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GLOSSARY
Franchise – a specific business concept belonging to the franchisor under ownership rights
consisting of a business system and know-how as well as rights to trade marks, which is transferred
to the franchisee in exchange for a defined fee.
Franchising – business organisation model when an entity (franchisor) grants another entity
(franchisee), in exchange for a defined fee, the right to use a business system developed by the
former, alongside with the know-how (practical experience and knowledge) and trademarks of
the business.
Franchisor – a company or a natural person having the status of an entrepreneur who owns the
Franchised Business model and grants to the franchisee the right to use the franchisor‘s business
model and trademarks under franchise contract.
Franchised business – franchisor‘s business model that forms the basis of the Franchise.
Similarly, trademark of the franchised product is the franchisor‘s trademark under which the
entire franchise network operates.
Franchisee – a company or a natural person having the status of an entrepreneur who receives
from the franchisor the rights to use the business model and trademarks under a franchise
contract.
Franchise-based business – franchisee‘s business that he runs under franchise contract.
Franchise contract – agreement under which the franchisor grants to the franchisee the right
to use the aggregate of its name, trade and/or service marks, marketing system, production
technologies and business management models in exchange for a certain fee.
Franchise network – franchisor and the aggregate of franchisees running businesses under
the franchisor‘s trademark.
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INTRODUCTION
The present book is intended for people who are
interested in franchising and are considering the
possibility of opening a franchise-based business
of their own.
The question often arises whether it is worthwhile
buying a franchise and paying money to the
franchisor when one can establish a company and
start a similar business on one‘s own. In this book
we provide our readers with information designed
to help assess advantages offered by franchising
as well as risks related to the model, and give a
motivated answer to the above question.
We hope that the information presented in the
book will be useful for those people who plan to
develop a franchise based on their own business,
and who will take an interest in advanced business
management models.
The birth of the idea of franchising dates back
to the Feudal system of Medieval Europe. In
the 19th century similar business organisation
principles started spreading among German
brewers who started selling the right to inns to
promote beer using the brewer’s name. However,
the biggest credit for the creation of franchising
as a contemporary business development model
is usually given to Isaac Singer who developed a
distribution system of upgraded sewing machines
in the United States of America in 1858. Using a
network of his representatives, he managed to
solve the major problem faced by manufacturers
in those days, i.e. he covered a huge territory
not only in terms of sales, but also maintenance,
at the same time retaining uniform name and
quality standards. The example of the distribution
of Singer sewing machines revealed huge
opportunities offered by franchising as a business
development model and laid solid foundations for
the further development of franchising.
It is important to emphasize that market openness
is of paramount importance for franchising
development. In the Baltic countries that lived
10

under economic conditions of planned economy
until the last decade of the 20th century, preconditions for the development of franchising
appeared only after transition to the market
economy took place. It has to be acknowledged
that since that time and up until now franchising
development rates have been rather slow in the
Baltic countries. Such development rates were
also a consequence of the relatively small scale
of markets of the Baltic countries, the absence of
legislative framework favourable to franchising,
and traditional entrepreneurial culture.
Albeit slowly, franchising nonetheless is finding
its place on the business map of the Baltic
countries. Businesses of Lithuanian origin that
are successfully operating and expanding on a
franchise basis include Čili (chain of restaurants),
Gurmans (retail trade in tea and coffee), Printera
(maintenance of printing machinery), Europa
City (hotel chain), Senukai (trade networks), etc.
Latvia also has some equally successful franchise
networks, such as Stenders (cosmetics), etc.
Alongside the domestic franchises, some
worldwide franchises such as McDonald’s,
KFC, RE/MAX, Door Training, The Body Shop,
L‘Occitane, Mexx, Mango, etc. are also present in
the markets of the Baltic countries.
One can claim that entrepreneurs in the Baltic
countries have now morally matured to work
under a franchise contract, however the applied
know-how on franchising is also essential to
success of the work. In this book we will offer
some advice to our readers that is useful and must
be taken into account when starting a business
under a franchise contract.

Buying a Franchise
Highway to Business Success

The book consists of 5 main chapters:
In the chapter General Information About
Franchising we will provide a brief introductory
course about the franchising business model;
In the chapter Starting a Franchise Business we
will discuss ways that franchisors and franchisees
initiate the franchising process and tell about their
motives and risks;
In the chapter Assessing Franchisee’s Potential
we will explain how an individual can assess his
potential to work under a franchise contract and
define his demands to enable the franchise to be
acquired;
In the chapter Selecting Franchises we will
discuss the pre-selection of franchises with the
aim to reduce the choice to 3-5 franchises which
the potential franchisee should then evaluate and
compare;
In the chapter Franchise Assessment and
Selection we will present a comparison algorithm
of several franchises and specify the criteria
instrumental in choosing the franchise that is
the most suitable for you.
We sincerely hope that the book will become your
useful advisor and we wish you success with your
business!

Authors
Viktorija, Ilja, Severinas
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GENERAL INFORMATION
ABOUT FRANCHISING

1.1. What is franchising?
The term Franchising is frequently mentioned in
today’s media. One can often hear it in business
meetings, and management teachers tell their
students about it in schools of higher education.
Nonetheless, although the word itself and the
business organisation model encoded in the word
has been growing in popularity over the world for
more than fifty years, the term Franchising is still
not widely known or correctly understood in the
Baltic countries.
Therefore we shall start the introduction of franchising with discussing the nature of the phenomenon. Translated from French, the word franchise
means privilege. Historically franchise referred to
a permission (or privilege) to engage in a certain
activity which feudal lords used to grant to ordinary peasants. Usually it was a pub, distillery of
strong alcoholic beverages or fur processing shop.
By granting the privileges, feudal lords not only
increased their revenues from peasants but also
expanded the boundaries of their influence. In
the contemporary business world franchising is
also associated with expansion. Characteristics of
franchising as a business model will be discussed
later in this chapter, but now let’s get acquainted
with concepts used in the franchising world.
Franchising – a business organisation model
when an entity (franchisor) grants another entity
(franchisee), in exchange for a defined fee, the
right to use a business system developed by the
former, alongside with the know-how (practical
experience and knowledge) and trademarks of
the business.
The definition of the term franchising refers to
two principal parties in franchising relations, i.e.
franchisor and franchisee.
12

Franchisor – a company or a natural person having the status of an entrepreneur who owns the
franchised business model and grants to the franchisee the right to use the franchisor‘s business
model and trademarks under franchise contract.
Franchisee – a company or a natural person having the status of an entrepreneur who receives
from the franchisor the rights to use the business
model and trademarks under franchise contract.
Thus, we have defined franchising subjects, i.e.
franchisor and franchisee; now it is time to present a definition of the object of franchising, i.e.
franchise:
Franchise – a specific business concept belonging
to the franchisor under ownership rights consisting of a business system and know-how as well as
rights to trademarks, which is transferred to the
franchisee in exchange for a defined fee.
Constituent parts of a franchise are shown in Fig. 1.

Right to use the
business system and
know-how

FRANCHISE
Fees for
the rights
granted

Right to use
trademarks

Fig. 1. Constituent parts of a franchise

General Information
About Franchising

As we have already mentioned it, each franchisee
is linked to the franchisor by business relations
that should, by all means, be clearly defined
and regulated. This is a function of a franchise
contract – an integral attribute of franchising.
Franchise contract – an agreement under which
the franchisor grants to the franchisee the right
to use the aggregate of its name, trade and/or
service marks, marketing system, production
technologies and business management models
in exchange for a certain fee.

1.2. Distinctive characteristics of
franchising
Franchising is frequently described by using such
allegories as business reproduction or even business
cloning. They reflect the essence of franchising and
point to the principal objective of franchising, i.e.
business expansion. When planning the expansion
of his business, an entrepreneur has an option to
choose from multiple expansion methods starting
from hiring of sales agents and ending with establishing subsidiaries. Franchising is also among the
expansion methods. Fig. 2 shows a comparison of
different business expansion methods by two criteria – business control and risk degrees. Control
degree defines the powers of the owner of the business to have a direct control over the opening of
new units, and to exercise prompt and efficient
influence over decisions taken within the units;
risk degree defines losses of the owner of the business in an event of failure of newly opened units.
Control
level
High
Subsidiary

The picture shows that in comparison with other
expansion methods analysed, expansion through
franchising is characterised by an optimal ratio
of risk and business control degrees. Balance of
the risk degree is achieved because most of the
funding required for the expansion of new units is
provided by franchisees, thus reducing risk to the
franchisor. On the other hand, business control
degree remains high. Although the franchisee is
the owner of the business he operates under a
franchise contract, and he is therefore bound to
observe terms, conditions, standards and procedures of the franchise contract.
Speed is a special characteristic of business expansion using the franchising method. The franchisor develops a franchise based on a successful
and competitive business and sells it to franchisees, thus expanding his franchise network. There
are many examples in global practice when franchise networks expanded at the average daily rate
of 2 – 2.5 units for ten consecutive years. After 10
years from the start of an active expansion, some
franchise networks achieved over 10,000 units in
more than 60 countries worldwide.
Thus, a franchise network may consist of several
dozens and up to tens of thousands of franchisees sharing the same trademarks, running their
business units respectively according to the same
business standards and rules, and paying fees to
the franchisor in exchange. Having developed an
efficient franchise once, the franchisor can sell it
thousands of times and thus thousands of identical businesses will be established. One has to
agree that not every business expansion method
offers such tremendous opportunities.
We have already mentioned several benefits enjoyed by the franchisor, i.e. an opportunity for a
super-speedy expansion and a good risk and business control degree ratio. Here are a few more:
҂҂

Joint venture
Franchise
Distributor
Sales agent
Low

High

Risk
degree

Fig. 2. Comparison of different business expansion methods

҂҂

Employing advantages offered by economy of scale. The bigger the franchise
network, the larger the number of franchisees. There are the greater effects of economy of scale in the spheres of sourcing,
marketing, innovation and other important
business processes.
Involvement of motivated and devoted
people. Although franchisees are under the
obligation to observe all terms and conditions, standards and procedures of the franchise contract, they still remain owners of
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҂҂

҂҂

their units. Therefore their motivation to run
a successful business, albeit run on the basis of a franchise contract, is immediate and
strong.
Increase of value of an expanding network.
Network growth allows rapid acquisition of a
large market share and raises customer awareness of the franchisee’s product or service.
This way the value of the whole network is
increased. It is also important to note that
a growing franchise network brings about
continuous growth in the consumption
of certain raw materials, thus making the
network more valuable and important for
suppliers of those raw materials. This growth
can be capitalised in one way or another.
Steady cash flows. Ongoing payments to
the franchisor have an important role in the
structure of fees paid by franchisees. When
a franchise network has a sufficiently large
number of franchisees, their ongoing payments generate predictable and steady cash
flows that are one of the key factors to business success.

Having discussed the reasons why franchisors
choose franchising as their business expansion
method, we can now look at the reasons why
acquisition of a franchise is beneficial to franchisees:
҂҂

҂҂
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Well-developed technologies, advanced
business methods, reliable suppliers and
a wide network of partners. Having joined
a franchise network, a new franchisee over
a short period of time assimilates all knowhow and technologies that the franchisor
and other franchisees have accumulated
since the very start of the business. The new
franchisee will be able to avoid mistakes characteristic of business start-ups, and gain
access to verified reliable suppliers and welldeveloped business methods. All this materially reduces the probability of bankruptcy
and potential losses which might be suffered
due to lack of inexperience in the specific
franchise business.
Advantages of economy of scale. Having
joined a franchise network, each franchisee can immediately take advantage of the
benefits offered by economy of scale in the
spheres of supply of goods and services,
marketing, scientific research and technological development as well as other important

҂҂

҂҂

business processes. When developing private
business organised on a basis other than franchise, an entrepreneur would not have the
possibility to achieve an equivalent cost and
benefit ratio in defined processes over a short
period of time.
Methodical support and advice of the franchisor on how to run the business in a better and more efficient way. A franchisor’s
methodical support to franchisees is provided in several ways: by providing them with
systematised basic business management
know-how, helping to open the first unit, offering regular assistance and sharing all achievements created inside the network.
Well-known franchised trademark which
creates pre-conditions for a steady customer flow and reduces the need for marketing activities. From the very start of his business the franchisee receives a well-known
trademark of the franchise network which,
if already popular, may attract customers
without additional effort on the franchisee’s
behalf. Should the franchisee decide to start
an independent business rather than the one
operated on the franchise basis, then the creation and promotion of a trademark of his
product, and the raising of public awareness
and attracting customers would all require
much more time.

In this sub-chapter we discussed the main characteristics of franchising and advantages that the business organisation model offers to both franchisors
and franchisees. In the following sub-chapter we
will provide an overview of franchise models and
get acquainted with different development methods of franchises.

1.3. Diversity of franchises
In this sub-chapter we will acquaint the readers
with the diversity of franchises (by distinguishing
between different franchise models and their development methods) as well as the business areas
where franchising is most common.
1.3.1. Franchise models
Quite often it is difficult to distinguish franchising
from licensing or agency agreements. Franchising,
however, has some specific characteristics which
set it apart from other business co-operation met-
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hods. In the following paragraphs we shall discuss
several franchise models that are most common
worldwide, i.e. goods distribution, production and
business model franchises.
In a goods distribution franchise network the
franchisee simply sells the franchisor’s goods and
has the right to use the franchisor’s trademarks.
Sometimes the franchisor sets certain requirements (e.g. decoration or location of shopping
areas) or provides certain recommendations (e.g.
conduct or dress norms of staff ) but does not provide the whole business management system. This
model accounts for the majority of all goods sold
in the retail trade in the USA. Most common businesses operating under goods distribution franchise arrangements are brand clothing, cosmetics,
accessories stores and car dealerships. This franchising model is similar to commercial relations
between a supplier and a distributor. It has to be
noted that in the contemporary franchising world
the goods distribution franchises are becoming
increasingly similar to business model franchises
when the franchisor also transfers to the franchisees the business algorithms, management systems,
and IT and accounting instruments.
Business model franchise is the most common
of all, and can be applied to almost any business
sphere. Under the business model franchise the
franchisee not only manufactures and/or sells
products, but provides services and is entitled to
use the franchisor’s trademarks. The most important point is that the franchisee receives detailed
descriptions of business management methods.
The methods explain how to manage the whole
business and each of its constituent parts . In other
words, by acquiring a business model franchise,
the franchisee receives all of the franchisor’s intellectual property and his business concept which
he can use to develop his own business under a
franchise contract.
In a production franchise network the franchisee
receives from the franchisor all technological production know-how but usually does not receive the
right to distribute the manufactured product directly (although occasionally such a right is granted
to him alongside the right to use the trademark and
the system of goods distribution). This model is the
most common in the beverages and food industry.

1.3.2. Franchise development methods
During the initial interest stage of a franchise a potential franchisee will encounter franchise offers that
differ in their development peculiarities and the scope
of the franchisee’s obligations. We shall now discuss
several main franchise development methods – direct
and master franchising.
The main distinctive feature of direct franchising
is that signing of a franchise contract and direct
communication takes place between the final
franchisee and the franchisor. There are three
categories of direct franchising: single-unit, multiunit and area development franchising. The categories
are presented in Fig. 3.
In the case of single-unit franchising, when selling
the franchise, the franchisor grants to the franchisee
the right to open a single-unit (business unit) and
operate within it. Usually such franchises are those
offered at the beginning of their development; buyers are usually individual entrepreneurs who plan to
work at the unit and manage its operation in person.
When buying a single-unit franchise, the entrepreneur receives territorial protection, in other words,
the franchisor ensures that another unit bearing the
same trademark will not be opened within an established distance. This means that potential franchisees
are restricted in terms of choosing the location of
the new unit: they may be offered a list of available
locations to choose from, or obligated to sub-rent
premises from the franchisor.
In the case of multi-unit franchising by buying the
franchise the franchisee also acquires the right and
the duty to open a pre-defined number of units (business units) over a certain period of time. Usually
multi-unit franchisees are either those who have
experience in running a single-unit and are looking
to expand their business, or investing entrepreneurs
who do not intend to work at the units in person. This
development method is also characterised by territorial protection, thus, a multi-unit franchisee can be
obligated to co-ordinate the location of each new unit
with thefranchisor in order not to create competition
to other franchisees of the same network.
Territorial development franchising is fundamentally very similar to multi-unit franchising in the sense
that a single franchisee is granted the right and also
the duty to open and directly manage a pre-defined
number of units. The first difference between them is
that in the case of area development franchising in a
15
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Single unit franchising

Multiple units and area
development franchising

Franchisor

Franchisor

Franchisee

Franchisee

One unit

One unit

Franchisee

One unit

Franchisee

One unit

One unit

Franchisee

One unit

One unit

Fig. 3. Direct franchising categories
specified territory ( e.g. a city or a country), the franchisee has the right to independently decide about
the location of his units. The second difference is that
under the contract with the franchisor the franchisee
usually assumes an obligation to open the minimal
number of units, but he can open more units if he
believes it is economically beneficial.
The examples of direct franchising clearly
demonstrate the development potential of each of
the development methods described. In the case
of single-unit franchising, the development of the
franchise network is the slowest, whereas multiunit and area development franchising create preconditions for more rapid expansion. The fastest
development of a franchise network however can
be achieved through master franchising, sometimes
referred to as sub-franchising; its essence is shown
in Fig. 4.
Master franchising is the most complex but also the
most attractive development method of a franchise
network from the franchisor’s perspective. Its distinctive feature is that rather than transferring franchises directly to franchisees, the franchisor transfers
them via intermediaries also referred to as master
franchisees. This method is similar to area development franchising in the sense that each master
franchisee has the right and the duty to sell franchises
to end franchisees in a certain pre-defined territory
(e.g. a country or a region). Master franchisees usually acquire the right and the duty to sell no less than
16

a certain number of franchises over a certain period
of time, and they are free to sell both single-unit and
multi-unit or territory development franchises.
Master franchisees usually do not open or develop
activities of individual units. Their main function lies
in the development and management of the network
of end franchisees in a certain territory. Master franchisees invest in the search for new franchisees and
their supervision, and earn return on their investments from the difference between the fees paid by
franchisees and transferred to the franchisor.
This franchise network development method is useful
when preference is given to the rapid expansion of a
franchise network in new markets. Master franchisees are usually very familiar with the peculiarities of
the local market, and they are able to come up with
franchise adaptation solutions and have access to the
segment of potential franchisees.
Conversion is yet another special method of franchise development. The distinctive feature of conversion franchise is that franchisees are entrepreneurs
working in the same business field as the franchisor.
By acquiring a conversion franchise and becoming
franchisees, independent entrepreneurs carry on
with their business but receive from the franchisor
the right to use the trademark of the network, accumulated know-how and optimised business processes; and they gain access to cheaper supply and/or a
wider customer segment. This development method
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Master franchising

Franchisor

Master franchisee

Franchisee

One unit One unit

Master franchisee

Franchisee

Franchisee

One unit One unit

One unit One unit

Franchisee

One unit One unit

Fig. 4. Structure of master franchising
is most common in the business of real estate brokers,
hairdressers’, business consultants and petrol stations.
1.3.3. Business areas
Practical experts of franchising claim that all kinds
of businesses are eligible for franchising but it is
natural that the franchising appeal of different business areas differs. Franchising is most common
in businesses that can be easily and systematically
organised, and mastered fast. If the majority of
business processes can be standardised and the
business processes are easy to master, it is likely
that franchising can become a suitable method to
develop a business. If a business is of a different
character (e.g. it involves a large number of unique
projects, its technological process is very complex
and requires special knowledge) then franchising
is not so attractive.
It is for these reasons that franchising became the
principal business development method in certain
business areas. Below is a list of business areas that
are the most suitable for franchising, and the list
includes the names of some organisations from foreign countries that use franchising as their expansion method:
҂҂ Business services (RE/MAX, Expence Reduction Analysts, Stratus Building Solutions);
҂҂ Education and training (DOOR training and

consulting, Sandler training, 360 Solutions);
҂҂ Financial services (Vernon Street Capital,
Padgett Business Services, American Business
Systems);
҂҂ Catering (McDonald‘s, Subway, Burger King);
҂҂ Health and beauty (Curves, Glamour Secrets,
Anytime Fitness);
҂҂ Hotels (Holiday Inn, Best Western, Hilton);
҂҂ Construction and renovation (Novus Glass,
Snap-On Tools, Rooter Man);
҂҂ Leisure and entertainment (Cruise Planners,
Baby Boot Camp, Gymboree);
҂҂ Trade (7-Eleven, The Body Shop, Zara);
҂҂ Information Technologies (ReissWolf, Printera, Cartrige World);
҂҂ Public relations, advertising (WSI, Sign-a-Rama, Proforma);
҂҂ Pharmaceuticals and pharmacies (Medicine
Shoppe, Good Feet, Massage Envy);
҂҂ Transport (Car Care Center, Avis, Hertz).
In this chapter readers became acquainted with
franchising basics, franchise models, their development methods and business areas where franchises are the most common. The next chapter provides a more detailed overview of the principles of
creating a franchise, and its functioning.

17

Starting a Franchise Business

2

STARTING A FRANCHISE BUSINESS

The aim of this chapter is to acquaint readers with
the general operating procedures of a franchise, and
describe scenarios of starting and developing a franchised business from the perspectives of both the
franchisor and the franchisee.
As already mentioned, the franchising business
model is based upon close co-operation between
two parties – the franchisor and the franchisee. The
fundamental precondition of this successful co-operation is the systematic and professional preparation
of both parties for this interaction. In this chapter we
will discuss independent actions of the franchisor and
the franchisee that form the basis of the franchise
sale and buying transactions. We will also discuss
the franchise network development and the everincreasing number of franchisee’s businesses as well
as areas of their co-operation.

The consistent sequence of the franchisor’s actions
(with the aim of creating and expanding a franchise
network) will be generally referred to as an algorithm
of creating and expanding a franchise. The sequence
of franchisee‘s actions with the aim of buying a franchise and using it as a business development basis
shall be referred to as an algorithm of buying a franchise. It is important to note that these two sequences
intersect and interact with each other. In other words,
co-operation between the franchisor and the franchisee enables the process of franchise assessment
and sale/acquisition, and the development and improvement of the franchise-based business.
The picture below depicts both independent actions
of the franchisor and the franchisee and their cooperation areas which shall be collectively referred
to as franchise operation chart.

Algorithm of creating and expanding a franchise
system

Algorithm of buying a
franchise

Assessment
of business
franchisability

Self-assessment of a
potential franchisee

Development
of franchise
concept

Development of
franchise system
development strategy

Development
of franchise
package

Search for potential
franchisees, signing
of contracts

Pre-selection of
franchises

Franchise
assessment
and sale/
acquisition

Detailed assesment
and selection of
franchise, contract
signing

Development of
franchise management
methods

Refinement of franchise package and franchise
system, control over franchisees
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and
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Fig. 5. Franchise operation chart
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improvement of the
franchised business
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In the following sub-chapters we will provide detailed descriptions of the above two algorithms and
the steps involved in franchise assessment and sale/
acquisition. In this chapter our focus will be more on
the algorithm of creating and expanding a franchise,
whereas the algorithm of buying a franchise and the
steps of franchise assessment and sale/acquisition
will be covered in other chapters of this book.

2.1. Algorithm of creating
a franchise
The aim of this sub-chapter is to describe the necessary actions and decisions required of the franchisor who is determined to create and expand a
franchise based on his business.
Franchises are usually created on the basis of
existing successful businesses. The most common reasons behind entrepreneurs’ decisions to
expand their business using the method of franchise include:
҂҂

҂҂

҂҂

Need for rapid business expansion. If an
entrepreneur believes that there is a high
demand for his goods or services that remains unsatisfied, or that there exists a
market area that his business is capable of
filling, or a major competitor has withdrawn
from the market, then he can decide to rapidly expand his business. Expansion through
the method of franchise is one of the fastest
business development methods.
Demand for capital to finance rapid business expansion. Having made a decision
regarding rapid business expansion, the entrepreneur is faced with the issue of financing this expansion. A business can finance
its expansion with its own funds, borrowed
funds, investors’ funds or using franchisees’
funds. Expansion through franchising is the
least capital-consuming because instead of
the franchisor having to come up with the
funding, a major part of the investment required for setting up each new unit is provided by franchisees using their own funds.
Demand for human resources to ensure
rapid business expansion. When rapidly
expanding a business, the entrepreneur
must ensure business management quality and continuity in the new units. When

searching for new unit managers, the entrepreneur usually has to choose from a hired
manager, a business co-owner who will own
a part of the shares in the new company/
unit, or a franchisee. A franchisee often becomes an optimal business manager. On the
one hand, he is the immediate owner of the
business he manages; this ensures his motivation to develop the business efficiently
and earn as much profit as possible. On the
other hand, he has to manage the business
according to the rules set by the franchisor;
this ensures a sufficient degree of control by
the franchisor.
Having made a decision to expand his business using the method of franchise, the entrepreneur initiates the process of creating a franchise. This process
usually begins with the assessment of franchisability
of the business. The concept of franchisability refers to the degree of suitability and preparedness of
the business for reproduction. Low franchisability
of the existing business means that significant alterations of the business model may be required to
develop a franchise. High franchisability means that
the existing business can be prepared for reproduction without making significant alterations to the
products, services or processes.
The main aspects that determine franchisability
of a business include:
҂҂ Size and history of the existing business.
The bigger the business, the more successfully-operating units it has, the more rapid
the business expansion has been and the
more spectacular the achievements have
been demonstrated, the stronger the possibility that the business can be franchised
successfully;
҂҂ Revenue-making capacity and profitability. Comparisons are made between the rate
of initial investment and average revenue ratio, break-even point, and average profit per
unit. The better the results, the more attractive the franchise of the business will be;
҂҂ Ease of mastering. The simpler the business processes are, the better they have
been described, the smaller are the amount
of specific knowledge and skills required to
manage the business, the quicker the main
procedures can be mastered, then the higher the franchisability of the business;
҂҂ Management of systems. If business pro19
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҂҂

҂҂

cesses have been systematically described,
the roles of all employees have been defined
and their job descriptions prepared, and if
part of the business process relies on IT solutions, then one can make an assumption
that creating a franchise on the basis of the
business might be relatively easier.
Demand. Demand for the product manufactured (or the service provided) by the
business correlates directly with the expansion potential of the franchise that is being
created on the basis of the business. The
higher the demand for the end product/service, and the less the number of competitors
capable of satisfying the demand, then the
better the preconditions for the success of
the franchise that is being created.
Affordability. Special attention in the assessment of franchisability of a business is attached to the initial investments necessary for
opening a new unit. The smaller the investment, the more appealing the franchise will
be to a wider circle of potential franchisees.

Having evaluated the franchisability of his business as sufficient, the entrepreneur comes to the
second stage of creating a franchise — the development of the concept of the franchise. During the franchise concept development stage the
entrepreneur has to make the following decisions:
҂҂

҂҂
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Choosing the franchise model. Franchisors usually choose from four most
common franchise models, i.e. goods distribution, production, business model and
conversion franchise.
Choosing the type of franchise expansion.
Franchisors usually choose from the following four types of franchise expansion:
• Single-unit franchising when a franchise
contract for the setting up of a singleunit is signed with a single franchisee;
• Multi-unit franchising when a franchise
contract for the setting up of multiple
units is signed with a single franchisee;
• Area development franchising when
under a franchise contact a single franchisee has the right and the duty to open
units in a certain clearly-defined area,
usually a city or a country;
• Master franchising when, under a franchise contact, the master franchisee has
the right and the duty to sell franchises

to the end franchisees in a certain clearly
defined geographical area.
҂҂ Analysis of trademark and franchise
name. The purpose of the analysis is to determine whether the existing names/trademarks are legally protected, to establish their
adaptability in foreign markets, and to establish their spreading and convenience of use.
҂҂ Identifying the franchise expansion area.
The long-time geographical expansion plan
of the franchise is designed to define any
peculiarities of the countries into which the
franchise network is planned to expand, and
the expansion priorities and methods.
҂҂ Identifying franchisor’s revenue sources.
The franchisor makes a preliminary outline
of the structure of revenues from the franchise network as a whole and each franchisee individually. Analysis should take
into account direct fees (e.g. initial fee and
ongoing royalty fees) and indirect fees (i.e.
advertising, marketing fees and revenues
from scale — such as discounts from suppliers, revenues from advertisers, etc.).
҂҂ Identifying franchisee’s investment needs
and making return on investment forecasts. This is a preliminary estimate of the
franchisee’s initial investments when opening a new unit. This includes initial fees, investment into equipment and premises, and
turnover capital. The investment is compared
with the average revenue forecast for the unit
to establish the break-even point of the franchise which directly determines the appeal of
the franchise to potential franchisees.
҂҂ Defining the portrait of a potential franchisee. Building a picture of the knowledge,
competence, skills, experience and other
special characteristics of the future franchisors that might be important considerations when expansion of the franchise network are being formulated.
A finalised franchise concept forms the basis for
the development of a franchise package and a
franchise expansion strategy.
Franchise package is the most important instrument to ensure successful operation of a franchise. Franchise package generalises business
management know-how of the franchisee as well
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as the rules and recommendations for its use. A
franchise package should consist of:
҂҂ Commercial offer to potential franchisees,
usually consisting of a brochure, a summary
of the basic terms and conditions of the franchise contract, a business plan for the franchisee and a confidentiality agreement;
҂҂ Methodology for assessing and selecting
potential franchisees; its aim is to assist the
franchisor in refining the desired characteristics of franchisees as well as to enable the
franchisor to conduct a systematic assessment and selection of suitable franchisees;
҂҂ Operation manuals for franchisees, e.g. a
manual explaining how to set up a new unit,
a daily operation management manual, an
audit manual, a marketing management
manual, and a manual on staff conduct and
improvement of competences;
҂҂ Franchise contract based on the existing
operation manuals, and also including other
terms and conditions applicable to the management of a franchise-based business.
The franchise package creates pre-conditions for
the first sales of a franchise, but before starting to
sell franchises and expanding his franchise network the franchisor must develop management
techniques for the whole franchise network. The
aim of these techniques is to ensure that franchise
network expansion as well as its functioning and
improvement are systematic, transparent and efficient. Collections of franchise network management techniques usually consist of the following
parts:
•
•
•
•
•
•

Management technique of expansion to
a new market;
Marketing management technique;
Goods/services development, sales and
supply management technique;
Training and assistance provision management technique;
IT, control and communication management technique;
Accounting and finance management
technique.

Having developed a franchise package and franchise network management techniques, the franchisor is fully prepared for the expansion of his
franchise network. In order for the expansion to

be successful, systematic and efficient, it must be
carefully planned. Franchise expansion strategy
is developed for this purpose. Quite often the
development of franchise expansion strategy,
franchise package and franchise network management techniques take place in parallel.
Franchise expansion strategy defines when,
where, to whom and for how much the franchises
will be sold, and how the franchise network will
be expanded. Franchise expansion strategy usually also comprises tactical strategy realisation
programs that clearly define the expansion direction of the franchise as well as decision-making
principles in individual applied areas, such as
taxation, marketing, human resources, innovation management, training, etc.
Having developed a franchise package and franchise network management techniques, and following his expansion strategy, the franchisor can
start promoting his franchise. He can participate
in franchise exhibitions and use other methods
to search for franchisees, and can also test and
select potential franchisees, conduct negotiations
and sign franchise contracts with the selected
candidates.
Potential franchisees are also actively involved
in the process. They also search for attractive
franchise offers that meet their needs, they analyse them, negotiate terms and conditions and
finally also sign franchise contracts. It is this bilateral signing of a franchise contract that marks
the beginning of a formalised, comprehensive
relationship in the framework of the franchising
business model.
In their strive for continual and rapid expansion
of their network, franchisors must pay a great deal
of attention to both regular quality control and
improvement of the franchise as a whole.
Franchise improvement may be associated with
increasing process efficiency, application of innovative marketing solutions, introduction of technological innovations, expansion of the product/
service offering and other aspects. In all cases, improvements are beneficial to both the franchisor
and his franchisees because usually they improve
characteristics of the offered product/service, reduce costs, boost productivity or improve some
other essential element of the business.
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Franchisees are frequently encouraged to look for
improvement possibilities and to propose them
to the franchisor. The franchisor assesses such
improvement ideas and introduces the best ones
in the entire franchise network. The author of the
improvement (franchisee) that has been approved
and introduced is usually rewarded financially
or stimulated using other means, thus successful
franchise networks evolve into ever-improving
systems that accumulate an increasing amount
of successful experience and attract even more
new franchisees.

2.2. Algorithm of buying a franchise
The aim of this sub-chapter is to describe the required actions and decisions of a potential franchisee who has decided to buy a franchise and use
it as a basis to start his own business. In this subchapter we will deal with the algorithm of buying
a franchise only briefly because each step of the
algorithm has a separate chapter of this book devoted to it.
First of all we will discuss the decision of a potential franchisee to start his own business by buying a franchise. Before making up his mind, the
entrepreneur should carefully assess his aims and
motives, explore his personal financial and professional possibilities, and identify the risks he may
encounter when developing his own franchisebased business. This stage allows the potential
franchisee not only to formulate what is required
of him, but also to identify clearly the criteria for
assessing the correlation of individual franchise
offers with his needs and possibilities. This stage
will be discussed in greater detail in Chapter 3.
Assessing Franchisee’s Potential.
After the franchisee has evaluated his wishes and
possibilities and formulated a basic selection criteria for initial search for franchises, it is time to start
the pre-selection of suitable franchises. The aim
of this stage is to look into a sufficient number of
franchises that meet the basic selection criteria of
the franchisee, from which two or three franchises
can be selected for detailed assessment. Franchise
catalogues, search systems, franchising exhibitions
and direct analysis of the environment are the main
information sources about the supply of franchises.
Detailed information about this stage can be found
in Chapter 4. Selecting Franchises.
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During the next stage the potential franchisee
must undertake the detailed assessment of several
pre-selected franchises, select the most suitable
ones, conduct negotiations regarding terms and
conditions of the contract and sign the franchise
contract. In the course of this stage the potential
franchisee must assess the franchise being offered
as well as the whole franchise network in every
respect: the analysis should cover the franchisor,
competitiveness of the franchise business, franchise
acquisition and business development terms and
conditions, financial forecasts, legal aspects of the
franchise contract, etc. The potential franchisee is
also strongly advised to verify all the information
obtained from the franchisor against the information provided by current franchisees of the franchisor in question.
Having completed a detailed analysis of several
franchises, the potential franchisee picks the most
attractive one and proceeds to the stage of negotiating contractual terms and conditions. It has to
be acknowledged that usually the negotiations are
merely a formality because franchisors are not inclined to seek compromises regarding individual
terms and conditions of the contract. Many franchisors follow the principle take it or leave it. Occasionally, the opposite situation may occur when
a new franchise (franchisor) is prepared to negotiate contracts with each new franchisee in order
to attract as many franchisees as possible over as
short a period of time as possible. In this case the
franchisee acquires relative power to negotiate contractual terms and conditions.
When contractual terms and conditions are acceptable to both parties, the franchise contract is signed
and the potential investor becomes beneficiary of
the specific franchise; he is then bound to observe
all rules accepted in the franchise network and is
granted all the rights under the contract. Please
refer to the chapter Franchise Assessment and Selection for more details.

2.3. Purchase and sale
The aim of this sub-chapter is to describe the main
inter-related actions of the franchisor and the potential franchisee in respect of the franchise purchase and sale that have to be completed before
signing a franchise contract.
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The process of franchise purchase and sale consists of the franchisee’s familiarisation with the
other party’s offers and expectations, and the exchange of information and negotiations regarding
the terms and conditions of the franchise contract.
The process of franchise purchase and sale usually
consists of the following stages:
1.

2.

3.

4.

Initial contact. The process of franchise purchase and sale is usually initiated by the person interested in buying (hereinafter – potential franchisee). The potential franchisee
can get in touch with the franchisor using
any method acceptable to both parties (e.g.
e-mail, phone, mail, meeting at an exhibition or another business model event, visit
in person to the franchisor’s corporate headquarters, etc). It is important that during the
initial contact stage the franchisee expresses
his interest in buying, and his determination
to start the negotiation process.
Exchange of initial information. In the beginning of the negotiations both parties must
receive the basic information about the other
party. Having received an enquiry, the franchisor’s representative contacts the potential
franchisee and sends him initial information.
This usually consists of a brief presentation
of the business model and a questionnaire/
application form for the potential franchisee.
The aim of the questionnaire/application
form is to verify the suitability of the potential franchisee to start a business under a
franchise contract (for instance: marital status, education and work experience of the
franchisee, management experience in his
own business, finances available to invest, expectations with regard to franchise business,
motivation, etc.). The potential franchisee familiarises himself with the information provided, fills in the questionnaire and returns it
to the franchisor’s representative.
Pre-assessment of the potential franchisee. The franchisor’s representative examines the information provided in the
questionnaire and assesses whether the
experience, expectations, preferences and
financial possibilities of the potential franchisee fulfil the franchisor’s requirements.
Sending additional information. If the
potential franchisee meets the franchisor’s
requirements, he receives an offer to proceed with negotiations. More detailed in-

5.

6.

7.

8.

formation about the franchise is sent to the
franchisee. It may include the history of the
company’s activity and expansion, detailed
information about its products/services,
and presentation of the franchise business
concept (i.e. the principles of operation and
success factors of the franchised business,
the rights and duties of franchisees, etc.).
Signing a confidentiality agreement. A
confidentiality agreement is usually signed
before taking further steps in the franchise
purchase and sale process. A confidentiality
agreement protect “sensitive” information
(such as the investment and financial plan,
franchise fees, franchise contract, etc.) that
is to be supplied by the franchisor during
subsequent stages of negotiations.
Evaluation of market potential. A franchisor is interested in transferring his franchise only to those markets that have sales
potential with regard to his products/services. For that purpose the franchisor presents
a list of criteria based on which the potential
franchisee must collect information about
market conditions relevant to the franchised business. This information includes,
for example:market size (population/number of companies), the disposable income
of consumers, who the competitors are in
the market, the number of major shopping
centres, etc. The franchisor’s representative examines the information provided and
evaluates whether the market is attractive
for franchise sale. In certain cases evaluation
of the market potential is carried out by the
franchisor.
Verifying the information provided by the
potential franchisee. In order to check the
reliability of the information provided by the
potential franchisee, the franchisor may request such supporting information as: documents confirming that the potential franchisee has no debts to state institutions or
previous convictions, financial accounting
documents/personal income statements,
documents confirming availability of the
necessary investment amount, contacts for
references, etc.
Making a commercial offer. The following
step after the potential franchisee’s reliability is confirmed are negotiations regarding
financial conditions. The franchisor makes a
commercial offer to the potential franchisee
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9.

specifying initial fees/ongoing royalty fees
and other financial terms and conditions of
purchasing the franchise. During this stage
both parties may co-operate in drafting a
business plan adapted to the specific situation of the franchisee, setting forth the outline of initial and current investments, calculations of return, and making calculation
assumptions, etc. Alternatively, the potential
franchisee may draft the business plan independently.
Contract signing. If the parties have succeeded in reaching an agreement during
previous stages, the negotiation process is
completed by signing a contract. The franchiser always has a standard contract template; certain terms and conditions may
be subject to amendment under a separate
agreement with a specific franchisee.

Content of the information disclosed
Many countries do not have a legally regulated
process of franchise purchase and sale, except
contractual provisions for franchise contracts.
Therefore the content of the information disclosed
to the franchisee depends exclusively on the will
of the franchisor. If the franchisee does not have
a finite list, he will find it difficult to put together
a list of pertinent questions covering the full scope
of information that he requires. He may also not
appreciate which questions are conventional and
which might constitute a breach of confidentiality e or business ethics. So, what information
should the potential franchisee request from the
franchisor? We suggest the franchisee follows the
business practice of the United States of America,
and uses the information that is mandatory to all
franchisors there1:

The sequence of stages of a franchise purchase and
sale process may vary depending on the specifics of each individual franchise sale approved by
each franchisor. Upon receiving the franchisor’s
notice about the approval of his candidature, the
potential franchisee has the right to request more
detailed information about the process for further
negotiations.

1.

Recommendations:

4.

1.

2.

Verifying incoming information. It is not
only the franchisor who has to verify reliability of the information received during
the process of a franchise purchase and sale.
In order to avoid a contract with an unreliable franchisor, a potential franchisee must
pay particular attention to the content of the
information provided to him and search for
additional information about the franchisor
in other sources (e.g. internet, newspapers,
contacting the existing franchisees, etc.).
Meeting the franchisor. The potential franchisee should meet leading representatives of
the franchisor in person, and visit the franchisor’s corporate headquarters to assess
whether the overall style of business management and communication channels with
franchisees is acceptable.

2.
3.

5.

6.
7.

8.

Franchisor. Franchisor’s name, his predecessors, branches and subsidiaries,
trademark(s), name, company registration
date;
Business experience. Bibliographical and
professional information about officers of
the franchisor;
Litigation history. Information about criminal and civil cases involving the franchisor
or his employees (if any);
Bankruptcy history. Information about declared bankruptcies of the franchisor or his
officers (if any);
Initial fees. Information about fees payable
by the franchisee for buying the franchise,
including details of any factors influencing
the amount of such fees;
Other fees. Information about all other ongoing fees, e.g. training fee, contribution to
the joint marketing budget, etc.;
Initial investment. Information about the
investment necessary to start a franchisebased business, e.g. real estate acquisition
or rent, purchase of equipment, purchase of
goods, acquisition of licenses, etc.;
Restrictions on purchasing products and
services. Information about restrictions imposed by the franchisor on franchisees’ purchases of products, services, equipment and
other goods;

North American Securities Administrators Association, Franchise Registration And Disclosure Guidelines, <http://www.nasaa.org/industry___regulatory_
resources/Franchise/?

1.
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9.

10.
11.

12.
13.
14.

15.

16.
17.

Obligations of the franchisee. Information
about obligations of the franchisee which
will appear after buying the franchise, e.g.
mandatory participation in all introductory
or ongoing training courses, payment of
franchise royalty fees, non-competition requirements, participation in a joint marketing programme, etc.;
Access to finance. Information about access
to finance offered by the franchisor (if any);
Support offered by the franchisor. Information about support offered by the franchisor before and after the opening of a franchise-based unit, e.g. assistance in choosing
the unit’s location, obligatory organisation
of introductory and ongoing training courses, implementation of a joint marketing program, etc.;
Territory. Information about exclusive territorial rights and the franchisor’s right to
alter those territorial arrangements;
Trademarks. Information about trademarks
and product/service names that will be used;
Patents, copyrights and proprietary information. Information about to what extent
the franchisee can use intellectual property
rights held by the franchisor;
Obligation to participate in the actual operation of the franchise-based business. Information about the extent of the obligation
of the franchisee to be personally involved in
the operations of the franchise-based business;
Restrictions on what the franchisee may sell.
Information about products/services which
the franchisee is entitled to sell/market;
Renewal and termination of the contract,
and transfer of the rights and dispute
resolution. Information about contractual
terms and conditions: time-schedule, their
extension options, possible contract termi-

18.

19.
20.

21.
22.

nation reasons, possibilities and conditions of
rights transfer, etc.;
Public figures. If public figures are involved
in the operation of the franchise-based business, information about financial conditions
of their involvement should be provided;
Earnings claims. Summarised information
about financial results of existing franchisees.
List of franchisor’s units and franchisees.
Information about units of the franchisor and
other franchisees, number of new units to be
opened or franchises to be sold in the next
few years, etc.;
Financial statements. Financial accounting
documents for the last 3 years;
Contract. Franchise contract template.

This list of information covers all fundamental aspects of the franchise. Detailed information about
all items on the list enables the franchisee to make
a comprehensive assessment of the franchisor’s
offer. The information is sufficient for making a
motivated decision. It is possible that franchisors
operating in countries where the content of information to be disclosed during the process of
buying a franchise is not legally regulated will not
be able to provide all the above-mentioned information straight away. Additional information can
be obtained during the negotiation process as the
co-operation between franchisor and franchisee
successfully develops.

Recommendations: the openness of the franchisor,
and the quantity and quality of the information he
discloses, gives a good indication of the franchisor’s
seriousness and reliability.
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3

ASSESSING A FRANCHISEE’S
POTENTIAL

The chapter Starting a Franchise Business provided a brief overview of the algorithm of buying
a franchise, and consisted of several fundamental
steps:
ˤˤ
ˤˤ
ˤˤ

A potential franchisee’s self-assessment;
The pre-selection of franchises;
A detailed assessment and selection of franchises, negotiations, contract signing.

The aim of this chapter is to provide detailed
information to the reader about the methods of
assessing oneself as a franchisee and evaluating
one’s own entrepreneurial potential.
The first step towards having one’s own business is the assessment of the motives of starting
a business. The most common motives for buying a franchise are described in the first part of
this chapter. In the second part we describe the
methods which a potential franchisee can use to
systematically assess his personal aspirations and
expectations with regard to franchise business
and compare them against franchise business
requirements.

