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Preface:  How to Use this Guide

This guide to minority franchising grew out of the experience of The Franchise Partnership, a five-year old program to help Chicago-area entrepreneurs open successful franchise businesses.  

This is not a general guide to franchising. Many such books and websites already exist.  This guide focuses on the distinctive opportunities and challenges facing minority individuals who want to become business owners as they consider franchising, and it provides a road map for the aspiring entrepreneur to move from the investigation stage to franchise ownership.  We encourage you to work through the following process in using this guide:

1. Before reading this guide, review several of the background resources listed in the next section to master the basics of franchising. 

2. After you have absorbed the background material, read this guide and decide if you want to seriously explore franchise ownership.  

3. If you decide to investigate franchising, use this guide with its worksheets and appendices as a reference manual.  If you decide at each stage that you want to move forward, this guide can help you: 

a. Determine the type of neighborhood in which you want to build your business 

b. Select a franchise system 

c. Create a business plan 

d. Secure financing 

e. Secure a site 

f. Launch your business  
Overview of Background Materials

We recommend that you review the web sites and publications listed below.  These sources present generally accurate information about franchising, but each one does so from the perspective of different programmatic, or business, or philosophical interests.  As in most fields, it is necessary to develop your own integrated understanding of franchising from sources that sometimes disagree.  The sources noted below fall into three broad categories: 

· Introductions to Franchising:  Publications of instruction for prospective franchise owners that define the basic terms of franchising, discuss the reasons why companies and individual entrepreneurs chose this form of business organization, explain the regulations that govern franchising, and review the actions that thoughtful entrepreneurs take in selecting the franchise with which they align themselves.      

· Franchise Directories:  Publications that condense some of the information contained in the franchise guides and go on to provide information about hundreds of franchise systems, giving the reader a quick way to compare the basic concepts, fees, total required investments, support services and other features of different franchises.   
· Franchise Literature:  Books and articles that tell the stories of individual entrepreneurs and companies engaged in franchising or that analyze franchising as a business phenomenon.   
Franchise Introductions 

The Franchise Partnership urges you to review at least two of these resources, which are available on line, before reading the body of this guide to franchise ownership. 

www.franchise.org
The International Franchising Association (IFA) is a trade association with a larger membership of franchise networks than any other organization.  The IFA membership also includes many individual franchise owners and "supplier members" that are firms of attorneys, consultants, brokers, and others involved in franchising.  (The Franchise Partnership is a member of the IFA).  Through its web site the IFA offers a free publication, An Introduction to Franchising, which is a thorough discussion of the issues that concern a prospective franchise owner, written in simple, straightforward language.  As you might expect, the IFA is a booster of franchising; so while the IFA’s “Introduction” includes due cautions, its perspective on franchise issues is optimistic.  The IFA also maintains a staffed, standing committee on “Minorities in Franchising”.  This committee has a page on the IFA web site that notes current events and educational opportunities that will be of interest aspiring minority entrepreneurs.    


Also in 2002 the IFA created a special issue of its magazine, Franchising World, which is dedicated to Minorities in Franchising.  Articles in this issue briefly discuss: how to evaluate a franchise, sources of business funding, and the steps involved in the business development process.  This issue also offers stories on the diversity or outreach programs of some major franchise companies.   

www.ftc.gov
The Federal Trade Commission (FTC) is the federal agency charged with regulating franchising.  Through its web site the FTC offers, A Consumer Guide to Buying a Franchise, a brief, free document that notes questions you should ask about the overall process of selecting a franchise and about specific segments in documents that a franchise company must provide to a prospective franchise buyer.   

www.sba.gov
The Federal Trade Commission (FTC) is the federal agency charged with regulating franchising.  Through its web site the FTC offers, A Consumer Guide to Buying a Franchise, a brief, free document that notes questions you should ask about the overall process of selecting a franchise and about specific segments in documents that a franchise company must provide to a prospective franchise buyer.   

www.aafd.org
The American Association of Franchisees and Dealers (AAFD) represents some 12,000 franchise or dealership owners.  The AAFD offers on-line a free booklet, “Roadmap to Buying a Franchise” that emphasizes a defensive posture for a franchise buyer in dealing with a franchise company. 

