Notes to Video Supplements for Building a Dream – Sixth Edition

Stage 5 Considering a Franchise

Reading the Fine Print

Summary

A franchise would seem like a good fit for a budding entrepreneur – right? Not so according to former Second Cup owner Paul Dahlin. After a disagreement between Second cup and his landlord over the cost of his lease, Second Cup decided to vacate the building and left him without a franchise and out the $150,000 he had invested in the business.

Other entrepreneurs have also learned hard lessons from the fine print in their franchise agreements. Dale Hunt purchased one Robin’s Donuts location and then another further down the street. After they became successful, his cost of supplies increased. He though he would charge more for the products he sold but that did not please the franchisor. In the end he sold both his locations for a loss and sued Robin’s Donuts for breech of contract. 

Questions for Discussion

1. What grounds could a franchisee have to sue a franchisor?

2. Who has the most control in the franchisee-franchisor relationship?  Why?

3. What are the benefits of opening a franchise from the franchisees point of view?

4. What important lessons are there to be learned from the experience of these franchisees?

5. Why would a franchisor not want someone with an entrepreneurial spirit to become a franchisee for them?

Responses to Questions for Discussion

1. Some of the reasons a franchisee might sue a franchisor include:

· The franchisor cancelled the contract without apparent due cause

· The franchisor charged the franchisee for supplies, equipment, or other items that were not included in the franchise agreement

· The franchisor did not fulfill all of their obligations as set forth in the initial contract

2. The franchisor because they:

· Control most of the facilities/resources that typically go into the business

· Have most of the knowledge related to understanding the product/service, marketing, financing, administration and other operating aspects of the business

· Typically have much larger financial resources on which to draw if litigation should arise.

3. The benefits of a franchise include:

· The business concept is already proven and established

· The product or service along with a marketing plan, financing arrangements, an operating system, financial controls and other aspects of the business are already in place

· Lower risk of failure

4. READ THE FINE PRINT.  Like any other legal contract it is essential that a lawyer read over any franchise agreement so that the franchisee does not walk into the arrangement blind.  They should know all the terms and conditions and be familiar with all the details of the contract so they don't come back to haunt them later.

5. Entrepreneurs tend to be free spirits - not easily controlled.  They often get bored and feel constrained by the limitations put on them by most franchisors.
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