3.1. Motives and risks of buying
a franchise
There are many reasons why entrepreneurs start
a business; some want money, some want power,
and some realise their creative potential, some seek
independence. Decision to buy a franchise can also
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be brought about by a variety of motives. For instance, some entrepreneurs buy franchises because
they want to invest, some become franchisees because they like products of a certain franchise trademark, and some seek an alternative to their hired
job. In the following paragraphs we will describe
the most common motives of buying a franchise.
3.1.1. Verified business model
Many franchisees buy franchises because they
trust the verified and established business model
that significantly reduces the risk of business
failure. The risk of failure decreases because the
business has been operating for many years, faced
difficulties and unfavourable situations, made
mistakes and rectified them and thus gained a lot
of experience. It is probable that by buying the
franchise the franchisee will avoid making numerous mistakes (and avoiding the pitfalls) which
may have already been made by the franchisor
and other franchisees. This provides additional
confidence in the franchise and business.
3.1.2. Trademark image and recognition
Marketing is highly important for business success
at the start of the business. When a product or a
service is not widely known, one has to actively
seek recognition in order to attract customers and
increase turnover. This requires not only considerable financial resources but also a lot of time.
In franchise networks marketing is usually implemented in a joint and unified fashion. The franchisee’s unit benefits from network-wide marketing.
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Trademark recognition is often one of the most
important factors that lead to the decision to purchase a franchise.
When the purchase of a franchise entitles the
franchisee to use a recognisable trademark, he is
usually not only spared considerable investments
in marketing, but also the work of developing his
marketing strategy and the making of tactical
decisions. If a trademark is well recognised in a
respective market, there is a strong probability
that the franchisee will secure a flow of loyal customers.
3.1.3. The easiest way to raise finance
The majority of people who decide to start a business face the issue of attracting initial investment.
An entrepreneur can raise funds for starting a
business from banks, relatives, own funds and
investors, but usually all these sources have a
high degree of risk for investors. In order to mitigate this risk, investors can ask for collateral, cofinancing or other risk mitigation instruments.
Quite often the requirements become unbearable
for a new entrepreneur. In the case of buying a
franchise, the investors’ risk is lower than ifinvesting in a new independent business. Seeing specific
financial indicators of existing franchisees as well
as the franchisor’s history and reputation rather
than an abstract and unverified business idea, will
mean that banks, other lenders, strategic investors or business angels may find it easier to make
funding decisions.
3.1.4. Training and ongoing support
New entrepreneurs encounter difficulties because,
often, they lack business management experience
and skills. However, the majority of new entrepreneurs would seize the opportunity to learn from
experienced entrepreneurs and would approach
them for advice on daily business management
issues. Such privileges are available to nearly all
franchisees.
Training and ongoing support from the franchisor is yet another reason why entrepreneurs
decide to start a business by buying a franchise.
Before commencing operations franchisees are
usually educated about the finer aspects of business management. The franchisee’s staff receive
instructions on how to manage business processes
and perform daily operations at a trade/service

unit. The degree of training intensity may differ
on a case by case basis but most franchisors have
introductory training programs and specify the
amount of time per year to be allocated for this
purpose.
Ongoing support is not restricted to training. The
franchisor is directly interested in the success of
the franchisee. Therefore, franchisees are not
only managed by the franchisor but also receive
his continuing support. Franchisors use different instruments to support franchisees. One of
the main instruments is the franchise operations
manual offered by nearly all franchises; it provides the franchisee with detailed instructions
on the organisation and management of business
processes. Unfortunately, even the best franchise
operations manual is unable to foresee and describe every possible situation. Therefore most
experienced franchisors offer their franchisees the
possibility to receive prompt advice from competent experts on all business management-related
issues. Quite often one can ask not only the franchisor but also other franchisees of the network.
3.1.5. Risks
The franchisor spends time and money testing
ideas and, consequently, makes some mistakes
(i.e. developing a business model and testing it in
practice). A verified business model and a recognisable trademark attract franchisees. At the same
time, the franchisor must develop and continuously optimise franchisee support systems that
help retain the recruited franchisees within the
franchise network.
In theory, the franchisor would not sell his franchise to anyone whom he would not want to hire
to work for his company. In theory, the franchisee
also would not buy a franchise if he would not
want to have such a manager or partner. Franchisors and franchisees must clearly understand the
risks inherent in a franchise relationship. Below
are several examples of risks that potential franchisees must take into account.
҂҂

҂҂

The inactive franchisor. This is a situation when the franchisor avoids reacting to
market developments and does not pay sufficient attention to continuing improvement
of the business model.
Overinflated expectations of the franchisee. Franchisees are sometimes prone to
27

Assessing Franchisee’s Potential

҂҂

҂҂

҂҂

expect more than franchisors can provide.
Franchising is an effective instrument but
it does not relieve franchisees of the duty to
work hard.
The franchisor is too accommodating. Although franchisees are very dependent on
the franchisor, many franchisors feel pressured by their franchisees, and that may
negatively affect business performance and
indicators.
The franchisor does not listen to his franchisees or vice versa. Franchise relations
are based on partnership. If the partners are
unable to co-operate in a proper way, the
partnership may be threatened.
The franchisor is unable to ensure franchisee support. Some franchises grow extremely fast and there is a risk that the franchisor won’t have enough time to properly
support all his franchisees.

These risks are specific, as they arise from the special relationship existing between the franchisor
and the franchisee. The chapter Franchise Assessment and Selection contains advice that will help
analyse the risks and mitigate their possible negative effect on the franchise business.

3.2. Assessing wishes, needs and
possibilities of a potential franchisee
Previous chapters of this book provided information about the most common motives of buying a
franchise and the risks related to franchise acquisition. In this sub-chapter we will briefly discuss how
to properly assess one’s own possibilities and skills
relevant for starting a business under a franchise
contract. Many new entrepreneurs, including franchisees, do not fully assess whether their skills and
competences match the skills and competencies
required by the business. Quite frequently such
superficial attitude results in personal dissatisfaction, lack of business success and other adverse
consequences.
In this sub-chapter we provide a list of the most
common questions regarding personal assessment
which might help you to define your needs, and
assess your potential to become a successful franchisee.
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3.2.1. Your character
A franchisee is dependent on the franchisor, so
franchisees must be able to adhere to the franchisor’s rules. We recommend that you consider the
following questions:
ˤˤ
ˤˤ

ˤˤ

Are you ready to accept the franchisor’s rules,
discipline, and perhaps the wearing of his
uniform?
Having set yourself a goal, will you be inclined to do everything to achieve it, or is it
more likely that if you fail to achieve the goal
easily that you will simply take up a different
project?
Are you prepared to fully commit yourself to
business?

If you find it difficult to follow instructions, if you
love freedom, and if any kind of system makes
you unhappy, then most probably you need to
re-assess the suitability of a franchise being an
appropriate business model for you.
3.2.2. Your skills and competences
We recommend you assess your strengths and
weaknesses gained from your previous business
and work experience. We recommend that you
consider the following questions:
ˤˤ
ˤˤ

Do you have business management experience?
Have you done a similar job before?

Before answering the additional questions below,
try to imagine one full working day at your new
job, i.e. at the steering wheel of the contemplated
franchise.
You will have to perform certain operations from
the very first minute of your new job. Suppose
you have just bought a cafe franchise. You rush
to the new cafe early in the morning, unlock the
door, tidy things up and prepare for the working
day. You serve clients, smile, make your best coffee, serve cookies, tidy things up, clean the floor,
welcome your clients, adjust and select music, etc.
You stay after work to do the accounts of the day,
prepare marketing promotions and plans, compile
financial plans, etc.
ˤˤ
ˤˤ

Are you able to do all this work alone? Will you
need help?
Are you ready to, and can you physically work,
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ˤˤ

more than 8 hours a day?
Are you patient and can you calmly wait for
the results?

If you contemplate buying a franchise that will
operate in a sphere that is entirely different from
the one you have worked in so far, it will cost you
more time and effort. Sometimes it is simply not
possible to switch to another sphere of business. If
you buy a franchise from the sphere in which you
work and have experience in, it is probable that the
start will be much easier. One has to understand
and consider all this before making the really important decision to buy a franchise.
3.2.3. Brainwork or physical work?
ˤˤ
ˤˤ
ˤˤ

What are you better at – physical work or
brainwork?
What kind of work do you want?
What do you prefer?

Do you prefer tending the bar during a party
wildly dispensing drinks, or would you rather sit
in the office ordering beverages and glasses for
that bar? Both jobs are important but while thinking about your own business you should assess
which job you will want and be able to do, and
what your franchise will demand of you. Perhaps
you will have to hire more people, or maybe you
will manage on your own. These questions must
be considered before buying a franchise to avoid
future disappointment.
3.2.4. Working hours: full-time or part-time?
Presently part-time franchises are the most common in countries where there are thousands of operating franchises. People take them to earn extra
money or to engage in their favourite activity (if
their regular job doesn’t offer such opportunities).
Franchises of this type are usually easy to manage,
business hours are not regulated and they do not
require considerable investment. Part-time franchises in the services sector are the most popular.
They include consulting, cleaning of premises,
package deliveries and other businesses. If you
want a full-time job and seek to turn the franchise
into your main source of income, you may wish to
consider trade activity, i.e. selling clothing, food
products or accessories. Such an activity will demand a lot of your time, at least in the beginning.
You should be prepared to work long hours in
order to achieve your goal (more information on

diversity of franchises can be found in the subchapter Diversity of franchises).
3.2.5. Family support
Family life is precious, therefore, before considering a franchise, you must discuss it with your
dearest people. Perhaps your spouse thinks exactly the same and you can soon start a franchisebased business together? However, if your spouse
prefers to spend more time with the family, he/she
may disapprove of the idea of buying a franchise.
Don’t forget that buying a franchise, the same as
starting any business, requiresinvestments that
are important to your family.
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

Will other family members approve of the
risk?
Will you be able to work longer hours than
from 8 AM to 5 PM?
Will you be able to work during weekends, if
necessary?
What influence will acquisition of the franchise have on your family?
Do you find it necessary to draw a clear distinction between business and personal life?

3.2.6. Financial resources
Before starting a franchise-based business, one
should assess his/her financial position. Some
franchises require more investment than others.
It is necessary to have a clear understanding of the
positive and negative aspects of all financing possibilities; they will be discussed later on. The start
of a franchise-based business can be financed in
several ways:
ˤˤ
ˤˤ
ˤˤ

Using one’s own savings;
Borrowing from the bank or other financial
institutions;
Finding investors.

All the above methods of financing a business
have their positive and negative characteristics.
If you plan to buy a franchise that requires very
small investment, perhaps you won’t have to look
for outside funding and can cope with the challenges using your personal budget. The need for
external funding grows as investment volume increases. It is important to understand that borrowing from the bank is not the only option. You
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can also look for investors hunting for good ideas
and businesses that have a high probability of success. It is also important to remember that your
acquaintances and friends can also be investors
in your business. Sometimes investments can be
found closer to home.
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

Do you have enough money for starting a business and also for sustaining it during the initial
stages?
Remember that apart from managing the business you will also have to pay bills, buy food and
clothes/uniform?
What sum are you prepared to risk?
Do you have a reserve of funds you can use if
problems arise?
Will your credit history allow you access
to additional funding if such need arises?

3.2.7. Understanding the franchise business model
Finally, it is necessary to understand the operational principles of franchise as a business model,
its positive and negative characteristics, and its
strengths and risks. This is necessary to reduce unexpected and unpleasant surprises in the future.
Franchising is a young form of business, therefore,
the number of people who know this business
model very well is small.
We sincerely hope that as you continue reading
this book you will find the franchising business
model increasingly interesting, and that the mechanism of buying a franchise becomes clearer.
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SELECTING FRANCHISES

If having assessed his/her needs and possibilities,
the potential franchisee decides that he/she is ready
to take the next step towards buying a franchise,
he/she has to prepare for franchise selection.
There are tens of thousands of different franchises
worldwide. The sub-chapter Variety of franchise
systems has already covered different kinds of
franchises. The purpose of franchise selection is to
pick several from the huge number which will then
have to be compared and the final decision made.

4.1. Identifying franchise
selection criteria
When speaking about selecting, many
people’s decisions are influenced by two main
factors – rationality and emotions. In order to
strike a balance between rationality and emotions,
we recommend using the following list of criteria
for franchise pre-selection.
4.1.1. Trademark recognition level
For the majority of businesses, trademark is one
of the key success factors. The franchisee who
buys a franchise will have to operate using the
franchisor’s trademark. It is therefore apparent
that the trademark and the assessment of its
attractiveness become particularly important.
We recommend that the following most common
scenarios are considered during a franchise
trademark recognition assessment:
ˤˤ

The trademark is recognised in your country
and there are units of the trademark operating in your country. In this case the franchisee will be able to employ the accumulated
potential and popularity of the trademark in

ˤˤ

ˤˤ

the country to attract clients;
The trademark is recognised in your country
but there are no operating units of containing the trademark. In this case the franchisee will be able to employ trademark recognition to attract clients. At the same time,
however, marketing efforts will be needed to
inform patrons about the appearance of the
trademark in your country;
The trademark is not recognised and is
not used for business development in your
country. In this situation when planning to
buy the franchise under the trademark the
franchisee will have to responsibility for
marketing campaigns (independently or
jointly with other franchisees) in order to
create positive trademark recognition in the
country.

Powerful trademarks such as Burger King or
Subway are recognised and positively appreciated
nearly everywhere in the world although their
geography does not cover many countries.
Although the above franchises still have no units
in some countries, due to the extremely high
recognition and popularity, their franchise price
is likely to be high.
Depending on your business style and your
goals, you may find any of the above-mentioned
scenarios attractive, but it is more likely that
trademark recognition creates better preconditions for greater business success and an
easy start-up of your business.
Recommendation: in the initial stage please
make sure to ask your family members, friends
and acquaintances if they are familiar with the
trademark. Check if the trademark of the franchise
you are considering is mentioned in local media.
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4.1.2. Demand for investment
The volume of investment required to start the
franchise-based business is the second franchise
pre-selection criterion. If you use the algorithm
of buying a franchise offered in this book, you
will be better placed before starting the franchise
selection process. This criterion will help you save
time that you might otherwise waste considering
franchises that you out of reach financially.

Recommendation: the term low cost franchise is
very common in practice, particularly in countries
where franchising is widely-spread. Therefore, if
your financial abilities are modest and you can’t
find a suitable franchise for a long time, try looking
at franchises in this category.

4.1.3. Demand for experience
One of the advantages of franchise is that most
of the business processes have already been
tested in practice and systematically described.
This however does not mean that any person
can manage any franchise. Experience necessary
to run the business is another criterion that a
potential franchisee must identify. Experience
requirements differ on a case by case basis.
Being a potential franchisee, you can look for a
franchise that requires the kind of experience that
you have or, on the contrary, you can look for a
franchisor who does not demand such experience
and knowledge.
Remember also that any lack in information and
knowledge will usually be addressed through
training. Like you, the franchisor is also interested
in the success of your business and will therefore
contribute his efforts to make sure that your
business prospers.
4.1.4. Market analysis
During the franchise pre-selection stage the
potential franchisee should not only understand
his needs and possibilities. It is also important
to know the needs and possibilities of the
target market and segment of the business.
Each entrepreneur who starts a new business
must undertake market analysis. Potential
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franchisees are no exception. Market analysis
and identification of the most attractive business
sphere will make the search easier.
Having identified the criteria presented above, the
potential franchisee can proceed to search and
collect initial information on franchises.

4.2. Franchise search
In this sub-chapter we will briefly discuss the main
franchise search channels.
4.2.1. Franchise catalogues
Online franchise catalogues are among the most
inexpensive and simplest ways of reviewing
franchises offered for sale. In the catalogues
franchises can be viewed by business sphere,
investment size and other parameters. They
also provide information about target expansion
markets of a franchise network. Online
catalogues, however, have one negative feature –
you won’t find detailed information. If you need
more information you will have to contact the
managers/administrators of the catalogue contact
the franchisor directly. This will take time and the
reply won’t always be personalised.
Here are some popular online
franchise catalogues:
www.franchisedirect.com
www.franchiseeurope.com
www.franchisekey.com
www.franchisegator.com

This method is particularly effective and popular
in the USA and Western Europe; in smaller
countries franchise catalogues are only in the early
development stages. At the time of publication
of this book, the only such specialised online
catalogue in the Baltic countries was FranchiseShop (Lithuanian version: www.franchise-shop.lt,
Latvian version: www.franchise-shop.lv, Estonian
version: www.franchise-shop.ee). It is rather
difficult to find information in large portals about
franchises offered particularly for the market of
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a small country. The main distinctive feature of
Franchise-Shop is its orientation to the countries
of the Baltic region, i.e. Lithuania, Latvia and
Estonia. All franchises advertised on the website
are looking for franchisees in this particular
region.

containing all essential information, and
theexhibitor list is usually available on the website
of each fair.
Below we present information about the two
largest franchising fairs in Europe.

4.2.2. Search systems
The greater part of information about franchises
can be found using search engines such as www.
google.com, www.yahoo.com, etc. The internet
offers possibilities to easily find official websites
of different franchises as well as analytical articles
about the franchises under consideration.
By visiting official websites you will usually find
initial, official information about the franchise.
If you need more information, you should
look deeper and contact the franchisor. Before
sending more detailed information about their
franchise, some franchisors ask enquirers to fill in
questionnaires, which can be more than ten pages
long. Franchisors do this to protect themselves
against time wasters. A serious candidate (i.e. a
potential franchisee) will certainly complete the
detailed questionnaire.
Do not be surprised if you find out that the
franchisor’s website offers no information
whatsoever about the franchise. Some trademarks
(usually the major ones) do this to protect
themselves against a heavy flow of inquiries. If you
want to reach such franchisors, it is worthwhile
attending a franchising fair where you can meet
your franchisor or franchising consultants.
4.2.3. Franchising fairs
Franchising fairs are another popular channel
to search for a franchise. The main advantage
of fairs is that you can find a large number of
different franchises under one roof and meet their
representatives. Visiting a fair often provides an
opportunity to get acquainted with the products
or services offered by franchises to the market.
Thus one has an opportunity to get answers to
many questions related to buying a franchise.
Before making up your mind to visit a fair, review
the list of exhibitors and try to make appointments
beforehand.
The vast majority of fairs publish their catalogues

FRANCHISE EXPO PARIS
Paris, France
www.franchiseparis.com
This international annual trade fair takes
place in March in Paris. It is a meeting
venue for representatives of nearly a
hundred countries. The trade fair offers an
opportunity to meet up to 500 franchisors
from all over the world. Nearly 30 000
attendees visit the trade fair each year.
The event also offers conferences and
seminars. Representatives of other
franchise-related areas (e.g. lawyers,
consultants, bankers, representatives of
franchise associations) are also present
at the trade fair.
This trade fair is regarded as the leader
of franchising trade fairs in Europe. The
event lasts 3 – 4 days.

BUYBRAND
Moscow, Russia
www.buybrand.ru
In the autumn of 2011 this international
trade fair that takes place in Moscow will
present its ninth edition. For Lithuania
and Latvia who are close neighbours of
Russia, the BUYBRAND trade fair is one
of the most important. Several hundred
franchises from different countries of
the world take part in the trade fair each
year looking for expansion opportunities
in Russia, CIS and other neighbouring
countries. Several thousand visitors attend
the trade fair each year, and the event offers
a program of seminars and conferences.
The trade fair is the largest in Eastern
Europe. The event lasts 3 – 4 days.
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Recommendation: smaller trade fairs are also
held in other European countries. Approximately
twenty trade fairs of this kind are held each year.
Before travelling to attend a trade fair abroad,
make sure that the event is not a national fair
where exhibitors are interested exclusively in
selling sub-franchises to the market of that country.

4.2.4. Franchising consultants
Franchising consultants are experts offering
professional assistance to both franchisors and
franchisees. Communicating with consultants can
help you save time in obtaining information about
the franchise of interest to you. When searching
for franchisees, franchisors often eagerly rely on
consultants’ assistance because consultants spare
them a large number of inquiries. That is the
reason why it is easier to reach some franchisors
specifically via consultants. Also, franchising
consultants will help identify your needs and
possibilities more precisely.
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4.2.5. Direct analysis of the environment
We encounter franchises almost daily when leaving
our home, in the city and at work. Watching and
analysing our living and work environment is
also one of the methods of franchise search. Visit
the biggest shopping malls in your town or note
which companies regularly provide services to
you or have offices in your town. Pay attention
to the businesses that you consider interesting.
Look at them from an entrepreneur’s rather than
a customer’s perspective. Try to imagine yourself
at the steering wheel of this business. If you aren’t
sure if the business is franchise-based, try to find
out directly from representatives of the company
or use search channels discussed previously. Other
sources of information on potential franchises
can be found, for example, in magazines and
newspapers.
Thus, there are many ways to help identify a
suitable franchise. Franchise catalogues, franchise
fairs, search engines and analysis of your own
environment are important during the initial
stage. In the next chapter of this book we will
provide detailed information on how to assess
your pre-selected franchises and how to pick the
most suitable one.
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5

FRANCHISE ASSESSMENT
AND SELECTION

Having completed the franchise pre-selection
stage discussed in the previous chapter of this
book, there should now be 2 – 3 pre-selected
franchises that are the most suitable to the
potential franchisee in terms of personal abilities,
needs and expectations. The next step involves
detailed analysis of each of the pre-selected
franchises, their inter-comparison and the
ultimate decision to buy one.
Just as any other investment, buying a franchise
may be risky. Regardless of whether you plan
to introduce a new franchise to the market or
buy an already operating unit, your decision to
invest in a franchise-based business calls for a
comprehensive assessment. When making plans
to buy a franchise it is necessary to take a close
look at the franchisor, the external factors that
influence success of the franchise business, the
terms and conditions of buying the franchise, and
theoperation. Regardless of the industry in which
the franchise business operates, a motivated
decision to buy a franchise requires that the
following aspects be considered:
ˤˤ
ˤˤ
ˤˤ
ˤˤ

Franchisor’s experience;
Market conditions in the sphere of activity of
the franchise;
Conditions of buying the franchise and running operations;
Financial aspects of the franchise business.

Assessment of all the above aspects of a franchise
builds a clearer picture about the management
and financial potential and possible limitations
of the franchisor’s operations under each of the
pre-selected franchises. Thus, if rather than
changing the franchisee’ opinion, a close look
at the detailed information about franchise
conditions corroborates his/her decision to buy

the franchise, the franchisee can proceed to
the stage of negotiating contractual terms and
conditions. During this stage knowledge of the
legal regulation of franchise relations and an
understanding of provisions of the franchise
contract are essential. After negotiations have
been successfully completed and terms and
conditions agreed, the franchisor and the
franchisee sign a franchise contract.

