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The basics of 
franchising   

Whether you know a little or a lot, 
franchising can seem complex at times. 
This guide will strip it back to its basics 
to give you a solid understanding of 
the ins and outs of the industry, and 
provide information on how you can get 
involved.

Read on to get up to speed on all things franchising...

So, what is a franchise?

At its simplest, franchising is a way for businesses to 
grow into new areas by selling the use of their brand 
to people who want to run their own business.

The ‘franchisor’ (brand owner) provides training and 
support to a ‘franchisee’ (brand buyer) to help get 
them set up in the new territory.

Franchises are everywhere. You may be surprised to 
find that a lot of shops and services that you use are 
franchises.

They can range from fast food outlets, to cleaning and 
gardening services, to business consultants, and even 
to children’s party event organisers. 

The appeal of franchising

OK, so we’ve got an idea of what a franchise is, but 

why would anyone be interested in owning one?

• Being your own boss - Being in charge of a 
business gives you more control of your career 
and your work-life balance

• Training and support - All franchisees receive 
initial training and ongoing support from the 
franchisors

• Success rate - 9 in 10 franchises report 
profitability, this is compared to 1 in 2 new 
independent businesses that go bust within the 
first two years1

Franchising is a great risk-averse way to take charge of 
your life, with a support network behind you.

Of course, there are risks that any business faces, so 
the next question we need to answer is, ‘is franchising 
right for me?’
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Is franchising right 
for me?

Let’s make no bones about it, franchising is a 
great way for people to own their own business. 
However, franchising isn’t for everyone, and it 
makes sense to see whether it can give you the 
lifestyle you desire.

A quick way to identify whether franchising may be for 
you is to consider the following questions:

1. Do you want to be your 
own boss?

Many people dream of being their own boss and to 
take control of their future. By franchising, you can be 
in charge of your own business.

Buying into a franchise brand allows you to work with 
freedom, on your time and with the support network 
provided by the franchisor.

One thing to note, as you will own an established 
brand, you may not have the opportunities bring your 
own ideas to market.

Each franchise is different, but they all share one thing 
in common - if you stick to their system, you are likely 
to succeed.

2. Are you looking for a 
new challenge?

People get into franchising for all sorts of reasons, 

but one that remains is unsatisfaction with careers or 
work-life balance.

Franchising offers those who invest the opportunity to 
own a business that reflects their genuine interests, 
where they can call the shots.

Franchisees can enjoy a more fulfilling career and 
lifestyle. You can pick up your kids from school, spend 
more time with your family, and generally have more 
control over how you live your life.

Again, you should consider that within franchising 
there aren’t any sick days, and holiday has to be 
planned far in advance so that you can account for 
your customers’ needs.

3. Are you looking for 
new ways to invest your 
money?

The lasting impact of the 2007 economic downturn 
has meant that maximising investments has become a 
lot harder.

In recent years, the franchise industry’s 90%1 success 
rate has become a very attractive way to invest money, 
in fact, it was one of the only industries to grow 
throughout the financial crisis.

Bear in mind, like any investment, your money will 
be locked in for a while and may not be accessible if 
needed.
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In general however, franchisees who buy into a 
successful model have more control over the growth of 
their investment as they are the ones working hard to 
increase its value.

4. Do you like to work 
within a system?

Franchising isn’t about reinventing the wheel - 
franchising is based on sticking to a defined business 
model.

On day one, the franchisor will provide all the training 
and support required, as well as a manual and roadmap 
to get you on your feet. After that, it’s up to you to stick 
to the prescribed system, and if you do, it’s likely to work.

If you fancy yourself a bit of a maverick who likes to 
change it up every now and then, franchising probably 
isn’t for you.

However, if you can stick to the guidelines and rules set 
out in the business manual, you will most likely go on to 
operate a successful business.

There you have it, if you answered yes to any of 
the above, then franchising is likely to appeal to 
you.

Now all you need to do is consider which franchise is 
right for you!
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Choosing the right 
franchise

Now that you’ve determined that franchising 
is right for you, it’s time to look at what sort of 
franchises are out there.

What franchisors want

A common issue when trying to find the perfect 
franchise is to limit your choices to the industry 
background that you’ve come from.

If you’ve worked 25 years in business consultancy 
and want to use your skills as your own boss, then 
there are plenty of options for you. However, if 
you’re looking for a career move, or to try something 
different then franchising provides a lot of other 
options to you too.

The good news is that a majority of franchises don’t 
require you to have any experience in their industry. 
They are usually looking for the following:

• Passion for their franchise
• Relationship building skills
• Communication skills
• General understanding of business

Choosing an industry

From fast food and coffee through to consultancy and 
automotive, there is likely to be something that sparks 

your interest in franchising.

When deciding upon an industry, you should consider: 

• Budget - Franchises range from £500 to £1 
million

• Skills - Find an industry where your skill sets will 
enhance the chances of you succeeding

• Passion - Choose an industry that genuinely 
interests you

• Market - Look at which franchise industries are 
growing and which ones are not

• Lifestyle - Will it give you what you want?

Choosing a franchise

Once you’ve narrowed the options down to a handful, 
you can start to look at specific franchises.

These are questions to consider whilst researching 
franchises:

The Franchise

1. How long has the business been franchising?

2. Does the franchise have a competitive advantage 
or any unique selling points?

3. Is the wider market developing?

4. What are the development plans? Consider how 
this may impact you.
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suppliers? Are there minimum order levels?Is 
the business a member of the British Franchise 
Association (BFA), or other accreditation body? If 
not, why?

7. How is the head office organised? Look at 
management, accounting, sales support and 
administration. Is this a well-organised and 
significant business?

8. Are there available trading figures from existing 
franchisees? Think about your own projections 
and whether they are realistic and achievable.

9. Are there any financial arrangements you should 
know about? Vehicle and equipment leasing, 
supplier terms, national accounts, requirements to 
replace equipment or refurbish premises.

10. How long is the initial franchise licence granted 
for? Is it renewable? Is there a fee payable on 
renewal? What happens at the end of the term?

Selection, Support & Selling 

1. How do they choose their franchisees? What 
skills and attributes are they looking for and how 
selective are they?

2. Is there a minimum performance requirement? 
Consider the consequences of not achieving the 
required levels and whether they are realistic.

3. What training is provided? Who pays for it? Is it 
classroom or field-based training?

4. What support do they provide prior to the 
business launch? Does the franchisor assist 
with site selection, lease negotiation, design, 
refurbishment, equipment, vehicles, staff 
recruitment and stock? What level of business 
launch support is provided?

5. What ongoing support is provided? Who will 

5. Who are the main competitors?

6. Is the business seasonal? When is the best time of 
the year to start trading?

7. Is the business a member of the British Franchise 
Association (BFA), or other accreditation body? If not, 
why?

8. Does the franchise allocate exclusive territories? 
Consider the size, potential, restrictions and 
suitability of any proposed territory.

9. How many franchisees have failed? What lessons 
were learned?

10. Did the franchisor carry out any pilot operations? 
If it’s a new franchise ask them to demonstrate its 
success.

Financial & Legal 

1. How much does the franchise cost in total? What 
is included in the package and how much working 
capital will be required? Is there any additional 
expenditure?

2. What are the ongoing charges? Management service 
fee, mark-up on goods or services, advertising levy 
and any other costs.

3. What are the key financial ratios? Gross profit 
margin, typical overheads, projected net profit, stock 
turnover, debtor days and break-even figure. Are 
they realistic?

4. What is the financial strength of the franchise? Ask 
for the last three years’ financial accounts and look 
at what capital has been invested.

5. What professional support have they had in 
developing the franchise? Have BFA affiliated 
consultants and solicitors been used?

6. Are you obliged to buy goods from nominated 
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deliver the support? Are there regular review 
meetings and field visits?