Franchise Directories 

General information about franchising can become more meaningful when it is considered in light of data about specific franchise companies.  At least six directories are published annually that summarize basic facts about hundreds of franchise companies in a comparable format.  The staff and advisors of the Franchise Partnership, have found two of these directories especially useful, and if you decide to seriously explore franchising we encourage you to acquire at least one of them to use in conjunction with this guide.      

· Bond’s Franchise Guide is notable for the number of franchises it includes and the relatively extensive information provided about each company.  Bond’s directory also includes succinct and candid introductory information about franchising.  It is published annually.  For the past several years Bond’s has also annually produced Bond’s Minority Franchise Guide.  This publication contains essentially the same information as the basic Bond’s directory, with an added category that describes any program or incentive the franchise company offers particularly to minority franchisees. This directory presents a smaller group of franchise companies that choose to list themselves in a book targeted to the minority community.  The Bond’s directories are available through several on-line services including Amazon.com, Pdxbooks.com., and Sourcebooks.com.  

· Franchise Opportunities Guide is published semi-annually by the IFA, and virtually all of the companies that list themselves in this directory are IFA members.  Like the Bond’s directories, the Franchise Opportunities Guide provides relatively detailed information on a broad range of companies and includes useful introductory information on franchising.  It is available directly from the IFA at www.franchise.org.      

Franchise Literature  

In addition to free introductions provided by trade associations or public agencies, several books that introduce potential business owners to franchising  receive moderate to good reviews from Franchise Partnership staff and our professional advisors in the franchise industry.  These books are available for a price from amazon.com and in many bookstores.  They include:    

· Franchising 101 by the Association of Small Business Development Centers and Ann Dugan 

· Franchising for Dummies by Michael Seid and Dave Thomas 

· Tips & Traps When Buying a Franchise by Mary E. Tomzack  

The larger trade publications of franchising include many articles of non-specialist interest and may help some investigators become more familiar with franchising.  These publications are:  

· Franchise Times: www.franchisetimes.com 

· Franchise Update: www.franchise-update.com
· Franchise World: www.franchise.org (the regular publication of the IFA)  

Several national newspapers and magazines also run regular features on franchising.  These include: 

· Black Enterprise: www.blackenterprise.com
· Entrepreneur: www.entrepreneurmag.com
· Inc.: www.inc.com 

· The New York Times: www.nytimes.com
· USA Today: www.usatoday.com
· The Wall Street Journal: www.wsj.com  

The FP also recommends another book that is not an introduction, directory, or analysis of franchising so much as a set of stories about people’s experiences as franchise owners.  This is Franchise Dreams, by Peter M. Birkeland.

I.
Franchising Fundamentals

For good or ill, the days of the successful ma and pa business are largely over. Still, many minorities have a desire to own their own business because small business ownership can lead to financial independence. One route to success is through franchising. Franchising offers a way for small businesses to meet competitive pressures from large businesses and address the enormous complexity of running a successful small business. But it involves a trade off: You buy into a proven business system, but give up a certain amount of independence and creativity.

Using This Section on Fundamentals 

The preface to this guide refers you to background readings, including several introductions to franchising that are available free and on-line.  While urging you to use these sources, we have included the following brief section on franchising fundamentals for two reasons:  

· The existing introductions to franchising cover a broad range of information.  Here we highlight the facts that we think are most important to a minority entrepreneur's investigation of franchising as a path to business ownership.

· The existing introductions show how even the basic facts about franchising can be viewed from different perspectives.  Because you may be using this guide extensively, we want you to know our perspective on the fundamental facts about franchising. 

The Core Concept

In a franchise business arrangement a franchisor (a company that offers franchises) provides a franchisee (an owner of an individual business) with certain benefits and services:

· The right to operate a business using the franchisor’s name and trademarks; 

· A comprehensive system for operating the business, in which the franchisee is trained; and

· Frequently, professional marketing services, collective purchasing power, direction in store development and ongoing advice and direction in the operation of the business. 

In return for these benefits and services, the franchisee pays substantial fees to the franchisor—usually an initial franchise fee, continuing service fees or royalties, and fees for some specific services, such as marketing.
   

To appreciate the value and power of this essentially simple type of business arrangement, we need to consider the advantages and disadvantages of franchising from the perspective of the franchisee and the franchisor.  

Advantages of Franchising 

A Proven System of Operation  

How many times have you performed an extremely complex type of task for the first time and carried it out well?  Most honest people would report the same outcome.  Yet building a small business today is one of the most challenging jobs anyone can undertake.  And when you launch a small business with your own resources, you will probably be committing a large part of your personal assets and years of your life.  You cannot afford the mistakes of an amateur.  The fundamental advantage of franchising is that it reduces many of the unknowns of a business start up, especially for the new entrepreneur who is developing a substantial business for the first time.  Instead of trying to make a new business concept work, a franchisee replicates a type of business that the franchisor and other franchisees have developed dozens or hundreds of times.   

Common Market Identity  

A franchise operates under a common name and trademark with the other businesses that use its proprietary system of operation.  Because the system is the same, customers will have about the same experience in any franchise.  So customers will eat a meal away from home at a franchise where they know the menu, stop at a motel with the familiar name, take their printing or shipping job to a shop in the chain that did a good job last time.  This predictability has been a major factor in building a customer base for many franchise networks.        

Training

A franchisor trains the franchisee in the application of the franchise system.  Depending on the complexity of the business and the quality of the franchisor, this training will entail several days to several weeks of classroom instruction, along with on-the-job experience at an operating franchise, followed by a franchisor representative working with the new franchisee for a day to a week around the time of the franchise opening.      

Start Up and Ongoing Support 

A franchisor will guide the franchisee in the critical decisions involved in starting his business: selecting a site, designing and merchandising the franchise store, securing equipment and initial inventory, hiring and training staff, beginning systematic marketing.  

The franchisor will also assign experienced professional staff to monitor a franchise’s performance and provide advice and direction in regular operations.  This ongoing engagement in the franchisee’s business has two purposes:  It ensures that the franchisee will follow the franchise system, protecting the value of the network’s market identity.  It also gives the franchisee a consultant who is intimately familiar with this type of business to provide advice and problem solving assistance.  

Collective Buying Power 

A franchisor can coordinate the purchasing power of the entire franchise network, securing favorable prices for goods and services for all franchisees. 

Membership in a Community of Franchisees 

A franchisee joins a network of other franchise owners and operators.  Fellow franchisees can provide valuable advice, informal mutual assistance, and simple friendship.  Staff and advisors of the Franchise Partnership have known long-term franchisees who value their ties with other franchise owners as much as their relationship with the franchisor.

Disadvantages & Costs of Franchising

Restrictions on Independence 

A franchisee cannot independently decide to operate his business in ways that differ fundamentally from the system associated with the market identity of the franchise network.  A franchised restaurant cannot invent a new menu; a postal store cannot drop system-wide services; an auto lubrication shop cannot suddenly decide to specialize in foreign cars, etc.  Franchisees constantly make adaptations to local market conditions with the franchisor’s permission, and they work with the franchisor and other franchisees to carefully test system innovations.  But an individual franchisee does not have the latitude for implementing his own ideas that an entirely independent small business owner possesses.  

Reliance on the Franchisor’s Integrity and Performance 

If a franchisor company constantly strives for win-win outcomes with its franchisees and conscientiously provides all the services listed above as advantages, individual franchises are likely to prosper.  Unfortunately, not all franchisors act this way.  Franchisors inherently have more power than individual franchisees in their business relationships.  Franchisors sometimes abuse this power by skimping on services, by managing the system laxly so that the value of the franchise identity deteriorates, by competing with their own franchisees, by profiting unduly from collective marketing or purchasing arrangements, and in other ways.    

However in 2001, a study by the US General Accounting Office (GAO) and the Federal Trade Commission (FTC) found that, during the previous seven years, fewer than .05% of franchisees had registered complaints of misconduct with federal agencies against their franchisors.
,  Similarly, a 1998 survey by the Gallup organization, commissioned by the International Franchise Association (IFA), found that  66% of franchisees felt that their expectations in buying a franchise were met or exceeded; less than 10% said that their expectations were wholly disappointed, and more than two thirds would sign their franchise agreements again if given the opportunity.  Approximately 75% of franchisees felt that their franchisors provided a good or adequate level of service, contributing to their satisfaction.
 

While research indicates that unethical or poor performance by franchisor companies is atypical, the possibility that the franchisor will not perform according to expectations is one of the significant risks of franchise ownership.  A prospective franchisee can mitigate this risk by thoroughly researching a franchisor before signing an agreement.  

Fees  

Franchising always entails the payment of substantial fees by the franchisee to the franchisor.  In most franchise systems, these fees are of four types:           

· Initial Franchise Fee:  This fee is usually paid by the franchisee at the time the franchise agreement is signed.  Franchise fees typically cover a franchisor’s expenses for marketing its franchise offering, screening candidates, training new franchisees, and providing the intensive support that franchisees require around the opening of their businesses.  As a rule of thumb among quality franchisors, the franchise fee is set to cover these costs and does not add significant profits to the franchise company.  In a survey that considered franchise legal documents issued between 1996 and 1998, the International Franchise Association (IFA) found that franchise fees varied greatly between on franchised industry and another.  The overall average franchise fee at that time was $10,800; this figure would certainly be higher today. 
  

· Royalty or Continuing Service Fee:  This fee is paid by the franchisee on a regular basis, usually weekly or monthly, as long as the franchise relationship continues.  Franchisors typically use royalties to cover their costs of providing continuing services and meeting overhead.  Royalties are also the principal source of profits for the majority of franchisors.   In most franchise systems royalties are a percentage of the franchisee’s gross sales.  In some systems the royalty is a flat fee, or is capped at some level, or is based on an entirely different formula peculiar to the economics of that industry.  In, 1996 through 1998, most franchises fell into a range between 3% and 6% with franchises that primarily involve product sales tending to the low end of this spectrum and pure service businesses often at 6 or 7% or higher. 
 

· Marketing Fees and Required Expenditures:  Most franchise systems charge franchisees distinct fees for marketing services and require franchisees to spend minimum amounts on local advertising.  Commonly, franchisees are required to pool these local advertising expenditures in a cooperative fund with other franchisees in the region.  In the large majority of franchise systems, these marketing and advertising dollars are not a source of profit to the franchisor.  Marketing fund fees are used entirely for the creation of professional marketing materials and related services; advertising monies are used solely for media buys.  The franchisor often exercises fiduciary responsibility for the use of these funds, and local and national councils of franchisees frequently have a strong voice in how funds are used.  The amounts of marketing fees and required expenditures vary widely, as determined by competitive pressures within different industries.  A typical arrangement might require a franchisee to pay 1% of his or her gross sales to a national fund for the creation of marketing materials and spend 3% of gross sales in local advertising, with most of these local dollars spent through a regional cooperative.   

· Special Service Fees:  Most franchisors charge distinct fees to cover their services in unusual situations.  For example, if a franchise owner-operator is ill and has no qualified manager to operate the franchise business, the franchisor will send in a trained manager until the franchisee can resume coverage, and charge a fee to cover the costs of this service.  Or if the franchisee sells his business, the franchisor will charge a fee to cover his costs of screening and approving the new franchisee.  Such fees are usually cost-based and not significant sources of profit to the franchisor, with amounts or formulae for determining them stated in the franchise agreement.    

Risk Management and Personal Choice 

Most entrepreneurs who grasp the advantages and accept the limitations and costs of franchising do so to reduce their risk of business failure.  The extent to which franchising, overall, reduces this risk is questionable.  In the past some franchisors and franchise boosters claimed that rates of failure for franchise businesses in general were much lower than those for independent start-up businesses.  Some analysts have pointed out that data provides an insufficient basis for these assertions and questioned any claims for superior security for franchise businesses.  

What we know -- because the federal government requires franchisors to report this information -- is the number of franchises in any given network that were sold or closed, along with the total number of franchises in that network, each year. (For example, we could know that franchise network X had 900 franchises at the end of 2003 and that 70 franchises were either sold or closed.)  Franchisors are required to make this data for the last three years publicly available, and historical information can be secured.  In 1999 the International Franchise Association (IFA) analyzed this type of data for some 1200 franchise companies (most of the franchises operate in several states).  The IFA found that the median annual rate of attrition (franchises sold or closed) for these franchises was 11.3%, and it was 5.4% for franchises that were closed rather than sold.  Hundreds of franchisors had attrition rates of less than 10%.
  This finding was consistent with research that the Franchise Partnership undertook in 1998 and 2002 when we readily identified several hundred companies in a limited number of fields, operating or registered in the state of Illinois, that had annual attrition rates of less than 10%.     

Such rates of attrition seem low compared to percentages of failure for small businesses overall which have been estimated by the US Department of Commerce at levels of 30% or higher for businesses in their first year of operation.
   However, the debate about the success or attrition rate for all franchises is sterile.  We do not have the data to determine and usefully compare rates of business success, and if we did, the answers would probably be of interest only to scholars.  

What is of interest to individual entrepreneurs exploring franchising is that some franchise companies have demonstrated the capacity to reduce risks for their franchisees, through their attrition rates and other historical evidence.  Others have not.  And an aspiring franchisee can tell the difference with moderately careful research.  An entrepreneur who wants to consider the basic franchise bargain of know how and reduced risk in return for following a system and paying fees has a clear way to proceed in the examination of individual franchise companies, which we describe in subsequent chapters of this guide.  

The Scope of Franchising 

The combination of advantages, disadvantages and costs entailed in franchising has added up to a winning deal for tens of thousands of franchise business owners over the last several decades.  Since the 1960s when franchising was an inconsequential element in the US economy, franchises today have come to directly employ 9.8 million people in over 760,000 franchise businesses, accounting for some $1.53 trillion in economic output, roughly 10% of the US private sector economy.
  Franchising has become an important if not dominant form of business organization in dozens of retail and service industries including:     

· Many types of food service businesses:  quick service restaurants, full service family restaurants, cafes, coffee shops, bakeries, and snack shops, e.g., McDonald’s, Pizza Hut, Church’s Chicken, Charley’s Steakery, Denny’s, Applebee’s, Coffee Beanery, Dunkin Donuts with Baskin-Robbins and Togo’s, Auntie Ann’s Pretzels    

· General and specialty retail stores:  dollar stores, electronics goods, pharmacies, hardware, sporting goods and apparel, children’s clothing and toys, lightly used merchandise, economy and fashion boutiques, pet supply stores, e.g., Radio Shack, Medicine Shoppe, Ace Hardware, Athlete’s Foot, Kid-to-Kid,  Verlo Mattresses, Pet Supplies Plus    

· Convenience retail and service businesses:  convenience stores, newsstands, dry cleaners, video stores, e.g., 7-Eleven, Martinizing Cleaners, Blockbuster  

· Travel and hospitality services:  most US networks of hotels and car rental agencies, e.g., Holiday Inn, Howard Johnson’s, Budget Rent-A-Car  

· Health & beauty services: exercise programs, gyms, hair salons, e.g., Curves, World Gyms, Fantastic Sam’s  

· Automotive services: lubrication, muffler & brake, transmission, auto body, car wash, e.g., Jiffy Lube, Merlin’s Muffler & Brake, Cottman Transmission, Maaco, SuperWash 

· Building maintenance, improvement & cleaning services:  plumbing, home renovation, grounds keeping, janitorial services, carpet cleaning, maid services, e.g., Roto Rooter, American Leak Detection, Natural Lawn, Coverall, DuraClean, Merry Maids 

· Business services:  printing, shipping, signage, temporary labor, e.g., Kwik Kopy, PostNet, Sign-A-Rama, Express Personnel 

· Financial & real estate services:  tax preparation, real estate sales, e.g., H & R Block, Century 21, Realty Executives 

· Education & training services:  language instruction, tutoring, technology training, e.g., Berlitz International, Sylvan Learning Centers, New Horizon Computer Learning Centers   

II.
An Opportunity for Financial Independence

Minorities are severely underrepresented in the franchising sector. There are many possible reasons, but the result is that minority entrepreneurs have not shared in the wealth that franchises have created and minority communities have lacked the quality goods and services that they need and deserve. For the right minority entrepreneur, franchising can be a successful route to financial independence.

The Franchise Ownership Gap

In the last two generations hundreds of thousands of American families have achieved financial independence through franchise ownership.  Disproportionately few of these families have been minorities.  African-Americans and Latinos constitute 25% of the US population, but only approximately 6% to 9% of franchises are owned by African-Americans or Latinos.
  

Why do these gaps between representation in the population and representation in franchise ownership exist?  A definitive study of this issue has not yet been conducted, but several apparent problems are certainly factors that contribute to the franchise ownership gap:  

· The by pass of minority neighborhoods in the growth of the retail and service sectors of the US economy, including franchise networks; 

· The failure of franchise companies to effectively reach minorities as they market their franchise offerings and a related shortage of mentoring for prospective minority franchisees; 

· Huge disparities in the average net worth of minority and majority community households that complicate the financing of business ownership for minorities.   

These problems constrain the economic development efforts of minority communities.  More particularly, some of these problems are probably impeding your efforts to achieve business ownership.  Accordingly, this guide takes a careful look at these obstacles and ways of meeting them.  The following paragraphs provide summary descriptions of these impediments and opportunities that are available as the conditions that defined these problems change.  Subsequent chapters of this guide detail steps you can take to overcome the obstacles and arrive at the goal of successful franchise ownership and economic independence.    

The Neighborhood Development Gap       

With some industry exceptions (e.g., fast food restaurants), franchise businesses are placed much more densely in outlying suburbs, where minority populations are sparse, than in urban and older suburban neighborhoods, where minority populations are concentrated.  This is true not only in terms of population figures but relative to the buying power of majority and minority communities.  In other words, if stores were distributed in relationship to buying power, there would be many more franchise businesses in minority neighborhoods than we find today.  This situation has come about for a number of reasons that we discuss in some detail in Chapter III, including the facts that: 

· In the past franchisors, like other chain managers, have sometimes looked to average household income more than total neighborhood buying power in gauging market potential, and so overlooked opportunities in minority neighborhoods with relatively dense populations. 

· Franchises have followed the lead of mall and strip center developers that have concentrated their building in outlying suburbs. 

· Franchisors have sometimes become "stuck" on site criteria that are fine for new suburbs but inappropriate for older communities.  

Whatever the reasons for skewing franchise distribution in the past, many franchisors today  realize that their "traditional" suburban markets are saturated, while only miles away, promising urban neighborhoods are under-served.  So a growing number of franchisors are implementing programs to enter minority markets in urban and older suburban communities.
  These programs to catch up in minority communities create opportunities for minority entrepreneurs.  

The Franchise Marketing Gap  

Franchise executives who strive for expansion in urban and minority communities frequently report that their greatest challenge is finding qualified minority candidates for franchise ownership.  Franchisors spend most of their franchise marketing budgets on Internet promotions and print media in national magazines and metropolitan newspapers; these media are not very useful for targeted neighborhood marketing.  In addition to Internet and large print media marketing, franchisors recruit many of their new franchisees from personal associations and recommendations; i.e., a person invests in a franchise because his relative or good friend did well in this franchise system and recommends it. When a franchise system has grown up in white suburban communities, decades are required to generate strong networks of personal referrals in minority communities.  Conversely, minority entrepreneurs are much less likely than candidates from the majority community to have mentors who can guide them through the steps to becoming a franchise owner.

Faced with these difficulties, many franchisors are making special efforts to seek out minority candidates for franchise ownership and in some cases developing incentives to attract minorities.  Increasing numbers of franchisors are working with not-for-profit organizations such as the IFA's  Committee on Franchising and the FP as intermediaries to extend their reach into minority communities. 
    

This situation creates some particular opportunities for you as a minority entrepreneur.  You can directly access good franchise companies that seek minority franchisees, using the information provided in the Preface and Chapters IV and V of this guide.   Depending on your location, you can also gain the help of an intermediary organization such as the FP.    

The Financing Gap   

A prerequisite for owning virtually any franchise is substantial personal net worth. (The amount by which a person's assets exceed his or her liabilities is net worth.)  Any owner of a new small business needs to own significant personal assets that he or she can invest in or pledge to the business.  Some of these assets need to be used as a cash equity investment that will give lenders the confidence to make a loan.  A business owner needs additional liquid assets (cash or assets that can readily be converted to cash) so that he or she has ability to invest more working capital if the business faces unforeseen difficulties.  Usually, the owner will also need to offer other personal assets as collateral, to repay lenders if the business fails and the business' assets are insufficient to repay debt.   

For example, the average total initial investment to open a particular type of franchised sandwich shop might be $200,000.  A franchisee would commonly provide this total amount by investing $70,000 in cash as an equity investment and securing a bank loan for $130,000.  The bank will want the franchisee to pledge the assets of the business as collateral for the loan and to have additional collateral equal to the loan amount.  Furthermore, the bank and the franchisor will want the franchisee to have substantial liquid assets, perhaps $50,000, as a reserve to invest in the business in case it runs into unforeseen problems. The franchisee will also certainly want to have this reserve, since without it his or her entire investment is at much greater risk.  So in this example, total requirements for net worth include: 

$ 70,000 cash equity investment 

$130,000 collateral against loan 

$  50,000 liquid asset reserve                   

$250,000 total net worth requirement 

A number of alternatives are available for financing most small businesses, and we review several of them in this guide's chapter on finance.  But under any scenario, financing for the large majority of franchises requires substantial net worth.  

This requirement for net worth is a crucial sticking point for many aspiring minority entrepreneurs, because a huge gap exists between the accumulated wealth of majority and minority community households.  In 1999 the median annual income for all American households was $40,800, while the median income for African-American households was $27,900 or 68.4% of the overall national level.  This is certainly a significant though perhaps not an overwhelming difference.  In contrast, the median American household in 1999 had a net worth of $71,700, while median net worth for African-American households was $15,500 just 21.7% of the overall national level.
  

The reality that African-Americans are much further behind in terms of net worth than income certainly reflects the historic impacts of racism in several crucial facts:

· Fewer African-American families have had substantial wealth to pass on from one generation to the next, 

· Many middle class African-Americans are the first or second generation within their families to achieve this status, 

· Many capital-starved African-Americans have reached the middle class status through government service or the learned professions rather than business ownership. 

The Latino community, with many households recently arrived in the US to work at entry level jobs, has a similar problem of relatively lower net worth than income. