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6.1 Meaning of Franchising

Franchising i= a stemn usaed by 3 company franchza)] Bl gants ohers
Franchzees) he aght and license (fanchize) 0 makea! a produd or serace
uder e fanchisor's Yade names, Yademarks, senice marks, know-how and
metod of dang busness [t = & system lor disvrbuing products ar senices
frough independent modlers. I iz a famat of muud dependence which alows
bath the Fanchisor and the fanchisees raaize profis snd benedts




6.1 Meaning of Franchising ( Cont’d)

Some Terms Regarding Franchising

Franchisor:
The lcen=ng compary n fie fanchse ageamenl.

Franchisee:
The indepandent owner of 3 fanchise owle! who enders N0 an greement wh
a Yanchisor.

Franchise:
The rght %0 use a spacic busness name and =ell i goods or services n A
specic aty, regon o Couny.



[6.1 Meaning of Franchising ( Cont’d) ]

Basic ingredients of the Franchise:

The descripion of Fanchise system pants out the cuay ingredents of a
fmnchize business. They e




6.2 Purposes of Franchising

The man purposes Hal ae 2ot 0 be acheved hiough business indude
fie olowng-

J Torestore indivduasl envegrensurship.

Jd Toprvde an sasiy recognized and acoepied product or serice.

J Tocormpese wihbigbusiness.

d Toalow cosumers %0 buy gaod quality items o servioes 3t the dght
price.

d Topovde erftmpreneurs ameans o enter busness Wi 3 ow cpity
irvesiment and nsk

Purpow?
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6.3 Types and Arrangements of Franchise ]
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Rgure: Channeal link of Franchising



6.3 Types and Arrangements of Franchise (Cont'd)

Franchising agreements:

T T

Rasod om 2 spacilic operatiay 5 st cosshd s bedy of
M Besbuos Formsat Froaoshiowe R

Fraschioe o that Baw The right to res fraschioe on
R Arva Fraschise wrridorial henis; Bl alows fraschiee 0 de wilop aliee

ity st o rog s

Q : Uit Fr :::hmu Baave the right (o res Sraschise of asly
Fraschioe o 1hat baw rghts 0o apes sy ord Traschise

D) Mt Unit Fraomchiws oiisat



6.8 Procedure for Evaluating franchise Opportunities

Hithe paltes imaresied W0 become fanchisess powsly hey shoud allow the

undernoted seven procedums, fie risk of bang n e wong ooing may be
mirsrmzed 10 8 great exden:
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[6.9 Franchise Agreement

A gaod basic kanchise ayeement wil sipudie he condisaons forboh pardes,
and will contan information on:

1. Fees sndint@l oot

2. Produat service method sspussans -
3 Resyricion upon purchase of maledak o
4. Aecord keepng requements
5. Ufe of Fanchise

6 Temnston

7. Roysdses

8. Locsion and temitonidd rights
9. Taning provisions
10.Contols of aperaons and pedarmance standard




6.9 Franchise Agreement (Cont’d)

Ob Rgatsons of the Frunchiser and the Franchisee:
Franchsor Gaarantees:

@ Use of compuaay mane

¢ Maisagemess v ag

¢ FHoeculbddp

¢ Comtmang musageme st haip
¢ Wholesak poes o pas ooy

Franchibee Oblzations:

¢ Pavag frechee oo

@ Makmy oo mesnn mve sune sl

@ Meaung guakity susdeds

¢ Follow g proce dus s

¢ Misoimeng bucime s el i woashap



6.10 Cost of Finance

Usually the imtial franchuse cost should include:

i The framchise fec.

Land anl hukling costs or lease depasits.
The location or site evaluation fee.
Warking capital
Bookkeeping and Accounting Fees “ -
[egal and Prafessional Fees & <
Insurance
Opening Product Quality

Uity Charges

o Payrdl

11 Delt Services

12 State and Local Licensee , Permuts s Certificates




b

Cost of Finance (Cont’d)

A Methed Of Arrmving ot the Ceost of Buving an Existing Bedness Arriving at
Ball park Price:

Descanme e ootal et ases valkee of the bus mes: hind, b Mags. faramere, foovere,
AQUpeNent. accouees recevable (o sy ), mventory, seppdie s, i

Sebaract from mes assets the o] Mibohoes vou will aseme (f amy). These o dade
accoust s pavable, wapad sddanes . B, e, Bas 2 ves the adpeste d uagdke set woah
of e b ss.