6. What support is available if you run into difficulties?

7. Has the franchisor had experience of successfully 
supporting other franchisees with problems?

8. How often does the network get together? Are there 
regular meetings and conferences where franchisees 
can share best practices?

9. Are there any restrictions when I sell the business? 
What penalties are there if the agreement is 
terminated early?

10. What marketing programme do you have? What are 
the franchisors’ and franchisees’ obligations?

Contacting the franchise

Once you have decided on the franchise that you like 
you can make contact.

The franchisor should quickly provide information about 
their package, what it entails and the next steps.

Before committing to apply to a franchise you should 
speak to as many existing franchisees as possible. The 
franchisor should provide a list of franchisees for you, if 
they don’t, they may be trying to hide something.

If you’re happy with the franchise and they think you’re 
suitable for them, a formal application begins.

To learn more about the legal side of franchising, as well 
as how to finance it all, continue reading ‘financing your 
dream’.
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Financing your 
dream

You’ve decided on the franchise you want, 
you’re looking at the application pack, and then 
it hits you, how are you going to pay for this 
investment?

With careful planning there are a number of ways 
to get investments required in ways that ensure you 
make a success of your franchise.

Finance for a franchise 
investment

All franchises require an initial investment to buy into 
their business model. These can range from as little as 
£500, all the way up to £1 million.

If you don’t have the initial cash available to finance 
your franchise (a very common hurdle for most 
people), you might be left wondering ‘how am I 
supposed to finance this?’.

Loans from the bank

The good news is that due to the reliability of 
franchises to become successful (9 in 10 are 
profitable1), banks are keen to provide credit to 
potential franchisees.

To finance your franchise you will need at least one 
third of the investment to come from your own capital.

This means that you will need to have at least some of 
your finance available in cash to make up the rest of 
the fee.

Banks will want to know three things:

• Do you have a business plan? - If you can 
demonstrate that you have carefully mapped out 
your plans, banks can see where you want to go 
and how you can make the business a success

• How much can you put in? - By investing your 
own money, not only will you have to take out a 
much smaller loan, but you can also show that 
you are willing to commit your own assets and 
therefore have a greater intention to succeed

• Can you ensure the business will be a 
success? - Whilst franchising has a higher 
success rate than going it alone, banks will need 
to consider the opportunity you’re looking to 
invest in, along with your motivations behind 
investing in that particular franchise

Start-up grants

The Enterprise Finance Guarantee is available to any 
person who has enough money to finance part of 
the cost of the franchise, but does not have enough 
collateral to finance a loan.

Since 2009, the government has assisted over 18,000 
small businesses by underwriting up to 75% of the 
loans that they have taken out.

1 
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Three points to remember

1. Find a franchise to suit your budget - careful 
planning can make the point of entry surprisingly 
lower than you may have thought

2. If you don’t have the start up cash, banks are finance 
friendly and will be able to assist you if you can prove 
you are worth their investment

3. The government has schemes available that could 
make finance available to you

Now that you’re familiar with the financial elements 
involved in franchising, let’s take a look at understanding 
the Franchise Agreement.
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Understanding a 
Franchise Agreement

You’ve decided on the franchise you want, 
you’ve approached them, you’ve got your 
finance in order, it’s time to sign on the dotted 
line. Now comes the tricky part of understanding 
the Franchise Agreement.

Let’s start by asking...

What is a Franchise 
Agreement?

A Franchise Agreement is a legal document that sets 
out responsibilities, expectations and procedures for 
both the franchisee and the franchisor.

Unlike other agreements that you may have signed, 
Franchise Agreements are always non-negotiable (this 
is to protect the brand / services).

It is therefore worth spending some time with a 
specialist franchise solicitor who will find out if 
there are any parts to the agreement that might be 
considered abnormal.

Length of agreements

Franchise licenses typically have a fixed contract 
length of anywhere from 5 to 20 years - at the end of 
this period you may be given the option to renew your 
license should you wish to continue.

Some franchise models have agreements that are less 
than 5 years. This could be due to the fact that the 
business is brand new, or has only recently started 
franchising.

Either way, you should check with the franchise the 
terms of the agreement length, and ensure it fits in 
with your desired lifestyle.

Fees

The Franchise Agreement will state how much the 
upfront cost is for the franchise.

You should make sure you take a look at what ongoing 
royalties (often called a Management Service Charges 
or Management Service Fees) are to be paid to the 
franchisor. These are usually a percentage of sales, 
but can sometimes be a fixed monthly fee, and may 
include other elements such as marketing.

Due diligence

The Franchise Agreement will usually dictate 
mandatory practices such as:

• The territory you have been allocated
• Supply procurement
• Training & personnel policies
• Opening hours
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This set of guidelines is usually given to you in the form 
of an Operations Manual, which will become your ‘go to’ 
reference point throughout the length of the Franchise 
Agreement.

Again, you should spend some time speaking to existing 
franchisees, asking what they like and don’t like about 
the rules, and to see how they operate.

Termination or selling your 
franchise

Each franchise termination policy is different so make 
sure to inspect yours closely to ensure you are familiar 
with the process should your situation change.

If you should reach the end of your Franchise Agreement 
and don’t want to renew, then you usually have the 
option to sell your franchise. Most franchisors will need 
you to sell on your franchise before exiting the Franchise 
Agreement entirely.

Make sure you understand the market in your area 
to see if it is likely that you can sell your franchise - if 
you don’t, then you may incur a penalty cost from the 
franchisor.

Finally, before you commit to purchasing the franchise, 
there are some final considerations you should take a 
look at.
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Franchise checklist

So, you’ve considered your ambitions, found 
the perfect franchise, looked at how to finance 
it, and understood the legal processes. What 
follows is a checklist of important questions you 
should have answered before you make that 
final decision.

Take a look at the following questions. If you can’t 
answer one, then continue with your research until 
you know all the information you need.

Franchise organisation 

• How well is the franchise performing?
• How profitable is the franchisor?
• What is the growth like within the industry?
• What are the development plans over the next 

five years for the franchise?
• Who are the main competitors and how strong 

are they?

Product and services  

• How well does the product or service sell?
• What are the unique selling points of the 

franchise’s products?
• How competitive is the pricing of the product/

service?
• Is the competition strong for these types of 

products?

• How does the franchise market its products or 
services, how does this compare to others?

Contract

• Are exclusive territories offered?
• What is the sales opportunity within the area?
• Are the sales targets and all the payable royalties 

reasonable?
• Are the renewal, termination and transfer 

conditions reasonable?
• What inventory do you need to purchase from 

the franchisor?

Support 

• How thorough is the initial training?
• Is ongoing training provided?
• Is there help to find site selection / lease 

negotiations or store layout?
• Are there finance options available from the 

franchise?
• What collective purchasing power has the 

franchise got?
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Final thoughts

Take some time to consider what franchising can mean 
to you and your life. Be honest with yourself about 
franchising as a whole, and the particular franchise you 
want to invest in.

It’s a big decision which will change your life.

If the potential franchise only seems interested in taking 
your money and not supporting you to develop your 
own business you should be prepared to walk away. 
You are looking for a franchisor who is passionate about 
supporting you to build a successful franchised business 
which will be ultimately beneficial to both parties.

Start exploring

That’s the end of this brief guide on franchising.

If you are interested in finding out more then take a look 
at our news and industry articles.

Otherwise, you can start exploring the franchises and 
opportunities on offer to start your own franchise 
journey.

This article was created by Reed Commercial 
(www.reedcommercial.com).

Reed Commercial is brought to you by the people behind reed.co.uk, 
the UK’s #1 job site.

For press or any other enquiries please contact James Coombs 
on 0207 4927 615
james.coombs@reedcommercial.com 

12