5.1. Assessing the franchisor
The success of a franchise depends upon both
parties in the franchise contract – the franchisee
and the franchisor. Buying a franchise marks the
beginning of a long-time partner relationship.
Therefore you have to be sure to choose a
reliable partner/franchisor who will observe his
contractual obligations and create favourable
conditions for the development of the franchise
and your business at the same time. You can
mitigate the risk of choosing your franchisor
by collecting and assessing information about
the franchisor’s business experience, franchise
history, franchisor’s future plans, legal and
financial aspects of the franchisor’s operations
and other material facts.
5.1.1. Franchisor’s experience
Just as in other areas where beginner entrepreneurs
face a higher risk of failure, in franchising the
franchises that have been operating for a long
time merit more trust. In other words, the
more experienced the franchisor, the lower
the franchisee’s risk of failure. Therefore you
should start with an analysis of the franchisor’s
experience.
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Franchise network management experience. A
long business history of the franchisor reasonably
suggests that the franchisor will further remain
capable of sustaining his business. Nonetheless,
when assessing the franchisor’s experience it is
important to note not only the date of founding
of the franchisor’s business but also the duration
that the franchise network had been functioning.
The fact that a franchisor operates a business with
a long tradition does not necessarily mean that
it will continue to be successful as a franchise.
However, the longer the franchising history of a
business, the lower the potential risk in buying
the franchise.
Education and business experience of the
managing officers. Employees form the
foundation of success of every business, including
a franchise. Seek to obtain information about
the educational and business attributes of the
managing officers, and ask about employee
turnover rates, and the reasons for such rates.
Although we have emphasised the importance of
the franchisor’s experience, it is not suggested or
recommended that you automatically eliminate
young franchises from your analysis - just be
more cautious and pay extra attention to their
steadfastness.
5.1.2. Franchise expansion trends and plans
When assessing the franchise you plan to buy,
it is important to take into account not only the
current state of the franchise network but also
its expansion history and future plans. Analyse
expansion in the context of a specific franchise:
if it is a young franchise, a slower expansion
rate is acceptable, whereas if the franchise has
been operating for a few years, its expansion rate
should grow exponentially. If the franchise has a
long expansion history and the market is already
full, its expansion rate can naturally slow down. It
is recommended you have to look at the following
indicators:
Number of franchisees. Find out the current
number of franchisees and the business dynamic
over recent years. Growth boosts recognition of
the franchise trademark and increases the value
of the franchise simultaneously. However, the
franchisor may become unable to handle the
rapidly expanding franchise network and this
will cause problems to both the network as a
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whole and each franchisee individually. On the
other hand, if the development rate of a franchise
network is very slow, you should try to find out
the reason/s why (perhaps the franchisor does
not have suitable or sufficient staff to manage
the network, or maybe the current franchisees
are dissatisfied with their franchisor and give
negative feedback to potential franchisees who
approach them for advice?). In any case, if the
growth of the number of franchisees isn’t rapid
enough, it suggests the presence of risk. A decline
in the number of franchisees may signal severe
problems within the franchise.
Number of own units. A franchisor’s own
units may operate inside the franchise network
alongside those run by franchisees, and suggests
that the franchise business is a viable and
financially attractive one. The presence of own
units becomes particularly important in the case
of young franchises when there are no franchisees
yet or their number is very small. This is because it
allows the franchisor to test the franchise concept
in practice, to adjust it as necessary, and to gain
experience necessary for managing a franchise
network.
Franchise expansion plans. Find out how many
franchisees are planned to be attracted during
next year and compare these plans with figures
from previous years. Remember that if the
planned expansion is too rapid, the franchisor may
become incapable of providing proper support
services to his new and current franchisees. It
is important to make sure that the franchisor
has sufficient financial and human resources to
support his franchisees.
5.1.3. Legal and financial aspects
Analysis of the franchisor’s legal and financial
aspects provides pre-conditions for assessing
the franchisor’s reliability and financial viability,
i.e. his preparedness and commitment to ensure
observance of contractual provisions and
financial continuity of the franchise business. An
assessment of legal and financial aspects is based
on document analysis; this prevents the franchisor
from manipulating data and offers the potential
franchisee an opportunity to form a clear picture
of the current condition of the franchise. Therefore,
if you don’t possess the necessary skills to conduct
an analysis of legal and financial documents, it is
advisable that you use the services of appropriate
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consultants. The following aspects should be
considered:
Financial condition. Use the franchisor’s financial
statements to determine whether the franchisor
is financially stable and capable of sustaining,
servicing and expanding his franchise network. Pay
attention to such factors as well as profitability, cash
flow balancing and capital reserves. It is important
that the franchisor’s financial condition raises no
doubts regarding his ability to fulfil his obligations
to franchisees. We recommend hiring a finance
expert to assess financial condition.
Litigation history. Any pending allegations or
proceedings suggest that the franchisor may have
failed to observe his contractual obligations, or that
franchisees are dissatisfied with the franchisor’s
performance. Try to establish the grounds of any
such allegations or proceedings and assess whether
they cause concern regarding the franchisor’s
trustworthiness.
Bankruptcy history. The presence of bankruptcy
proceedings filed against the franchisor’s company
or its officers should encourage taking a closer
look at the franchisor’s financial stability. Collect
additional information about the franchisor’s
financial condition and assess whether his
operations are stable, and whether he is capable of
ensuring operational continuity and performing
his contractual obligations. You should also assess
bankruptcy history of the franchisees belonging
to the franchise network: if the number of
bankruptcies is too high, it may mean that franchise
conditions are not favourable for the development
of franchisees’ business.
Trademarks, patents and copyrights. Collect
information about intellectual property rights held
by the franchisor. Check whether the franchisor
himself controls the trademarks, and establish if
they are free of any restrictions. Also check that
the validity period of the trademarks, licenses or
copyrights held by the franchisor is not about to
expire, and find out whether there are any pending
copyright infringement allegations against the
franchisor. One of the principal benefits of buying
a franchise is associated with the right to use the
franchisor’s trademark and other commercial
symbols, therefore be sure to assess if the
franchisor’s intellectual property rights are properly
safeguarded and that the franchisor is entitled to
transfer the right of their use to the franchisee.

5.2. Assessing competitiveness of
a franchise business
The fact that a franchise has a network of
successfully operating units in other countries
or regions does not necessarily mean it will be
competitive in your market. Allocate extra time
and resources to assess the sector’s overall trends,
demand and competitive environment specifically
in your target market. In other sections of the
chapter we will advise what should be taken into
account when assessing the competitiveness of
a franchise business model in a specific market.
5.2.1. Overall trends of the sector
Start with a general overview of the sector in which
your franchise will operate. Collect information
about the expansion trend over recent years, the
current state, and development forecasts. Assess
whether the sector’s dynamic is sufficiently
attractive to offset investment risk.
Assess your answers to the following questions:
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

What is the political, legal, economic, social
and technological environment of the sector?
What is the monopolisation degree of the sector?
What are the barriers of entering the market
of the sector?
What is the average profitability of the sector?
What is the development forecast for the sector?
What changes to the sector are expected?
Will there be a demand for your product/
service in the context of the sector’s development?
Will the sector sustain growth over the next
5-10 years?

Become acquainted with the peculiarities of
the sector, and identify the factors that have
the strongest influence on the development of
the sector and, therefore, that have to be the
focus of your attention. For example: the prices
of agricultural products and the overall living
standard of the population (for the public catering
sector), number of computers and technological
developments (for online services sector), etc.
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Valuable sources of information may include
the media, academic publications, data of the
Eurostat (www.ec.europa.eu/eurostat) and
national statistics departments, reports published
by public institutions, and branch associations.
Some useful insights can be derived from
observing competitors, and talking to suppliers
and distributors of the sector, potential consumers
and current franchisees.
5.2.2. Demand for the product/service
Demand for the product/service offered for sale
is the fundamental pre-condition of business
success. Therefore, if you want to ensure the
success of your franchise-based business, you
must know who your customers are. Start by
defining the segment of “your” customers:
ˤˤ

ˤˤ

Describe your target customer and compile a portrait of his characteristics: age, sex,
social status, education, place of residence,
etc. When describing the customer, ask
the franchisor for assistance – he has detailed knowledge about the consumer of the
goods/services;
Identify the size of the consumer segment
in the target market by answering this question: how many potential consumers do you
plan to serve in the market?

Having defined your customer segment and
identified its size, check if the segment is big
enough to generate sufficient demand and enable
you to earn a return on your investment.
Nonetheless, the existence of a customer segment
with a desired set of characteristics does not
mean that the customers will choose to buy the
product/service offered by the franchise from you.
Therefore, if you are satisfied with the size of the
segment, you have to study their preferences.
Obtain answers to the following questions:
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
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Do the customers have experience in buying
similar goods/services?
What are the characteristics that lead the
customers to buy similar goods/services?
How often do they buy?
Where and how do they buy?
Are the customers inclined to try the goods/
services offered by you?

ˤˤ
ˤˤ
ˤˤ

Is the trademark of the specific franchise recognised in your target market?
Will the product/service have substitutes in
your target market?
How strong is the position of substitutes in
the market?

A detailed market study requires special
knowledge and is time-consuming, therefore it
may be worthwhile considering the possibility
of hiring a market research company. This can
be expensive so, if you decide to invest, be sure
to choose a company that is experienced in your
specific target sector and market.
If you decide to do the research yourself, follow
announcements in newspapers, other news
media and publications of public institutions.
You can gather information yourself: do a poll of
buyers of similar goods/services, find out their
opinion on the questions that are important to
you, visit shopping outlets and observe what and
how customers buy. Share your idea with friends
and acquaintances and find out their opinion as
potential buyers. Gain support from different
business promotion organisations, e.g. business
information centres, chambers of commerce,
associations, etc.

Recommendations:
A franchisor usually has a list of criteria for
analysing the attractiveness of the market for
opening new franchise-based units. Ask for the list
of criteria and gather information on the aspects
included in the list.
Find out if the franchisor has researched consumer
opinion and undertaken competitive environment
studies in your target market. What were the
findings.
Remember that consumers pay attention to the
end product/service, regardless of whether it
is provided on the basis of a franchise or not.
Assess the demand for your service/product in the
context of similar products/services and available
substitutes.
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5.2.3. Competitive environment of the product/service

expansion strategy, etc.

The success of a franchise business is linked to the
business’s competitive environment. Depending
on the target market, the competitive environment
may call for analysis at an international, national or
local level. Regardless of the size of the market, you
have to collect the following information:

Out of the many available franchises, the
franchisee should pick the one that will provide
him with a business framework and the ongoing
support needed to start operations and earn a
return on investment as quickly as possible. It is
not necessary to be a franchising expert in order
to assess franchise terms and conditions. What is
necessary is a simple gathering of comprehensive
information that will allow you to form a very
clear picture of the support you can expect from
the franchisor as well as the requirements and
restrictions established by the franchisor for
the franchisee’s operations. When making the
decision to buy a specific franchise you should
consider restrictions and benefits, and answer
the following question: does the additional benefit
offered by the franchisor counter-balance the
restrictions he imposes?

ˤˤ

ˤˤ

ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

Is there a supply of similar products/services
in the market? If so, how many suppliers are
there? Who are the main market players?
What is their market share?
Is there a supply of substitutes in the market? If
so, how many suppliers are there? Who are the
main players in the substitutes market? What
is their market share?
Are there any strong and well-known trademarks among suppliers offering similar products/services?
What is the range of similar products/services
and substitutes in the target market?
What are the prices of similar products/services and substitutes in the target market?
Will your product/service be able to compete
in the market in terms of its characteristics or
price with the products already present?
Is there a niche in the market that your product/service might occupy?

In the following sub-chapter we will provide
practical advice on assessing the conditions
of buying a franchise and its operation. We
will cover the constituent parts of a franchise
business and uncover the opportunities they
offer to franchisees. We will also touch upon the
possible operational restrictions that can affect
your franchise-based business.
5.3.1. Franchise fees

Recommendation: become acquainted with the
peculiarities of the sector so that you can critically
assessment the information you gather.

5.3. Franchise terms and conditions
As mentioned earlier, franchisee is dependant from
the franchisor of his franchise. The principal terms
and conditions of the franchise have already been
established by the franchisor and applied in his
franchise network. On the one hand, the franchisor
establishes the requirements of, and limitations
on, certain aspects of the business. On the other
hand, he provides additional support and creates
conditions for receiving the benefit that is otherwise
not customary in relations between independent
business entities. The degree of freedom granted to
the franchisee depends on the specific franchisor
and his experience, financial resources, franchise

Franchise fees occupy first place in the list of
franchise acquisition conditions that have the
strongest effect on the results of your franchisebased business. Franchise fees will affect not only
the financial results of your business, but will also
determine the possibility of starting a franchisebased business.
The logic of franchise fees will be remembered
if we recall the main characteristics of the
franchising business model. Ideally, a franchise
is a system with a unique know-how and
established good practice. All of this has been
created by the franchisor and is made available
to the franchisee by signing a franchise contract.
Essentially, it is equal to business start-up
consultations and therefore it is natural that
such a know-how transfer should attract a fee.
Besides, the franchisor continuously improves his
franchise and is involved not only in the overall
management of the franchise network but also
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(to a smaller or larger extent) in the operations
of each franchisee. Such involvement explains the
presence of initial fees payable to the franchisor.
5.3.1.1. Initial fee
The initial fee is established by the franchisor
and usually paid immediately after signing the
franchise contract. The fee grants the right to join
the franchise network and start a franchise-based
business, to receive from the franchisor all the
information necessary for business management,
to use methodical materials, and to use objects of
the franchisor’s intellectual property (trademark,
logo, design elements, sample goods, etc.).
Based on the business sector of the franchise,
the recognition of its trademark, and the unique
character of the know-how transferred by the
franchisor etc., the initial fee varies from several
thousand to several hundred thousand euros. This
initial fee may include the franchisor’s support
during the process of opening a franchise-based
unit and initial training of the franchisee and his
staff. This fee is paid once; a repeat payment is
due only when the franchisee opens a new unit.

franchisee, the higher the amount of royalty fees.
Sometimes (usually in the trade sector) royalty
fees may not be charged. In such cases the fees
are included in the price of the product supplied
to the franchisee.
5.3.1.3. Other fees
Other fees may be charged in addition to the
initial and royalty fees. An advertising fee is one
example. An advertising fee is used to form a
joint marketing budget for the franchise network
used to finance common events for the benefit
of the whole franchise network, i.e. promotions
and advertising events designed to raise overall
trademark recognition of the franchise. The funds
can be used in a centralised fashion or distributed
to individual franchisees for the implementation
of marketing campaigns in their respective
markets.
For certain franchises, other franchise fees may
include the so-called professionals fee. This fee is
used to pay for the services of lawyers, auditors,
designers and other experts.

5.3.1.2. Ongoing royalty fees
A royalty fee is paid for using the franchisor’s
business model, trademark, patented products/
services and other objects of his intellectual
property. Payment of royalty fees usually enables
the franchisee to receive the ongoing support of
the franchisor in matters of business management.
Ongoing royalty fees are paid periodically (on
a monthly, quarterly or yearly basis) and are
expressed as a percentage of the franchisee’s
revenue, profit or sales volume. In certain
franchises it may be a fixed amount, i.e. a fixed
fee payable in advance regardless of the revenue
of the franchise-based unit. The amount of royalty
fees calculated as a percentage of revenue usually
varies between 2 and 8 per cent, but may also be
different depending on the business sphere. As is
the case with the initial fee, the amount of royalty
fees often correlates directly with the franchise
recognition degree, and the unique character
of the know-how transferred by the franchisor,
etc. When setting the amount of royalty fees,
the franchisor also takes into account the degree
of his involvement in the management of the
franchisee’s business. The stronger the support
and the more obligations the franchisor has to the
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Recommendation : start with collecting
information about the fees you will have to pay if
you buy the specific franchise. Remember that from
the franchisor’s perspective, franchise development
and sustenance require the generation ofe revenue.
Thus, if the franchise you are assessing does not
charge ongoing royalty fees, look into the reasons
and find out the sources of revenue that sustain
the franchisor. If the revenue is solely from initial
fees and the franchise is focused on large volumes
of franchise sales, then the franchisor’s capacity
to provide quality services to his very rapidly
developing network should be questioned. If the
franchisor does not charge an advertising fee, he
might be paying too little attention to promoting
his trademark.
Of course, deviations from the regular plan of
franchise fees do not necessarily have negative
consequences; it is important that you, being a
potential franchisee, understand the reasons
behind this and analyse franchise fees in the
general context of a franchise business. Only
having analysed other terms and conditions of
the franchise and the content of your franchisor’s
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ing the sale/rent of premises, and in obtaining the necessary permits and other documents?

support will you be able to fully assess the validity
of the fees and their cost-benefit ratio.

5.3.2. Territory of your goods/services and unit
location
When starting a franchise-based business in the
spheres of public catering, trade or consumer
services, you will most probably face the issue
of choosing your location. It is with good reason
that business practitioners cite good location
as one of the key prerequisites for success. The
location of the franchise depends partly on the
business of the franchise. A franchisee who
offers such services as accounting, consulting or
IT solutions could work from home. Private and
corporate maintenance service companies (e.g.
those involved with the cleaning of premises,
office equipment maintenance, etc.) usually visit
their clients, so they can reach a large number of
buyers from a single location. Location is very
important when clients come to you rather than
you going to them. In such cases, a good location
is key to success.
Ask your franchisor about his conditions for
the location of your future unit. Experienced
franchisors usually have a list of requirements
based on such indicators as: numbers of people,
transport flows, availability of parking space,
presence of visitor attractions in the vicinity,
etc. Check your target market for the availability
of suitable premises. During negotiations with
experienced franchisors, the non-existence of
suitable premises may become a key obstacle.
Find out if the franchisor is inclined to be involved
in the process of choosing the location and the
premises, and how much he is inclined to regulate
the process and offer support. Ask the following
questions:
ˤˤ

Does the franchisor search for and choose the
location and premises for a new franchisebased unit, or is choosing the location and
premises a responsibility of the franchisee?

ˤˤ

If choosing the location and premises is a
responsibility of the franchisee, will the franchisor provide a set of formulated requirements regarding the location and premises?

ˤˤ

Does the franchisor offer support in negotiat-

Make sure that the franchise terms regarding the
location of a franchise-based business contain a
definition of the limits of your service territory.
Many franchisors grant their franchisees exclusive
rights to the service territory. The exclusive right
to the service territory refers to the franchisor’s
obligation not to compete with other franchisees
of the same franchise in a defined territory. This
means that the franchisor has no right to open
his own units and/or sell his goods/services
in the territory (directly or indirectly), and/or
sell franchises to other franchisees who wish
to operate within the limits of that territory.
Territory can be defined in different terms: size
of the population, certain distance from the
franchisee’s outlet, definition by administrative
unit, etc.
In exchange for granting exclusive rights to a
service territory, the franchisor often requires
certain obligations from the franchisee. These
obligations may be related to a minimum turnover
or profit of the franchise-based business, or the
expectation to open a number of new units within
the territory.
Answers to the following questions will enable
you to understand whether, having bought the
franchise, you will be either restricted in terms
of territory, or whether you will enjoy additional
protection against competition within the
franchise network:
ˤˤ

How will the service territory of the franchise
be defined?

ˤˤ

Is there a sufficient number of potential consumers in this territory?

ˤˤ

How many franchisees currently operate in
the territory and what are the franchisor’s
expansion plans in the territory over the next
5-year period?

ˤˤ

Will exclusive rights to the service territory
be granted?

ˤˤ

If yes, under what conditions will they be
granted and what are the franchisor’s obligations?

ˤˤ

If not, how does the franchisor ensure protection of the franchisees’ interests in the ter41
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ritory ( for instance, that a new unit of the
franchise network is not too close to those of
other franchisees)?
5.3.3. Marketing
The permission to use a well-known trademark
is one of the main incentives to buy a franchise.
When you join a well-known franchise network,
the market is already familiar with your product/
service . As opposed to a private business where
the owner plans and implements marketing
activities independently, a franchise trademark
is supported by the whole franchise network —
the franchisor and his franchisees. Franchisees
usually pay ongoing marketing fees (a fixed
amount or a percentage of revenue) that are
used to finance a marketing program common
to the entire franchise network. Depending on
the size and peculiarities of the franchise network,
marketing activities will be targeted at either an
international, national or local level within the
marketing program.
Centralised consolidation of marketing funds
provides the franchise network with a possibility
to implement marketing campaigns on a scale that
is considerably larger and wider than individual
franchisees could afford.
A common marketing strategy has many
advantages but there is also a dormant potential
conflict because the franchisor makes the key
decisions on campaign organisation and the
spending of common funds. The degree of
freedom granted to franchisees in the sphere
of marketing differs case by case. Sometimes
marketing activities are strictly centralised in
which case the franchisee is not allowed to take
independent actions. In other cases, franchisees
have a degree of freedom - for instance, if a
franchisee doubts the expediency of a projected
marketing campaign or a specific tool, a discussion
on whether to continue with it may take place.
Sometimes the franchisee may be granted the
liberty to choose and implement the marketing
programme. Therefore, when choosing a
franchise you should receive and assess additional
information on marketing:
1.
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The franchisor’s competence in the
sphere of marketing. Ask the franchisor
the following questions: Who is the customer of your franchise-based business? What

2.

3.

4.

are the customer’s characteristics? How do
you obtain information about expectations
of the customer and his changing needs?
Who are your main competitors? What are
their strengths and weaknesses? Answers
to the above questions make it possible to
form a general impression of the depth of
the franchisor’s knowledge of his customers
and competitive environment; it is important for successful implementation of the
marketing program.
The marketing principles applied by the
franchisor. Find out the average size of the
overall marketing budget of the franchise
network over recent years, and the value
of the marketing support fees paid by the
franchisees. Ask about the guiding principles when drawing up a marketing plan, the
results of previous (recent) marketing campaigns, the marketing tools that will focus
on the immediate future, etc. If marketing
support fees are not too high and the greater
part of the budget is allocated to strengthen
the trademark recognition, then investment
should generate a sufficient customer flow.
Otherwise franchisees may be forced to implement additional marketing actions which
they might be incapable of financing.
Franchisee involvement. Find out if the
franchisor involves franchisees in planning
the marketing program. Franchisee involvement creates pre-conditions for adapting
marketing actions to specific markets and
initiating marketing tools that would be
most effective in attracting new customers.
Marketing support system. Documentation supplied by the franchisor is a good way
to judge the principles of the franchisor’s
marketing strategy and support organisation level. Find out what methodical materials the franchisor provides to his franchisees
and whether training courses are held on
these matters; ask about marketing campaigns implemented and tools applied in
the recent years; find out about franchisee
involvement methods and ask for the franchisor’s own opinion about the success of
the campaigns, etc.

When conducting an assessment of the marketing
potential of a franchise, it is very important to
pay attention to the marketing actions associated
with the opening of a new franchise-based
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business. Marketing tools associated with the
opening of a unit are often financed with the
franchisee’s own resources rather than from the
common marketing budget of the network. It is
therefore necessary to establish the franchisor’s
requirements relating to the publicizing of the
unit opening, the tools that are usually applied,
and the average cost of opening the unit . The
costs should be factored in when calculating your
start-up costs/initial investment.

Recommendation-comment: although the overall
support of the trademark image is the franchisor’s
responsibility, its support in the service territory is
entirely up to franchisees. No matter how popular
the franchisor’s trademark might be, the franchisee
is responsible for the proper provision of a product
or service. If a customer is disappointed with the
quality of the product or service, then trademark
recognition alone will not lead to repeat business.

5.3.4. Training
Buying a franchise usually involves assimilation
of the franchisor’s know-how starting from the
description of products/services, ending with
customer service standards and the preparation
of marketing materials. Therefore introductory
training organised by the franchisor before
starting the business, is usually one of the
franchisor’s contractual obligations. The majority
of franchisors also provide periodic training to
ensure dissemination of information from the
franchisor to all franchisees and to communicate
innovations and successful development of the
whole franchise network. Training helps avoid
costly mistakes and ensures that all units of the
franchise network are able to maintain uniform
quality of the products/services provided.
We will start by discussing introductory training.
Introductory training is particularly important to
the franchisee because the franchisor conveys the
principal business management know-how and
experience accumulated over many years, and
answers all questions regarding unit opening and
the management of further business processes.
Ask the following questions:
ˤˤ

What type of training is provided?

ˤˤ
ˤˤ
ˤˤ

What teaching materials are supplied?
Which employees will be able to attend?
How are new employees trained?
Do you offer practical training?

When starting a franchise-based business,
franchisees must have knowledge about the
following aspects of business:
ˤˤ

ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

Franchise-based business management procedures (detailed knowledge of all principal
and supporting business processes, standards, methodologies and other documents
regulating principal and supportive business
processes);
Products/services offered, their quality, technical and other characteristics;
Customer service, customer service standards and practices used by the franchisor;
Characteristics of the customers, their needs
and development trends of the needs;
Book-keeping and taxes;
Marketing and marketing practises of the
proposed franchise;
The culture and principles within the franchise business.

