serve in that capac-
ity. All of these positions were held in East Island, [State].

Senior Vice President, Secretary and Director:
BRIAN BIGGS

On _______________ [date], Mr. Biggs was elected to the
Board of Directors of XYZ International and appointed Secretary
and Senior Vice President. Shortly after _______________ [date],
Mr. Biggs was elected Secretary, Treasurer, and a Director of
XYZ/ABC and served in those capacities until the formation of
XYZ International. He also served as Vice-President of
Development of XYZ/ABC during its existence. Before the forma-
tion of XYZ/ABC, Mr. Biggs was Vice President of Development of
XYZ Management commencing in _______________ [date] and
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serving in that capacity until _______________ [date] All of these
positions were in East Island, [State].

Chief Financial Officer, Treasurer, and Director:
CYRIL CEE

On _______________ [date], Mr. Cee was elected to the
Board of Directors of XYZ International and appointed
Treasurer and Chief Financial Officer. Mr. Cee joined XYZ/ABC
as Chief Financial Officer in _______________ [date], was
elected to the Board of Directors in and served in those capac-
ities until the formation of XYZ International. All of these posi-
tions were in East Island, [State]. From _______________ [date],
Mr. Cee was a member of the professional staff of the CDE
Accounting Firm, serving most recently as Accounting
Supervisor where he worked with various privately-held and
publicly-held companies, primarily in the scrap iron industry.

ITEM 3
LITIGATION

No litigation is required to be disclosed in this Offering.
[DISCLOSURE MUST BE MADE OF ANY PENDING ADMIN-

ISTRATIVE, CRIMINAL, OR MATERIAL CIVIL ACTION ALLEG-
ING VIOLATIONS OF A FRANCHISE, ANTITRUST, OR
SECURITIES LAW FRAUD, OR UNFAIR OR DECEPTIVE PRAC-
TICES AS WELL AS ANY JUDGMENT DURING THE LAST TEN
YEARS INVOLVING THE SAME].

ITEM 4
BANKRUPTCY

No person previously identified in Items 1 or 2 of this Offering
Circular has been involved as a debtor in proceedings under the
U.S. Bankruptcy Code required to be disclosed in this Item.

142 how to buy a franchise



ITEM 5
INITIAL FRANCHISE FEE

Upon execution of the Development Agreement, you must
pay an amount to XYZ as consideration for XYZ’s reservation of
the Territory for you (the “Development Fee”). This amount is
determined by multiplying the number of XYZ’s Pogo Sticks
stores to be opened in the Territory by $_________________.
The Development Fee is due upon signing of the Development
Agreement. The Development Fee is applied to reduce the
Franchise Fee, described below, by $_________________ for
each Pogo Sticks store opened in the Territory.

In addition, and in situations where no Development
Agreement has been executed, you must pay an initial
Franchise Fee of $_________________ for a single XYZ Pogo
Sticks store location, which is due from you upon the signing
of the Franchise Agreement.

The Franchise Fee, less $_________________ for training
expenses incurred by XYZ, will be refunded to you if XYZ
declines to approve your principal owner(s) and management
staff as having successfully completed all of the components of
XYZ’s Initial Training Program. Before a refund is made, you
must return all Manuals and other materials provided to you and
your employees and execute a Mutual Release in which you and
XYZ release each other from all liabilities or obligations
imposed by the Franchise Agreement, except for the
Confidentiality and Nondisclosure and Noncompetition provi-
sions of that Agreement. The Franchise Fee under all other cir-
cumstances is nonrefundable.

Except as stated above, proceeds of the Development Fee
and the Franchise Fee are nonrefundable, are not specifically
allocated, and are, in part, income to XYZ and, are, in part, used
to pay various expenses and costs of XYZ.
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Royalty Fee

Interest on
Unpaid Royalty
Fees

Advertising Fees

Advertising Fees
(National Fund)

Advertising Fees

Advertising Fees

__% of total
(2)

__% per month
on amount owed

__% of total
monthly gross
sales

Up to __% of
total monthly
gross sales

__% of total
gross sales

$__ to $__

Payable weekly
begin filing with
the first week, or
any portion of
any week, the
Pogo Sticks store
is open for 
business

First day of the
week following
the week in
which the Royalty
Fee payment is
due

Ongoing monthly
expense

Ongoing monthly
expense (when
established)

Payable weekly at
the time Royalty
Fees are paid

Before and at
time of opening
the Pogo Sticks
store

Payable on the
first Tuesday after
each calendar
week

Payable on
demand; interest
rate cannot
exceed the maxi-
mum interest rate
permitted by
applicable law (3)

Paid directly by
you to third party

Directed to XYZ
National Fund (4)

Directed to XYZ
International’s
Production and
Marketing Fund
(5)

Local advertising
and promotion as
required by XYZ
International

ITEM 6
OTHER FEES

Name of Fee(1) Amount Due Date Remarks
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Administrative
Assignment Fee

Training Fee
Initial

Audit Fee No
Underpayment

Underpayment of
2% of less

Underpayment
over 2%

$____ for the
Development
Agreement and
$____ for each
Franchise
Agreement

No training fee,
however, you
bear certain
expenses for 
your employees

None

Amount of each
underpayment
plus 1-1/2% 
interest on each
amount under-
paid until paid

Amount of each
underpayment
plus 1-1/2% 
interest on each
amount under-
paid until paid
and all XYZ
International’s
expenses actually
incurred in the
audit and 
correction

Before effective-
ness of the
assignment

As incurred

N/A

Immediately upon
determination

Immediately upon
determination

Applies when you
sell or otherwise
transfer your
rights under an
Agreement

Expenses include
travel, lodging,
and wages
payable or
incurred in 
training your
employees

If no underpay-
ment is found,
you bear no cost
of XYZ Intl’s
expenses

Applies to Royalty
Fees, contribu-
tions to XYZ Intl’s
Production and
Marketing Fund,
or any other
amounts payable
under the
Franchise
Agreement

Applies to Royalty
Fees, contribu-
tions to XYZ
International’s
Production and
Marketing Fund,
and any other
amounts payable
under the
Franchise
Agreement



NOTES:
1. The fees listed in this chart are not refundable.
2. “Gross sales” means all sums you receive for all sales, mer-

chandise and all business transacted from the premises of the
Pogo Sticks store, including off-premises catering, but does
not include bona fide refunds and credits for returns of mer-
chandise, or the amounts paid for any sales tax, retailers
occupation tax, or other tax.

3. You shall also deliver a monthly report to XYZ International
by the 25th day of each month in the form of an Operating
Statement of Receipts, Disbursements, and an Aged Summary
of Accounts Payable, and Marketing Report for the last cal-
endar month.

4. The national advertising fund promotes and advertises the
XYZ Franchise System. It may be established at any time and
a charge of up to 2% of monthly gross sales may be assessed.

5. The Production and Marketing Fund prepares and produces
advertising materials and ad copy that can be used by you and
other franchisees to advertise your XYZ Pogo Sticks store. You
may obtain an accounting of Production and Marketing Fund
expenditures by requesting the same from XYZ International.
The Production and Marketing Fund promotes XYZ Pogo
Sticks stores generally through advertising or marketing
media. You may obtain an accounting of Production and
Marketing Fund expenditures by requesting it from XYZ
International.

ITEM 7
FRANCHISEE’S INITIAL INVESTMENT

The following table represents an estimate of the initial
investment you can expect to make if you open a single Pogo
Sticks store.
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Expense
Initial
Franchise Fee
(1)

Traveling and
Living
Expenses
During
Training

Real Estate
Leased (2)

Equipment
(3)

Leasehold
Improvements

Lease and
Utility
Deposits

Furniture and
Fixtures

Initial
Software

General Office
Supplies

Insurance

Additional
Funds minus
6 Months (4)

Amount
$_____

$_____ to 
$_____

$_____ to
$_____ per
month

$_____ to
$_____

$_____ to 
$_____

$_____

$_____ to
$_____

$_____

$_____ to
$_____

$_____

$_____ to 
$_____

Method of
Payment
Lump Sum

As Incurred

As Incurred

Lump Sum

Lump Sum

Lump Sum

Lump Sum

Lump Sum

Lump Sum

Lump Sum

As Incurred

When Due
Signing of
Franchise
Agreement

Before
Opening

During Lease

Before
Opening

Before
Opening

Before
Opening

Before
Opening

Before
Opening

Before
Opening

Annual
Premium

As Incurred

Payment is
Made To:
XYZ

Airlines,
Hotels, and
Pogo Sticks
Stores

Landlord

Equipment
Suppliers and
Office Supply
Companies

Contractor

Landlord and
Utility
Companies

Various
Suppliers

Software
Vendors

Various
Suppliers

Ins. Co. or
Agent

Employees,
Suppliers,
Utilities, Etc.

YOUR ESTIMATED INITIAL INVESTMENT

TOTAL $ to (Does Not Include Ongoing Rent.) (5)



(The amount of cost estimates are based on purchasing the
items with one hundred percent (100%) cash payments. The
estimated initial investment may be lower if alternative means of
financing and/or purchasing are utilized by you.)

NOTES:
1. The initial Franchise Fee is not refundable and is fully earned

by XYZ upon the execution of your Franchise Agreement. The
only exception to this is if you fail to complete XYZ’s training
program to satisfaction. In that event $_________________ will
be refunded to you.

2. This is an estimate of the monthly rent for a square foot facil-
ity in a ________ Building located in an upscale suburban
area with easy access to major interstates, Pogo Sticks stores
and hotels. The competitive costs of lease space in your area
may differ considerably and is dependent upon many vari-
ables. We recommend you contact a real estate broker in your
area to determine a more accurate estimate.

3. This is an estimate of the total cost. The items considered in
the estimate are [list of required equipment would appear
here with estimated cost of each item]. All of the above items
are required to be purchased in accordance with our specifi-
cations and instructions. Because this equipment and the
related installation services can be obtained from a wide
range of vendors and suppliers it is difficult to predict the
exact cost. We recommend you obtain estimates from a vari-
ety of companies before making your choice since pricing in
these areas is very competitive. While we do specify the type
and brand of equipment to be utilized, we do not require you
to purchase from a designated source or supplier.

4. This is an estimate of your initial working capital needs for
the first six (6) months. Actual needs may vary. This is an
important item, however, and we recommend you overesti-
mate your needs rather than underestimate.

148 how to buy a franchise



5. XYZ relied on a number of years of experience in the Pogo
Sticks store business to compile these estimates. You should
review the figures carefully with a business advisor before
making a decision to purchase the franchise.

ITEM 8
RESTRICTIONS ON SOURCES OF PRODUCTS AND SERVICES

You must purchase from XYZ or its designated supplier pro-
motional items specified by XYZ. XYZ must make such promo-
tional items are available to you at cost, plus administrative costs
incurred by XYZ in providing promotional items to you. XYZ
has the sole discretion to determine what promotional items are
required and who are designated suppliers. Promotional items
include sign stand, hats, and shirts. XYZ negotiates purchase
arrangements with suppliers, including price terms, for your
benefit. XYZ does not derive any income from the sale of these
items. XYZ does not provide material benefits to you (for exam-
ple renewal or granting additional franchises) based on your use
of designated or approved services. The promotional items you
are required to buy constitute approximately $_______________
or less than _______________% of all purchases required by you
to open a Pogo Sticks store.

Except as stated above, you are not required to purchase or
lease any goods, services, supplies, fixtures, equipment, or inven-
tory relating to the establishment or operation of the Pogo Sticks
store business from XYZ or from any sources designated by XYZ.

XYZ does not require you to purchase from it supplies, fix-
tures, equipment, inventory, or other materials required to be
used in the operation of a XYZ Pogo Sticks store.

You are required to purchase supplies and materials
required for a XYZ Pogo Sticks store in accordance with speci-
fications provided by XYZ from suppliers approved (and not
thereafter disapproved) by XYZ. XYZ’s product specifications
are set forth in its Planning Design Standards Manual. The spec-
ifications may include standards as to strength, finish, and
appearance. You may purchase all supplies and materials meet-
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ing these specifications from XYZ or approved suppliers. XYZ
may establish additional specifications and written notice will be
sent to you. XYZ may issue and alter specifications for those
items by changes in or additions to the Confidential Operating
Manual by giving written notice to you.

If you propose to purchase or lease supplies, products, or
other items from suppliers that have not been approved by XYZ,
you will be required to give XYZ a written request for approval
of such supplier on the form provided for that purpose in the
Confidential Operating Manual (the Deviation Request form).
You must not enter into any purchase agreement with a supplier
until that supplier has been approved by XYZ. You will be
required to submit specifications, drawings, photographs, sam-
ples, and other relevant information for examination and/or test-
ing by XYZ. XYZ will notify you of its decision to approve or
reject the supplier within thirty (30) days of the receipt of your
request for approval (provided all required information and test-
ing has been completed). You must not sell or dispense any
products or activities except those specifically recognized and
approved by XYZ as part of your business. XYZ maintains a list
of approved suppliers at its corporate office.

Neither XYZ nor persons affiliated with XYZ derive revenue
as a result of required purchases or leases by you in accordance
with specifications or standards prescribed by XYZ or from sup-
pliers approved by XYZ. There are no goods or services
required in the operation of the Pogo Sticks store for which XYZ
or persons affiliated with XYZ are the only approved suppliers.

ITEM 9
FRANCHISEE’S OBLIGATIONS

THIS TABLE LISTS YOUR PRINCIPAL OBLIGATIONS
UNDER THE FRANCHISE AND OTHER AGREEMENTS. IT WILL
HELP YOU FIND MORE DETAILED INFORMATION ABOUT
YOUR OBLIGATIONS IN THESE AGREEMENTS AND IN OTHER
ITEMS OF THIS OFFERING CIRCULAR.
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Section Item In
Obligation In Agreement Offering 

Circular
a.  Site selection and Sections ___, ___, and ___ of  Items 7, 11 and 12

acquisition/lease the Franchise Agreement

b.  Pre-opening Sections  ___, ___, and ___ of Items 7 and 8 

purchases/leases the Franchise Agreement

c.  Site development Sections ___, ___, and ___ of the Items 7, 11 and 12

and other pre-opening Franchise Agreement and Section ___ 

requirements of the Development Agreement

d.  Initial and Section ___ of the Franchise Agreement Items 6 and 11 

ongoing training

e.  Opening Sections ___ and ___ of the Item 11

Franchise Agreement

f.  Fees Sections ___, ___, and ___ of the Items 5, 6 and 7

Franchise Agreement and Section ___ 

of the Development Agreement

g. Compliance with standards Sections ___, ___, and ___ of the Items 8, 11 and 16

and policies/Manual Franchise Agreement and Section __

of the Development Agreement

h. Trademarks and Sections ___, ___, and ___ of the Items 13 and 14

information Franchise Agreement

i.  Restrictions on Section ___ of the Franchise Agreement Items 8 and 16

product/services offered

j.  Warranty and customer Sections ___ and ___ of the None

service requirements Franchise Agreement

k. Territorial development Section ___ of the Item 12

and sales quotas Development Agreement
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l. Ongoing-product/service Section ___ of the Franchise Agreement Items 8 and 16

purchases

m. Maintenance, appearance Sections ___, ___, and ___ of the Item 11

and remodeling requirements Franchise Agreement

n.  Insurance Section ___ of the Franchise Agreement Item 7

o.  Advertising Sections ___, ___, and ___ of the Items 6, 7 and 11

Franchise Agreement

p.  Indemnification Section ___ of the Franchise Agreement None

q. Owner’s participation,  Section ___ of the Franchise Agreement Items 11 and 15

management and staffing

r.  Records/reports Section ___ of the Franchise Agreement Item 6

s.  Inspections/audits Sections ___, ___, and ___ of the Items 6 and 11

Franchise Agreement
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ITEM 10
FINANCING

XYZ does not offer, either directly or indirectly, any
financing arrangements. XYZ does not guarantee your note,
lease, or obligation.

