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By Clive Sawyer, Managing Director of Business Options Franchise Consultancy looks at the myths
behind franchising a business

FRANCHISING A BUSINESS - THE MYTHS

Many people have heard of franchising and this has led to many myths about what franchising actually is
and how to go about it. In this issue we will consider five myths about franchising a business:

Myth 1:
It is a cheap option as the franchisees use their own money:

This is perhaps the most common misconception about franchising that I come across. It is true that
franchising a business requires a lot less financial and operational resources than establishing a network of
company owned outlets. However, it does still require a sizeable financial investment. Typically,
businesses looking to franchise will have to budget to spend in the region of £20,000 to set up the
franchise. At least the same amount is spent again advertising the franchise opportunity before they even
start to see any financial return, through the initial licence fees and the ongoing management / royalty
fees.

Myth 2:
It is an "easy option" because they do all the work

Most businesses I meet initially fail to appreciate the level of support required to have a successful
franchise network. It is correct that a franchisee will own their own business and therefore will be
ultimately responsible for the success or failure of that franchise business. It is critical, however, that
prospective franchisors should not underestimate the workload required to support their franchisees. The
majority of franchisors charge a percentage of turnover as an ongoing management / royalty fee. The
franchisee will expect, in return for this fee, the support and guidance of the franchisor to ensure that their
opportunities are maximised and their issues are addressed. It is therefore essential that the franchisor
provides proper and adequate support to ensure the success of their franchisees.

The quality of support provided will have a direct impact on not only income stream for the franchisor
but also on future franchisee recruitment. Prospective franchisees are encouraged by all franchise
professionals to speak to other franchisees within the network, prior to becoming a franchisee, to ensure
that what they have read in the franchise literature and have been told by the franchisor is actually true in
practice. If existing franchisees are disgruntled with the level of support provided by the franchisor, this is
likely to be conveyed very quickly to any prospective franchisee and is likely to put them off.

Many franchisors, when starting out, will not need a dedicated franchise manager from day one.
However, this will need to change as soon as the franchise recruits more than a couple of franchisees. In
most businesses it is unrealistic to expect that this support role can be added to an employees work load,
so it is important to factor in the cost of a dedicated franchise support manager.

Myth 3:
You have to run a pilot franchise first

The European Code of Ethics adopted by the British Franchise Association states that businesses looking
to franchise should have been successful for a reasonable time and have piloted their business in a
separate region before considering starting to franchise.

Franchising is built around the concept of people buying in to a proven, profitable business. This is
difficult to prove if a business has never operated in more than one site. There are, however, occasions
when a business can point to other companies within its sector which have been successful nationwide and
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therefore, if the business can replicate their business model, it is shown to be profitable, there may be no
need to set up a stand alone pilot.

There may also be strategic reasons why speed in rolling out the franchise makes setting up a pilot
franchise operation disadvantageous. This is often the case when a business has launched a new concept
and wants to maintain first mover advantage. In these instances, so long as the business can prove it is
profitable and that one can realistically expect the business to be a success in other parts of the country, a
pilot franchise is not a necessity. It is important to be very open and clear with prospective franchisees and
explain the reasons for not having run a pilot franchise and that therefore the risk to them is greater than
for a business that has operated in more than one site. Often franchisors will offer a discount on the initial
licence fee and! or a reduction in the first month's ongoing management / royalty fee as recognition of this
fact.

Myth 4:
Franchising is very popular, so attracting franchisees is relatively easy

Constantly I see under-spending on franchisee recruitment. It is not a case of, "I'm sure I can find some
money for advertising”, it is an absolute must. It is true that franchising as a way to owning and running a
business is very popular Not surprisingly, when you consider that, according to the latest NatWest/ British
Franchise Association Franchise Survey and the Small Business Service Analytical Unit, 87% of
Franchisees claim to be profitable after 3 years compared against 31 % for VAT registered businesses, and
92% of all franchisees claim to be profitable. However there are over 750 recognised UK franchises to
choose from and probably the same number of unrecognised franchises. The result of this is that new
franchises have a lot of competition in attracting franchisees, and are at a disadvantage against established
franchises that can prove that their franchisees are successful.

Figures vary as to the conversion rate between numbers of enquiries a franchise needs in order to convert
them into one franchisee, but they are in the region of 300 - 350 enquiries to recruit one franchisee. To
achieve these levels of enquiries, franchisors must be prepared to invest in a wide range of recruitment
media, including online franchise portals; off the page franchise magazines; franchise exhibitions; the
franchise sections of national newspapers; and for many franchises, trade specific advertising can also be
very successful. Prospective franchisors should budget on spending a minimum £1,500 a month
advertising their franchise opportunity. The more they can invest in advertising the greater the potential
for achieving the necessary levels of enquiries, in a quicker timeframe.

Myth §:
It is an option to generate income for a struggling business

If your business is failing, sort it out! A failing business will surely lead to a failing franchise. Often
businesses hope that the income from the initial franchise licence fee and, to a lesser pan, the ongoing
management/royalty fee will provide the necessary income stream to prop up a struggling or failing
business.

This is the biggest cardinal sin in franchising. Franchising is about replicating an existing successful
business model and people paying for that privilege. Most franchises do not require their franchisees to
have previous skills as the franchisor, being the expert, will train the franchisee in everything they need to
be successful. If the franchisor is not successful then it is ridiculous to expect them to be able to train an
inexperienced person so that they can succeed where the franchisor has failed. If a business is failing then
it must be sorted out before considering franchising.
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The five myths

The five myths discussed are, of course, not the only things that businesses contemplating franchising
need to be aware of; however these are the five most common misconceptions that I come across in my
role as a specialist franchise consultant Further more it is important that the individual traits and
requirements of each business are considered and that a franchise model is created to meet these rather
than making a business change to meet a standard franchise model. In the next issue, "Setting up a
franchise - how to get it right" we will be looking at the processes involved with setting up a franchise, the
typical costs, and how best to achieve a franchise that works both for you as the franchisor and your future
franchisees.

For further information about franchising a business or addressing the issues facing existing franchisors,
contact Clive Sawyer at: clive.sawyer@businessoptions.biz. Tel: 01420479995
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