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TITLE: PROSPECTIVE FRANCHISEES 
Presenter: Deciding to buy a franchise is an exciting prospect - but it also carries some risks.  It’s vital you do your homework, to make sure the franchise you’re considering is the right one for you.

You want to feel confident in the franchise’s likely success, and its short term and long-term viability.  

Any prospective franchisee should read the Franchising Code of Conduct prior to buying a franchise, in order to understand their rights. And it’s always a good idea to verify any information provided by the franchisor. 
	Topic 1 – Your legal rights
The franchisor must provide you with:
	a copy of the Code 

a disclosure document 
and a copy of the franchise agreement in its final form. 

You should receive all these documents at least 14 days before you
	enter into a franchise agreement (or an agreement to enter into a franchise agreement); or

make a non-refundable payment to the franchisor in connection with an existing agreement; or
renew, extend or extend the scope of the agreement.

Disclosure document

A franchisor must present you with all relevant information about the franchise, so you can make an informed decision about buying the business.

Most franchisors will give you a long form disclosure document - but if you are given a short-form document, you can ask them to provide additional information that’s included in a long-form document and they must provide that information to you.

The disclosure document must include:
	information about what your leasing requirements will be

information about the franchisor, including the business experience of the people running the franchise
details of certain legal proceedings against the franchisor or its directors
a directors’ statement that the franchisor is able to meet its debts, and either:
	financial reports for the past two financial years, or

an independent audit to support the directors’ statement
	information about any goods, services, equipment or products you must acquire or provide, including restrictions and obligations on where these may be purchased or acquired

details about whether the franchise is for an exclusive or non-exclusive territory, or is limited to a particular site
a list of franchise outlets and franchises that have been terminated during the last three years
whether you will be required to undertake significant unforeseen capital expenditure  
information about marketing and other cooperative funds 
details of what will happen at the end of the agreement, such as whether you’ll receive an exit payment, or have the right to sell any equipment you’ve purchased
circumstances in which the franchisor will vary the agreement 
and whether any confidentiality obligations will be imposed on you.

Seek advice before entering into a franchising agreement
As a prospective franchisee you must provide to the franchisor a signed statement that you’ve received advice from an independent legal adviser, accountant and/or business adviser about the proposed franchise agreement - or that you’ve been told you should seek it but have elected not to do so.

We strongly encourage you to seek all these types of advice from professionals who are experienced in franchising matters. Obtaining quality advice is only prudent, considering your potential financial investment. 

Cooling-off period
You may terminate an agreement within seven days of entering into it or making any payment under it - whichever occurs earlier. Where this happens, the franchisor must refund all payments within 14 days, minus any reasonable expenses provided for in the agreement.
	Topic 2 – Questions to ask existing and past franchisees
Speaking to existing franchisees will give you an insight into how the franchise system works. It’s also good to talk to past franchisees about their experiences. Explore the reasons why they left the franchise system, and identify any potential pitfalls. 

Let’s face it, franchisors are unlikely to talk down their own business or highlight potential problems upfront. But they must give you a list of franchisees as part of the disclosure information required by the Code.

Questions well worth asking current franchisees include:
	How happy are they working in the business and has it met their expectations?

How many hours do they put in per day or per week?
How profitable is the business?
What training did they receive and what did they think of it?
What support do they receive from the franchisor?
How well does the franchisor promote the business?
Does the franchisor stick to the promises made in the franchise agreement?
What sort of track record does the franchisor have when it comes to dealing with problems, and what sort of procedures are in place to address disputes?
	Topic 3 – Questions to ask the franchisor
Of course there are a number of key questions you should ask the franchisor:
	How many hours of work are estimated to be required? 

How profitable will the business be?
(Compare these answers with what the franchisees have told you)
	Does the franchisor have the right to buy back the business when the franchise agreement is terminated?

Can you terminate the agreement and how?
And what happens if the franchisor fails (that is, goes into liquidation)?
	Topic 4 – Warning signs
Not all franchises are as good as they appear. Remember, immediate high returns seldom come without risk. There are some unscrupulous operators out there, and although they’re only a minority, it’s always ‘buyer beware’.

Some warning signs of scam franchise opportunities include:
	‘get rich quick’ schemes that claim you can make large amounts of money quickly and with little effort 

a reluctance to give details of other franchisees
franchisors who are reluctant to provide any written information
a requirement that you make a payment upfront before any information is relased

The ACCC strongly recommends you reconsider a franchise offer if you see any of these warning signs. If you ignore them, you could be making a very costly mistake.

For more information about the Franchising Code visit the ACCC’s website.
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