ITEM 11
FRANCHISOR’S OBLIGATIONS

Except as listed below, XYZ need not provide any assistance
to you. Before you open your business, XYZ will assist with the
following.

1. If you are interested in developing multiple locations, iden-
tify a Territory with you, and create a Development
Schedule. (Development Agreement—Sections ___ and ___.)

2. If you are opening a single location, accept a geographic
area for the location of the Pogo Sticks store. (Franchise
Agreement—Sections ___ and ___.)

3. Assist in selecting a location upon which the Pogo
Sticks store will be developed. (Franchise Agreement—
Section ___.) Generally, XYZ does not own the premises
where the Pogo Sticks stores are located.

4. Provide XYZ’s standards and specifications for the
development of the Pogo Sticks store, including all equip-
ment necessary thereto, and a list of the supplies and
products that must be purchased prior to the commence-
ment of the Pogo Sticks store operation. (Franchise
Agreement—Section ___.)

5. Review your signage, construction plans, and Pogo Sticks
store floor plans for compliance with the Planning Design
Standards Manual. (Franchise Agreement—Section ___.)

6. After approving you as a qualified applicant for a
Franchise and after the execution of the Development and
Franchise Agreements by you, and before opening the
Pogo Sticks store, XYZ will train your principal owner(s)
and management staff through their attendance at XYZ’s



Initial Training Program. The Initial Training Program for
your principal owner(s) and management staff is con-
ducted for a minimum of ______ weeks and, if XYZ
requires, up to ______ weeks if XYZ feels the principal
owner(s) or management staff requires such additional
training. XYZ’s Initial Training Program is outlined in
Exhibit ___. (Franchise Agreement—Section ___.)

7. For a period before opening and after opening the Pogo
Sticks store (the length of time as determined by XYZ)
provide one or more of XYZ’s representatives for the pur-
pose of facilitating the opening of the Pogo Sticks store.
You must pay all room, board, and travel expenses of
XYZ’s representatives, reasonably incurred. (Franchise
Agreement—Section ___.)

8. Provide promotional materials and bulletins on new sales
techniques, marketing developments, products, and
operational systems, when available. (Franchise
Agreement—Section ___.)

9. Loan to you one set of all of XYZ’s Manuals, containing
mandatory and suggested specifications, standards, operat-
ing procedures, and rules prescribed by XYZ, as well as
information relative to your other obligations under the
Franchise Agreement and the operation of the Pogo Sticks
store. All Manuals will remain confidential and the prop-
erty of XYZ. (Franchise Agreement—Section ___.)

XYZ, although not obligated to do so by the Franchise
Agreement or any other agreement, may:

10. Provide additional training programs, at your expense, as
reasonably requested by you during the term of the Fran-
chise Agreement. (Franchise Agreement—Section  ___.)

11. Provide promotional materials and bulletins on new
sales techniques, marketing developments, products,
and operational systems that may be developed by XYZ.
(Franchise Agreement—Section ___.)
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During the operation of your business, XYZ will:
12. At XYZ’s expense, visit your location for the purpose of

evaluating your compliance with the Franchise
Agreement and the XYZ Operating System. (Franchise
Agreement—Section ___.)

13. If you enter into Cooperative Advertising Programs with
other Franchisees and/or XYZ, provide guidance and
assistance. (Franchise Agreement—Section ___.)

14. Develop, through XYZ’s Production Fund, certain mar-
keting materials and programs, as XYZ determines.
(Franchise Agreement—Section ___.)

XYZ is not obligated to do so by the Franchise Agreement or
any other agreement, but may:

15. Provide information regarding new products and
engage in the development of new product methods for
Pogo Sticks store operations. (Franchise Agreement—
Section ___.)

16. Provide, at your expense, additional assistance and
training as reasonably requested by you during the
operation of the Pogo Sticks store. (Franchise
Agreement—Section ___.)

17. Provide new sales techniques, marketing developments,
products, and operational systems. (Franchise
Agreement—Section ___.)

18. Protect and defend, at XYZ’s sole election, XYZ’s marks,
service marks, and other proprietary property.
(Franchise Agreement—Section ___.)

19. Establish and maintain a national advertising fund to
promote and advertise the XYZ Franchise System gener-
ally. (Franchise Agreement—Section ___.)

Advertising is done in a wide variety of media, including televi-
sion, radio, newspaper, and flyers. In regard to advertising:

1. Local Advertising—You must spend at least ______ % of
your monthly gross sales on local advertising and promo-
tion. Advertising expenditures must be made directly by
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you, subject to XYZ’s or XYZ’s designated advertising
agency’s approval and direction. By the 25th of each
month you must provide XYZ with a Marketing Report, as
defined in the Franchise Agreement. (Franchise
Agreement—Section ___.) In addition, from the time you
execute the Franchise Agreement until one month fol-
lowing the actual opening of the Pogo Sticks store, you
must spend an additional amount, as determined by XYZ,
on local advertising promotion. (Franchise Agreement—
Section ___.)

2. Cooperative Advertising—If XYZ determines that two or
more XYZ Pogo Sticks stores are located in close proxim-
ity so as to result in a Common Marketing Area, as
defined in the Franchise Agreement, upon request from
XYZ, you must participate in a Cooperative Agreement to
engage the services of an advertising agency to cooperate
with XYZ to administer, place, and schedule a joint adver-
tising program. XYZ has the sole power to require a
Cooperative Agreement between Pogo Sticks stores to be
formed, changed, dissolved, or merged. Cooperative
Agreements are governed by a Cooperative Advertising
Group Agreement, which is available for your review
upon your reasonable request. Under the Cooperative
Agreement, you must expend at least ______% of your
Pogo Sticks store’s gross sales. Each cooperative must
report its advertising expenditures on a monthly basis in
accordance with the Marketing Report’s requirements and
within sixty (60) days after the end of each calendar year.
Contributions made under a Cooperative Agreement are
credited toward monthly Local Advertising expenditure
requirements. (Franchise Agreement—Section ___.) XYZ,
an officer elected by the members of the cooperative, and
an independent certified public accountant administer the
cooperative. The cooperative prepares periodic monthly
financial statements that are available for your review
upon your reasonable request.
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3. National Fund (if established)—In addition to local and
cooperative advertising requirements, you must pay
weekly, at the time royalties are paid, an amount not to
exceed ______% of the gross sales of the Pogo Sticks store
to the national advertising fund (“National Fund”), when
established. The contribution amount may be set by XYZ
at the time the National Fund is established and may be
changed at any time so long as it does not exceed
______% of gross sales. None of your contributions are
refundable. XYZ may not be able to require all fran-
chisees to participate in the National Fund due to the fact
that many existing franchise agreements do not impose a
requirement to participate in the National Fund upon
franchisees; however, unless prevented by the terms of an
existing agreement, XYZ will require all new franchisees
and renewing franchisees to participate in the National
Fund. It is anticipated that the National Fund, when estab-
lished, will be used to produce and disseminate television
advertisements that will be shown nationally or in certain
regional areas. In addition, it is anticipated that inter-
nationally-based franchisees will contribute to the
National Fund and that a portion of the National Fund will
be devoted to international advertising—most likely in
specific international markets where franchisees are
located. XYZ will use a combination of its in-house adver-
tising department and a national or regional advertising
agency to produce and disseminate this type of
national/regional advertising. All franchisees (whose
agreements provide for contribution to the National Fund)
must contribute to the National Fund. XYZ (or any com-
pany-owned Pogo Sticks stores, if any are established) is
not required to contribute to the National Fund, although
it is anticipated that voluntary contributions will be made.
XYZ will administer the National Fund, audit it on an
annual basis, and make the financial statements available
to you upon request. XYZ may receive payment for pro-
viding certain inhouse advertising department services.
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XYZ is not required to spend any specific amount from
the National Fund on advertising in the area where your
franchise is located. If all fees contributed to the National
Fund are not spent in the year in which they are col-
lected, XYZ will carry all funds forward for use in future
years. No portion of the National Fund is used for adver-
tising that is principally a solicitation for the sale of fran-
chises. (Franchise Agreement—Section ___.)

4. Production Fund—In addition to local, cooperative, and
national advertising requirements, you must pay weekly,
at the time royalties are paid, an amount equal to __% of
the gross sales of the Pogo Sticks store to XYZ’s
Production Fund. XYZ’s company-owned Pogo Sticks
stores (if any) must also contribute an amount equal to
______% of the gross sales of the Pogo Sticks store to XYZ
Production Fund. XYZ and an independent certified pub-
lic accountant administer the Production Fund. The
Production Fund is audited and financial statements of the
Production Fund are available for review upon your rea-
sonable request. XYZ’s employees who perform services
for the Production Fund receive part of their compensation
from this fund. XYZ has the sole discretion to determine
this fund’s expenditures towards furtherance of advertising
programs. For the past fiscal year, the total expenses paid,
in percentages, by the Production Fund is as follows: 
• administrative services and casual labor: ______%; 
• promotions: ______%; 
• professional fees: ______%; 
• print production: ______%; 
• printing expense: ______%; and,
• other expenses (including, but not limited to, office

and art supplies, postage/shipping, incentives, elec-
tronic production, travel expenses, consulting fees, and
prizes): ______%. (Franchise Agreement—Section ___.)

As part of your local advertising requirement, you must
maintain a business phone and advertise continuously in the
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classified and Yellow Pages of the local telephone directory
under the listing “Pogo Sticks stores” using mats approved in
advance by XYZ. (Franchise Agreement—Section ___.) You must
use all trademarks and service marks required by XYZ.
(Franchise Agreement—Section ___.)

For all of the above advertising requirements, you must sub-
mit the advertisement or promotional material to XYZ or its des-
ignated agency for its prior approval. (Franchise
Agreement—Section ___.)

In regard to computer hardware and cash registers to be
used by you at your Pogo Sticks store, XYZ requires you to
obtain a Point of Sale System to process Pogo Sticks store
orders. XYZ does not require you to obtain any specific Point of
Sale system. However, XYZ recommends that you obtain the
_____________ or any equivalent system. The can be purchased
directly from __________________________ [telephone number]
or through XYZ.

Your Point of Sale System must process all Pogo Sticks store
orders, track employee hours and payroll, and print customer
receipts. In addition, your Point of Sale System or another sep-
arate system must be able to perform credit card processing.
XYZ will not have independent access to the information and
data contained on your Point of Sale System. The size of the
Pogo Sticks store dictates how many terminals your Point of Sale
System will need. The standard configuration for a _____ square
foot Pogo Sticks store is _____ terminals.

Under this standard configuration, as of _______________
[date], the Sales Computer sells for $_________________, but, if
you purchase the Sales Computer through XYZ, you will receive
a ______% discount and, as a result, it is currently costing
$_________________ under this means of purchasing. You have
an obligation to upgrade or update your Point of Sale System as
XYZ may require. (Franchise Agreement—Section ___.) It is also
recommended that you obtain an office computer with charac-
teristics equivalent to or greater than: _____ RAM; _____ MB
Hard Drive; Color Monitor; _____ Floppy Drive; and, MS-DOS
_____. If you choose not to use the _____, with its attached
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printer, then you are required to obtain an office printer of com-
parable or greater quality than the _____ Printer. (Franchise
Agreement—Section ___.) You are not required to purchase any
computer software. However, it is recommended that you obtain
_________________________, which is a spreadsheet program.
If you desire to use XYZ’s inventory system, which you are not
required to do, you must use the program to access this infor-
mation. As of _________________, 20____ the program costs
$_________________ It is also recommended that you obtain a
word processing program such as Professional Write, Word
Perfect, or other comparable program to assist in office word
processing. XYZ will assist you in obtaining the above-ref-
erenced computer hardware, cash registers, and software.

In regard to location of your Pogo Sticks store, it is your
responsibility to select the location of your Pogo Sticks store
within its designated area. Your location must be acceptable to
XYZ. Criteria considered by XYZ in the location-approval
process will vary, but typically includes a neighboring popula-
tion density of at least 10,000 persons per Pogo Sticks store, traf-
fic patterns, adequate parking, type of building the Pogo Sticks
store will be located in, proximity to shopping malls, other com-
mercial and office buildings, other XYZ Pogo Sticks stores, and
other similar type Pogo Sticks stores in the area. XYZ will
approve or disapprove your proposed location within sixty (60)
days. (Franchise Agreement—Section ___.)

The usual length of time between the execution of the
Franchise Agreement by you and the opening of the Pogo
Sticks store for business is to ______ days. Factors affecting
such length of time usually include obtaining a satisfactory site,
financing arrangements, meeting local ordinances or communi-
ty requirements, delivery and installation of equipment and
signs, obtaining a license, and other factors. (Franchise Agree-
ment—Section ___.)

Before opening, XYZ offers an Initial Training Program
instructing your principal owner(s) and management staff in the
day-to-day operation of the Pogo Sticks store. Attendance is
mandatory for your principal owner and management staff. The
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Initial Training Program is conducted in _____________, for a
minimum period of ______ weeks and, if XYZ requires, up to
______ weeks. The training program is conducted before the
opening of the Pogo Sticks store for business. The training pro-
gram shall cover all aspects of the operation of an XYZ
Franchise, including the XYZ Operating System, financial con-
trols, marketing techniques, service techniques, deployment of
labor, advertising methods, and instruction on maintaining pro-
fessional standards.

After the opening of the Pogo Sticks store, XYZ, in its sole
discretion, may require your management staff to take addition-
al retraining. Such retraining may occur at your Pogo Sticks store
or such other locations as XYZ, in its sole discretion, determines.
The length and duration of the retraining program is determined
by XYZ. If retraining occurs within six months following the
opening of the Pogo Sticks store, you must pay all reasonable
expenses incurred by XYZ’s employees for travel and lodging,
but you are not required to reimburse XYZ’s employees’
salaries. If retraining occurs after the Pogo Sticks store has been
in operation for six months, you must reimburse XYZ’s employ-
ees for the reasonable cost of travel, lodging, and salaries. You
must reimburse each member of XYZ’s retraining team at the
rate of $_________________ per day if such retraining occurs at
your Pogo Sticks store, and at the rate of $_________________
per day if such retraining occurs at a site selected by XYZ.

There is no tuition charged for you or your employees for
attending the Initial Training Program, however, you are respon-
sible for the payment of all expenses associated with your train-
ing and the training offered to your employees, which includes
lodging, food, travel, and employee compensation. XYZ
reserves the right to disapprove any participant as having suc-
cessfully completed the Initial Training Program. The Initial
Training Program is more specifically described in Exhibit ___.
The instructors for the Initial Training Program are
______________________________________________. XYZ may
offer in its sole discretion future refresher training programs for
previously trained and experienced franchisees at a location to
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be designated by XYZ. There is no charge by XYZ for these
courses. You are responsible for the payment of all expenses
associated with such additional training, which includes lodging,
food, travel, and employee compensation. (Franchise
Agreement—Section ___.)