Deteam e the caraemg power of the busssmes 5

A Conypode carnmg power of langolle ned worth Maltply the net asset evalnatvon
&y a pex ema e factor Thes crwhod one condd earm on e raoe amnoend of money
mverted
b Addthe worky mbary that one condd ke by working alrewhen
€. Salvract the todd of a and & ( earning power and mlasy power) fromhe net profed
of Me contmg damess faveraze of he hot theee voars- before owwe e s raloey)
th. T%s giverthe pemomal earming powe rof e boome o,



Cost of Finance (Cont’d)

L Mukply caming power (Namber 3} by e smngble goodwill facsoe. Ths “vears of
peofe” Fgese would be:
T d LN it o ¢ owenanldy as beew povar o memagenen? has beer @
detrimeny.
LY here is wo valve 0 goodwll
TN e s ess hax sowe Wsangl ble valwe, or & 11 a yeuerg sl pes.
T2 N e basiness hax ad ave rage acce poarc & Ix the ¢ cwmenil I,

TSN Rl avery posd and well ¢ siabli shed §rm
AN b has an e el bewt repaniariow and i @ well e asewed basines s,

S AGA thes faguee (Namber 1 X Namber 4) o the tanga bl net worth (Nember 2)
G Thas gaves am extamnane of a far fsmal pace w be puad for S bus mess



6.11 When Owning a Small Business Through ]
Franchise is not Advisable?

‘ - .

Under the following situmtions owning a small business through
franchise is not advisable

Dscosrg ey Buyiag Habis

Too Musy Lty oo

Fabw ot FrasmBoo

No D eclimiay Gondwill
Dt bl b y Fisasctal Trassucth
Uaay ara bl Terms
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6.12 Financial Arrangements for the Franchisees ]
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for ropy ek, hue the oplaon of 2 viecty of (ypes of hans Son ndng ssttutun. The penogd
Cypros O bopdk bams e

L Straigie Commmrciad Locens
" T am Looay
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Dosen s oo thh e Sraenc e oo "y ot iy el valt ks
awdgmod wrvia

caoh mimond or vodu o of I ¢ b raexce policien
serE n s ch o ok s d oo e

*eee



6.13 Checklist for Evaluating a Franchise ]

R

On the Franchise Opportunity Hself

2)

i)
4)

3

6)

T

Ihd vour L ver appeove the fum b comtmct adter be stadeed £ puragrps !

Diooe e Sramchse call upos you 1o Gke any siepe whi ol ame, aocoadh ng o your
Arever ws-wne O B al 1n vous St ooty o eyt

Lnder what ¢ soumed anc e s and whe oot cas you pall ous of e Faschee commice!
M vou sell vour Easchese, will vou be pusd foo your goodwll,

orwill e goodwill vou Bonve bk oo e Busase s be koot by vou

Does the Sanches e Zne vou s e xc laune wemaoey

for e Semgrh of che fminc hawe!

b the fmec hewe conmecied @ any way wab asy others

Faac e compunee s handlag sendar merchandne orsavces!

M e smswertothe Lt guestion = ves, what & your
POOte ¢ 00 a Zaset thes seooad fraac hese ogganz e wa!




Checklist for Evaluating a Franchise ( Cont'd)

On the Franchisor:
1) Forbow many years has the Oa the faschisorbeon m busmes !
2} Wall the framchoesor you wath

ob A mawagemen? ol ming program !’

0 Arénplonee Hrairing proyram !’

or A el re ksl oms program !

& Mo chandising Meas !

ot Frawckising?

1) Wikl e fraachesorbelp vou fand 2 good locaton for yous fromc hese !

4 s the Suschesor adoguate y Tmancod so the £ can carey oot & staeed pls of
{feancal

B lp and expusson’!



3

6)

il

X

9

Checklist for Evaluating a Franchise ( Cont'd)

15 e Famches O 4 ome-man coon puesy Wl o neead aad expeacecad

00 B o B2 be a0 thae thare woudd be alwins as axpenescedperson as ead!
Exaady what can fraes hewoe G0 o vou whach vou canece do foe

yourse if!

Does the framc hesor bave a wepetitos for bome sty and D dealing asoeg

the Jocal comre pee s hodding &5 fmnc bese !

Has the frim hisor shown you ey catifiad fgures smdicating ¢ xact net

prodes of o of mome gosmg Fambeds which you youssell chocked wih the
frao e e!

Hax the framc hesor mvestganed vou camefully enough oo aos e ol tar

you cam seccesshel iy opemne oae of therr fumchese ata prodit bodh to em and w
you!



