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Owner ship and

Franchising




Factors Affecting the Cholce

B [ ax considerations

m Liability exposure

m Start-up capital requirements
= Control

m Business goals

m Management succession plans
m Cost of formation
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Miaj er Forms of
Ownership

m Sole Proprietor ship
m Partnership
m Corporation

m S Corporation
m L imited Liability Company
m Joint Venture




Advantages ofi the'Sele
Proprietorship

m Simpleto create

m |_east costly form to begin

m Profit iIncentive

m [ otal decision making authority
m No special legal restrictions

m Easy to discontinue
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Disadvantages ofi the Sele
Proprietorship

Unlimited personal liability
_imited skillsand capabilities
~eeling of Isolation

_Imited access to capital

_ack of continuity
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Advantagesof the Partnersaip

m Easy to establish

m Complementary skills of partners
m Division of profits

m |_arger pool of capital

m Ability to attract limited partners
m | ittle government regulation

m Flexibility ~
m [ axation @% ﬁi
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Disadvantagesof the Partnersaip

m Unlimited liability of at least one partner
m Capital accumulation

m Difficulty in dispesing of partner ship
Interest

m | ack of continuity

m Potential for personality and authority
conflicts
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Types of Partners

m General partners
* [ake an active rolein managing a business.

¢ Have unlimited liability for the partnership’s
debts.

m | imited partners

¢ Cannot participatein the day-to-day
management of a company.

¢+ Have limited liability for the partnership’s
debts.

Copyright 2002 Prentice Hall Publishing Company




Types ofi Cor porations

B Domestic — a cor poration doing buUsiness
In the state Iniwhichi it Isncor por ated.

B Foreign —a corporation doing businessin
a state other than the statein which It Is
Incor por ated.

m Alien —a cor poration formed Iin another
country but doing business in the United
States.
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Advantages ofi the Cor poration

m L imited lrability of stockholders
m Ability to attract capital

m Ability to continue indefinitely
m [ ransferable ownership




Disadvantagesof the Corporation

m Cost anditime of Incorporating
m - Double taxation”

m Potential for diminished managerial
Incentives

m |_egal requirements and regulatory “red
tape”

m Potential loss of control by founder (s)
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S Corporation

m No different firom any other corporation from a
legal perspective.

m For tax purposes, however, an S corporation Is
taxed like a partnersnip, passing all of its
profits (or losses) through to individual
snareholders.

m [odect “S’ status, all shareholders must
consent, and the cor poration must file with the
IRS within thefirst 75 days of itstax year.
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L imited LCiability Company: (LLC)

m Resemblesan S Corporation but Isnot subject to
the same restrictions.

m [wo documentsrequired: the articles of
organization and the operating agreement.

m An LL C cannot have mor e than two of these four
Cor por ate characteristics:

¢ |_imited liability

¢ Continuity of life

* Freetransferability of interest
+ Centralized management
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T he Eranchising Boomii!

m Salesof $1 trillioniin virtually every:
product or service imaginable.

m Morethan 4,500 franchisers operating A
some 600,000 outlets worldwide.

m Franchise sales account for 44% of
total retail sales.

m A new franchise opens somewherein
the world every six-and-a-half minutes.
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Types ofi Franchising

m [[radename
m Product distribution

Pure (or Comprehensive or Business
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Benefits of Franchising

M anagement training and support

Brand name appeal

Standar dized quality of goods and services
National advertising program

Financial assistance

Proven products and business formats
m Centralized buying power

m Site selection and territorial protectio

n
m Greater chance for success |
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Dr awlbhacks ofi Franchising

Franchise feesand profit sharing

Strict adherenceto standardized
operations

Restrictions on purchasing

Limited product line

Unsatisfactory training programs

Market saturation

L ess freedom v ]
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Ten Miythsiof Franchising

1. Franchising isthe safest way to go Inte business
because franchises never fail.

2. 1’1l be able to open my franchise for less money
than the franchiser estimates.

3. The bigger the franchise organization, the more
successtul I’'ll be.

4. 1’1l use 80 percent of the franchiser’s business
system, but I’ll improve upon it by
substituting my experience and know-how.
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Ten Miythsiof Franchising

(continued)

5. All franchises are the same.

6. | don’'t have tobe a hands-on manager. I can
be an absentee owner and still be very

successful.

/. Anyone can be a satisfied, successful franchise
owner.
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Ten Miythsiof Franchising

(concluded)

8. Franchising isthe cheapest way to get into
business for your salf.

9. Thefranchiser will' solve my business problems

for me; after all, that’swhy | pay an eongoing
royalty fee.

10. Once | open my franchise, I’ll be ableto run
thingsthe way | want to.
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Detecting Dishonest Franchisears

Claims that the contract Is“ standard; noneed to
read It.”

Failureto provide a copy ofi the reguir ed disclosure
documents.

Marginally successful protetype or no prototype.
Poorly prepared operations manual.

Promises of future earningswith no | /
documentation. B V-

High franchisee turnover or termination rate.
Unusual amount of litigation by franchisees.
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Detecting Dishonest Franchisears

(continued)
Attemptsitoe discourageyour attorney from
evaluating the contract befere signing|it.
No written documentation.
A high pressure sale.
Claimsto be exempt from federal disclosure laws.

“Get rich quick” schemes, promising huge profits
with minimal effort.
Reluctance to provide a list of existing franchisees.

Evasive, vague answersto your guestions.
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The Right Way to Buy.a Eranchise

m Evaluate yoursaf —\What do you like and
dislike?

m Research your market.
m Consider your franchise options.

m Get a copy of the franchiser’s Uniform Franchise
Offering Circular (UFOC) and read it.

m [alk to existing franchisees.
m Ask thefranchiser some tough guestions.
m Makeyour choice.

Copyright 2002 Prentice Hall Publishing Company




Factors That M ake a Franchise
Appealing

Unigue concept or marketing approach
Profitability

Registered trademark

m Business system that works

m Solid training program

m Affordability

m Positive relationship with franchisees




Trends Shaping Eranchising

m Changing face of firanchisees
m | nternational opportunities
m Smaller, nontraditional locations
m Conversion franchising
Multiple-unit franchising
Master franchising
Piggybacking (Combination franchising)
Serving baby boomers
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