ITEM 12
TERRITORY

XYZ will, under the Development Agreement, reserve for
you an agreed-upon number of XYZ Pogo Sticks stores within
the Territory in accordance with the Development Schedule.

During the term of the Development Agreement, XYZ may
not grant to any other party the right to develop, construct, own,
or operate an XYZ Pogo Sticks store in the Territory and may
not establish company-owned XYZ Pogo Sticks stores therein.

XYZ may, however, use and franchise within the Territory
any other trade names and trademarks that it might develop and
not include in the Operating System, as that term is defined in
the Development Agreement and the Franchise Agreement, for
use with similar or different franchise systems for the sale of
other products or services.

In the Franchise Agreement for a single location, you are
given the individual right to use the XYZ Operating System at
your Pogo Sticks store location within a specific geographic loca-
tion (“Franchise Area”). No other XYZ Pogo Sticks store may be
established or operated within the Franchise Area as delineated
and defined in Section ___ of the Franchise Agreement. The
Franchise Area may not by altered without your approval. Unless
stated in the Development Agreement, you do not have any
rights of first refusal or similar rights to acquire additional fran-
chises within the Franchise Area or contiguous areas.

In Section ___ of the Franchise Agreement, XYZ reserves the
right to issue and franchise within the Franchise Area any of the
trademarks, service marks, or other proprietary property rights
that it may develop and not designate as rights granted in the
Franchise Agreement, for use with similar or different franchise
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systems for the sale of the same, similar, or different products or
services other than in connection with the XYZ Pogo Sticks store.
In addition, XYZ may develop, merchandise, sell, and license
others to sell XYZ related products to the public, to non-Pogo
Sticks store outlets in the Franchise Area.

XYZ has not reserved and may not reserve any right to fran-
chise or establish company-owned outlets under a different ser-
vice mark or tradename that may be engaged in the same or
similar lines of service as those being offered by you within your
trading or marketing area.

As of the date of this Offering Circular, XYZ has not formu-
lated plans or policies to operate or franchise the operation of
any business selling services or products under different trade
names, service marks, or trademark goods, similar to or
competitive with those to be offered for sale by the franchise
contemplated herein.

There are no restrictions contained in the Franchise Agree-
ment that prohibit you, other franchisees, or XYZ from soliciting
sales or accepting business from outside their franchise areas.

The continuation of your right to operate an XYZ Pogo
Sticks store in the Franchise Area is not dependent upon the
achievement of a specified sales volume, market penetration, or
other contingency.

ITEM 13
TRADEMARKS

A reproduction of the primary service marks appears on the
cover sheet of this Offering Circular. Service marks, trademarks,
and commercial symbols (sometimes hereinafter collectively
referred to as the “Marks”) may be created and designated by
XYZ for use in the future in connection with new advertising
campaigns or business formats. All right, title, and interest in the
Marks is held and will be held by XYZ. In the Franchise Agree-
ment, XYZ grants to you the right to use and operate a XYZ Pogo
Sticks store under the trade names XYZ, _________________, and
_________________. XYZ may change or modify its Marks, and
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you are obligated to adopt, use, and display the new or modified
trade names, service marks, trademarks, and copyrighted materi-
als at your expense.

XYZ has been granted registrations on the Principal Federal
Register for the following service marks:

1.Registration No._____________, registered________, International

Class______, for Pogo Sticks store services.

2.Registration No._____________, registered________, International

Class______, for Pogo Sticks store services.

3.Registration No.____________, registered_________, International

Class_______ for Pogo Sticks store services.

There are no presently effective determinations of the Unit-
ed States Patent and Trademark Office, the Trademark Admin-
istrator of any state, or of any court and no pending
interference, opposition, or cancellation proceeding or pending
material litigation involving the trademarks, service marks, trade-
names, logotypes, or other commercial symbols of XYZ.

There are no agreements currently in effect that significant-
ly limit the rights of XYZ to use or license the use of its trade-
marks, service marks, tradenames, logotypes, or other
commercial symbols in any manner material to the XYZ
Franchises being offered here.

XYZ, as a matter of current practice, is taking prudent steps
to protect your rights to use the “XYZ” service marks, trade
names, logotypes, and other commercial symbols by applying
for federal and state trademark and service mark registrations
and Corporate Name registrations where XYZ deems appropri-
ate. While XYZ has no obligation under the Franchise
Agreement to take these steps, it is its present intent to obtain
registrations whenever practicable. According to the Franchise
Agreement, you must notify XYZ if you learn of any person,
firm, or organization using the name “XYZ” or a substantially
similar name, or using trademarks, service marks, or methods of
procedures that may constitute an infringement upon the trade
names, service marks, trademarks, copyrights, or trade secrets of
XYZ. Further, according to the terms of the Franchise
Agreement, you agree to promptly notify XYZ of all claims,
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demands, or suits based upon any attempt by any party to use
the XYZ Marks. You must cooperate with and assist XYZ regard-
ing the protection of the XYZ Marks and XYZ Operating System
and other products and items delivered to you. XYZ, in its sole
discretion, may elect to commence a defense or prosecution of
any litigation arising out of the Marks, whether instituted by any
person, firm, corporation, or governmental agency against XYZ
or you. Although XYZ does not believe the following informa-
tion materially affects your use of our Marks, XYZ has discov-
ered that ___________________________ is currently operating
a Pogo Sticks store, featuring _______________________ and
_______________________, in the state of _____________ under
the name ‘XYZ’ registered ‘XYZ’ in the state of _____________
on _____________ and claims a date of first use in January 1972.
XYZ believes its rights to the use of the name ‘XYZ’ are supe-
rior and separately registered the Marks in the state of
_____________ in June of 1995.

There are no infringing uses known to XYZ that materially
affect your use of the trademarks, service marks, trade names,
logotypes, or other commercial symbols.

ITEM 14
PATENTS, COPYRIGHTS,

AND PROPRIETARY INFORMATION

XYZ has no rights on any patent. XYZ has filed for patent
protection on its Super-Duper Pro K Model pogo stick,
Application No. _______, filed on _____________, but no patent
has been granted as of the date of this circular. XYZ claims com-
mon law copyrights on its materials, including the XYZ manu-
als, charts, films, tapes, and printed materials. There are no
agreements currently in effect that significantly limit the rights of
XYZ to use or license the use of the copyrights in any manner
material to you.

ITEM 15
OBLIGATION TO PARTICIPATE IN THE ACTUAL 
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OPERATION OF THE FRANCHISE BUSINESS

According to the Franchise Agreement, either you or an
approved manager is required to participate personally in the
daily on-premises supervision of the XYZ Pogo Sticks store. You
or an approved manager must attend and successfully complete
XYZ’s Initial Training Program, as quickly as is possible based
on the scheduling of the training program and be approved by
XYZ. Upon the death, disability, or termination of the employ-
ment of an approved manager, you are required to appoint a
new approved manager within thirty (30) days. The successor
approved manager must attend and successfully complete the
Initial Training Program and be approved by XYZ.

ITEM 16
RESTRICTIONS ON WHAT FRANCHISEE MAY SELL

In order to establish and maintain uniform standards, quality
and appearance, you agree to sell or offer for sale to the public
only articles, products, and services as approved by XYZ. You
agree not to sell or offer any products or services not authorized
by XYZ and agree not to use the Franchise premises for any pur-
pose other than the operation of the Pogo Sticks store.

You are required by the Franchise Agreement to utilize the
licensed rights (including trademarks, trade names, service marks,
and logos) only in connection with the Franchise business.

ITEM 17
RENEWAL, TERMINATION, TRANSFER

AND DISPUTE RESOLUTION

This table lists important provisions of the franchise and
related Agreements. You should read these provisions in the
Agreements attached to this Offering Circular.
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Section in 
Provision Franchise Agreement Summary

a. Term of franchise Section ___ 10 years.

b. Renewal or extension Section ___ If you are in good standing, you 
of the term can renew for 3 additional 5-year 

terms.

c. Requirements for you Section ___ Successfully complete any retraining
to renew or extend required, make any required 

improvements or relocate to meet 
then current standards of XYZ, sign 
new Franchise Agreement, and not 
be in material default of franchise 
or other agreements.

d. Termination by you Section ___ You may not unilaterally terminate 
the Franchise Agreement.  Mutual 
termination is permitted upon 
written consent of both parties.

e. Termination by XYZ Section ___ Only with your mutual written 
without cause consent.

f. Termination by XYZ Section ___ XYZ can terminate the franchise 
with cause for a variety of reasons; some 

may be preceded by a cure   
period and others may not.

g. “Cause” defined- Section ___ 10-day curable defaults: fail to 
defaults which can be promptly pay all taxes, accounts 
cured and other operational indebtedness 

of the Store; fail to obtain or 
continue any insurance, license, 
bond or permit necessary to 
operate the Store; or violation any 
ordinance, law, rule or regulation 
of any governmental agency, 
30-day curable defaults; violation 
of any other material term or 
condition of the Franchise 
Agreement.

h. “Cause” defined- Section ___ Noncurable defaults: cease to do 
defaults which cannot business or voluntary abandon 
be cured Store; adjudicated bankrupt or 

insolvent (note: Section ___), 
which provides for termination
upon your  bankruptcy, may not be
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enforceable under federal bankruptcy
law (11 U.S.C. Section 101 et seq.)); 
convicted of felony  or crime; fail to 
timely obtain suitable location; fail to 
timely or properly open the Store; 
default in payment or reporting of 
royalties, advertising fees or other 
similar indebtedness required under 
the Franchise Agreement; continue to 
operate Store after term without 
renewing; disclose contents of a 
Manual or other confidential 
information; sell or transfer 
controlling interest in Store without 
obtaining written approval; violate 
non-competition covenant; operate 
Store in unsafe manner; repeated and 
successive defaults, or operate the 
Store in manner that damages the 
goodwill, reputation, marks or 
operating system development by XYZ.

i. Your obligations on Section ___ Obligations include: immediately 
termination/nonrenewal paying XYZ all sums owing; 

immediately returning all manuals, 
records, forms and other materials; 
immediately discontinuing all 
advertising as a franchisee; 
immediately discontinuing use of all 
marks; maintaining all required 
records, books and reports for two 
years; assigning to XYZ or its 
designee all your rights, title and 
interest in your advertising, listings, 
telephone numbers, signage, leases, 
licenses and permits; taking 
requested action to decharacterize the 
Store; and refraining from doing 
anything that indicates you are or 
ever were an authorized franchisee.

j. Assignment of Section ___ May assign as long as your rights are 
contract by XYZ not materially adversely affected.

k. “Transfer” by you— Section ___ Includes transfer of contract or 
definition ownership change.

l. XYZ’s approval of Section ___ XYZ has a 60-day right of first refusal 
transfer by franchisee and also has the right to disapprove 

all transfers.
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m. Conditions for XYZ Section ___ You may not be in default of any 
International approval agreement, you must execute a 
of transfer release, and all payments and 

obligations owing to XYZ must be 
current and satisfied. Proposed 
assignee must: qualify; successfully 
complete training; pay non-refundable
$3,500 Administrative Assignment 
Fee; have the right to remain in the 
Store location for the remainder of 
new term; and sign current Franchise 
Agreement.

n. XYZ’s right of first Section ___ XYZ can match any offer for your 
refusal to acquire business.
your business

o. XYZ’s option to Section ___ XYZ has option to purchase all or any 
purchase your business part of your physical assets including 

real estate and equipment leases 
upon termination.

p. Your death Section ___ XYZ has option to purchase for 60 
or disability days after written notice of death and, 

if option is not exercised, interest in 
the franchise transfers to heirs or 
legatees in immediate family or legal 
representative or guardian.

q. Noncompetition Section ___ Shall not compete within 25 miles of 
covenants during term the Franchise Area or any XYZ Store 
of the franchise and shall refrain from inducing or 

attempting to induce employees of 
XYZ or a franchisee of XYZ to leave 
their employment.

r. Noncompetition Section ___ Shall not compete for 3 years within 
covenants after the 25 miles of Franchise Area or any 
franchise is terminated XYZ store and shall refrain from 
or expires inducing employees of XYZ or a 

franchisee of XYZ to leave their 
employment.

s. Modifications of Sections ___, ___, and ___ No modifications generally, but 
the agreement manuals, proprietary information and 

operating system subject to change.

t. Integration/merger Sections ___ and ___ Only the terms of the Franchise 
clause Agreement are binding (subject to 

state law).  Any other promises may 
not be enforceable.
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u. Dispute resolution by Section ___ All claims, except those relating to the 
arbitration or mediation collection of royalties or trademark 

infringement, are subject to 
Arbitration in East Island, [State] 
under the rules of the American 
Arbitration Association.

v. Choice of forum Section ___ Litigation must be in a court of 
competent jurisdiction venued within 
East Island, [State].

w. Choice of law Section ___ East Island, [State] law applies.
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These states have statutes that may supersede the Franchise Agreement in
your relationship with XYZ International including the areas of termination and
renewal of your franchise: 

• ARKANSAS [Stat. Section 70-807]; 
• CALIFORNIA [Bus. & Prof. Code Sections 20000-20043]; 
• CONNECTICUT [Gen. Stat. Section 42-133e et seq.]; 
• DELAWARE [Code, tit.]; 
• HAWAII [Rev. Stat. Section 482E-1]; 
• ILLINOIS [815 ILCS 705/19 and 705/20]; 
• INDIANA [Stat. Section 23-2-2.7]; 
• IOWA [Code Sections 523H.1-523H.17]; 
• MICHIGAN [Stat. Section 19.854(27)]; 
• MINNESOTA [Stat. Section 80C.14]; 
• MISSISSIPPI [Code Section 75-24-51];
• MISSOURI [Stat. Section 407.400]; 
• NEBRASKA (Rev. Stat. Section 87-401];
• NEW JERSEY [Stat. Section 56: 10-1]; 
• SOUTH DAKOTA [Codified Laws Section 37-5A-51]; 
• VIRGINIA [Code 13.1-557-574-13.1564]; 
• WASHINGTON [Code Section 19.100.180]; and,
• WISCONSIN [Stat. Section 135.03]. 

These and other states may have court decisions that may supersede the
Franchise Agreement in your relationship with XYZ International including the
areas of termination and renewal of your franchise. For additional information,
please see Exhibit ___ attached to this Offering Circular.

The Franchise Agreement provides for termination upon bankruptcy. This
provision may not be enforceable under federal bankruptcy law (11 U.S.C.A.
Sec. 101 et seq.).

ITEM 18
PUBLIC FIGURES

XYZ does not use any public figures to promote its Franchises.
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ITEM 19
EARNINGS CLAIMS

XYZ provides, as part of this Offering Circular, information
regarding the earnings capability of XYZ’s Franchisees. This
information is attached as Exhibit ___.

While this information is provided to assist in the analysis of
an XYZ Franchise, YOU ARE ADVISED THAT EACH NEW
FRANCHISEE’S INDIVIDUAL FINANCIAL RESULTS ARE LIKELY
TO BE DIFFERENT FROM THE RESULTS STATED IN EXHIBIT
___. THE INFORMATION SUPPLIED IS BASED UPON AVER-
AGES OF XYZ’S FRANCHISES.

Upon your request, XYZ will make available to you the sub-
stantiating data used in preparing the averages of earnings capa-
bility presented in Exhibit ___.

ITEM 20
LIST OF OUTLETS

Information concerning our franchisees and other outlets
appears in the following tables. In addition, the names, address-
es, and telephone numbers of XYZ International’s franchisees
are contained in Exhibit ___ of this Offering Circular.