Ask about teaching materials supplied by the
franchisor, the form of training and the trainers’
qualifications, etc. Current franchisees can
provide useful information about the quality of
introductory training.
Periodic training is another type of training
common in franchise networks. The aim is to
ensure communication inside the franchise
network and acquaint franchisees with ongoing
developments within the franchise and in the
market place. Strengthening of communication
is particularly important because it keeps all
participants of the network informed about
important developments and the overall direction
of the organisation’s progress. Changes may
be related to the development of the product/
service range, changes in business processes,
technological innovations, innovations in the
sphere of attracting customers, and service
strategies, etc.
All issues associated with introductory and
periodic training must be discussed in the
franchise contract. Experienced franchisors
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usually offer additional support on important
and urgent matters via telephone, e-mail or
other communication means. It is important to
know whether the franchisor employs support
personnel, whether employees in charge of your
target service region have been appointed, what
their contact information is, and whether they
can be accessed on a 24-hour basis or have an
established schedule of daily duty.
5.3.5. Human resources
Just like any other business, a franchise-based
business cannot function without a management
structure. In a similar way to other spheres of
franchise ownership, the franchisor usually
provides franchisees with information on
personnel management issues. The franchisees’
employees, however, remain under his control.
Therefore the franchisee is responsible for
employee selection, motivation, career planning
and other related human resource issues.
When analysing a franchise you plan to buy,
establish the number of employees required
by the unit’s operations, as well as the required
qualifications that such employees should
possess. Several alternatives are common in
practice:
One-man franchise: in case of a one-man
franchise, the franchisee is the only manager and
employee. Such franchises are most common in
the service sphere when the franchisee operates
under an agency (e.g. book-keeping services,
cleaning services, etc.).
A franchise that requires a team of employees:
The franchisor will have estimated which elements
of the franchise business mostly influence the
demand for employees. Consequently he will
have also calculated several alternative human
resources structures that he can present to
franchisees.
If you are contemplating a one-man franchise,
assess the degree to which your qualifications
and skills fit that kind of franchise, and whether
or not you intend to be educated under the
franchisor’s training program. If the operation
of the contemplated franchise business requires
more than one person, find out if there is a supply
of employees with the appropriate qualifications
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in your target sector. A shortage of employees
with appropriate qualifications may seriously
restrict the development of your franchise
business. Franchisors usually do not interfere in
the actual recruitment of employees, so restrict
themselves to the development of recruitment
frameworks, and policy making. There are cases
when employee selection and/or assessment is a
function of the franchisor, leaving only the preselection stage to the franchisee. In this case the
franchisor takes full control over the process
and is responsible for the line management
of the employees recruited by him. Ask your
franchisor about his support in the employee
selection process; the information will enable you
to form a detailed picture of your recruitment
responsibilities.
Employee costs represent fixed costs under a
franchise contract. Therefore you should have
an idea of the probable average salaries of the
required employees, and include the figures in
your financial estimates. Ask the franchisor if
there is an established pay scale for each employee
category. If so, find out ways of adapting it to the
franchisee’s market and then assess whether you
will be able to recruit and maintain suitable staff
by paying the established salary.
5.3.6. Suppliers
Supply is an essential feature within every business.
The aspect of supply is often overlooked in the
assessment of a franchise, yet it is particularly
important in ensuring viability of the franchisee’s
business.
Supply within a franchise network is one of the
elements that ensures integrity of the operation,
and the realisation of economy of scale. Centralised
supply throughout a franchise network allows for
uniformity of products/services offered by all
members of the network (e.g. identical flavour
of food served in all restaurants, uniform style of
decoration and design of premises, and uniform
quality of service, etc.). Clients of franchise-based
outlets of the same network expect identical
quality of the product/service, regardless of the
franchisee or the region where the product/
service is provided - and this stimulates customer
trust and loyalty.
Franchisors are frequently involved in the supply-
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related decisions of their franchisees. The degree
of supply regulation is related to the specifics/
idiosynchrasies of the business. For instance, in
the public catering sector where ingredients are
particularly important in ensuring the quality of
the end product, supply regulation is usually the
strictest. The degree of regulation depends on
the period that the franchise has been operating.
Franchises that have been operating for a long
time usually have better relationships with
suppliers than beginner franchises, because the
latter have yet to establish and develop a network
of reliable and regular suppliers.
There are several ways of regulating the supply of
a franchise network:
1.

2.

3.

Obligatory buying from the franchisor.
When the franchisor is also manufacturer
of the product or provider of the service
that forms the basis of the franchise, franchisees may be obligated to buy the product
or the service specifically from the franchisor. As a rule, this product or service is
the fundamental know-how of the franchise
that ensures unique character and competitive advantage. Examples include fast food
franchises, cosmetics, designer clothes and
accessories in retail trade franchises, and
unique booking systems in tourism franchises.
Buying from suppliers pre-approved by
the franchisor. Franchisees are provided
with a list of approved suppliers for sourcing the necessary raw materials, goods and
services. This not only ensures smooth operation of the franchise network and uniformity of the products/services created
by each franchise unit, but also leads to the
benefits from economy of scale (the cumulative purchasing volume of all members of
a franchise network are larger than those of
individual buyers, therefore suppliers tend
to apply exclusive supply terms and conditions).
Buying of products pre-approved by the
franchisor. The franchisor provides a list
detailing the required specification of the
main products/services used in the franchisee’s operations. The franchisee then
searches for suppliers that are able to offer
compliant products. In this case, however,
each franchisee buys from his own supplier
and the effect of economy of scale is there-

4.

fore lost; time losses are also considerable.
To avoid this, franchisees may unify their
efforts in signing contracts with suppliers.
Unregulated buying. The franchisee is
completely free to organise the supply of
products/services used in the daily operations of his unit.

As can be seen, the method of supply within
franchise networks takes very different forms
ranging from strict regulation to total freedom for
franchisees. Therefore, when considering a specific
franchise you should find out the franchisor’s
policy regarding supply, costs and other related
issues. For instance, when a franchisee must use
products manufactured by the franchisor, or if
the franchisor requires that they be sourced from
his pre-approved suppliers, you should consider
additional costs such as: logistics, periodicity of
orders, customs procedures and related costs
(when the products are to be imported from
abroad), etc. These supply-related issues will have
an effect on the profitability and payback of your
business. If operation of your franchise-based
unit requires goods/services that have specific
characteristics, you must take into account the
availability/accessibility of the goods/services in
your target market, their prices, supply terms and
conditions, etc.

Recommendation: find out if the franchisor
will provide you with supply organisation
and management tools (recommendations,
instructions, IT solutions, etc.). This will help you
avoid mistakes in the initial stages of your business
operation and enabler a faster initialisation of a
smooth and efficient supply system.

5.3.7. Accountability to the franchisor
Accountability of franchisees to the franchisor
is another distinctive element of the franchising
business model. As discussed previously, by
joining a franchise network the franchisee
receives all kinds of benefits: lower investment
risk, recognised trademark, systematised and
described business procedures, and support of
the franchisor, etc. In exchange, the franchisor
requires the payment of fees and the observance of
certain “rules of the game” of franchise (i.e. he sets
the management and operational requirements
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of a franchise-based unit, defines the limits of
the franchisee’s decision-making, and defines
the accountability relationship between the
franchisor and franchisee).
The principle of a franchisees’ accountability to
the franchisor is an integral part of any franchise
because it provides the framework for the
manifestation of the key standards and ethics of
franchising as a business model:
҂҂

Interdependence between the franchisor
and franchisees. The success and expansion
possibilities of a franchise network (in other
words the franchisor’s return on investment
through franchise development) depend directly on the results of the franchisees’ operations. Therefore the franchisor provides
the franchisee with business management
tools and controls which the franchisor
hopes will be fully utilised. Regular reports
from franchisees to the franchisor allow
for identification of problems in their early
stages and mitigate franchisee failure risk.
Greater or lesser degrees of regulation and
reporting are characteristic of all business
processes within the franchisee’s unit.
҂҂ Standardisation of operations of all units
in a franchise network. Each franchise is
a unique business concept. Franchises live
and expand because they are unique businesses, but have standardised procedures
which they convey to their customers. The
customer always expects the same product/
service quality, therefore presentation must
be uniform in all franchise-based units. It is
therefore necessary to observe the business
management procedures laid down by the
franchisor. Although the rules may be seen
as restrictive, they ensure operational uniformity of the entire system.
Rules laid down by the franchisor, and his
control over franchisees, should not be viewed as
interference in the franchisees’ business. Although
franchisees are independent business entities
and are fully accountable for their decisions and
the consequences of such decisions, it must be
remembered that buying a franchise also means
consenting to operate under the franchisor’s
policies. Each franchisor chooses a model of
franchisee accountability that matches the
specific character of his business. The condition
to comply with the franchisor’s requirements
is stated at the very beginning of negotiations.
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During preparations to open a unit it may be
necessary to obtain the franchisor’s approval of
the choice of location and premises; the franchisor
will probably set certain requirements relating
to the design and outfitting of the premises, the
equipment used, and the opening promotion
campaign, etc.
Regarding the responsibility of franchisees already
in operation, both the proper implementation
of procedures/compliance with standards, and
the franchisees’ operation results are usually
subjected to methods of control. The franchisor
may organise annual inspections of franchisees’
units, mystery shopping visits and use similar
tools to control compliance with procedures.
Presentation of certain data by franchisees
(turnover, profit, number of customers, and the
average bill amount, etc.) is the most common
method used to gain franchisees’ operational
results.
Certainly, potential franchisees have the right
to know the requirements, restrictions and
accountability methods that will apply to the
operations of their franchise-based unit. All these
details are discussed in the franchise contract
covered in the next sub-chapter of this book.

5.4. Assessing financial aspects of
the franchise
5.4.1. Initial investments
One of the first questions that has to be
answered when considering the purchase of
a franchise is How much will the franchise cost
me? The initial franchise fee is one of the mostfrequently mentioned elements of the price. The
initial franchise fee is paid for the right to join
the franchise network, and for the package of
industrial and intellectual property rights granted
by the franchisor. The initial investment amount
may range from several hundred euros to several
hundred thousand euros. This will depend on
factors such as trademark recognition, and the
degree of support offered by the franchisor, etc.
Some franchisors may not charge an initial fee.
The initial fee is usually paid as a lump sum, but
other options (payment in instalments) may also
be available.
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Being part of a network and having the franchise
rights, usually is not enough to start a business.
In many cases, in order to take full advantage of
the rights granted under the franchise contract,
the franchisee will have to make the following
additional investments:
1.

2.

3.

4.

5.

Premises. The investment may include buying/renting premises, renovation of premises, design and outfitting in accordance
with the franchisor’s requirements, buying
furniture and signs, etc. The amount of investment depends largely on the location,
size and condition of the premises. The
franchisor will help the franchisee estimate
the amount of this investment.
Equipment. Equipment will be needed for
the creation of the product/service of your
franchise-based business and its provision
to the customers. Examples being: ovens and
stoves for a restaurant, exercising machines
for a sports club, and computer hardware
and software for an IT franchise. This category also includes office equipment such as
phones, fax machines, printers, computers,
furniture, etc. The franchisor usually provides a list of the necessary equipment and
recommended suppliers.
Raw materials. This investment is related
to the franchisee’s range of products and the
raw materials/goods used in his operations.
If your franchise is within the retail trade
category, you have to estimate the costs of
building your initial stock. Most probably,
this will constitute a substantial portion of
the initial investment amount, therefore it
is worthwhile asking whether the franchisor
applies deferred payment and other preferential conditions for the goods of his range.
Turnover funds. Turnover funds consist
of the funds necessary for the day-to-day
business operation - used for paying rent,
utility bills, salaries and other expenses. Depending on the kind of business, you should
provide for sufficient turnover funds for a
period ranging from several months to several years until the business is operating at
full speed. The franchisor will help estimate
your demand for turnover capital.
Marketing campaign. So that customers become informed about the opening of
a new unit of a product/service provider,
there must be marketing actions. These may

include signs, the distribution of leaflets,
and advertising in the local press, etc. Ask
your franchisor about his requirements for
marketing the opening of a franchise-based
unit, and what the cost-estimate of the campaign is. If there are no such requirements,
you will have to draw-up a budget of the
marketing campaign and calculate the costs.
6. Training. Introductory training is usually
included in the sale price of the franchise
and is implemented by the franchisor. In
certain cases, however, introductory training may attract a fee. Therefore you should
enquire about the degree of introductory
training costs you will have to bear.
7. Additional services. Additional services
may be related to the services of lawyers,
franchising consultants, designers and other
supporting experts. Additional paid services
of the franchisor also fall into this category.
Quite often franchisees have to pay accommodation costs, meals, daily allowance and
other such costs of the franchisor’s start-up
team that helps with the opening of a new
unit.
8. Other costs. This category of costs includes
licenses, permits, etc. necessary for the operation of the franchisee’s business, and insurances.
When conducting a franchise search you will
notice huge variations in the investment amounts
required by different franchises. Investment
amounts may range from several thousand euros
for dancing class and sports club franchises to
millions of euros for hotel franchises. The payback
period of the initial investment for franchises
differs on a case-by-case basis.
5.4.2. Operating costs
Operating costs include all costs associated with
the regular operations of the franchise business.
Most operating costs in a franchise business do
not differ from those incurred in operating a
private business, including:
1) Rental fees;
2) Salaries and employee training;
3) Purchasing of goods (assortment building
and current operations sustenance);
4) Purchasing of services (legal consultations,
book-keeping services and services required
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5)
6)
7)
8)
9)
10)
11)

for maintaining day-to-day operations, e.g.
cleaning and security services);
Marketing costs;
Utilities;
Telecommunication costs;
Wear and tear/depreciation;
Insurance, licenses, permits, etc.;
Equipment upgrades and repairs of premises;
Taxes.

Another section of the operating costs of a
franchise-based business consists of costs that
are exclusive to the franchising business model:
1.

2.

3.

4.

5.
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An ongoing royalty fee is payable on a
monthly, quarterly or yearly basis, usually as
a set percentage of turnover or profit. Some
franchisors set a minimum royalty amount
that is payable in any event, even if the calculation of a certain turnover percentage
fee produces a smaller amount. Other franchisors charge a fixed ongoing royalty fee,
regardless of the financial results of the unit.
Training fees are charged for the ongoing
training of franchisees. Training involves
informing franchisees about developments
in the franchise, and new requirements and
standards (e.g. changes in the customer service standard, the operation of new equipment, etc.). Some franchisors arrange training at their own expense but others request
full or partial payment of their costs from
franchisees.
A marketing fee is paid periodically as a contribution to the franchisor’s national or regional marketing fund used to finance common network-wide marketing campaigns of
the franchise. The amount of the marketing
fee as well as its payment schedule and other
conditions depend on the specific franchise.
Some franchisors do not charge such a fee.
Renovation of premises and purchase of
equipment. Having undertaken the redecoration of premises and/or having upgraded
technological processes by introducing new
equipment, the franchisor may obligate his
franchisees to pay these incurred costs.
Costs related to changes in the franchise
operational procedures/processes. These
may be fees for updating procedure manuals, for payment of salaries to additional

6.

employees, the purchase of additional work
tools, etc.
IT maintenance/upgrades: a possible oneoff fee (or ongoing fees) for the permitted
use of business management IT tools operated by the franchisor. The franchisor may
also obligate franchisees to use software solutions of a certain manufacturer.

5.4.3. Financial forecasting
When analysing multiple investment alternatives
and seeking to make an informed decision, you
will certainly look at return on your investment.
If buying a franchise is one of your investment
alternatives, remember that a franchise-based
business is not a passive investment (e.g. as
opposed to a bank deposit). The start and
continuing management of a franchise-based
business will require not only your money but
also additional effort and time. Therefore, under
normal conditions the return on your investment
should be higher than bank deposit interest.
Financial forecasting for business activities
is always a challenge, particularly for new
businesses. Owners of an operating business
know their costs, the number of employees they
need, the sales volumes they can expect, and the
factors which have the strongest influence, etc.
In a new business such indicators can, initially,
only be anticipated and assumed at start-up. The
future may result in something less.
Financial forecasting is an important step in the
stage of franchise assessment. It is the last missing
piece in the franchise assessment puzzle. Having
added a forecast (expressed in numbers) to the
conclusions of the analysis of all the franchise
terms and conditions, you will then have all
necessary information to make a weighted and
best-informed decision.
The benefit to the franchisee of financial
forecasting is that itrequires a detailed analysis of
the peculiarities of the business in order to assess
whether or not the franchise is doomed from the
outset, and whether or not it will generate profit.
It is true that franchisors often provide financial
forecasting forms or at least assumptions to be
considered during the forecasting task. But, to
be sure, the logic of the calculations provided
by the franchisor should be critically analysed
to assess their validity and appropriateness.
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Financial forecasts are ignored in small business
where planning is often based on intuition; then
when problems arise, the reasons behind them are
unknown and the coping strategies are unclear.

total annual amount of royalty fees the franchisor
collected by the number of franchisees in the
franchise network, and dividing the result by
royalty fee percentage.

Financial forecasts are made for a minimum
period of 3 years. Detailed monthly financial
forecasts are recommended for the first year of
the business; quarterly estimates will suffice for
the next 2-3 years.

The average franchisee turnover will build a
picture of the scale of operations of an average
franchisee unit and provide a reference point
for calculations. But remember that in order to
make valid sales forecasts for a franchise business,
such forecasts must reflect the peculiarities of
the franchise unit and the target market as
closely as possible. Unit location, seasonal effect,
competition and consumption habits, and level
of prices in the target market are just some of
the conditions that are unique to each case
and directly influence the revenue of the unit.
Discussion with the franchisor will help gain an
understanding of which factors have the crucial
effect on sales.

5.4.3.1. Revenue forecast
Information about the revenue of franchisees
in a franchise network is usually considered
confidential. When discussing revenues of
their franchisees, franchisors usually restrict
themselves to general claims such as “Last
year the average income of our franchisees was
approximately 250,000 euros”. Such figures are
not informative. It is probable that only a few
franchisees managed to achieve such a high
turnover. It is possible that the high sales results
of some franchisees resulted from geographical
peculiarities, consumption habits, or the
idiosynchrasies of the specific market. It is also
possible that the franchisees with the highest
turnover also had better business acumen.
In countries where the disclosure content of
franchisors’ information is legally regulated,
franchisors may be obligated to provide figures,
including sales volume data, to back the declared
franchisee revenues. For example, in the United
States of America where franchisors are under
obligation to disclose information to potential
franchisees in a clearly defined form of the
Uniform Franchise Offering Circular, paragraph
19 (Earning claims) of the circular provides for the
duty to disclose information about average annual
sales indicators per franchisee and obligates the
franchisor to acquaint potential franchisees with
the sales structure (i.e. activities generating the
greatest and the smallest revenue), possible sales
forecasting assumptions and factors that have an
adverse effect on sales.
If the franchisor refuses to disclose information
about average sales results, the franchisee’s
average turnover can be estimated on royalty
fee percentage, the annual sum of royalty fees
collected by the franchisor, and the number of
franchises in the franchise network. Average
franchisee revenue is calculated by dividing the

Some franchisors have unit sales revenue
calculators that make unit revenue forecasts
by entering parameters of a specific unit.
Usage of such calculators requires a very clear
understanding of the meaning and interrelationships of every figure and the assumptions
made.
Current franchisees will have many useful
insights, so talk with them. It is also recommended
to gather information about similar business
operating in the market, their price levels and
sales volume. This will lead to the formation of a
clearer picture of the market situation.
Recommendation: write 3 sales forecast scenarios:
pessimistic, realistic and optimistic. Cash flow
forecasts for each scenario will enable you to see
which scenario enables you to realise a revenue
figure that covers your costs.
If you choose to write only one scenario, it should
be between the pessimistic and the realistic
versions. It is better to project a smaller revenue
and enter cash flows with smaller revenue figures
rather than face the need for additional financing
if the revenue falls below expectations when the
unit starts operating.
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5.4.3.2. Expenditure forecasting
In expenditure forecasting you should observe the
same principle as in the case of revenue forecasting
discussed above: you have to have a very clear
understanding of calculation assumptions and
assess peculiarities of your unit and target market.
As mentioned previously, the amount of start-up
and operation costs of a franchise-based business
differ to a great extent depending on the sphere
of business. When calculating the need for
financing, make sure that your initial investments
and current operating costs are estimated in real
quantities and at real prices, and take into account
your rental payment obligations and liabilities to
credit institutions, and taxes payable, etc. It is
recommended that you classify your costs into
fixed and variable. Basic figures will be provided
by the franchisor but you have to adapt them to
your particular case based on market prices and
the taxation framework. The seasonal impact
on costs should be taken into account, and also
remember unforeseen costs; all of which should
be included in your expenditure forecast.

We recommend that you aim to spread your costs
evenly across the forecasting period using different
possibilities available to businesses, such as leasing
arrangements, and payment deferrals applied by
suppliers, etc.

you will have surplus turnover funds and when
a shortage of turnover funds may occur, will
enable you to assess if your investment amount
will be sufficient to start the business and sustain
its operations. For instance, if at the time of unit
opening your investment amounts to 50,000
euros, and you have a total of 70,000 euros, then
the remaining 20,000 euros can contribute to the
turnover, if necessary. A cash flow forecast will
enable you to estimate whether the amount will be
sufficient for balancing the unit’s cash flows until
such time as the unit generates sufficient profit.
In this chapter we have emphasised the
characteristics of franchising as a business model
that should be taken into consideration when
making financial forecasts for a franchise-based
business. Financial calculations and analysis
of calculation results require certain skills.
Therefore, if you are not confident with such
calculating and analysis, then apply to finance
experts for assistance. Mistakes at this stage can
cost dearly.
If financial forecasts of the franchise under
assessment are not very bright and the investment
appears to be too risky, think about ways of
mitigating the risk. Perhaps you could look for
ways to reduce the initial investment, or negotiate
a more acceptable initial fee and royalty fee with
the franchisor? Conduct parallel analyses of
alternative franchises – perhaps you will find the
business models of other franchises more benefit
financially.
5.4.4. Sources of financing

5.4.3.3. Cash flow planning
Taken individually, revenue and expenditure
forecasts are not very informative because
when reviewing them separately the revenue/
expenditure balance is not included. Cash flows
refer to the incoming and outgoing amounts
of money and money equivalents during the
forecasting period. The point of projecting cash
flows lies in the spreading of investment, revenues
and expenditures across the forecasting period
with the view of understanding how much money
the franchisee’s unit generates or spends during
each forecasting period.
Cash flow planning allows an estimation of the
demand for turnover funds. Knowing when
50

You are now familiar with the peculiarities
of the franchising business model, you have
assessed its positive and negative characteristics,
and identified the franchise that meets your
expectations; you are engaged in negotiations
with the franchisor and are positively disposed
towards the idea of buying the franchise. At
this stage you face the issue of financing. When
seeking to attract funds, potential franchisees are
faced with problems common to the majority of
new entrepreneurs. There are numerous ways to
finance a new business, therefore be prepared to
spend some time assessing them all in order to
choose the one that is the most appropriate.
Personal savings. Personal savings can be used
to start a business but if one plans to finance
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the whole process with his personal funds, then
several aspects have to be taken into account:
ˤˤ
ˤˤ
ˤˤ

Will your investment leave you with enough
savings to sustain yourself until the new
business starts making a profit?
Will you be capable of contributing additional investment to your business, should
the need arise?
Do your family members and relatives approve of such use of your personal funds?

If you invest all or even a part of your own funds in
buying a franchise, bear in mind that the business
might fail and you may lose all the money you
invested. Act cautiously.
Banks. A bank loan may be granted for the
opening of a franchise-based unit, but you must
have assets that you can offer as collateral to the
bank in exchange for the loan. In certain cases you
will be able to make use of state business support
programs that lead to a smaller collateral or
provide partial interest subsidy. When requesting
financing from the bank you will have to submit
your business plan containing financial forecasts.
Basic information and calculation assumptions
are usually provided by the franchisor. Do not
forget that the loan will attract interest and
probably an administration fee. You will be liable
to pay both regardless of your profit and even if
you operate at a loss. This aspect has to be taken
into account when drawing-up your financial
forecasts.
When taking a loan to start a franchise contract,
remember that the business might fail, but it is
highly likely that the loan will have to be repaid
in any event. Act cautiously.
Investors. Investors’ capital is usually attracted
by sharing stock ownership, i.e. the investor gets a
part of the shares in exchange for his investment.
Tell people around you about your plans to buy
a franchise, attend events dedicated to attracting
investments, do online searches for information
about potential investors. When you talk to
investors, have a very clear understanding of
the extent of the investor’s wish to be involved in
management issues: this may be the crucial aspect
when deciding if the offer suits you. Usually
investors only want to invest their capital so that
they receive a financial return, but they might also
be willing to be actively involved in the company’s

management and decision making processes.
This form of financing has one advantage in
contrast to a bank loan: investors usually do
not require ongoing payments (banks require
regular payment of interest and repayment of the
principal part of the loan) and they share your
business risk.
Friends and relatives. Friends and relatives may
offer you a loan. Interest on private loans can be
very low and that is very beneficial to you as
a new entrepreneur. If your friends or relatives
have business management experience and
express a wish to be involved in the operations of
your franchise-based business, you may become
partners. You can also ask each of your friends
to invest a small amount; the aggregate amount
of their investments will make up one bigger sum
which you might be lacking.
Franchisor. Discussions with the franchisor may
become one of the main sources of information
when considering the matter of finance sources.
The franchisor has the best knowledge about
the peculiarities of his business. Based on his
knowledge and experience of other franchisees,
he can assess the chances of attracting investment
from various sources. Often, franchisors have a
working relationship with banks or other credit
institutions that you could approach with your
financing request.
A unit of the franchisor is a realisation of a
tested business concept by a new owner in a
new location, therefore you will gain negotiating
advantage in your talks with potential investors. A
potential investor or lender can review the history
of the franchisor’s operations and financial
results; he will thus be able to form an opinion
about the vitality and growth potential of the
franchise business.

5.5. Legal aspects of franchise
systems
Buying a franchise is a composite decision that
requires consideration of a large number of very
different aspects (franchisor, target market trends,
franchise terms and conditions, etc.). When
making the decision, the potential franchisee
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shouldn’t forget that franchise relations, i.e.
relations between the franchisor and the
franchisee, and their content are documented by
drawing up a franchise contract; it is specifically
the contractual provisions rather than the general
information collected from the franchisor, the
current franchisees and other sources that define
your actual rights and duties as a franchisee.
The contract sets forth fundamental terms and
conditions of the franchise. Therefore at the very
outset any potential franchisee must inevitably
take into account and consider all the most
important legal regulation nuances of franchising.
Signing a contract and starting a franchise-based
business are not the only things that matter. It
is also important to be aware of all the possible
risks and consequences to you as the franchisee
if you fail to perform under the franchise contract
and retain the termination option, if necessary,
without suffering disproportionately high
damages.
In this chapter we will provide a brief overview of
the specificf legal regulations affecting franchise
contracts in Lithuania and Latvia because the two
countries have slightly different legal regulations
relating to franchise contracts. We will draw
your attention to the fundamental requirements
of effective legislative acts applicable to such
contracts and their content, point out the most
common problems and highlight possible ways
of dealing with such problems. However, it is
important to bear in mind that owing to their
complex and composite nature, contracts of this
kind are often unique and that the peculiarities
of each individual case can lead to varying legal
relationships existing between a franchisee and
franchisor.
5.5.1. Franchise contract
5.5.1.1. Legal regulation of franchise contracts in
Lithuania
Main legislative acts regulating franchise
relations in Lithuania:

Legal regulation of franchise relations in
Lithuania was established on July 1st, 2000 after
the new version of the Civil Code of the Republic
of Lithuania (hereinafter – CC RL) came into
effect. This has an entire chapter dedicated to
franchise (Book 6, Chapter XXXVII – Franchise)2.
CC RL is the only act of national legislation
that directly provides the option of a franchise
contract. Provisions of the CC RL focus mainly
on the fundamental legal aspects of the franchise
contract itself. For more information see subchapter Concepts of franchise and franchise
contract in the legislation of Lithuania.
In addition to CC RL, franchising in Lithuania
is also regulated by a number of other legislative
acts of the Republic of Lithuania:
ˤˤ
ˤˤ
ˤˤ

Tax legislation (Law on Profit Tax, Law on
Personal Income Tax, Law on Value Added
Tax, Law on Tax Administration);
Legislative acts in the sphere of competition (Law on Competition and explanatory
legislative acts on implementation);
Legislative acts on intellectual property
protection (Patent Law, Law on Trademarks, Design Law, Copyright Law and related rights, etc.)3.

We have already mentioned that franchise
contracts are usually very complex and cover a
variety of different issues, therefore the list of
legislative acts presented above is by no means
exhaustive. Depending on the franchise model
(e.g. granted goods or business model franchise),
franchise object (e.g. restaurant service franchise
or a franchise to trade in certain medicinal
preparations), other specific circumstances of
granting a specific franchise (e.g. the franchisor
has established a uniform mandatory product
marketing and distribution methodology), it
may also be necessary to take into account the
provisions of other legislation. For example,
the provisions of the pharmaceutical law or
construction technical regulations (CTR)3; for
certain franchises the provisions might even be
mandatory to the franchisee.

Civil Code of the Republic of Lithuania, Official Gazette, 2000, No. 74-2262. Online access: <http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=384488&p_
query=fran%F0iz*&p_tr2=2>.
All available online on the website of the Seimas of the Republic of Lithuania. Online access: <http://www3.lrs.lt/dokpaieska/forma_l.htm>.
4.
Ibid.
2.

3.
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It is also necessary to remember that from 1 May
2004 when Lithuania joined the European Union
as a full member, franchise legal relations became
also governed by provisions of the European
Union legislative acts that, owing to their special
nature, are usually directly applicable (i.e. they
create rights and duties to national entities even
though they haven’t been transposed to the
national legislation).
Provisions of the EU competition legislation are
particularly relevant to franchise contracts in
this respect. For instance, in 2010 the European
Commission adopted special Regulation No.
330/2010 and its application Guidelines that
provide for certain exceptions to the so-called
“vertical agreements” . The Guidelines provide
a description of specific conditions and set forth
restraints that must be observed in franchise
contracts between companies operating on
different levels of product manufacturing and
distribution (e.g. when a franchise contract
is drawn up between a manufacturer and a
distributor).
Thus, legal regulation of franchise contracts
in Lithuania consists of a rather sophisticated
complex of both national and the European Union
norms that one has to consider when buying a
franchise. Below we shall discuss specific legal
aspects related to the legislative acts listed above.
Concepts of franchise and franchise contract
in the Lithuanian legislation
Legislative acts of the Republic of Lithuania do
not provide a legal definition of franchise. A
definition was presented at the beginning of this
book: franchise means a specific business concept
belonging to the franchisor under ownership
right consisting of a business system and knowhow as well as rights to trademarks, which is
transferred to the franchisee in exchange for a
defined fee. In legal terms franchise is understood
as a specific contractual licence when a person
(franchisor) grants another person (franchisee)
temporary right to use a package of his industrial
and intellectual property that may consist of the
following elements:

ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

trademarks;
company names and signs;
industrial design;
copyright;
patents;
useful business and management models
and techniques;
know-how accumulated by the franchisor;
other important aspects used in the sale of
goods or provision of services to their endusers.

However, one should not presume that all
the intellectual property accumulated by the
franchisor always becomes permanent property
of the franchisee. Under a term franchise contract
the franchisee usually acquires the right to use the
franchisor’s intellectual property on a temporary
basis in exchange for an appropriate remuneration
and must terminate any use immediately after
contract expiry. Failure to comply with this
requirement usually results in heavy sanctions
being applied by the franchisor.
Permanent franchise when all rights under the
franchise are transferred to the franchisee on a
permanent basis is rare, as is the situation in
other countries too.
Lithuanian legislation provides only a definition
of the franchise contract itself, defining it as a
contract under which one party (holder of the
rights) shall take an obligation to grant to the
other party (franchisee) for remuneration for a
certain period or without specifying the period of
the right to use in the business activity of the other
party (user) a complex of exclusive rights which
belong to the holder of the rights (right to the firm
name, right to the trade or service mark, right to
protected commercial (industrial) information,
etc.), while the other party shall be obliged to pay
the remuneration determined in the contract (CC
RL Article 6.766). For the purposes of the present
definition the term “holder of the rights” is
equivalent to “franchisor” and “user” is equivalent
to “franchisee”.

5.
Commission Regulation (EU) No 330/2010 of 20 April 2010 on the application of Article 101(3) of the Treaty on the Functioning of the European Union to
categories of vertical agreements and concerted practices, OJ L 102, 2010-04-23, p. 1–7, and European Commission Guidelines on Vertical Restraints of 19 May,
2010, OJ C 130, 2010-05-19, p. 1–46; online access: <http://eur-lex.europa.eu/Notice.do?val=511814:cs&lang=lt&list=511814:cs,&pos=1&page=1&nbl=1&pgs=10&
hwords=&checktexte=checkbox&visu=#texte> ir <http://eur-lex.europa.eu/Notice.do?val=516349:cs&lang=lt&list=526407:cs,523838:cs,519461:cs,518148:cs,516349
:cs,509612:cs,504887:cs,498085:cs,496089:cs,477116:cs,&pos=5&page=1&nbl=27&pgs=10&hwords=fran%C5%A1iz%C4%97~&checktexte=checkbox&visu=#texte >.
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Fundamental mandatory requirements to the
form and content of a franchise contract:
҂҂ Franchise contracts must be drawn up in
written form. Non-compliance with this
requirement makes the contract null and
void.
҂҂ The contract must be remunerable. Parties
are free to make arrangements for calculating remuneration and payment procedure
but remuneration must be paid in all cases.
҂҂ A franchise contract must be entered in the
Register of Legal Entities in which the franchisor business is registered. Such registration is mandatory, and failure to register
will result in the forfeit of the right to use
the franchise contract against a third party
(non-contracting parties) in cases of dispute.
It is important to note that when the franchisor is
registered in a foreign country, the conclusion of
the franchise contract must also be entered in the
Register of Legal Entities in which the franchisee
is registered (e.g. if the franchisee is a company
registered in Lithuania, the contract should be
entered in the Register of Legal Entities data base
of State Enterprise Centre of Registers).
҂҂ If a franchise contract transfers the rights
to industrial property (trademarks, design,
patents, etc.), the franchise contract or a separate license contract (if one is concluded)
may also have to be registered in the State
Patent Bureau of the Republic of Lithuania.

Legislative acts of Lithuania provide conditions for
both term and open-ended franchise contracts.
They also mention that a franchise contract
provides for the use of the complex of exclusive
rights of the holder of the rights, his prestige and
commercial experience to a certain extent (by
defining the minimum and the maximum method
of use or another form) and can provide for the
territory of use of such exclusive rights, prestige
or commercial experience (e.g. only in Lithuania
or throughout the Baltic region) or the sphere of
business in which the rights are to be used (sale
of products, provision of service, etc.).
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Franchisor
(seller)

Rights and
duties

Franchisee
(buyer)

Principal terms and conditions of franchise
contracts under Lithuanian legislation
As already mentioned, the Civil Code of the
Republic of Lithuania is the main legislation
detailing the formation of franchise contracts,
i.e. their drawing up, amendment, termination,
form and content.
Although the Civil Code of the Republic of
Lithuania does not contain an exhaustive list of
conditions and regulations, it does mention many
important, mandatory requirements of franchise
contracts.
Effective legislation stipulates that only companies
and entrepreneurs engaged in private activity can
act as parties in a franchise contract in Lithuania.
This means that only private legal entities (e.g.
public companies, private limited companies and
private enterprises) or natural persons engaged
in business activity (i.e. individuals engaged in
business and commercial activity - under business
license) can conclude franchise contracts.
A franchise contract is made between two
independent parties, therefore both contracting
parties acquire certain rights and duties under
this contract.
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It is necessary to note that both parties have
mandatory rights under legislative acts of
Lithuania.
҂҂

Duties of the franchisor that are mandatory
in all cases (paragraph 1, Article 6.770 of the
CC RL):
• transfer to the franchisee technical and
commercial documentation and submit other information necessary to the
franchisee in order to implement the
rights granted to him under the contract of franchise. Likewise, train the
franchisee and his employees in respect
of any questions related to the implementation of the transferred rights;
• issue to the franchisee licences provided for by the contract, and ensure their formalisation in accordance with the established procedure.

҂҂ Duties of the franchisor that are mandatory,
unless the contracting parties have agreed
otherwise, (paragraph 2, Article 6.770 of the
CC RL):
• ensure the registration of the contract
of franchise under the stipulated procedure;
• render to the franchisee permanent
technical and consultative assistance,
and assist in training of the franchisee’s
employees;
• control the quality of produced goods
or provided services.

The conditions are very favourable to the franchisee
therefore it is probable that being the “strong
party” in the franchise contract, the franchisor
will try to look for every possible way to avoid the
aforementioned duties that cause him additional
time and financial costs. He may try to word
them abstractly and make as little commitment
as possible to the franchise contract.
Therefore in this case the main task of the franchisee
is to ensure that the conditions negotiated with the
franchisor are clear and accurate , and provide
for specific and well-defined obligations of the
franchisor to the franchisee rather than general
declarations (such as: “to provide support if
necessary”, “offer consultations when needed”,
etc.) that are difficult to implement in practice.

This means that at the initial stage of drawing up
a franchise contract, the franchisee must have a
very clear understanding about the essence and
peculiarities of the pending franchise .

҂҂ National legislative acts also provide for
specific mandatory duties of the franchisee
when drawing up a franchise contract of a
specific kind (Article 6.771 of the CC RL):
• in the manner specified in the contract
of franchise, the franchisee must use
the franchisor’s name, trade and service
mark;
• ensure the quality of the goods produced, work performed or services rendered under the contract of franchise;
• comply with the directions and instructions of the franchisor in respect of the
use of any rights, external and internal designing of the business premises
of the franchisee, as well as any other
conditions of activity specified in the
contract of franchise;
• render to franchisees any additional
services which they could reasonably
expect in acquiring goods (work, services) directly from the franchisor;
• not divulge to other persons any commercial (industrial) secrets or other
confidential information received from
the franchisor;
• conclude a contract of sub-franchise;
• inform franchisees in an expressive
way that the franchisee is acting under
a contract of franchise and is using the
franchisor’s name, trade, service mark
and other related (individual) business
details.
Thus, the second important task of the franchisee
is to provide an equally precise definition of all the
duties listed above as well as their specific content.
This is because the franchisor may hold the
franchisee liable in the event that the franchisee
does not fulfil his contractual obligations. The
franchisor may then seek to claim fines, late
payment interest or compensation for damages.
The wider the definition of your duties in the
franchise contract, the more risk you assume.
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The Civil Code of the Republic of Lithuania is
favourable to the franchisee in the sense that it
directly provides for the right of the franchisee
who has duly performed his duties under a
franchise contract upon the expiry of the term of
the franchise contract to conclude a new contract
for a new term on the same conditions (Article
6.774 of the CC RL).

When a new contract with the franchisor is
concluded in this case, the conditions of the new
franchise contract must be of a similar weighting
to the previous contract, e.g. setting a higher
amount of royalty fees is not allowed.
This provision is very favourable to the franchisee
because it prevents the franchisor from bypassing
legislative requirements, and citing that the
franchisee himself has refused to conclude a new
contract.

There is another important right of the franchisee
under law. The CC RL provides that should the
franchisor refuse to renew a franchise contract
with the franchisee but before the expiry of a
three-year time limit wish to grant the same
rights to other persons, he shall be obliged to
compensate any damages incurred by the said
franchisee.
Another important difference from the general
contractual provisions of Lithuania is that
termination of an open-ended franchise contract
requires a very long notification period of as
much as six months in advance (Article 6.776
of the CC RL). It is acceptable to negotiate an
even longer notification period. The provision is
also designed to protect the franchisee’s interests
and allow him enough time (after being informed
of the franchisor’s intention to terminate the
contract) to take appropriate action and avoid
unreasonably high losses resulting directly from
the contract termination.
The law, however, does not specify the notification
period for termination of term contracts
(although the majority of franchise contracts
have a fixed term). Therefore, if the term contract
does not provide for the notification period, the
common norm of 30 days in advance would apply.
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Sub-franchise possibilities in the Lithuanian
legislation
The possibility of sub-franchise contracts is also
directly provided for in the effective legislative
acts of Lithuania (Article 6.768 of the CC RL).
Provisions applicable to sub-franchise contracts
are essentially similar to those applicable to
franchise contracts: written form, mandatory
registration, remuneration, etc. (see Concepts of
franchise and franchise contract in the Lithuanian
legislation).

Whereas a sub-franchise contract originates from
a master franchise contract and is concluded on
that basis, there are several mandatory conditions
that must be observed when concluding subfranchise contracts:
ˤˤ

ˤˤ
ˤˤ

It is a requirement that the conditions of the
sub-franchise contract be written in advance
in the sub-franchise contract. However, this
can be done at a later stage, in which case
the master franchise contract should be
amended and/or supplemented;
The period of a sub-franchise contract cannot extend beyond the period of the franchise
contract itself;
If the franchise contract becomes invalid, the
sub-franchise contract automatically also
becomes null and void.

It is important to bear in mind that sub-franchise
legal relations are specific in character and it may
be important and necessary for the franchisee
(in this case – the sub-franchisor) to discuss the
nuances of the franchisee’s legal responsibility in
order to mitigate his risks and avoid any dispute
with the master franchisor, or at least have
reasonable control over such risks.
In order to create a truly functional and efficient
system, it is necessary to perform a detailed
economic-legal analysis of the whole relationship
(see chart).
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Master
franchisor

Franchise

Master franchisee
and sub-franchisor

Liability under franchise and sub-franchise
contracts
Mutual liability of the franchisor and the
franchisee is regulated under the common
principles of contract law. However, there are
two situations where franchise law differs from
the majority of other conventional contract law
(Article 6.773 of CC RL):
1.

2.

The franchisor has a subsidiary liability for
claims brought against the franchisee concerning the quality of goods (work, services)
sold by the franchisee under the contract of
franchise. This means that if the franchisee
fails to reimburse (in full or partially) for any
damage/loss incurred by a third party (e.g.
a customer who has received sub-standard
goods), the franchisor will be liable to reimburse such a claim for damage/loss (subsidiary liability of the franchisor and the franchisee).
With regard to any claim being made against
the franchisee as the manufacturer of goods
(products), the franchisor shall be solidarily liable with the franchisee. For instance,
a dissatisfied customer has the right to seek
damages from either the franchisee or directly from the franchisor (solidary liability
of the franchisor and the franchisee).

In the case of sub-franchise contracts, the subfranchisor together with the sub-franchisee
would respectively bear solidary or subsidiary
liability towards the master franchisor.

Sub-franchisee

Franchise taxation grounds in Lithuania
Under national taxation legislation (Law on
Personal Income Tax, Law on Profit Tax), the
income of legal or natural persons from franchise
transfer, or the granting of rights to use the
franchise to another person, is subject to the
payment of royalties6. Royalty fees are commonly
understood as compensation for pieces of work
or art paid to authors (writers, artists, lawyers
and other individuals attributable to free
professions).				

In Lithuania all franchise-related income is
subject to taxation, including:
ˤˤ
ˤˤ
ˤˤ

income received at the time of franchise
transfer;
income received throughout the effective period of the franchise contract;
any other related income.

According to current legislation, there is no
real difference in the taxation of franchiserelated income between legal entities and natural
persons:
҂҂

Thus, in Lithuania the franchisee is not solely
liable for the quality of products sold and/or
services rendered and shares the liability with
the franchisor.

Sub-franchise

Taxation of franchise-related income of
natural persons

Natural persons‘ franchise-related income
is subject to 15 per cent personal income tax
(hereafter referred to as PIT).

There are minor differences in the tax calculation
and payment procedure if an entrepreneur

Paragraph 5 of Article 2 of Law on Personal Income Tax of the Republic of Lithuania, paragraph 11 of Article 2 of the Law on Profit of the Republic of Lithuania.
Both laws can be found in the website of the Seimas of the Republic of Lithuania. Online access: <http://www3.lrs.lt/dokpaieska/forma_l.htm>.

6.
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receives franchise-related income from a foreign
undertaking:
•

•

The general rule is that if a natural person receives such income from a Lithuanian undertaking, taxes are calculated
and paid to the Lithuanian state budget
by the Lithuanian undertaking.
If a natural person receives income
from foreign entities (undertakings or
entrepreneurs), the duty to calculate
taxes and pay them to the state budget
of Lithuania is with the natural person
who receives the income from a foreign
entity. It has to be declared when submitting the annual private income tax
statement.

It is important to note that franchise-related
income of a foreign natural person is taxable
at source at the rate of 15 per cent. The tax is
calculated, deducted and paid by the entity that
pays the royalties.
҂҂

Taxation of franchise-related income of
legal entities

In Lithuania franchise-related income of a legal
entity is regarded as regular taxable income of a
legal entity taxable with profit tax.
From January 1st, 2010, the income is subject to
the general 15 per cent tax tariff.

Franchise-related income of a foreign legal entity
is taxable at source at the rate of 10 per cent
profit tax. The duty to calculate the profit tax and
deduct it at source lies with the entity that pays
the royalties.
҂҂

Possible tax-related aspects in Lithuania
• According to Lithuanian legislation
and practice (Lithuania’s central tax administrator), all Lithuanian tax payers’
transactions must be concluded in market prices.

This means that the price of a franchise transfer,
or of compensation for granting the right to use
a franchise, must correspond to the real market
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price of such franchise. This requirement is
difficult to implement in practice because a
franchise consists primarily of intangible assets
(a complex of intellectual property rights) that
are difficult to value, and there is the additional
problem of trying to compare established prices
with market prices.
•

•

It also has to be emphasised that Lithuanian legislation provides for very strict
regulation of transactions between
related undertakings, and therefore
requires that special pricing rules be
applied to contracts between such undertakings when setting the price of a
franchise being transferred.
In certain cases the price of a franchise
contract may also largely depend on
the rates of other important national
taxes (e.g. land tax, real property tax)
and any subsequent changes to such
taxes.

All entrepreneurs seeking to start a franchisebased business in Lithuania should note that
Lithuania’s legal framework is undergoing
change. Therefore when concluding franchise
contracts for an extended period of time it
might be necessary to assess all possible risks
associated with changes to the Lithuanian tax
(and other) legislation. This is because any tax
increases automatically create additional costs
for the franchisee (e.g. minimum salary increase
or significant and long-term fuel price increase).
Therefore the franchise contract could include an
indexation system of the compensation payable
for the franchise transfer that would make it
possible to adjust the fee amount in a manner
acceptable to both contracting parties.
Competition law and franchise in Lithuania
Franchise and competition legislation are closely
inter-related. Owing to their peculiarities,
franchise contracts often teeter on the brink of
Competition Law violation. Therefore detailed
examination of the precise wording and context
of the contracts are worth special attention.
The most general restriction set forth in the
effective legislation of Lithuania is that when
concluding franchising contracts, the contracting
parties may provide for only such conditions for
limiting competition which are not prohibited
by the competition law (Article 6.772 of CC RL).
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The law also clearly sets forth two situations when
terms and conditions of a franchise contract
are automatically considered a violation of the
Competition law. The following provisions shall
be automatically deemed invalid:
1.

2.

Conditions granting the franchisor the right
to determine the prices (or their lower limit)
of the goods produced or work fulfilled, or
services rendered by the franchisee;
Conditions granting the franchisee the right
to sell goods, fulfil work or render services
exclusively to a certain category of purchasers (customers) or exclusively to purchasers
(customers) residing in the territory determined in the contract of franchise.

ˤˤ

ˤˤ

ˤˤ
The latter condition has to be distinguished from
restriction of operations territory that is permitted
under the law.

Certain restrictions within the franchise contract
are nevertheless justifiable from the viewpoint of
Competition law owing to the special character
of the contracts mentioned before. For example:
ˤˤ

ˤˤ

The obligation of the franchisor not to grant
other similar complex or exclusive rights to
other people within the franchisee’s operation territory, and that the franchisor does
not engage in similar operations in the same
territory;
The franchisee is prohibited from concluding franchise contracts regarding similar
rights with the franchisor’s competitors (potential competitors).

As already mentioned, when checking whether a
provision within a franchise contract is contrary
to the norms of competition legislation, it is
necessary to consider not only the legislative acts
of Lithuania, but also the legislative acts of the
EU. Therefore it is reasonable to entrust experts
to write the respective provisions of franchise
contracts.
Summary of peculiarities of legal regulation
of franchise contracts in Lithuania
ˤˤ

In Lithuania regulation of franchise relations was introduced back in 2000 through

ˤˤ
ˤˤ

ˤˤ

ˤˤ

provisions of the Civil Code of the Republic
of Lithuania setting forth franchise contract
conclusion, implementation and termination procedures and other fundamental aspects of the contract.
When concluding a franchise contract in
Lithuania, it is also necessary to take into
account provisions of the most important
pieces of tax, competition and intellectual
property rights legislation, and other national legislative acts (depending on the
type and content of the franchise contract).
Franchise contracts concluded in Lithuania
must be drawn up in written form, and they
must be reimbursable. They must be entered in special registers.
Effective legislation that regulates certain mandatory content within a franchise
contract sets out a list of the duties of the
franchisor that are rather favourable and
beneficial to the franchisee (provided the
franchisee is able to define and specify his
content in the franchise contract).
Contracting parties (franchisor and franchisee) usually have joint (solidary or subsidiary) liability to third parties.
In Lithuania all franchise-related income of
legal entities and legal persons (direct and
indirect) is taxable with the general tariff of
15 per cent.
The Lithuanian taxation framework is undergoing change, therefore the franchisee
should make sure that the franchise contract includes a provision for indexation of
compensation for the transferred franchise.
It is very important to make sure that the
franchise contract does not violate competition law, particularly the prohibitions which
make the contract invalid, such as attempts
to regulate prices or an obligation to sell
products exclusively to specific buyers.

5.5.1.2. Legal regulation of franchise contracts in
Latvia
Main legislative acts regulating franchise
relations in Latvia
For a long time Latvia was the only Baltic country
that did not have special legislation specifically
designed to regulate franchise relations. Therefore
the general requirements of commercial contracts
were based on the main laws of Latvia (e.g. Law
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on Competition, Law on Trademarks, Law on
Copyright, etc.) which had to be taken into
account when concluding franchise contracts.
Specific legal regulation of this sphere in Latvia
began in 2008 with the adoption of the new
wording of the Commercial Law of the Republic
of Latvia (hereinafter - the Commercial Law, or
CL)7; respective provisions of the law regarding
franchise came into force on January 1st, 2010.
Provisions of the Law apply to both the franchisee
and the franchisor, provided they are registered
in Latvia. The purpose of the provisions was to
create a mechanism for the legal regulation of
specific trade contracts, including franchise, in
accordance with contemporary market needs
and trends.
The new legal regulation is special in the sense
that it is characterised by a high degree of
accuracy in regulating individual aspects of legal
franchise relations:
ˤˤ

ˤˤ
ˤˤ

It provides an exhaustive description of the
duties of both the franchisor and franchisee.
A separate section is devoted to the discussion of duties associated with the delivery of
goods, and advance notification of the delivery in the case of a goods franchise;
It defines the consequences of franchise
contracts, such as the right to terminate and
amend the contract;
It regulates the fundamental principles of
the relationship between franchise and
competition law requirements and pays
a lot of attention to non-competition arrangements between the franchisor and the
franchisee.

A good knowledge of all the mandatory legislative
requirements and conduct variations permitted
by them is very important to the franchisor in
order to develop a law-compliant (but at the same
time effective and flexible) franchise mechanism
that inter alia would protect and safeguard his
interests.
Other important effective pieces of legislation
of the Republic of Latvia that both the potential

franchisee and the franchisor should take into
account include:
ˤˤ
ˤˤ
ˤˤ

ˤˤ

Latvian taxation legal acts;
Latvian legal acts in the sphere of Competition law (Law on Competition);
Legislative acts regulating the protection of
intellectual property in Latvia (Law on Patent, Law on Copyright, Law on Trademarks
and References to the Place of Origin of
Goods), etc.);
Latvian legal acts in the sphere of real estate8.

Depending on the sector of the economy in which
the franchise operates, additional mandatory
requirements within other applicable laws must
also be observed.
For instance, Latvian legal acts on the distribution
and sales of food additives provides for an
additional obligation of the franchisee to specify
the quantity of any synthetic ingredients present
in food additives intended for the Latvian market.
It may also be necessary and useful for the
franchisee if the franchise contract provided clear
terms and conditions under which the franchisee
must submit the respective information about the
presence of such synthetic ingredients in order to
comply properly with this requirement of Latvian
legislation.
In certain cases such special mandatory
requirements that are not included in either the
Law on Commerce or the Law on Competition
can be very important, and failure to comply with
them may result in adverse legal and financial
consequences to the franchisee that are more
serious than the consequences arising from the
violation of general requirements. Therefore the
franchisee should find out about such special
mandatory requirementsand take them into
account in a timely fashion, especially if the
franchisor is an alien undertaking or entrepreneur
who is less familiar with Latvian legislation.
Therefore the franchisee usually has more
responsibility to properly include his country’s
national requirements when negotiating the
franchise contract.

7.
Official translation into English of the Commercial Law of the Republic of Latvia. Online access: <http://www.vvc.gov.lv/advantagecms/LV/tulkojumi/meklet_
dokumentus.html?query=komerclikums&Submit=Mekl%C4%93t&resultsPerPage=10>.
8.
All the laws are available online at the website of the Parliament of the Republic of Latvia or the website of the Patents Bureau of the Republic of Latvia.
Online access <http://www.likumi.lv/>.
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Since Latvia’s accession to the European Union
on 1 May 2004, franchise contracts concluded in
Latvia are also subject to the legislative provisions
of the European Union, particularly those in the
sphere of Competition law. When a company
or an entrepreneur registered in Latvia buys a
franchise (regardless of whether the seller is
or is not an EU undertaking or entrepreneur),
it is necessary to ensure that provisions of the
contract are not contrary to the provisions of the
EU, the Competition Law, and do not violate the
fundamental prohibitions set forth therein (e.g.
the prohibition on monopolies).
Please refer to chapter 5.4.1.1 Legal regulation of
franchise contracts in Lithuania of this book for
more details.
Franchise contracts are drawn up with
sophisticated and complex legal requirements of
(requirements of both Latvian and EU legislation,
etc. have to be taken into account). Entrepreneurs
with little experience might find it difficult to
assess and analyse all legal nuances. In order to
avoid gross and potentially costly mistakes, before
concluding a franchise contract the franchisee
must seek professional advice on the most
important legal and economic aspects.
Concepts of franchise and franchise contract
in Latvian legislation
Franchise in Latvia is defined as a complex
form of license. Effective legislative acts do not
directly provide a definition of the very concept
of franchise; the Commercial Law of Latvia
only contains a clear definition of the franchise
contract itself (Article 474 of CL).

A franchise contract is a contract by which a
merchant (franchisor) grants another contracting
party (franchisee) the right to use a trademark,
other intellectual property rights, know-how for
selling, distribution of goods and/or provision
of services under the franchise contract and in
accordance with the system (system or rules)
developed and verified by the franchisor. The
franchisee pays the agreed remuneration for the
transfer of the rights.

Such definition of the contract reveals the key
elements of a franchise contract:
ˤˤ
ˤˤ
ˤˤ

The right to use intellectual property of the
franchisor;
The right to operate in accordance with the
business model developed and verified by
the franchisor;
The duty of the franchisee to pay remuneration for using the franchise.

Presence of all three elements is a mandatory
condition for a contract to be deemed a franchise
contract. Thus, if at least one of the elements is
missing, the contract will not be recognised as
being a franchise contract with all the resulting
adverse consequences that would initially, and
painfully, be felt by the franchisee.
An even more important nuance of the definition
of a franchise contract is that under Latvian
legislation the franchisee is effectively equal to
the franchisor in terms of the scope of rights to
use intellectual property rights transferred under
the franchise contract. Such equality ensures a
particularly long list of rights of the franchisee.
Latvian legislation also provides for other special
provisions that should be included in every
franchise contract, e.g. (Chapter 7 of CL):
ˤˤ
ˤˤ
ˤˤ

The duty of the franchisor to disclose information to the franchisee;
The option to denounce the franchise contract due to a change in the material objective circumstances;
The duty of the franchisor to pay compensation to the franchisee for the obligation of
the latter not to compete with the franchisor
during a period defined in the contract.

Non-observance of these important requirements
may also have material impact on the validity of
the franchise contract and most certainly on the
franchisee’s chances of defending his infringed
rights in case the franchise contract has been
concluded without observing them.
In Latvia the effective period of franchise
contracts is not limited or strictly regulated by
law, i.e. the contracting parties are free to make
arrangements for the duration of the franchise
contract and decide whether it will be concluded
after a period of 10 years, 5 years or indefinitely.
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Term franchise contracts expire after the end of
their term.
The law also does not regulate the grounds
for expiry of a franchise between the parties,
therefore such grounds should be discussed
separately in the contract to avoid potential
difficulties in the future The franchise contract
should describe consequences of each respective
case and define application scope of liability
provisions. For instance, it is advisable to make a
provision that the franchise contract will expire if
either party discontinues its operations owing to
insolvency, limitation of legal capacity, etc.
The Commercial Law of Latvia still contains a
number of provisions that refer directly to the
possibility of terminating a franchise contract:
•

•

The contracting parties can terminate
the franchise contract if, following a
change of material circumstances beyond either party’s control, further implementation of the franchise contract
would become too cumbersome for the
franchisee or the franchisor;
The contracting parties can also terminate the contract if at the time of concluding the franchise contract either
party had provided misleading information about material facts relating to the
implementation of the contract.

Principal conditions of a franchise contract
under Latvian legislation
In addition to the peculiarities of franchise
contracts which have been discussed above,
Latvian legislation contains other provisions that
are favourable to the franchisee.
It is interesting to note that the majority of
franchise contracts in Latvia are concluded
following a certain sample form, leaving the
parties limited space to negotiate additional terms
and conditions.
On the one hand, it is convenient for the franchisor
because he is assured ofuniform standards. On
the other hand, in the presence of certain settled
franchise contract standards, the franchisee
has a much better and clearer understanding of
the content of the contemplated contract. This
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means the franchisee has increased opportunity
to protect his interests by noting all significant
issues and having them properly and exhaustively
detailed in the franchise contract.

Some of the important statutory obligations when
concluding franchise contracts:
ˤˤ

ˤˤ
ˤˤ

The legal requirement that franchise contracts must be executed exclusively in writing is one of the mandatory requirements of
(Article 475 of CL);
The obligatory registration of franchise contracts in a special register in Latvia;
In Latvia, conclusion of a franchise contract
immediately puts the parties under obligation to sign additional pertinent contracts
that arise from the franchise contract that
are intended to deal with certain special
issues (e.g. employees’ training contract,
product supply contract, etc.). The principal
franchise contract also partly regulates the
content of such additional agreements.

Such a requirement is also very favourable to the
franchisee because owing to statutory guarantee
of indispensability of such additional agreements,
the franchisor is directly obliged to conclude them
and can’t easily avoid this duty, whereas at the
same time the franchisee has more possibilities
to achieve that all the most important issues
are dealt with through the conclusion of such
additional agreements, and thus ensures greater
efficiency of utilising his franchise.
It is worthwhile noting a requirement that goods
franchise contracts concluded in Latvia contain a
clear and detailed description of goods ordering
and delivery procedure and set forth the main
conditions of the procedure. This means that
contracting parties within a franchise contract
may have to describe, in detail, the whole process
of goods delivery - starting from accepting orders,
payment methods, order confirmation, projected
minimum size per order, order amendment and
ending with delivery terms and conditions.
҂҂ Obligations of the franchisor (Article 476 of
CL):
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•

One of the most important obligations
of the franchisor is his duty to disclose
information to the potential franchisee,
i.e. prior to signing the contract the
franchisee should receive in writing all
the necessary information regarding
the franchise offered for sale.

The law provides that such information must
include a general description of the franchise
offered for sale, evidence of the specific rights that
make up the object of the franchise contract, and a
general description of the franchisor’s know-how.
Other included information should be the period
for which the franchise contract is concluded,
contract renewal options, the amount and
payment procedure of compensation for using
the transferred intellectual property objects, and
other information which the franchisor deems
necessary for the conclusion of a franchise
contract.
In our opinion this duty of the franchisor is one of
his most important obligations to the franchisee
because only timely access to the full information
about the acquired franchise will enable the
franchisee to fully utilise its advantages and
achieve maximum results.
Thus, the franchisee is advised to make very
specific written agreements with the franchisor
regarding the content of key information as well as
the procedure and time-schedule of its disclosure.
It is also important that from the very outset the
franchisee has a full understanding of the key
issues such as market potential, sales forecasts
and projected profitability estimates, structure
of the franchisor’s undertaking, obligations of
both franchise contracting parties, financial
obligations of the franchisee to the franchisor (e.g.
liability limits and maximum penalty amounts)
and other important information pertaining to
the specific franchise.
The franchisor’s obligation to train the franchisee’s
employees is yet another and probably one of the
most important of the franchisor’s duties directly
and clearly regulated in Latvian legislation. For
instance, the franchise contract (or a separate
additional agreement attached to the master
franchise agreement) should provide clear
information to the franchisee about key trainingrelated issues, e.g. the training method of the

franchisee’s staff, the number of employees to
be trained, the frequency of training sessions,
whether or not part of the training will take place
abroad, who will bear the training-related costs,
the duration of the training organised by the
franchisor, whether or not the respective training
courses are mandatory, etc.
•

The laws also place a duty on the franchisor to ensure that the intellectual
rights transferred by him are valid, and
that they will remain valid throughout
the contractural period of the franchise
contract.

According to legislative provisions, the franchisor
must provide the franchisee with appropriate
licenses and all other necessary documents
demonstrating that he has all the necessary
entitlements to the complex of intellectual
rights that are being transferred. These include,
for example, trademark license, authorisations to
use promotional attributes (colours, style, marks),
authorisations to use patents and registered
industrial design objects as well as permissions
to use copyright.
•

A separate provision is made about the
obligation of the franchisor to co-operate with the franchisee and to provide
support to him/her.

Such an obligation to co-operate with the
franchisee and provide him with support may
cover both the training of the franchisee’s
employees (including related advice and
instructions) and the ongoing provision of
information about market news and product
upgrades as well as other services and information
necessary for the good use of the franchise.
Therefore it is very important that the franchisee
includes in the franchise contract a detailed
and accurate description of the content of the
franchisor’s mandatory services because this is
the strongest safeguard that guarantees effective
and, most importantly, real protection of the
franchisee’s rights and legitimate interests.
•

The obligation to transfer to the franchisee all documents which are necessary for the franchisee’s operations under the franchise contract.

The list of such documents is usually rather long
(instructions, permissions, licenses, technical
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instructions and regulations, descriptions,
etc.) and, essentially, this requirement covers
all documents which assist the franchisee to
understand the content of the franchise and all
its specific aspects, and ensure that he has every
possibility to properly use the franchise.

In order to ensure that all the intellectual property
transferred to the franchisee and his knowhow is used exclusively for the purposes of the
franchise contract, the franchisor has the right to
conduct preliminary and ongoing controls of the
franchisee‘s operations throughout the effective
period of the franchise contract.

This obligation actually means that in accordance
with the provisions of the franchise contract, the
franchisee has the duty to operate strictly in
accordance with the franchisor’s requirements
and observe business standards and rules set
forth by the latter. Therefore it is very important
for the franchisee to learn beforehand about all
the requirements, to get acquainted with them
and properly prepare to implement them, and
also have his employees prepared and ready to
implement the requirements.
Other most common obligations of the franchisee
included in the franchise contract:
ˤˤ

He has the following rights:
ˤˤ
ˤˤ
ˤˤ
ˤˤ
ˤˤ

To approve the franchisee‘s preparedness for
the franchise activity;
To approve the suitability of the premises
rented by the franchisee for the franchise activity;
To approve the working rules of the franchisee‘s employees;
To set forth a renovation schedule of the
premises rented by the franchisee for the
franchise activity;
To supervise important decisions of the franchisee regarding the business, its management and marketing.

҂҂ Main obligations of the franchisee
• The most important obligation of the
franchisee is to pay compensation to
the franchisor for the transfer of his
franchise.
In Latvia all arrangements pertaining to the
compensation for the granting of a franchise
are left entirely to the parties’ discretion, i.e.
the franchisee and the franchisor are free to set
the amount of the compensation and other key
payment conditions, payment procedure and
time-schedule as they deem fit.
•
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General obligation to use the franchise
specifically in accordance with the franchise contract.

ˤˤ
ˤˤ
ˤˤ

ˤˤ
ˤˤ

Products sold under the franchise contract,
operations as well as trading procedures and
standards, should comply with the requirements applicable for that operation and
business quality;
Separate accounts of franchise-based operations should be kept;
The franchisee is under the obligation to
source products exclusively from pre-approved sources known to the franchisor;
Restrictions can be applied regarding the
target buyer/service user group to which the
goods (services) marketed in the framework
of the franchise contract may be sold;
A duty not to use the franchisor’s commercial secrets in operations other than the
franchise;
A duty to allow the franchisor to control the
franchisee’s operations on site (including
document inspection with or without advance notice).

Sub-franchise possibilities in Latvia
Latvian legislation still does not contain provisions
directly regulating sub-franchise legal relations
but in practice such contracts are concluded. In
Latvia sub-franchise contracts are drawn up in
the framework of general provisions of the Law
on Commerce, Law on Competition and other
legislative acts of Latvia applicable to the principal
franchise contracts.
Liability under franchise and sub-franchise
contracts
Latvian legislation also does not provide for
any specific contractual provisions regarding
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liability of contracting parties in a franchise
contract, therefore it may be very important for
the franchisee to discuss the specific liability
provisions in the contract.
For instance, it may be very important to agree
about solidary liability of the franchisor in cases
when, for example, after concluding the franchise
contract for goods the franchisor supplies the
franchisee with products not conforming to the
agreed quality which the latter then sells on to
the end user, and the end user makes a damages
compensation claim against the franchisee.
Franchise taxation framework in Latvia
The same as in Lithuania, franchise taxation
in Latvia is similar to the taxation of other
business incomes, but in Latvia the franchiserelated income of entrepreneurs (individuals
engaged in private business activity) is subject
to a significantly higher tax tariff; in essence,
this creates more favourable conditions for
concluding franchise contracts exclusively
between undertakings.
҂҂ Taxation of franchise-related income of
persons engaged in private business activity
(entrepreneurs).

From 2011, franchise-related income of individuals
engaged in private business activity is taxed with
the private income tax (hereinafter – PIT) tariff
of 25 per cent.

҂҂ Taxation of franchise-related income of legal entities.

Franchise-related income of legal entities is subject
to the general profit tax tariff of 15 per cent.

It has to be noted that Latvia has certain
incentives to owners of private enterprises and
small companies having the status of a microenterprise. Franchise-related income of legal
entities of this type is subject only to 9 per cent
tax.

The practical benefit of this incentive is
doubtful because the above-mentioned 9 per
cent is calculated from the total income of the
undertaking (i.e. total earnings) rather than
profit. Business costs, including franchise fees,
are not deductible from taxable income, therefore
in reality rather than being smaller, the amount
calculated by this method may even exceed the
sum calculated using the general 15 per cent profit
tax tariff.
҂҂ Possible tax-related specifics in Latvia.
• Latvia also has certain specific tax-related peculiarities in the cases when a
Latvian undertaking pays franchise fees
to a foreign undertaking (entrepreneur).
Current effective Latvian legislation obligates Latvian undertakings to transfer
the greater part of the fee payable under
franchise contracts directly to foreign
undertakings (entrepreneurs), whereas
5 per cent of the due amount should be
withheld and transferred to the state
budget of Latvia.
• In certain cases the above-mentioned
requirement to withhold 5 per cent of
franchise compensation amount may
be waived, e.g. in cases specified in international treaties of the Republic of
Latvia.
• Taking into account the consequences
of the global economic crisis that were
particularly grave in Latvia causing a
wave of bankruptcies of numerous major companies, it is also very important
for the franchisee to take into account
all possible financial and economic
risks, particularly those related to the
possible changes of the tax regime.
To that end it might be worthwhile making
clear provisions in the franchise contract for
an indexation mechanism of the compensation
payable for the franchise transfer and provide
in advance for other contractual safeguards that
would mitigate tax-related risks.
Competition law and franchise in Latvia
Provisions of the Law on Commerce of the
Republic of Latvia applicable to franchise
contracts and related to the Competition law can
be classified into two main groups.
65

Franchise Assessment and Selection

҂҂ Provisions regarding non-competition arrangements.
The Law on Commerce of Latvia prohibits
competition between the franchisee and the
franchisor for one year after the expiry of
a franchise contract. This is the maximum
permitted competition prohibition period.
Another important aspect in this regard is that
the franchisor has the obligation to pay to the
franchisee a compensation for the application of
the restriction. The amount and payment terms
of the compensation must be discussed separately
in the franchise contract.

ˤˤ

ˤˤ

҂҂ Provisions regarding limitations on monopolistic arrangements.
Effective Latvian legislation also contains
numerous provisions designed to limit
monopolies and monopolistic arrangements
which arise from the European Union legislative
requirements and are aimed at prohibiting
such arrangements and contractual provisions
restricting free trade among the EU members.
Consequences of non-compliance with the
provisions can be particularly grave to contracting
parties in financial respect, and fines for violations
of competition law may amount to hundreds of
thousands and even millions of LTL.
When drafting a franchise contract, this reason
alone should be enough for the franchisee to use
the services of professionals and experienced
experts; they would help to properly assess the
above-mentioned risks in advance and give
instructions on how to avoid possible violations.
It is also advisable to seek the advice of lawyers
experienced in the sphere of transfer of intellectual
property rights to avoid possible future claims of
the franchisor.
Summary of legal regulation of franchise
contracts in Latvia
ˤˤ
ˤˤ

ˤˤ
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In Latvia franchise is considered one of the
most complex types of contract.
The Laws on Commerce and Competition
of Latvia set forth the main provisions pertaining to the legal regulation of franchise
that must be included in all franchise contracts concluded in Latvia.
In Latvia franchise contracts must be

ˤˤ

ˤˤ

drawn-up in written form, and they must be
remunerable and entered in a special register.
Before assuming specific obligations under
the principal franchise contract, the franchisee should pay particular attention to
the documents and provisions of the initial
agreement provided by the franchisor.
In Latvia franchise-related income of entrepreneurs (individuals engaged in private
business activity) is subject to a significantly
higher tax rate of 25 per cent. In essence,
this creates more favourable conditions for
concluding franchise contracts exclusively
between undertakings whose general taxation tariff is only 15 per cent. Besides, their
franchise-related expenses are included in
the permitted deductions.
The Law on Commerce of Latvia provides
for a very detailed regulation of the main
duties of the franchisor before concluding a
franchise contract as well as during its conclusion and implementation. This in itself is
very favourable and beneficial to the franchisee but their implementation procedure
and time-schedule must be discussed in detail in the franchise contract.
Today one can claim that Latvian legislature
is sufficiently arranged and adapted for the
conclusion of franchise contracts and provides rather good protection for franchisees’
interests, thus contributing to the successful
development of franchise in Latvia.