[Schedule deleted]

ITEM 21
FINANCIAL STATEMENTS

Attached as Exhibit ___ are audited financial statements for
the fiscal years ___, ___, and ___.
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ITEM 22
CONTRACTS

Copies of the Development Agreement and Franchise Agree-
ment to be used by XYZ in this State are attached hereto as
Exhibits ___ and ___ respectively.

ITEM 23
RECEIPT

Attached as Exhibit ___ of this Offering Circular is a receipt
to be signed by you.

(Exhibits deleted)
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This sample Franchise Agreement is a simplified but realistic
agreement that will acquaint you with the language and setup
of a franchise agreement used by franchise companies. Of
course, each agreement is uniquely drafted to suit a system’s
needs, but there is some commonality throughout the business
and the sample below reflects those similarities.

As an exercise, you should compare the sample Franchise
Agreement with the Offering Circular contained in Appendix A
to determine if the two documents differ in any significant sub-
stantive way. In the real world, if they did, you would want to
discuss these differences with your professional advisors and the
franchise company.

The final franchise agreement that you sign will govern your
legal rights with the franchise company, so proceed cautiously and
make sure the agreement contains everything you bargained for.

Franchise Agreement
(sample)
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XYZ
FRANCHISE AGREEMENT

DATE:____________
PARTIES: [Name of Franchisor],

a[n] _____________[state of incorporation]
corporation (Franchisor)
Address:
[Franchisor’s Address]
[Name of Franchisee] (Franchisee)
Address:
[Franchisee’s Address]

RECITALS:

A. Franchisor is the owner of the name and trademark
“_______” and related logo types and is the owner of a sys-
tem to offer franchise businesses to [description of franchise
business].

B. The Franchise program, includes but is not limited to com-
mon use and promotion of the name ________.

C. Franchisee warrants and represents that the Franchisee is
familiar with Franchisor and its operation, has reviewed the
Offering Circular provided by Franchisor, and has been pro-
vided with such other information concerning the operation
of a franchise as Franchisee requested.

D. Franchisee warrants and represents that the Franchisee does
not wish to obtain the franchise for speculative or investment
purposes and has no present intention to sell or transfer or
attempt to sell or transfer said franchise in whole or in part.
Franchisee understands and acknowledges the importance of
the high and uniform standards of quality, appearance, and
service imposed by Franchisor in order to maintain the value
of Franchisor’s name and the necessity of operating the fran-
chise in compliance with Franchisor’s standards.

176 how to buy a franchise



AGREEMENTS

SECTION 1. FRANCHISE

1.1 Grant of Franchise. Franchisor hereby grants to Fran-
chisee the exclusive right and license to operate a _______ busi-
ness for a term of five years from the date of this Agreement in
Franchisee’s exclusive area and to use the Franchisor’s method
of advertising, trade name, logos, and the rights enumerated
herein solely in a _______ business and in no other manner.

1.2 Franchisee’s Area. Franchisee acknowledges that
Franchisors method is designed to operate on the basis that
each Franchisee is assigned a specific exclusive geographical
area in which each Franchisee must use its best efforts to
develop and service in accordance with Franchisor’s standards
and specifications. Therefore, the license granted herein is
specifically limited to the right to operate the _________ busi-
ness within the Franchisee’s Area, more fully set forth in Section
21.2 of this Agreement.

SECTION 2. INITIAL FRANCHISE FEE AND TERM

2.1 Initial Franchise Fee. The Franchisee shall pay to
Franchisor an initial franchise fee, payable concurrently with the
execution of this Agreement, of $______, which fee is fully
earned by Franchisor upon the signing of this Agreement and is
nonrefundable.

2.2 Term. The term of this Agreement and the right to oper-
ate the franchise granted herein shall commence as of the date
of acceptance, as indicated herein upon final execution hereof
by Franchisor, and shall continue in effect for five years, unless
a termination or breach shall occur as provided.
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SECTION 3. OTHER FEES AND OTHER
CONTINUING CHARGES

3.1 Royalty.
3.1.1 Monthly Royalty. In addition to the initial fran-

chise fee, Franchisee shall pay Franchisor a monthly
royalty payment equal to five percent of monthly gross
sales from Franchisee’s business. Gross sales is defined
in Section 3.1.2.

3.1.2 Gross Sales. For the purpose of this Agreement,
gross sales shall mean all receipts, whether in cash or on
credit: (i) from Franchisee’s business; (ii) from all other
activities of every type and description done by
Franchisee or any person employed by Franchise under
the name ________or in connection with any of its trade-
marks or service marks; and (iii) from any other related
business operated by Franchisee or any person
employed by Franchisee whether or not the name and
marks of Franchisor are used.

3.1.3 Payment. The monthly royalty payments shall
be due and payable without invoice or other notice from
Franchisor on the 15th day of the month following the
month for which payment is due, upon the form pre-
scribed by Franchisor.

3.1.4 Late Charge and Costs. If royalty payments are
not fully paid on or before the date when due,
Franchisee agrees to pay Franchisor a late charge equal
to two percent per month on all amounts due and
unpaid. In addition, Franchisee agrees to reimburse
Franchisor for all costs of collection, including attorney’s
fees, of any amounts due under this Agreement.

3.2 Advertising. Franchisee shall pay Franchisor a monthly
advertising fee equal to one percent of monthly gross sales (as
defined in Section 3.1.2) from Franchisee’s business. This
amount shall be due and payable without invoice or other
notice from Franchisor on the 15th day of the month following
the month for which payment is due, upon the form prescribed
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by Franchisor. Payment shall be made separately from other
payments to Franchisor and shall be paid to “Ad-Fund.”
Franchisor shall place all advertising fees received from
Franchisees in a segregated advertising fund, the proceeds of
which shall be expended solely upon advertising for
Franchisees, subject to reasonable administrative fees and costs
charged by Franchisor. The advertising fee and fund are more
fully described in Section 7.3 of this Agreement.

SECTION 4. NATURE AND VALUE OF FRANCHISE NAME,
TRADEMARKS, TRADE SECRETS, AND GOODWILL

4.1 Authorized Use. The franchise granted hereby authorizes
the Franchisee to use Franchisor’s trademarks, know-how, and
trade secrets in the operation of a business as set forth in this
Agreement.

4.2 No Transfer. Nothing contained in this Agreement or
done pursuant to this Agreement shall be deemed to give the
Franchisee any right or interest in any of the trademarks, trade
secrets, and know-how of Franchisor. Franchisee agrees further,
having under this Agreement received secrets, know-how, expe-
rience, and assistance, now and hereafter provided by Fran-
chisor, for the purpose of establishment and operation of a
_________ business and having been granted participation in
the commercial benefits of the goodwill provided by Franchisor,
that Franchisee will not at any time divulge any secret or confi-
dential information concerning the business of Franchisor and
that upon termination or transfer of Franchisee’s franchise,
Franchisee will not at any time thereafter in any manner use,
copy, or imitate any of the trademarks of Franchisor or trade
upon Franchisor’s goodwill. The Franchisee further agrees that
in the event of a violation of any of Franchisee’s obligations
under this Section 4.2, Franchisor may immediately obtain an
injunction from a court of competent jurisdiction without any
requirement of bond, in addition to any other remedies.

4.3 Benefit. Any use of the Franchisor’s trademarks by a
Franchisee shall inure to the benefit of Franchisor.
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4.4 Limitations on Use. The Franchisee agrees that the trade-
marks, secrets, and know-how of Franchisor may be used only
for the purpose of operating a ______ business in the agreed ter-
ritory and shall not be used by Franchisee for any purpose or in
any manner not authorized by Franchisor and that, at all times
during the entire term of this agreement, the Franchisee will dili-
gently and loyally use the Franchisee’s best efforts to promote
such business and to enhance the goodwill of, and customer
demand for, the franchise business.

4.5 Name. The trademarks, including without limitation, the
mark ________ or any variation thereof, shall not be used as a
part of the firm or corporate name of the Franchisee but shall
be distinguished and set apart from the firm or corporate name
of any Franchisee.

4.6 Other Goods or Services. In no way are any of
Franchisor’s trademarks or trade name to be used or misrepre-
sented as names or marks for the sale of any goods or services
not specified in this Agreement.

4.7 State Registration. Franchisee shall take steps to register,
if not previously registered, the trademark of ________ with the
state in which said Franchisee is located. Said registration shall
be in the name of Franchisor and shall be at the Franchisee’s
expense. Franchisee shall notify Franchisor of the registration
and shall provide all documentation of same to Franchisor.

4.8 Infringement. In the event of any infringement of, or
challenge of the Franchisee’s use of any name or mark, the
Franchisee shall immediately notify Franchisor, and Franchisor
will have sole discretion to take such action as it deems appro-
priate. While Franchisor is not required to defend the Franchisee
against any infringement, unfair competition, or other claim
respecting the Franchisee’s use of any name or mark, Franchisor
is obligated to indemnify the Franchisee against, and to reim-
burse the Franchisee for, all damages for which Franchisee is
found liable in any proceeding arising out of the use of any
name or mark and for all costs reasonably incurred by the
Franchisee in the defense of any such claim, provided that the
Franchisee has notified Franchisor of such claim as described
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above and provided Franchisee made an effort to register the
trademark _________ as provided in Section 4.7. The Franchisee
agrees not to contest, directly or indirectly, Franchisors owner-
ship, title, right, or interest in its names or marks, trade secrets,
methods, procedures, and advertising techniques that are part of
the franchise business or contest Franchisor’s sole right to regis-
ter, use, or license others to use such names and marks, trade
secrets, methods, procedures, and techniques.

SECTION 5. RELATIONSHIP OF THE PARTIES

5.1 Independent Contractor. The nature of the relationship
between Franchisee and Franchisor is and shall be an indepen-
dent contractor and nothing herein contained shall be construed
so as to create an agency relationship, a partnership, or joint
venture between Franchisor and Franchisee. Neither Franchisor
nor the Franchisee shall act as agent for the other and neither
the Franchisee nor Franchisor shall guarantee the obligations of
the other or in any way become obligated for the debts or
expenses of the other unless agreed to in writing.

5.2 Operation of Franchisee’s Business. Franchisor shall not
regulate the hiring or firing of Franchisee’s employees. The con-
duct of the Franchisee’s business and employees and the
solicitation of customers by Franchisee and Franchisee’s
employees shall be determined in its own judgment and discre-
tion, subject only to the Policy and Procedures Manual as it may
be adopted or revised from time to time by Franchisor.

SECTION 6. OBLIGATIONS OF FRANCHISOR

Franchisor agrees, in consideration of Franchisee’s promises
contained in this Agreement, to assist Franchisee in providing
the Franchisee with the following services.

6.1 Training Program. Franchisor will operate a one (1) week
training program for the Franchisee at ________ or any other loca-
tion that Franchisor may later choose. The training program will
consist of Franchisor’s operational procedures, marketing system,
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operation, basic bookkeeping, accounting, and all aspects of gen-
eral operations. No additional fee is charged for training.
However, Franchisee shall be responsible for all travel, lodging,
and sustenance expenses for Franchisee or any employee.

6.2 Promotional or Merchandising Methods. Franchisor may
from time to time offer Franchisee suggested promotional or
merchandising methods. Any such promotion or merchandising
methods will be offered at the discretion of Franchisor accord-
ing to the currently approved Policy and Procedures Manual of
Franchisor.

6.3 Consultation and Advice. Franchisor shall provide ongo-
ing consultation and advice to Franchisee.

6.4 Continuing Assistance. Franchisor may, in its discretion,
provide continuing assistance to Franchisee in such areas set
forth in the training program or that may arise from time to time.
Franchisor may conduct quarterly sales and franchise consulta-
tion meetings at ______. (Attendance by Franchisee is voluntary.)

6.5 Marketing. Franchisor shall establish Franchisee’s exclu-
sive territory and shall assist Franchisee with the identification of
and analysis of the initial targeted minimum households
required to begin the operation of Franchisee’s business.
Franchisor shall also assist Franchisee with the purchase of the
necessary mailing lists and other components necessary to the
operation of the business.

6.6 Initial Supplies. Franchisor shall supply and provide
Franchisee’s initial supply of [describe goods provided]. After
the initial supply, Franchisee shall pay the prices then in effect
for said items to Franchisor. Franchisor will derive income from
the sale of these items to Franchisee.

6.7 Policy and Procedures Manual. Franchisor shall develop
and provide a Policy and Procedures Manual for the manage-
ment and operation of Franchisee’s business that may be
updated from time to time.

6.8 Advertising. Franchisor may assist, but is not required
to assist, Franchisee in obtaining national or regional advertis-
ing accounts and coordinate the placement of said advertise-
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ments among and between all Franchisees who desire to
accept or secure said advertisers or advertisements in accor-
dance with this Agreement.

SECTION 7. OBLIGATIONS OF THE FRANCHISEE

Franchisee agrees, in consideration of Franchisor’s promises
contained in this Agreement, as follows.

7.1 Payments. Franchisee shall pay promptly to Franchisor
(or its designated suppliers) any fees due hereunder, as well as
charges for any products or services furnished by Franchisor (or
its designated suppliers) at Franchisee’s request, including but
not limited to (i) the initial franchise fee set forth in Section 2.1;
(ii) the royalty payments as set forth in Section 3.1; (iii) the
advertising fee as set forth in Section 3.2; and (iv) any other
charges incurred under this Agreement by Franchisee.

7.2 Reports. Franchisee shall report to Franchisor by the 15th
day of the following month, on forms required by Franchisor,
the amount of monthly gross sales and royalty payments due for
the previous month. In addition, Franchisee shall report to
Franchisor, on forms prescribed by Franchisor, the general
financial condition of Franchisee’s business specifying expenses,
costs, income, profit, and so forth on January 30th, April 30th,
July 30th and October 30th of each year for the previous quar-
ter of operation prior to each such date.

7.3 Advertising Fund. Franchisee shall contribute one per-
cent of the monthly gross sales from the Franchisee’s business
to an advertising fund administered and maintained by
Franchisor. The fund shall be maintained in a segregated bank
account under Franchisor’s control, designated as “Ad-Fund.”
None of the funds are refundable to Franchisee. Franchisor shall
use the proceeds of the fund and any interest earned upon said
proceeds solely and exclusively for advertising on behalf of
Franchisees, subject to reasonable administrative fees and costs
charged by Franchisor. Franchisee agrees and acknowledges
that Franchisor will administer the fund and the distribution of
proceeds for advertising within its absolute discretion.
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Franchisor reserves the right to apply the proceeds of the fund
in whatever manner it deems beneficial to all Franchisees,
including an uneven distribution of the proceeds so as to
accomplish different goals in different markets. Franchisee
acknowledges and agrees that Franchisor may purchase adver-
tising in combination with advertising for its company-owned
retail store (if any) and that any such costs for said advertising
shall be allocated between Franchisor and the advertising fund
on a per store basis for the relevant geographical area.
Franchisee shall pay the one percent advertising contribution on
the 15th day of the month following the month for which pay-
ment is due. Payment shall be due and payable without invoice
or other notice from Franchisor and Franchisee is required to
report gross sales and the advertising fee due upon the forms
prescribed by Franchisor. Payment shall be made separately from
other payments to Franchisor and shall be paid to “Ad-Fund.”

7.4 Harm to Business. Franchisee shall not engage in any
trade, practice, or other activity that is harmful to the goodwill
or reflects unfavorably on the reputation of Franchisor or con-
stitutes deceptive or unfair competition or is in violation of any
applicable fair trade law.

7.5 Policy and Procedures Manual. Franchisee shall comply
with the Franchisors Policy and Procedures Manual (if adopted
and as it may be revised from time to time) and with all rules
and regulations for the good order, uniformity, or protection of
the goodwill and reputation of Franchisor that may from time to
time be declared in writing by Franchisor.

7.6 Hold Harmless. Franchisee agrees to hold harmless and
protect Franchisor from and against any liability of any kind or
nature resulting from the operation of the Franchisee’s business.
The Franchisee, prior to beginning the operation of Franchisee’s
business and thereafter, is required to maintain at Franchisee’s
expense, covering both the Franchisee and Franchisor as named
insureds, in a form and with an insurer satisfactory to
Franchisor, comprehensive general liability insurance with per-
sonal injury coverage of not less than one million dollars
($1,000,000) per occurrence and business interruption insurance
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in an amount of not less than $100,000 per occurrence. The
insurance to be furnished by the Franchisee shall also include
motor vehicle insurance with the following coverages and lim-
its: bodily injury liability with limits of $100,000 for any one per-
son and $300,000 for all persons as a result of any one
occurrence, property damage liability with limits of $50,000 for
any one occurrence, medical payments of $5,000 for each per-
son and uninsured and underinsured coverage, and compre-
hensive coverage for the actual cash value of each vehicle, and
$100 deductible collision insurance. Franchisee is also required
to maintain worker’s compensation insurance, and Franchisor
must be a named insured with Franchisee on each insurance
policy except worker’s compensation insurance. The cost of
such insurance and the dates payments are due will vary from
one insurer to another. The payments are made directly to the
insurer and are ordinarily not refundable.

7.7 Trademarks and Service Marks. Franchisee agrees that
from time to time Franchisor may reasonably adopt new or
modified trademarks, service marks, or other marks, and
Franchisee agrees at Franchisee’s expense, to adopt, use, and
display for the purposes of this Agreement any such changes as
if they were a part of Franchisor’s program at the time of the
execution of this Agreement.

7.8 Compliance With Law. Franchisee shall comply with all
federal, state, and local laws and regulations, and shall obtain,
and all times maintain, any and all permits, certificates, or licenses
necessary for the full and proper conduct of the business.

7.9 Annual Audit. Franchisee shall conduct an annual audit
that, along with the Franchisee’s company books, shall be sub-
mitted to Franchisor for review within sixty (60) days after
December 31 of each year. Said audit shall contain complete and
accurate financial statements of Franchisee’s business, including
a statement of profit and loss and a balance sheet, all prepared
in accordance with generally accepted accounting principles.
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7.10 Training Program.
7.10.1 Franchisee. Franchisee shall attend a one week

training program at Franchisor’s headquarters prior to the
opening of the franchise.

7.10.2 Others. If the trained Franchisee leaves the fran-
chise business, another person shall take Franchisor’s train-
ing course so that at least one manager at the franchise
business has had the training course. If such other person is
required to take the training course, a fee of not more than
$1,000 for each additional person taking the course shall be
charged Franchisee. The additional training fee shall be due
and payable by Franchisee prior to the training session.
7.11 Manager.

7.11.1 Supervision. The franchise business must be at all
times under the direct supervision of a Franchisee who has
completed the training program.

7.11.2 Identity. Franchisor must be informed of the iden-
tity of any manager, whether the Franchisee is an individual,
corporation, or partnership, who is at any time utilized or
employed by Franchisee.
7.12 Office Equipment. Franchisee shall be required to

install and maintain a separate telephone line (or lines), dedicat-
ed to the operation of the business, as well as an answering
machine for times when the telephone is unable to be answered
directly. Territories of 250,000 households or more are required
to install and maintain a facsimile machine to communicate with
Franchisor and lease or purchase a copy machine. Territories of
less than 250,000 households must have access to both facsim-
ile and copying services. All Franchisees shall be required to
purchase or lease a portable VHS video playback/monitor and
to own or lease a motor vehicle for the purpose of making sales
calls, although a specific make or model is not required.

SECTION 8. TERM AND RENEWAL

8.1 Term. The term of the Franchise Agreement is five years
from the date of execution of the Franchise Agreement. Addi-
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tional licenses for territories will be governed by separate Fran-
chise Agreements and with termination dates established therein.

8.2 Commencement of Business. Franchisee is required to
commence business operations within one week of the conclu-
sion of Franchisee’s training program.

8.3 Option to Renew. Franchisee has an unlimited option to
renew the franchise relationship for successive additional five
year terms. The Franchisee must give Franchisor at least six
months’ notice of its intention to exercise its option to renew.
Said renewal will be granted if all the conditions of Section 8.4
have been met.

8.4 Conditions of Renewal. The Franchisee will be allowed
to renew Franchisee’s franchise relationship with Franchisor
provided that:

8.4.1 No Breach or Default. The Franchisee is not in
breach of any of the terms or conditions of this Agreement
and is not in default of any of the provisions of this Agree-
ment requiring payments to be made to Franchisor (or its
designated suppliers). Franchisee shall be current on all roy-
alty payments, supply payments, commission payments, and
any other fee or payment required hereunder;

8.4.2 Renewal Franchise Agreement. The Franchisee
executes a Renewal Franchise Agreement and other legal
instruments then customarily used by Franchisor even
though the terms, including the amount of royalty fees and
other charges, may be materially different from the agree-
ments now in use. Failure or refusal to execute such instru-
ments within thirty (30) days after delivery to the Franchisee
shall be deemed an election not to renew the franchise; and,

8.4.3 Renewal Fee. The Franchisee pays the renewal fee,
not to exceed $1,000.
8.5 Required Notice. If state or local law requires that Fran-

chisor give notice to Franchisee of nonrenewal for noncompli-
ance with this Agreement or the Policy and Procedures Manual
prior to the expiration of the term, this Agreement shall remain
in effect on a month-to-month basis until Franchisor has given
Franchisee the notice required by law.
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SECTION 9. TERMINATION

9.1 Termination by Franchisee.
9.1.1 Permitted Termination. If the Franchisee is in com-

pliance with the Franchise Agreement and Franchisor
breaches the Agreement and fails to cure such breach within
forty-five (45) days after written notice of such breach is
delivered to Franchisor, the Franchisee may terminate the
Franchise Agreement and the franchise, effective ten (10)
days after delivery of written notice to Franchisor of such
termination.

9.1.2 Termination in Violation of Agreement. A termina-
tion without complying with these requirements or for any
reason other than breach of the Franchise Agreement and
failure to cure by Franchisor shall be deemed a termination
by the Franchisee not in accordance with the provisions of
the Franchise Agreement.
9.2 Termination by Franchisor. Franchisor may terminate the

Franchise Agreement and the franchise immediately and without
other cause, effective thirty (30) days after delivery of notice of
termination to the Franchisee, if the Franchisee:

9.2.1 Assignment for Benefit of Creditors. Makes an
assignment for the benefit of creditors or an admission of his
or her inability to pay his or her obligations as they become
due;

9.2.2 Bankruptcy or Similar Proceeding. Files a voluntary
petition in bankruptcy or any pleading seeking any reor-
ganization, arrangement, composition, adjustment, liquida-
tion, dissolution, or similar relief under any law, or admitting
or failing to contest the material allegations of any pleading
filed against him or her, or is adjudicated as bankrupt or
insolvent;

9.2.3 Failure to Operate Business. Fails to continuously
and actively operate the business;

9.2.4 Inaccurate Statements. Submits two or more state-
ments, one or more annual financial statements, sales or
income tax returns, or supporting records to Franchisor that
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understate by two percent or more the royalties due or
materially distort any other material information;

9.2.5 Breach of Payment or Reporting Obligations.
Consistently fails to submit when due periodic or annual
financial statements or other information or fails to pay
when due royalty fees or other fees;

9.2.6 Health and Safety Problems. Violates and fails to
cure or consistently violates any health or safety law, ordi-
nance, or regulation or operates the business in a manner
that presents a health or safety hazard to its customers or the
public;

9.2.7 Unauthorized Assignment. Makes an unauthorized
assignment of the Franchise Agreement, the franchise, or
ownership of the franchise;

9.2.8 Failure to Comply with Agreement. Repeatedly fails
to comply with the Franchise Agreement, whether or not
such failures are corrected, after notice thereof is delivered
to the Franchise;

9.2.9 Misrepresentations. Has made any material misrep-
resentations or misstatements on Franchisee’s application for
the franchise or with respect to the ownership of the
Franchisee;

9.2.10 Criminal Misconduct. Has engaged in criminal
misconduct relevant to the reputation or operation of the
business;

9.2.11 Failure to Adhere to Agreement. Fails to adhere
to any material provision of the Franchise Agreement
including, but not limited to, all payments Franchisee is
required to pay to Franchisor as specified in Sections 3 and
7 of this Agreement, or any specification, standard, or
operating procedure prescribed by Franchisor and does
not correct such failure within fifteen (15) days after notice
of same by Franchisor;

9.2.12 Noncompliance with Law. Fails to correct any
noncompliance with any law or government regulation
within five (5) days of notice by the appropriate government
agency or by Franchisor; or,

appendix b: franchise agreement (sample) 189



9.2.13 Failure to Meet Minimum Standards. In the event
performance of Franchisee falls below the minimum opera-
tion standards set forth in this Agreement or in any Policy
and Procedures Manual, Franchisee will be notified in writ-
ing setting forth such deficiency and, at the option of Fran-
chisor, Franchisee may be placed on probation for a period
of not less than thirty (30) days and not more than ninety
(90) days. If such deficiency is not corrected within said pro-
bationary period, Franchisor may, at its option, terminate
this Agreement.
9.3 Termination by Franchisor and Franchisee. This Agreement

may be terminated by mutual written consent of the parties upon
such terms and conditions as they may mutually agree.

9.4 Post-termination Obligations of Franchisee. On the ter-
mination or refusal to renew or extend the Franchise Agreement
by Franchisor, the Franchisee shall cease to be an authorized
Franchisee and shall:

9.4.1 Payment of Fees and Charges. Pay fees and charges
due within seven (7) days;

9.4.2 Discontinue Use of Marks. Immediately and per-
manently discontinue the use of all names and marks indi-
cating or tending to indicate that the Franchisee is an
authorized Franchisee. All signs, stationery, letterheads,
forms, manuals, printed matter, and advertising containing
Franchisor’s marks shall promptly be surrendered to
Franchisor. Franchisor shall pay Franchisee’s costs for all
such items surrendered;

9.4.3 Cease Advertising. Cease all advertising as an
authorized Franchisee, including, but not limited to, the
immediate removal of all signs from its premises;

9.4.4 Return of Franchisor’s Property. Immediately return
all Franchisor’s Policy and Procedures Manuals, books, films,
cassettes, forms, or brochures to Franchisor;

9.4.5 Books and Records. Maintain all books, records,
and reports required by Franchisor for a period of not less
than one year after termination;
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9.4.6 Permit Inspection. Allow Franchisor to make final
inspection of said books and records during normal busi-
ness hours within a one-year period for the purpose of ver-
ifying that all fees or other expenses due Franchisor have
been paid;

9.4.7 Cease Representations Regarding Relationship.
Refrain from doing anything that would indicate that it is or
ever was an authorized Franchisee;

9.4.8 Covenant Not to Compete. Abide by all provisions
of the covenant not to compete under Section 18; and, 

9.4.9 Assignment of Property. At the option of Franchisor,
assign the leased premises and telephone numbers of the
franchise business to Franchisor or any party designated by it.
9.5 Franchisee’s Business Property. Upon termination or

refusal to renew or extend the Franchise Agreement by
Franchisor or by the Franchisee, the Franchisee retains (unless
the leased premises are, upon Franchisor’s option, assigned to
Franchisor or a party designated by it) its business property,
location, site, furnishings, inventory, etc. except that all indica-
tions of Franchisor’s affiliation must be removed.

SECTION 10. DEATH OF FRANCHISEE

10.1 Successor. In the event of the death of the Franchisee
(who owns or controls fifty percent or more of the franchise
business) during the term of this Agreement, Franchisor agrees
that such person as shall be determined by Franchisee’s will, or,
in the event of Franchisee’s intestacy, under the law of succes-
sion in effect in the state in which the deceased Franchisee’s
property interest in the franchise is located, to be the successor
to the interest in the deceased Franchisee’s property interest in
the franchise (hereinafter referred to as “Successor”), shall be
granted a franchise for the balance of the term of this Agreement
subject to the following.

10.1.1 Application and Qualification. Successor may
apply to Franchisor for acceptance by Franchisor and, if
determined to be qualified in accordance with then prevail-
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ing standards, and upon compliance with the conditions
described in paragraph 10.2 below, such Successor shall be
granted the franchise for the balance of the term, for the pre-
viously agreed territory.

10.1.2 Alternative for Qualification. If Successor is not
willing or able to qualify as a Franchisee, such Successor
may apply to Franchisor for acceptance by Franchisor by
designating an individual employed by such Successor to be
qualified in accordance with the then prevailing standards,
and upon compliance with the conditions described in
Section 10.2 below, such Successor shall be granted the fran-
chise for the balance of the term, for the previously agreed
territory.
10.2 Acceptance of Successor. The acceptance of the

Successor as a Franchisee is subject to the following conditions:
10.2.1 Delinquent Obligations. Payment of delinquent

obligations of the deceased Franchisee or his or her estate,
if any, pertaining to this Agreement;

10.2.2 Assumption by Successor. Written assumption by
the Successor, in forms furnished or approved by Franchisor
of the obligations of the Franchisee under this Agreement;

10.2.3 Execution of Other Documents. Execution by
Successor of such other documents as may be reasonably
required by Franchisor; and,

10.2.4 Training Requirements. Compliance with the train-
ing requirements for franchisees set forth in this Agreement,
and the payment of a training fee of not more than $1,000
prior to the training session.
10.3 Transfer to Others. Any proposed transfer of this fran-

chise by the legal representative of the estate of the deceased
Franchisee to a person other than a Successor who qualified as
a Franchisee, in accordance with Sections 10.1 and 10.2, shall be
subject to the provisions governing assignment as set forth else-
where in this Agreement.

10.4 Failure to Transfer. If no Successor shall have qualified
and no transfer of the franchise shall have otherwise been
accomplished consistent with the foregoing provisions within
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six months from the date of death of the Franchisee, Franchisor
shall have the right to terminate this Agreement but may exer-
cise any option it possesses under this Agreement or under the
terms of the Franchisee’s lease in order to maintain the opera-
tion of the business as a company-owned operation.

10.5 Court Order. Franchisor shall have the right to require
a certified copy of an order of the court having jurisdiction over
the deceased Franchisee’s estate in which the Successor shall be
determined, and may rely on such certified copy for the purpos-
es of this paragraph. If not furnished with such certified copy of
a court order, or in the event of a legal contest, Franchisor may
decline, without liability, to recognize the claim of a party to be
Successor. Franchisor shall not be liable to any heir, next of kin,
devisee, legatee, or legal representative of a deceased
Franchisee by reason of acceptance of a surviving spouse or
child of the deceased Franchisee as Successor, provided such
acceptance is not contrary to the order of a court of competent
jurisdiction served on Franchisor.

10.6 Interim Operation. During the interim period from the
date of death of Franchisee until qualification of Successor, or
until a transfer of the franchise shall have otherwise been
accomplished consistent with this Section 10, the legal repre-
sentative shall operate under this Franchise Agreement through
an individual who has the requisite qualifications for interim
management thereof, as determined by Franchisor, it being
understood that should the legal representative have failed to
designate an individual so qualifying within ninety (90) days
after the death of the Franchisee, Franchisor shall have the right
to terminate this Agreement but may exercise any option it may
possess under this Agreement or under the terms of the
Franchisee’s lease in order to maintain the operation of the busi-
ness as a company-owned operation.

10.7 State Law. In the event any provisions of this Agree-
ment pertaining to renewal, termination, or modification conflict
with any controlling state law, such provision shall be sub-
ordinate to such state law, to the extent there is a conflict.
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SECTION 11. ASSIGNMENT OF THE FRANCHISE

11.1 Agreement Is Personal. This Agreement is personal,
being entered into in reliance upon and in consideration of the
skill, qualifications, and representations of, and the trust and
confidence reposed in, Franchisee and Franchisee’s present
partners or officers (if Franchisee is a partnership or corpora-
tion), who will actively and substantially participate in the oper-
ation of the franchise business.

11.2 Limitations on Transfer. Neither this Agreement, the
franchise, nor any part of the ownership of the franchise (which
shall mean and include voting stock, securities convertible
thereto, proprietorship interest, and general partnership interest)
may be voluntarily, directly, or indirectly assigned or otherwise
transferred or encumbered by the Franchisee or its owners
(including without limitation by will, declaration of or transfer in
trust, or by the laws of intestate succession) except as provided
herein without the prior written approval of Franchisor, and any
such assignment, transfer, or encumbrance without such
approval constitutes a breach of this Agreement. Franchisor will
not, however, unreasonably withhold consent to an assignment
if the conditions specified below are met:

11.2.1 Satisfaction With Assignee. Franchisor is satisfied
with the character, business experience, and credit rating of
the proposed assignee (and its partners, officers, and/or
controlling stockholders);

11.2.2 Payment of Debts. Payment of all outstanding
debts to Franchisor (or its designated suppliers) by the
assigning Franchisee;

11.2.3 Release. A general release of claims by the fran-
chise and Franchisee;

11.2.4 Execution of Agreement. Assignee’s execution of
the then current Franchise Agreement;

11.2.5 Transfer Fee. Payment by assignee of a $1,000
transfer fee;

11.2.6 Training Program. Attendance by the proposed
assignee or a managing employee at the next available
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New Franchise Training Program at assignee’s expense and
the payment of a $1,000 training fee prior to the training
session; and,

11.2.7 Compliance With Law. Completion of the steps
necessary, if any, to comply with the Federal Trade
Commission Rules and/or state laws regarding franchising.
11.3 Incorporation of Franchisee’s Business. If the Franchisee

is a sole proprietorship or partnership, and if the conditions of
Sections 11.2.1–11.2.4 and 11.2.7 (except 11.2.5 and 11.2.6) are
met, Franchisor will consent to the assignment without payment
of a transfer fee of this Agreement to a corporation formed,
owned, and controlled solely by the Franchisee to operate the
franchise business, provided such assignment shall not relieve
the original Franchisee of the obligations of this Agreement.

11.4 Transfer of Interests in Franchisee’s Business.
11.4.1 Corporation. If the Franchisee is a corporation, any

merger thereof, or sale or transfer of more than forty-nine
(49%) of any one class of stock or any series (whether related
or unrelated) or sales or transfers totalling in the aggregate
forty-nine (49%) or more of any one class of stock in such
corporate Franchisee, whether by operation of law or other-
wise, shall be deemed an attempted assignment of this
Agreement requiring the prior written consent of Franchisor.

11.4.2 Partnership. If the Franchisee is a partnership, the
sale or transfer of any general partner’s interest or the sale
or series of sales or transfers of limited partnership interests
totalling in such aggregate forty-nine (49%) of such interests
(including transfers of shares in corporate partners) whether
by operation of law or otherwise, shall be deemed an
attempted assignment of this agreement and shall require
the prior written consent of Franchisor.

11.4.3 Aggregation of Transfers. For the purpose of
determining whether forty-nine (49%) or more of the inter-
ests of any class of shares or of general partnership interests
have been transferred, all transfers (whether related or unre-
lated) shall be aggregated. Any proposed transfer involving
less than forty-nine (49%) but more than twenty-five (25%)
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of the stock or general partnership interests of the
Franchisee shall be reported by the Franchisee to Franchisor
at lease twenty (20) days in advance of any such transfer but
shall not be subject to the approval of Franchisor.
11.5 Assignment by Franchisor. Franchisor reserves the right

to assign the Franchise Agreement provided that such assign-
ment shall not affect the rights and privileges of the Franchisee
under the agreement.

11.6 Right of First Refusal. Franchisor has the right of first
refusal on any proposed assignment by Franchisee. Franchisee
shall serve upon Franchisor a written notice setting forth all of
the terms and conditions of the proposed assignment, a suitable
current financial statement regarding the proposed assignee, and
all other information requested by Franchisor concerning the
proposed assignee. Said notice shall provide Franchisor with suf-
ficient time to enable Franchisor to comply with all disclosure
requirements with respect to any intended assignee. Within
twenty (20) days after receipt of such notice (or if Franchisor
requests additional information, within fifteen (15) days after
receipt of such additional information), Franchisor may either
consent or refuse to consent to the assignment or, at its option,
accept the assignment to itself upon the same terms and condi-
tions specified in said notice. Consent to an assignment upon the
specified terms and conditions shall not be deemed to be a con-
sent to an assignment upon any other terms or conditions, nor
to any other person, nor to any other subsequent assignment.

SECTION 12. REMEDIES FOR BREACH,
ATTORNEY FEES, AND FORCE MAJEURE

12.1 Remedies. Franchisee expressly consents and agrees that
Franchisor may, in addition to any other available remedies, obtain
an injunction without bond to terminate or prevent the continua-
tion of any existing default or violation, and to prevent the occur-
rence of any threatened default or violation of this Agreement.

12.2 Attorney’s Fees. If any legal action shall be instituted
to interpret or enforce the terms and conditions of this
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Agreement, the prevailing party shall be entitled to recover its
costs and reasonable attorney’s fees.

12.3 Force Majeure. Neither Franchisor or Franchisee shall
be liable to each other, or be deemed in breach or default of any
obligation contained in this Agreement, for any delay or failure
to perform for difficulties of performance occasioned by war,
law, regulations or order of public authority, labor troubles,
shortages of materials, acts of God, or other causes amounting
to Force Majeure.

SECTION 13. MODIFICATIONS

13.1 Terms and Conditions. This Agreement contains all of
the terms and conditions agreed upon by the parties hereto. No
promises or representations have been made other than as here-
in set forth.

13.2 Modifications. Any modification or change in this
Agreement must be in writing executed by Franchisee and an
officer of Franchisor authorized by the Board of Directors of
Franchisor. No field representative or any other employee of
Franchisor has the right or authority to make oral or written
modifications of this Agreement, and any such modifications
shall not be binding upon either party hereto.

SECTION 14. WAIVER

No waiver of any breach of any condition, covenant, or
agreement contained in this Agreement shall constitute a waiver
of any subsequent breach of the same or any other condition,
covenant, or agreement.

SECTION 15. MISCELLANEOUS

15.1 Governing Law. This Agreement shall be governed by
the laws of the State of ____________________, and Franchisee
expressly and freely agrees that should any legal action against
Franchisor be necessary, all such action shall be taken exclu-
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sively in the State of ____________________. Franchisee hereby
submits himself/herself/itself to the jurisdiction of the courts of
____________________ County, ____________________.

15.2 Partial Invalidity. In case any one or more of the provi-
sions of this Agreement or any application thereof shall be
invalid, illegal, or unenforceable in any respect, the validity,
legality, and enforceability of the remaining provisions con-
tained in this Agreement and any other application thereof shall
not in any way be affected or impaired thereby.

15.3 Headings. Section and subsection headings are for ref-
erence purposes only and shall not in any way modify or limit
the statements contained in any section or subsection.

15.4 Number and Gender. All words in this Agreement shall
be deemed to include any number or gender as the context or
sense of this Agreement requires. All references herein to Fran-
chisee or Franchisor shall include the plural if there be more than
one, and the masculine, feminine, or neuter as the case may be.

15.5 Conflict With Manual. In the event of any conflict
between this Agreement and the Policy and Procedures Manual,
this Agreement shall control.

SECTION 16. AUTHORITY AND ACCEPTANCE

16.1 Warranty of Authority. Each of the undersigned par-
ties warrants that he/she/it has full authority to sign and exe-
cute this Agreement.

16.2 Acceptance. This Agreement shall become valid on the
date it is accepted by Franchisor. Franchisor will notify Fran-
chisee of such acceptance by sending Franchisee an executed
copy of the Agreement. If this Agreement is not accepted by
Franchisor within sixty (60) days of receipt, then all monies paid
hereunder shall be returned to the Franchisee and this
Agreement shall be null and void, unless the parties agree in
writing to a longer period.
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SECTION 17. DISCLAIMER OF WARRANTIES AND 
ENTIRE AGREEMENT

17.1 Representations. Franchisee represents, warrants, and
acknowledges that Franchisor, its officers, employees, and/or
agents, have made no representations or warranties, expressed
or implied, as to the profitability of a franchise business.
Franchisee further acknowledges that Franchisee has conducted
Franchisee’s own independent investigation as to the desirabil-
ity of entering into this transaction and that Franchisee has had
full opportunity to seek independent legal counsel and financial
advice with respect to entering into this Agreement. Franchisee
specifically states that Franchisee has not relied upon oral or
verbal representations of Franchisor, its officers, employees,
and/or agents in deciding to purchase this franchise.

17.2 Uniform Offering Circular. FRANCHISEE ACKNOWL-
EDGES THAT HE/SHE/IT HAS RECEIVED, AT THE EARLIER OF
THE FIRST PERSONAL MEETING WITH FRANCHISOR OR TEN
(10) BUSINESS DAYS PRIOR TO THE EXECUTION BY FRAN-
CHISEE OF THIS AGREEMENT OR PAYMENT OF ANY CON-
SIDERATION TO FRANCHISOR, A COPY OF THE CURRENT
FRANCHISOR’S UNIFORM FRANCHISE OFFERING CIRCULAR
FOR THE STATE IN WHICH FRANCHISEE’S AREA IS LOCATED.

17.3 Understanding of Agreement. FRANCHISEE STATES
THAT HE/SHE/IT HAS RECEIVED, READ, AND UNDERSTOOD
THIS AGREEMENT, AND HAS BEEN ACCORDED AN AMPLE
OPPORTUNITY AND A PERIOD OF NOT LESS THAN FIVE (5)
BUSINESS DAYS AFTER RECEIPT OF A FINAL COPY OF THIS
AGREEMENT TO CONSULT WITH ADVISORS OF HIS/HER/ITS
OWN CHOOSING CONCERNING THE POTENTIAL BENEFITS
AND RISKS THAT MAY BE INVOLVED IN ENTERING INTO
THIS AGREEMENT AND BECOMING A FRANCHISEE.

17.4 Financial Statements. FRANCHISEE HAS PROVIDED
FRANCHISOR WITH ACCURATE FINANCIAL STATEMENTS,
WHICH PRESENT A TRUE REPRESENTATION OF FRAN-
CHISEE’S FINANCIAL CONDITION.
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17.5 Stock Certificate Legend. Franchisee, if it is a corpora-
tion, acknowledges that no stock of the corporation may be
transferred without Franchisor’s prior approval in accordance
with Section 11. Franchisee agrees to place the following legend
on all certificates of stock in the corporation: 

The transfer of this stock is subject to the terms and condi-
tions of a Franchise Agreement with _________________, a[n]
____________ [state of incorporation] corporation, as Franchisor.

17.6 Entire Agreement. This Agreement represents and con-
stitutes the entire agreement between the parties. All other rep-
resentations or negotiations, past or present, verbal or written,
are merged herein.

SECTION 18. AGREEMENT NOT TO COMPETE OR DISCLOSE

18.1 Covenant Not to Compete. As long as this Agreement
shall be in effect, and for a period of two years thereafter,
regardless of the cause of termination, the Franchisee shall not
in any capacity, directly or indirectly, engage or be financially
interested in or associated with any business similar or substan-
tially similar to a _________ business within a fifty mile radius
of the exclusive territory granted Franchisee, any exclusive ter-
ritory granted to other Franchisees, or any company-owned
location, or employ or seek to employ any person who at the
time of his or her employment is employed, or at any time six
(6) months prior thereto has been employed, by any other fran-
chise business or by Franchisor.

18.2 Nondisclosure. At no time, except in the normal course of
the Franchisee’s business hereunder, shall the Franchisee disclose
to any person any information or knowledge concerning the
methods of promotion, sale, or distribution used by Franchisor.

18.3 Remedies. In addition to any other remedies available,
Franchisor shall be entitled to obtain an injunction without bond
to terminate or prevent the continuation of any existing or con-
tinuing default or violation of Sections 18.1 or 18.2.

200 how to buy a franchise



SECTION 19. NOTICES

19.1 Form. Any notices to be given hereunder shall be in
writing, and may be delivered personally, or by certified or reg-
istered mail, with postage fully prepaid. Any notice delivered by
mail in the manner herein specified shall be deemed delivered
five (5) days after mailing or, if earlier, on actual receipt.

19.2 Addresses. Any notices to be delivered to Franchisor
shall be addressed to [address]. Any notice to Franchisee shall
be delivered to the address set forth in the first paragraph of this
Agreement.

19.3 Change of Notice Address. The address specified here-
in for service of notices may be changed at any time by the party
making the change giving written notice to the other party.

SECTION 20. EXCLUSIVE PROPERTY

The form and content of this Agreement are the exclusive
property of Franchisor and may not be reproduced in part or in
whole by Franchisee.

SECTION 21. ADDITIONAL REPRESENTATIONS

21.1 Franchisee’s Representations and Warranties.
Franchisee makes the following additional warranties and rep-
resentations.

21.1.1 Form of Business Organization. Franchisee is a
____________________________ [corporation, partnership,
or sole proprietorship].

21.1.2 Beneficial Ownership. If Franchisee is a corpo-
ration or partnership, there is set forth below the name
and address of each shareholder or partner in the fran-
chise holding ten percent (10%) or more interest in the
corporation or partnership.

21.2 Protected Territory Description. Franchisor agrees
that no other franchise or company-owned operation will
be sold or operated in the protected territory consisting of.
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(Map attached) The Minimum Number of Initial Targeted
Households for Franchisee’s exclusive territory is: _______

IN WITNESS WHEREOF, the parties hereto have caused this
Agreement to be executed on the date first set forth above.
FRANCHISEE:___________________________________________
BY____________________________________________________
TITLE:______________________________ DATE:_____________
SIGNATURE:____________________________________________
FRANCHISOR:__________________________________________
BY: ___________________________________________________
TITLE:______________________________ DATE:_____________
SIGNATURE:____________________________________________

202 how to buy a franchise



The Federal Trade Commission (FTC) does not require filings of
franchise and business opportunity disclosure statements or
offering circulars. Thirteen states require franchise offering cir-
culars be filed. Two additional states require only that notice of
the offering circular be filed. Twenty-four states have business
opportunity laws, some of which require disclosure filings. 

Most states will not provide copies of these disclosures, but
usually will let you visit (by appointment) its offices to review
or copy the documents.

This appendix contains the contact information for the states
requiring filings.

STATE OFFICES ADMINISTERING
FRANCHISE DISCLOSURE LAWS

California 
Franchise Division
Department of Corporations
1515 K Street
Sacramento, CA 95814
916-445-7205

State Filing Requirements
appendix c:



Hawaii
Franchise & Securities Division
State Department of Commerce
P.O. Box 40
Honolulu, HA 96813
808-586-2722

Illinois 
Franchise Division
Office of Attorney General
500 South Second Street
Springfield, IL 62706
217-782-4465

Indiana 
Franchise Division
Office of Secretary of State
302 W. Washington St., Rm. E111
Indianapolis, IN 46204
317-232-6681

Maryland 
Franchise Office
Division of Securities
200 St. Paul Place, 20th Floor
Baltimore, MD 21202
410-576-6360

Michigan (notice only)
Consumer Protection Division
Franchise Section
P.O. Box 30213
Lansing MI 48909
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Minnesota 
Franchise Division
Department of Commerce
133 East Seventh St.
St. Paul, MN 55101
651-296-6328

New York 
Franchise & Securities Division
State Department of Law
120 Broadway
23rd Floor
New York, NY 10271
212-416-8211

North Dakota 
Franchise Division
Office of Securities Commission
600 East Boulevard, 5th Floor
Bismarck, ND 58505
701-328-2910

Oregon (notice only)
Corporate Securities Section
Dept. of Insurance & Finance
Labor & Industries Bldg.
Salem, OR 97310
503-378-4387

Rhode Island 
Franchise Office
Division of Securities 
233 Richmond St., Suite 232
Providence, RI 02903
401-222-3048
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South Dakota 
Franchise Office
Division of Securities
910 E. Sioux Avenue
Pierre, SD 57501
605-773-4013

Virginia 
Franchise Office 
State Corporation Commission
1300 E. Main St.
Richmond, VA 23219
804-371-9276

Washington 
Department of Financial Institutions
Securities Division
P.O. Box 9033
Olympia, WA 98507-9033
360-902-8760
Fax: 360-586-5068

Wisconsin
Franchise Office
Wisconsin Securities Commission
P.O. Box 1768
Madison, WI 53701
608-266-3364
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STATE OFFICES ADMINISTERING BUSINESS
OPPORTUNITY DISCLOSURE LAWS
California 

Attorney General’s Office
Public Inquiry Unit
P.O. Box 944255
Sacramento, CA 94244-2550
800-952-5225
916-322-3360 (out-of-state)
email: piu@doj.ca.gov 

Connecticut 
Department of Banking
Securities Division
260 Constitution Plaza
Hartford, CT 06103
860-240-8230
800-831-7225
www.state.ct.us/dob

Florida 
Dept. Agri. & Consumer Services
Room 110, Mayo Building
Tallahassee, FL 32301
850-488-2221
800-342-2176 (in-state only)

Georgia (no filing required)
Office of Consumer Affairs
No. 2, Martin Luther King Dr.
Plaza Level, East Tower
Atlanta, GA 30334
404-656-3790 
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Illinois 
Illinois Securities Department
Lincoln Tower
520 S. Second St., Suite 200
Springfield, IL 62701
217-782-2256 

Indiana 
Consumer Protection Division
Attorney General’s Office
219 State House
Indianapolis, IN 46204
317-232-6331 

Iowa 
Securities Bureau
Second Floor
Lucas State Office Building
Des Moines, IA 50319
515-281-4441 

Kentucky
Attorney General’s Office
Consumer Protection Division
209 St. Clair
Frankfort, KY 40601
502-573-2200 

Louisiana (bond filing required)
Office of the Attorney General
Consumer Protection Division
2610-A Woodale Blvd.
Baton Rouge, LA 70804
504-342-7900 
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Maine 
Banking Bureau
Securities Division
State House, Station 121
Augusta, ME 04333
207-624-8551 

Maryland 
Attorney General’s Office
Securities Division
200 St. Paul Pl., 20th Floor
Baltimore, MD 21202
301-576-6360 

Michigan (notice required)
Consumer Protection Division
Dept. of the Attorney General
670 Law Building
Lansing, MI 48913
517-373-7117 

Minnesota 
Department of Commerce
Registration Division
133 East 7th Street
St. Paul, MN 55101
651-296-6328 

Nebraska 
Dept. of Banking & Finance
P.O. Box 95006
Lincoln, NE 68509
402-471-2171 

appendix c: state filing requirements     209



New Hampshire 
Attorney General’s Office
Consumer Protection Division
State House Annex
Concord, NH 03301
603-271-3641 

North Carolina 
Department of Justice
Consumer Protection Division
P.O. Box 629
Raleigh, NC 27602
919-733-3924 

Ohio (no filing required)
Attorney General’s Office
Consumer Fraud & Crime Section
25th Floor, State Office Tower
30 East Broad Street
Columbus, OH 43266-0410
614-466-8831
800-282-0515 (in-state only)

Oklahoma (filing required unless exempt)
Oklahoma Department of Securities
Suite 860, First National Center
120 N. Robinson
Oklahoma City, OK 73102
405-280-7700 
www.securities.state.ok.us 

South Carolina 
Secretary of State’s Office
P.O. Box 11350
Columbia, SC 29211
803-734-2169 
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South Dakota 
Division of Securities
910 E. Sioux Avenue
Pierre, SD 57501
605-773-4013 

Texas 
Secretary of State’s Office
Statutory Documents Section
P.O. Box 13563
Austin, TX 78711
512-475-1769 

Utah 
Consumer Protection Division
160 East 300 South
Salt Lake City, UT 84111
801-530-6601 

Virginia (no filing required)
Consumer Affairs Office
101 North 8th Street 
Richmond, VA 23219
804-786-0594
800-451-1525 (in-state only)

Washington 
Department of Financial Institutions
Securities Division
P.O. Box 9033
Olympia, WA 98507-9033
206-753-6928
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What our customers say about our books:

“It couldn’t be more clear for the layperson.” —R.D.

“I want you to know I really appreciate your book. It has saved me a lot of time
and money.” —L.T.

“Your real estate contracts book has saved me nearly $12,000.00 in closing costs
over the past year.” —A.B.

“…many of the legal questions that I have had over the years were answered clearly
and concisely through your plain English interpretation of the law.” —C.E.H.

“If there weren’t people out there like you I’d be lost. You have the best books of
this type out there.” —S.B.

“…your forms and directions are easy to follow.” —C.V.M.

Sphinx Publishing’s Legal Survival Guides are directly available from 
Sourcebooks, Inc., or from your local bookstores.
For credit card orders call 1–800–432-7444,

write P.O. Box 4410, Naperville, IL 60567-4410, or fax 630-961-2168

THE ENTREPRENEUR’S LEGAL GUIDE

This book gives you an inside look at
strategies for starting, managing, and
making your small business profitable.
It includes case study examples that
focus on the concerns of small 
businesses

340 pages; $26.95;
ISBN 1-57248-235-4

Your #1 Source for Real World Legal Information…

Sphinx® Publishing
An Imprint of Sourcebooks, Inc.®

• Written by lawyers   • Simple English explanation of the law
• Forms and instructions included

QUICK CASH

Everyone could use more money.
This book explores seven fundamental
strategies that can be used to raise
funds when you experience planned
and unplanned financial changes.

256 pages; $14.95;
ISBN 1-57248-385-7



SPHINX
® PUBLISHING’S STATE TITLES
Up-to-Date for Your State

California Titles
CA Power of Attorney Handbook (2E) $18.95
How to File for Divorce in CA (4E) $26.95
How to Probate & Settle an Estate in CA $26.95
How to Start a Business in CA (2E) $21.95
How to Win in Small Claims Court in CA (2E) $18.95
The Landlord’s Legal Guide in CA (2E) $24.95
Make Your Own CA Will $18.95
Tenants’ Rights in CA $21.95

Florida Titles
Child Custody, Visitation and Support in FL $26.95
How to File for Divorce in FL (8E) $28.95
How to Form a Corporation in FL (6E) $24.95
How to Form a Limited Liability Co. in FL (2E) $24.95
How to Form a Partnership in FL $22.95
How to Make a FL Will (6E) $16.95
How to Probate and Settle an Estate in FL (5E) $26.95
How to Start a Business in FL (7E) $21.95
How to Win in Small Claims Court in FL (7E) $18.95
Land Trusts in Florida (6E) $29.95
Landlords’ Rights and Duties in FL (9E) $22.95

Georgia Titles
How to File for Divorce in GA (5E) $21.95
How to Make a GA Will (4E) $16.95
How to Start a Business in Georgia (3E) $21.95

Illinois Titles
Child Custody, Visitation and Support in IL $24.95
How to File for Divorce in IL (3E) $24.95
How to Make an IL Will (3E) $16.95
How to Start a Business in IL (3E) $21.95
The Landlord’s Legal Guide in IL $24.95

Maryland, Virginia and the District of Columbia Titles
How to File for Divorce in MD, VA and DC $28.95
How to Start a Business in MD, VA or DC $21.95 

Massachusetts Titles
How to Form a Corporation in MA $24.95
How to Make a MA Will (2E) $16.95
How to Start a Business in MA (3E) $21.95
The Landlord’s Legal Guide in MA (2E) $24.95

Michigan Titles
How to File for Divorce in MI (3E) $24.95
How to Make a MI Will (3E) $16.95
How to Start a Business in MI (3E) $18.95



Minnesota Titles
How to File for Divorce in MN $21.95
How to Form a Corporation in MN $24.95
How to Make a MN Will (2E) $16.95

New Jersey Titles
How to File for Divorce in NJ $24.95

New York Titles
Child Custody, Visitation and Support in NY $26.95
File for Divorce in NY $26.95
How to Form a Corporation in NY (2E) $24.95
How to Make a NY Will (3E) $16.95
How to Start a Business in NY (2E) $18.95
How to Win in Small Claims Court in NY (2E) $18.95
Landlords’ Legal Guide in NY $24.95
New York Power of Attorney Handbook $19.95
Tenants’ Rights in NY $21.95

North Carolina and South Carolina Titles
How to File for Divorce in NC (3E) $22.95
How to Make a NC Will (3E) $16.95
How to Start a Business in NC or SC $24.95
Landlords’ Rights & Duties in NC $21.95

Ohio Titles
How to File for Divorce in OH (2E) $24.95
How to Form a Corporation in OH $24.95
How to Make an OH Will $16.95

Pennsylvania Titles
Child Custody, Visitation and Support in PA $26.95
How to File for Divorce in PA (3E) $26.95
How to Form a Corporation in PA $24.95
How to Make a PA Will (2E) $16.95
How to Start a Business in PA (3E) $21.95
The Landlord’s Legal Guide in PA $24.95

Texas Titles
Child Custody, Visitation and Support in TX $22.95
How to File for Divorce in TX (4E) $24.95
How to Form a Corporation in TX (2E) $24.95
How to Make a TX Will (3E) $16.95
How to Probate and Settle an Estate in TX (3E) $26.95
How to Start a Business in TX (3E) $18.95
How to Win in Small Claims Court in TX (2E) $16.95
The Landlord’s Legal Guide in TX $24.95



LEGAL SURVIVAL IN BUSINESS
The Complete Book of Corporate Forms $24.95
The Complete Partnership Book $24.95
The Complete Patent Book $26.95
Employees’ Rights $18.95
Employer’s Rights $24.95
The Entrepreneur’s Internet Handbook $21.95
The Entrepreneur’s Legal Guide $26.95
How to Form a Limited Liability Company (2E) $24.95
How to Form a Nonprofit Corporation (2E) $24.95
How to Form Your Own Corporation (4E) $26.95
How to Register Your Own Copyright (5E) $24.95
How to Register Your Own Trademark (3E) $21.95
Incorporate in Delaware from Any State $26.95
Incorporate in Nevada from Any State $24.95
The Law (In Plain English)® for Small Business $19.95
Most Valuable Business Legal Forms $21.95

You'll Ever Need (3E)
Profit from Intellectual Property $28.95
Protect Your Patent $24.95
The Small Business Owner’s $21.95

Guide to Bankruptcy
Tax Smarts for Small Business $21.95

LEGAL SURVIVAL IN COURT
Attorney Responsibilities & Client Rights $19.95
Crime Victim's Guide to Justice (2E) $21.95
Grandparents' Rights (3E) $24.95
Help Your Lawyer Win Your Case (2E) $14.95
Legal Research Made Easy (3E) $21.95
Winning Your Personal Injury Claim (2E) $24.95

LEGAL SURVIVAL IN REAL ESTATE
The Complete Kit to Selling Your Own Home $18.95
Essential Guide to Real Estate Contracts (2E) $18.95
Essential Guide to Real Estate Leases $18.95
Homeowner’s Rights $19.95
How to Buy a Condominium or Townhome (2E) $19.95
How to Buy Your First Home $18.95
Working with Your Homeowners Association $19.95

LEGAL SURVIVAL IN SPANISH
Cómo Hacer su Propio Testamento $16.95
Cómo Restablecer su propio Crédito y $21.95

Renegociar sus Deudas
Cómo Solicitar su Propio Divorcio $24.95
Guía de Inmigración a Estados Unidos (3E) $24.95
Guía de Justicia para Víctimas del Crimen $21.95
Guía Esencial para los Contratos de $22.95 

Arrendamiento de Bienes Raices
Inmigración y Ciudadanía en los EE. UU. $16.95

Preguntas y Respuestas
Inmigración a los EE. UU. Paso a Paso $22.95
Manual de Beneficios para el Seguro Social $18.95
El Seguro Social Preguntas y Respuestas $16.95

LEGAL SURVIVAL IN PERSONAL AFFAIRS
101 Complaint Letters That Get Results $18.95
The 529 College Savings Plan (2E) $18.95
The Antique and Art Collector’s Legal Guide $24.95
The Complete Legal Guide to Senior Care $21.95
Credit Smart $18.95
Family Limited Partnership $26.95
Gay & Lesbian Rights $26.95
How to File Your Own Bankruptcy (5E) $21.95
How to File Your Own Divorce (5E) $26.95
How to Make Your Own Simple Will (3E) $18.95
How to Write Your Own Living Will (4E) $18.95
How to Write Your Own $24.95

Premarital Agreement (3E)
Law School 101 $16.95
Living Trusts and Other Ways to $24.95

Avoid Probate (3E)
Mastering the MBE $16.95
Most Valuable Personal Legal Forms $26.95

You’ll Ever Need (2E)
The Power of Attorney Handbook (5E) $22.95
Repair Your Own Credit and Deal with Debt (2E) $18.95
Quick Cash $14.95
Sexual Harassment:Your Guide to Legal Action $18.95
The Social Security Benefits Handbook (3E) $18.95
Social Security Q&A $12.95
Teen Rights $22.95
Traveler’s Rights $21.95
Unmarried Parents’ Rights (2E) $19.95
U.S. Immigration and Citizenship Q&A $18.95
U.S. Immigration Step by Step (2E) $24.95
U.S.A. Immigration Guide (5E) $26.95
The Visitation Handbook $18.95
The Wills, Estate Planning and Trusts Legal Kit &26.95
Win Your Unemployment $21.95

Compensation Claim (2E)
Your Right to Child Custody, $24.95

Visitation and Support (3E)

SPHINX
®
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Valid in All 50 States



SHIP TO:BILL TO:

Terms F.O.B. Ship DateChicago, ILPhone #

SPHINX® PUBLISHING ORDER FORM 

Charge my:❒ VISA ❒ MasterCard ❒ American Express ❒ Money Order or Personal Check

Credit Card Number Expiration Date

Qty ISBN Title Retail Qty ISBN Title Retail

SPHINX PUBLISHING NATIONAL TITLES
_____ 1-57248-363-6 101 Complaint Letters That Get Results $18.95
_____ 1-57248-361-X The 529 College Savings Plan (2E) $18.95
_____ 1-57248-349-0 The Antique and Art Collector’s Legal Guide $24.95
_____ 1-57248-347-4 Attorney Responsibilities & Client Rights $19.95
_____ 1-57248-148-X Cómo Hacer su Propio Testamento $16.95
_____ 1-57248-226-5 Cómo Restablecer su propio Crédito y $21.95

____ Renegociar sus Deudas
_____ 1-57248-147-1 Cómo Solicitar su Propio Divorcio $24.95
_____ 1-57248-166-8 The Complete Book of Corporate Forms $24.95
_____ 1-57248-353-9 The Complete Kit to Selling Your Own Home $18.95
_____ 1-57248-229-X The Complete Legal Guide to Senior Care $21.95
_____ 1-57248-391-1 The Complete Partnership Book $24.95
_____ 1-57248-201-X The Complete Patent Book $26.95
_____ 1-57248-369-5 Credit Smart $18.95
_____ 1-57248-163-3 Crime Victim's Guide to Justice (2E) $21.95
_____ 1-57248-367-9 Employees’ Rights $18.95
_____ 1-57248-365-2 Employer’s Rights $24.95
_____ 1-57248-251-6 The Entrepreneur’s Internet Handbook $21.95
_____ 1-57248-235-4 The Entrepreneur’s Legal Guide $26.95
_____ 1-57248-346-6 Essential Guide to Real Estate Contracts (2E) $18.95
_____ 1-57248-160-9 Essential Guide to Real Estate Leases $18.95
_____ 1-57248-254-0 Family Limited Partnership $26.95
_____ 1-57248-331-8 Gay & Lesbian Rights $26.95
_____ 1-57248-139-0 Grandparents’ Rights (3E) $24.95
_____ 1-57248-188-9 Guía de Inmigración a Estados Unidos (3E) $24.95
_____ 1-57248-187-0 Guía de Justicia para Víctimas del Crimen $21.95
_____ 1-57248-253-2 Guía Esencial para los Contratos de $22.95

Arrendamiento de Bienes Raices
_____ 1-57248-103-X Help Your Lawyer Win Your Case (2E) $14.95
_____ 1-57248-334-2 Homeowner’s Rights $19.95
_____ 1-57248-164-1 How to Buy a Condominium or Townhome (2E) $19.95
_____ 1-57248-328-8 How to Buy Your First Home $18.95
_____ 1-57248-191-9 How to File Your Own Bankruptcy (5E) $21.95
_____ 1-57248-343-1 How to File Your Own Divorce (5E) $26.95
_____ 1-57248-222-2 How to Form a Limited Liability Company (2E) $24.95
_____ 1-57248-231-1 How to Form a Nonprofit Corporation (2E) $24.95
_____ 1-57248-345-8 How to Form Your Own Corporation (4E) $26.95
_____ 1-57248-232-X How to Make Your Own Simple Will (3E) $18.95
_____ 1-57248-379-2 How to Register Your Own Copyright (5E) $24.95
_____ 1-57248-104-8 How to Register Your Own Trademark (3E) $21.95
_____ 1-57248-394-6 How to Write Your Own Living Will (4E) $18.95
_____ 1-57248-156-0 How to Write Your Own $24.95

Premarital Agreement (3E)
_____ 1-57248-230-3 Incorporate in Delaware from Any State $26.95

_____ 1-57248-158-7 Incorporate in Nevada from Any State $24.95
_____ 1-57248-250-8 Inmigración a los EE.UU. Paso a Paso $22.95
_____ 1-57248-400-4 Inmigración y Ciudadanía en los EE. UU. $16.95

Preguntas y Respuestas
_____ 1-57248-377-6 The Law (In Plain English)® for Small Business $19.95
_____ 1-57248-374-1 Law School 101 $16.95
_____ 1-57248-223-0 Legal Research Made Easy (3E) $21.95
_____ 1-57248-165-X Living Trusts and Other Ways to $24.95

Avoid Probate (3E)
_____ 1-57248-186-2 Manual de Beneficios para el Seguro Social $18.95
_____ 1-57248-220-6 Mastering the MBE $16.95
_____ 1-57248-167-6 Most Val. Business Legal Forms $21.95

You’ll Ever Need (3E)
_____ 1-57248-360-1 Most Val. Personal Legal Forms $26.95

You’ll Ever Need (2E)
_____ 1-57248-388-1 The Power of Attorney Handbook (5E) $22.95
_____ 1-57248-332-6 Profit from Intellectual Property $28.95
_____ 1-57248-329-6 Protect Your Patent $24.95
_____ 1-57248-385-7 Quick Cash $14.95
_____ 1-57248-344-X Repair Your Own Credit and Deal with Debt (2E) $18.95
_____ 1-57248-350-4 El Seguro Social Preguntas y Respuestas $14.95
_____ 1-57248-217-6 Sexual Harassment: Your Guide to Legal Action $18.95
_____ 1-57248-219-2 The Small Business Owner’s Guide to Bankruptcy $21.95
_____ 1-57248-168-4 The Social Security Benefits Handbook (3E) $18.95
_____ 1-57248-216-8 Social Security Q&A $12.95
_____ 1-57248-221-4 Teen RIghts $22.95
_____ 1-57248-366-0 Tax Smarts for Small Business $21.95
_____ 1-57248--335-0 Traveler’s Rights $21.95
_____ 1-57248-236-2 Unmarried Parents’ Rights (2E) $19.95
_____ 1-57248-362-8 U.S. Immigration and Citizenship Q&A $18.95
_____ 1-57248-387-3 U.S. Immigration Step by Step (2E) $24.95
_____ 1-57248-392-X U.S.A. Immigration Guide (5E) $26.95
_____ 1-57248-192-7 The Visitation Handbook $18.95
_____ 1-57248-225-7 Win Your Unemployment $21.95

Compensation Claim (2E)
_____ 1-57248-330-X The Wills, Estate Planning and Trusts Legal Kit &26.95
_____ 1-57248-138-2 Winning Your Personal Injury Claim (2E) $24.95
_____ 1-57248-333-4 Working with Your Homeowners Association $19.95
_____ 1-57248-380-6 Your Right to Child Custody, $24.95

Visitation and Support (3E)

Form Continued on Following Page SubTotal______



_____ 1-57248-351-2 File for Divorce in NY  $26.95
_____ 1-57248-249-4 How to Form a Corporation in NY (2E) $24.95
_____ 1-57248-401-2 How to Make a NY Will (3E) $16.95
_____ 1-57248-199-4 How to Start a Business in NY (2E) $18.95
_____ 1-57248-198-6 How to Win in Small Claims Court in NY (2E) $18.95
_____ 1-57248-197-8 Landlords’ Legal Guide in NY $24.95
_____ 1-57071-188-7 New York Power of Attorney Handbook $19.95
_____ 1-57248-122-6 Tenants’ Rights in NY $21.95

NORTH CAROLINA AND SOUTH CAROLINA TITLES
_____ 1-57248-185-4 How to File for Divorce in NC (3E) $22.95
_____ 1-57248-129-3 How to Make a NC Will (3E) $16.95
_____ 1-57248-371-7 How to Start a Business in NC or SC $24.95
_____ 1-57248-091-2 Landlords’ Rights & Duties in NC $21.95

OHIO TITLES
_____ 1-57248-190-0 How to File for Divorce in OH (2E) $24.95
_____ 1-57248-174-9 How to Form a Corporation in OH $24.95
_____ 1-57248-173-0 How to Make an OH Will $16.95

PENNSYLVANIA TITLES
_____ 1-57248-242-7 Child Custody, Visitation and Support in PA $26.95
_____ 1-57248-211-7 How to File for Divorce in PA (3E) $26.95
_____ 1-57248-358-X How to Form a Corporation in PA $24.95
_____ 1-57248-094-7 How to Make a PA Will (2E) $16.95
_____ 1-57248-357-1 How to Start a Business in PA (3E) $21.95
_____ 1-57248-245-1 The Landlord’s Legal Guide in PA $24.95

TEXAS TITLES
_____ 1-57248-171-4 Child Custody, Visitation, and Support in TX $22.95
_____ 1-57248-399-7 How to File for Divorce in TX (4E) $24.95
_____ 1-57248-114-5 How to Form a Corporation in TX (2E) $24.95
_____ 1-57248-255-9 How to Make a TX Will (3E) $16.95
_____ 1-57248-214-1 How to Probate and Settle an Estate in TX (3E) $26.95
_____ 1-57248-228-1 How to Start a Business in TX (3E) $18.95
_____ 1-57248-111-0 How to Win in Small Claims Court in TX (2E) $16.95
_____ 1-57248-355-5 The Landlord’s Legal Guide in TX $24.95

SubTotal This page ______
SubTotal previous page ______

Shipping— $5.00 for 1st book, $1.00 each additional ______
Illinois residents add 6.75% sales tax ______

Connecticut residents add 6.00% sales tax ______

Total ______

Qty ISBN Title Retail Qty ISBN Title Retail

CALIFORNIA TITLES
_____ 1-57248-150-1 CA Power of Attorney Handbook (2E) $18.95
_____ 1-57248-337-7 How to File for Divorce in CA (4E) $26.95
_____ 1-57248-145-5 How to Probate and Settle an Estate in CA $26.95
_____ 1-57248-336-9 How to Start a Business in CA (2E) $21.95
_____ 1-57248-194-3 How to Win in Small Claims Court in CA (2E) $18.95
_____ 1-57248-246-X Make Your Own CA Will $18.95
_____ 1-57248-397-0 The Landlord’s Legal Guide in CA (2E) $24.95
_____ 1-57248-241-9 Tenants’ Rights in CA $21.95

FLORIDA TITLES
_____ 1-57071-363-4 Florida Power of Attorney Handbook (2E) $16.95
_____ 1-57248-396-2 How to File for Divorce in FL (8E) $28.95
_____ 1-57248-356-3 How to Form a Corporation in FL (6E) $24.95
_____ 1-57248-203-6 How to Form a Limited Liability Co. in FL (2E) $24.95
_____ 1-57071--401-0 How to Form a Partnership in FL $22.95
_____ 1-57248-113-7 How to Make a FL Will (6E) $16.95
_____ 1-57248-088-2 How to Modify Your FL Divorce Judgment (4E) $24.95
_____ 1-57248-354-7 How to Probate and Settle an Estate in FL (5E) $26.95
_____ 1-57248-339-3 How to Start a Business in FL (7E) $21.95
_____ 1-57248-204-4 How to Win in Small Claims Court in FL (7E) $18.95
_____ 1-57248-381-4 Land Trusts in Florida (7E) $29.95
_____ 1-57248-338-5 Landlords’ Rights and Duties in FL (9E) $22.95

GEORGIA TITLES
_____ 1-57248-340-7 How to File for Divorce in GA (5E) $21.95
_____ 1-57248-180-3 How to Make a GA Will (4E) $16.95
_____ 1-57248-341-5 How to Start a Business in Georgia (3E) $21.95

ILLINOIS TITLES
_____ 1-57248-244-3 Child Custody, Visitation, and Support in IL $24.95
_____ 1-57248-206-0 How to File for Divorce in IL (3E) $24.95
_____ 1-57248-170-6 How to Make an IL Will (3E) $16.95
_____ 1-57248-247-8 How to Start a Business in IL (3E) $21.95
_____ 1-57248-252-4 The Landlord’s Legal Guide in IL $24.95

MARYLAND, VIRGINIA AND THE DISTRICT OF COLUMBIA
_____ 1-57248-240-0 How to File for Divorce in MD, VA and DC $28.95
_____ 1-57248-359-8 How to Start a Business in MD, VA or DC $21.95 

MASSACHUSETTS TITLES
_____ 1-57248-128-5 How to File for Divorce in MA (3E) $24.95
_____ 1-57248-115-3 How to Form a Corporation in MA $24.95
_____ 1-57248-108-0 How to Make a MA Will (2E) $16.95
_____ 1-57248-248-6 How to Start a Business in MA (3E) $21.95
_____ 1-57248-398-9 The Landlord’s Legal Guide in MA (2E) $24.95

MICHIGAN TITLES
_____ 1-57248-215-X How to File for Divorce in MI (3E) $24.95
_____ 1-57248-182-X How to Make a MI Will (3E) $16.95
_____ 1-57248-183-8 How to Start a Business in MI (3E) $18.95

MINNESOTA TITLES
_____ 1-57248-142-0 How to File for Divorce in MN $21.95
_____ 1-57248-179-X How to Form a Corporation in MN $24.95
_____ 1-57248-178-1 How to Make a MN Will (2E) $16.95

NEW JERSEY TITLES
_____ 1-57248-239-7 How to File for Divorce in NJ $24.95

NEW YORK TITLES
_____ 1-57248-193-5 Child Custody, Visitation and Support in NY $26.95
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For more information and additional
forms, visit: 

www.SphinxLegal.com

Visit us at: www.SphinxLegal.com

Business:
• Small Business
• Corporations
• Family Limited

Partnerships
• Nonprofit

Corporations

Family:
• Divorce
• Child Custody,

Visitation, and
Support

• Premarital
Agreements

Will/Estate Planning
• Wills
• Living Trusts
• Power of Attorney
• Probate
• Estate Planning

Real Estate:
• Leasing
• Buying/Selling

Personal Property/
Injury

• Personal Injury
• Small Claims

Personal Finance 
• Credit
• Debt
• Social Security

Employment

U.S. Immigration

MBE

Our online legal center contains free resources, a topical
newsletter, frequently asked questions, a glossary of legal
terms, and specific forms availabale for purchase in a variety of
areas. Many forms are offered with state-specific information.





Find the Right Franchise • Understand Disclosure Documents
Negotiate Franchise Agreements • Improve Franchisor Relations
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OW
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Every day, more and more people want to take control of their destiny and
become their own boss. However, most people have no idea how to take the first
step. How to Buy a Franchise is that first step.

Finding information on selecting and buying a franchise has never been easier.
This book explains everything you need to know about how to research a franchise
company, analyze its financial and sales information and investigate the earnings
claims of the franchisor. It tells you what to look for in disclosure documents and
details the contents of Offering Circulars and Franchise Agreements.

Your initial decisions become the contract that guides your relationship with a
franchisor for years to come. The crucial factors that are explored in these
agreements include:

✓ training programs ✓ registration
✓ equipment purchasing ✓ earnings claims
✓ termination ✓ renewal

The opportunities available for someone to start a proven business are countless.
How to Buy a Franchise will help anyone turn these opportunities into realities.

“The most readable, practical and complete
book that I have seen on the subject of 

purchasing a franchise. I strongly recommend
it as must reading for anyone interested in

buying a franchise for the first time.”
—Stephen R. Buchenroth, former Chairman of 

the Franchise Committee of the Small Business 
Section of the American Bar Association

“…a first-rate guide to evaluating
and selecting a franchise….
A great read for any would-

be franchise investor.”
—Matthew R. Shay,

Vice President and Chief Counsel,
International Franchise Association
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