5.5.2. Sample franchise contract structure
ˤˤ
ˤˤ

Details of the franchisor
Details of the franchisee

Preconditions leading to the drawing up of the
franchise contract (whereas...)
1.
2.
3.
4.
5.

NOMINATION (subject matter of the franchise contract).
DURATION OF THE CONTRACT (effective period of the franchise contract and renewal options).
FRANCHISE FEES (remuneration under
the franchise contract and procedure for its
calculation).
GENERAL PAYMENT CONDITIONS (remuneration payment procedure).
OFFICE [or shop, catering establishment,

Franchise Assessment and Selection

6.
7.

8.
9.
10.
11.
12.
13.
14.
15.

16.
17.
18.
19.
20.
21.
22.
23.
24.

etc.,] (requirements to the office/shop/catering establishment where services will be
provided/goods will be sold/catering services will be provided).
EXCLUSIVE RIGHTS (are the rights granted on an exclusive basis).
NON-COMPETITION (conditions restricting competition between the contracted
parties, and those outside the contract obligations).
RELATIONS BETWEEN THE PARTIES
(mutual interdependence of the contracting
parties).
TRAINING (training procedure of the franchisee’s employees).
ADVERTISING AND SOFTWARE (advertising techniques and tools, software type
and use).
RECOMMENDED PRICES (prices of services/goods/meals as recommended by the
franchisor to the franchisee).
MARKS (requirements in relation to the use
of service marks).
OBLIGATIONS OF THE FRANCHISOR.
OBLIGATIONS OF THE FRANCHISEE.
TRANSFER OF RIGHTS (the possibility to
transfer the rights arising under the franchise contract to third persons, or the prohibition to transfer such rights).
TERMINATION (termination grounds,
procedure and consequences).
DATA PROTECTION (the handling and
confidentiality of information received under a franchising contract).
SUB-FRANCHISING OPTION (the master
franchiser’s right to sign sub-franchise contracts).
NO WAIVER (failure to exercise any right
does not constitute a waiver of the right).
NOTICES (addresses of the parties and correspondence procedure between the parties).
COMPREHENSIVE AGREEMENT (prevalence of the contract over other agreements
between the parties).
GOVERNING LAW (which national law
will govern interpretation and implementation of the contract)
DISPUTE SETTLEMENT PROCEDURE
(dispute settlement bodies and procedure).
FINAL PROVISIONS (coming into effect,

consequences of partial invalidity, amendment procedure).
ˤˤ

Signatures and details of the parties.

5.6. Franchisee poll
Discussions with current franchisees are the best
way of eliciting information about the franchisor’s
trustworthiness, and real situation of the franchise
under assessment. At the request of a potential
franchisee the franchisor should disclose contact
information of at least some of his franchisees.
Nonetheless, potential franchisees are advised to
seek contacts themselves because the franchisor
may be biased when identifying franchisees to
contact. Visit the franchisees or contact them
by phone. Discussions with current franchisees
will help you understand how provisions of
the franchise contract are implemented in
practice, whether the franchisor discharges his
obligations in a proper way, and what problems
are encountered, etc.
The following questionnaire can be used when
talking to current franchisees:
1.
ˤˤ
ˤˤ
ˤˤ

About the franchisee:
How long has your unit been in operation?
What is the location of your unit?
What was your business experience at the
time of buying the franchise?

2. About the franchisor:
ˤˤ Are you satisfied with the co-operation of
the franchisor?
ˤˤ Does the franchisor fulfil his contractual obligations in a proper way?
3. About unit opening:
ˤˤ Have the assumptions presented by the
franchisor for estimating unit establishment
and unit operation costs been valid?
4. About finances:
ˤˤ What is the revenue of the franchise-based
unit?
ˤˤ Is the operation of the unit profitable?
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ˤˤ
ˤˤ
ˤˤ
ˤˤ

Have the assumptions presented by the
franchisor for estimating unit operation
costs been valid?
Have the revenue and profitability forecasts
made by the franchisor been valid?
What was the payback period of your investments?
What, if any, unforeseen costs have you incurred?

5. About daily operations of the unit:
ˤˤ Did the franchisor provide you with a clearly structured view of the unit’s operation?
ˤˤ Did the franchisor provide you with methodical materials about the organisation of
daily procedures?
ˤˤ Please outline what an ordinary day consists
of?
ˤˤ How many hours a day do you work?
6. About the product/service:
ˤˤ Does the product/service live up to the advertised quality?
ˤˤ How is the supply of goods/services organised?
ˤˤ What goods/services are supplied by the
franchisor?
ˤˤ Is the organisation of the franchisor’s supply
smooth and appropriate to the needs?
ˤˤ Is it cheaper to buy from the franchisor
rather than external suppliers?
7. About the support provided by the franchisor:
ˤˤ What support does the franchisor provide?
ˤˤ Does the content of the support meet franchisees’ needs?
8. About positive and negative aspects and
problems:
ˤˤ Are you satisfied with your investment?
ˤˤ In your opinion, what are the strengths of
the franchise?
ˤˤ Have you been disappointed by some aspects of the franchise business?
ˤˤ What problems did you encounter before
and after unit opening?
ˤˤ In your opinion, what are the weaknesses of
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ˤˤ

the franchise?
Would you recommend investing in this
franchise?

Results of the franchisee poll will supplement the
information about franchise terms and conditions
disclosed by the franchisor and collected by
yourself. It will aid a critique of the reliability
of the information disclosed by the franchisor,
a better understanding of the functioning of the
franchise in general, the reality of franchising
from the eyes of individual franchisee’s, and an
informed perception of the possible problems
and faults with the franchise system.

5.7. Negotiations with
the franchisor
After the franchisee had agreed with the franchisor
to sign a contract, they will hold negotiations
regarding specific terms and conditions. Below
we provide a detailed list of issues to be discussed
that will allow proper preparation for the franchise
contract negotiations.
1.1. Object of the franchise contract. Definition
of the rights that will be transferred under the
franchise contract (copyrights and related rights,
patents, trademarks, industrial design, integrated
circuit topographies or other rights, know-how,
descriptions of processes, other knowledge).
1.2. Issues of licences necessary for operations
under the franchise contract. Which contracting
party has the duty of obtaining licences (if
appropriate) to engage in the activities under the
franchise contract, and which contracting party
pays the related costs.
1.3. Methods and scope of using trademarks
and service marks. The rules applicable to the
manner and scope of the franchisee’s right to use
the trademarks and service marks granted to him
under the franchise contract.
1.4. Methods and scope of using the company
name. The rules applicable to the manner and
scope of the franchisee’s right to use the company
name granted to him under the franchise contract.
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1.5. Methods and scope of know-how use. The
rules applicable to the manner and scope of the
franchisee’s right to use the know-how granted to
him under the franchise contract.
1.6. Methods and scope of patent use. The
rules applicable to the manner and scope of the
franchisee’s right to use patents granted to him
under the franchise contract.
1.7. Compensation under the franchise contract;
its amount, calculation and payment procedure.
The amount of compensation under the contract
for the use of the rights (one-off payment, ongoing
payments, etc.), its calculation method (fixed
amount, a percentage of turnover, profit, etc.)
and method of payment (monthly, quarterly, etc.);
1.8. Franchisee’s premises where operations
under the franchise contract will take place. The
franchisor’s requirements to premises where
operations under the franchise contract will take
place:
1.8.1. Window dressing (window size,
arrangement of goods or service advertisements
in the windows, etc.);
1.8.2. Sign design (size, colour, form of signs,
their placement in the premises, etc.);
1.8.3. Outfitting of internal areas (decoration
of internal areas of a shop/office/catering
establishment, furniture of the shop/office/
catering establishment and its arrangement);
1.8.4. Who bears outfitting costs of the
premises (distribution of premises outfitting
costs between the contracting parties);
1.8.5. Requirements of the location, size and
layout of premises (location of the premises in
the country or city, floor of the building, size
of the premises, whether the premises has to
include one large room or whether they have
to be divided into smaller spaces, etc.);
1.9. Issues related to operations under the
franchise contract. Rules applicable to the
franchisee when operating under the franchise
contract:
1.9.1. For retail trade:

1.9.1.1. Product range (number and type of
products the franchisee should be offering at
a time, range update frequency);
1.9.1.2. Arrangement of goods (location and
arrangement of goods inside the premises);
1.9.1.3. Supply issues (who supplies the goods
to the franchisee, how often should the goods
be delivered, etc.);
1.9.1.4. Storage capacity of the franchisee
(product quantity that the franchisee must
be prepared to accept and store);
1.9.1.5. Number of shops (number of shops
that the franchisee undertakes to open and/
or must open in the specified territory).
1.9.2. For services franchise:
1.9.2.1. Range of services (number and type of
services that the franchisee undertakes and/
or has the right to provide);
1.9.2.2. Tools required for service provision
(tools that the franchisee must equip himself
or tools that the franchisor will supply); Who
bears equipment costs;
1.9.2.3. Number of service outlets (number
of outlets that the franchisee undertakes
and/or has the right to open in the specified
territory).
1.9.3. For public catering franchises:
1.9.3.1. Menu (menu of the catering establishment, cooking recipes, etc.);
1.9.3.2. Product supply (suppliers that the
franchisee is obliged to sign product supply
contracts with);
1.9.3.3. Number of catering establishments
(number of catering establishments that the
franchisee undertakes and/or has the right to
open in the specified territory).
1.10. Information technologies for book-keeping
and other purposes (what information technology
is the franchisee obliged to use in his operations,
which party bears IT installation and maintenance
costs, etc.).
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1.11. Software required for operations under the
franchise contract (what software is the franchisee
obliged to use in his operations, which party bears
software installation and maintenance costs, etc.).
1.12. Advertising and marketing:
1.12.1. Pre-approval of advertising and
marketing materials by the franchisor (the
franchisee’s duty to obtain the franchisor’s
pre-approval of any advertising and marketing
materials; the franchisor’s duty to supply the
franchisee with the network-wide advertising
and marketing materials; which party bears the
related costs, etc.);
1.12.2. Advertising techniques (the franchisee’s
duty to obtain the franchisor’s pre-approval
of all advertising techniques; recommended
advertising techniques, etc.);
1.12.3. Amount allocated for advertising and
marketing (setting the amount which the
franchisee undertakes to allocate to promote
operations under the franchise contract);
1.12.4. Marketing strategy (obligations of the
parties to develop and implement a marketing
strategy);
1.12.5. Marketing channels and target audiences
(identification of marketing channels and target
groups).
1.13. Public relations:
1.13.1. Public relations strategy (obligations of
the parties to develop and implement a public
relations strategy);
1.13.2. Public relations tools (identification
of public relations tools to be employed by
the parties to disseminate information about
operations under the franchise contract);
1.13.3. Amount allocated for public relations
(setting the amount which the franchisee
undertakes to allocate for public relations in
connection with the operations under the
franchise contract).
1.14. Issue of franchisee’s third party liability
insurance. The contract provides for the
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franchisee’s obligation to take out insurance cover
of his third party liability.
1.15. Issue of involvement of the franchisor’s staff
in the opening of the first shop/office/catering
establishment. The contract provides for ways
in which the franchisor must contribute to the
opening of the franchisee’s first shop/office/
catering establishment:
1.15.1. Franchisor’s obligation to be involved
in the opening of the first shop/office/catering
establishment (the franchisor undertakes to
send his representatives who will consult with
the franchisee as he prepares to open his first
shop/office/catering establishment; duties of
the franchisor’s representatives);
1.15.2. Franchisor’s accommodation and travel
costs (who bears the costs associated with the
participation of the franchisor’s representatives
in the opening of the first shop/office/catering
establishment).
1.16. Competition restriction. Rules restricting
competition between the franchisee and the
franchisor or competition with third parties.
1.17. Sub-franchise. Provisions regarding the
master franchisee’s duty or right to grant a subfranchise; sub-franchise contract terms and
conditions:
1.17.1. Right or duty of the master franchisee
to grant sub-franchise (the obligation of the
franchisee to sign one or more sub-franchise
contracts in the specified territory over a
specified period of time; alternatively, the
contract may only say that the franchisee has
been granted such a right);
1.17.2. Conditions for granting a sub-franchise;
selection criteria (conditions on which
the master franchisee can conclude a subfranchise contract; criteria applicable to the
sub-franchisee for the master franchisee to be
able to sign a sub-franchise contract with him);
1.17.3. Terms and conditions of the subfranchise contract.
1.18. Separability of the franchisor’s and
franchisee’s operations. The franchisor and the
franchisee operate separately and independently
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of each other but are linked through contractual
relations.

form of such reports and information provided in
the reports; the frequency of submitting reports.

1.19. Human resources. Issues associated with the
staff composition, qualification, selection, etc.:

1.24. The right of the franchisor to control the
franchisee’s compliance with contractual requirements. The right of the franchisor to enforce the
contractual obligations of the franchisee; the control procedure and frequency of control.

1.19.1. Qualifications of staff (qualifications
required of the franchisee’s staff employed in a
shop/office/catering institution operating under a franchise contract);
1.19.2. Staff training (what staff training courses
must be arranged, who bears the related costs);
1.19.3. Dress code of the staff (the dress code
employed in a shop/office/catering institution
operating under a franchise contract).
1.20. Effective territory of the franchise. Definition of the territory where the franchise contract
is effective as well as the area where the franchisee
is entitled to open shops/offices/catering establishments.
1.21. Exclusiveness and non-exclusiveness of the
rights granted under the franchise contract. The
franchisor’s right to grant a franchise to third persons in the same territory.
1.22. Upgrading of the franchise object. What
happens if either party upgrades the franchise
object (increases its value, makes an improvement, etc.):
1.22.1. Compensation by the franchisor to the
franchisee if the object has been upgraded by
the latter (for instance, the franchisor may reduce compensation under the franchise contract, etc.);
1.22.2. Duty of the franchisor to share franchise
upgrades with the franchisee and the timeschedule for doing this (a duty of the franchisor
to provide the franchisee with permission to
use any upgrades of the franchise object; the
period after upgrading within which the franchisor must fulfil the duty; compensation).
1.23. Sending reports about the franchisee’s operations to the franchisor; form and frequency
of reporting. The obligation of the franchisee to
send reports to the franchisor about results of
his operations under the franchise contract; the

1.25. An agreement as to which party pays the fees
to public institutions arising from the contract.
The mutual agreement between the franchisor
and the franchisee setting out which party is to
pay which fees to public institutions arising from
the franchise contract.
1.26. An agreement as to which party pays other
fees arising from the contract, detailed fee information. Which party is to pay other fees arising
from the franchise contract (licence fees, etc.); all
possible fees are listed.
1.27. Third party (e.g. bank, shareholders’) guarantees on the franchisee’s behalf. What guarantees are there, from what persons, and for what
amount?
1.28. Effective period of the contract. The effective
period of the contract and other related issues:
1.28.1. Possibility of renewal (does either party
have the right to renew the contract after its
expiry);
1.28.2. Renewal terms and conditions (in what
cases and on what conditions is the franchisor
or the franchisee entitled to renew the contract,
and how it should be done?).
1.29. Franchise contract termination grounds.
The grounds on which the franchise contract may
be terminated unilaterally or otherwise.
1.30. Consequences of franchise contract termination. The definition of the parties’ rights and
duties in respect of items used in the business
operations under the franchise contract (in the
event that the franchise contract is terminated):
1.30.1. What happens to products in a case of
contract termination (how to handle all the
goods purchased under the franchise contract
after its termination, because it will no longer
be permissible to use the rights transferred
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under the franchise contract);
1.30.2. What happens to marketing materials
in a case of contract termination (does the
franchisee have a duty to return all marketing
materials to the franchisor, and how will his
costs associated with their manufacture be
compensated).
1.31. Possibility for the franchisor to transfer his
rights under the franchise contract. The provisions setting forth whether the franchisor is entitled to transfer his rights and duties to a third
party; the transfer grounds and procedure.
1.32. Liability of the parties for non-fulfilment of
the contract. Provisions setting out the parties’
liability for failing to perform under the contract,
or for improper fulfilment of the contract:
1.32.1. Forfeit (the amount which the defaulting
party is liable to pay to the other party).
1.33. Contract languages, main language. Provisions setting out the language in which the contract has been drawn-up and the version that will
prevail in case of discrepancies between texts in
different languages.
1.34. Consequences of partial invalidity of the
contract. Provisions setting forth the effect of
invalidation of one or several of its provisions to
the validity of the contract as a whole.
1.35. Governing law of the franchise contract.
National law that will govern interpretation and
implementation of the franchise contract.
1.36. Arbitration clause. Disputes between the
parties shall be settled in a court of arbitration
rather than a court of law.
1.37. Jurisdiction. What courts, and in which
country, will examine disputes arising from the
franchise contract.
1.38. Duty of the parties to have the franchise contract duly registered. Which party must record
the franchise contract in the necessary register.
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About the project
The book Buying a Franchise - Highway to Business Success was published in the framework of
the project Research of Latvia-Lithuania Cross Border Regions’ Attractiveness for Franchising
Development. The main objective of the project, co-financed by the European Regional
Development Fund, is to boost the attractiveness of Lithuania-Latvia cross-border regions for
the development of franchise systems. Implementation of the project allows for identification
of the potential created by Lithuania-Latvia cross-border regions, to utilise the opportunities
offered by international franchises. This will stimulate the overall economic growth of the
regions, creation of new jobs, and the emergence of new franchisors and franchisees, etc. The
project also aims to improve the level of franchising knowledge among Lithuanian and Latvian
investors and stimulate co-operation between Lithuanian and Latvian investors and franchise
networks interested in establishing a presence in the regions.
About the Lithuanian Franchise Centre
The Lithuanian Franchise Centre (LFC) is an autonomous organisational formation under the
Lithuanian Business Employers’ Confederation (LBEC). The purpose of the Lithuanian Franchise
Centre is to encourage the spread of the franchising business model that so far remains a rather
new and underdeveloped sphere in Lithuania. The Lithuanian Franchise Centre is a competence
and information centre with access to methodical tools and the information necessary to offer
assistance to both franchisors and franchisees. Further, it will enable them to avoid fundamental
mistakes and to develop their business efficiently using the franchising business model.
Please visit the LFC website www.fransizescentras.lt or call +370 5 249 8345 for more information.
About Lithuanian Business Employers’ Confederation
The Lithuanian Business Employers’ Confederation (LBEC) is a non-government and nonprofit organisation. LBEC was established on June 24th, 1999 by a merger of two major
SME confederations the Lithuanian Business Employers’ Confederation and the National
Confederation of Entrepreneurs.
At present LBEC brings together more than 2,000 companies and 49 associations (regional
and branch associations). It is the biggest representative of both small and medium businesses
in Lithuania. Members vary in size and range from private enterprises with 1-2 employees to
major concerns with up to 3,000 employees. LBEC members are from various enterprises as well
as foreign capital entities, state enterprises and public establishments. LBEC seeks to create a
democratic and business-friendly environment in the country, stimulating job creation, initiative
and creativity in business, and investment in the Lithuanian economy ( guaranteeing safety).
The main task of the Confederation is to work towards a favourable economic, legal, social and
ethnic business development environment in the country.

74

About Latvian Business Employers’ Confederation
The Latvian Business Employers’ Confederation (LBEC) is the largest association in Latvia
representing business interests in the spheres of business development, education, employment,
social security, healthcare, labour legislation and labour safety. LBEC acts as a social partner of
the Government. The Confederation also engages in dialogue with the general public and local
government institutions. LBEC brings together approximately 60 different associations and
enterprises with a workforce of more than 50 employees. More than 5,000 members of LBEC
are employers of approximately 40 per cent of the Latvian population. At the international
level, LBEC is an active member in the following organisations: International Organisation
of Employers (IOE), Business and Industry Advisory Council (BIAC) under the Organisation
of Economic Cooperation Development (OECD), and the European Business Confederation
(BUSINESSEUROPE). LBEC has its representatives in the European Economic and Social
Committee, and eight consulting committees of the EU, and three EU agencies.
About Klaipėda County Employers‘ Association
Klaipėda County Employers’ Association (KCEA) was established on October 12th, 2007.
The Association brings together the business community (small and medium enterprises and
their associations) of the Klaipėda region. The main aim of the Association is to work towards
the formation of a favourable legal, political, social and psychological environment for the
establishment and development of business in Klaipėda city and region. Today KCEA represents
the interests of entrepreneurs from Klaipėda county in the Tripartite Council at the Municipality
of the City of Klaipėda, the Tripartite Commission at the Klaipėda Territorial Labour Exchange,
and the Lithuanian small and medium business council at the Ministry of Economics of the RL.
KCEA is also a member of the Lithuanian Business Employers’ Confederation.
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A Study of the Franchising Attractiveness within the Lithuanian and Latvian Regions
A study has been carried out during the implementation of the project Brand 4 Baltic in the
framework of the Lithuania – Latvia cross border co-operation program. It was carried out by
experts of the Lithuanian Business Employers’ Confederation, Lithuanian Franchise Centre and
Advanced Advice strategic development and project management consulting company, during
the period of September – October 2010.
Criteria for assessing the attractiveness of franchising have been identified through opinion
studies of franchisors and consultants, as well as through analysis of secondary sources and
assessments by franchising consultants. The following are the results: the presence of conditions
favourable for the development of franchise-based businesses in Lithuania and Latvia has been
confirmed; the analysis identified the most attractive regions for franchising development.
Ratings of the regions by degree of their attractiveness for franchising have been compiled
during the study. Results have revealed that on the regional level, conditions in the regions of
Lithuania are more attractive for franchising development than those prevailing in the regions
of Latvia. Riga and Vilnius regions were found to be the most attractive for franchising. The
findings were no surprise: good business conditions in the regions are determined by a higher
development level and the status of national capitals. Nonetheless, the development of franchises
is not restricted to the capital cities alone. Further business expansion requires more attention
to the regions, therefore it was important to identify the regions that are the most attractive for
the development of this kind of business.
After the capital cities, the regions of Kaunas and Klaipėda were found to be the most suitable for
franchising development because of favourable conditions for the development of public catering
services (clothing, footwear and food retailing). It has been noted that business consultancy
services are well-developed not only in these regions but are also advanced in Utena and Telšiai.
In Telšiai region conditions for the development of premises maintenance services are better
than those existing in Klaipėda. Šiauliai region that was at the bottom of the ratings table has
identified potential for the development of household appliances and cosmetics. Besides, thanks
to the presence of the high demand and well-developed infrastructure, the Latvian regions of
Kurzeme and Zemgale (albeit rather low in the overall ratings table) are more likely to succeed in
the entertainment business (more so that most of the regions of Lithuania). Generally, Lithuania
and Latvia are attractive for foreign franchise networks, but there needs to be sufficient interest
from the local business community, and an awareness of the advantages offered by the franchise
business model. The study report emphasises that information about the franchising business
model should reach as many entrepreneurs as possible. That way, potential franchisees can begin
to learn about the advantages and disadvantages of the business model, and attract the exclusive
attention of franchise networks offering know-how.
The aim of the study is to provide information to franchisors looking for business expansion
opportunities in Lithuania and Latvia, as well as to familiarise potential buyers of franchises with
the conditions required for starting and developing a business in specific regions of the Baltic
countries. It is expected that the positive findings of the study will result in medium and small
franchises appearing in Lithuania and Latvia, and that the franchise prices will be affordable to
small entrepreneurs in those countries.
The study report is available online at www.brand4baltic.com.
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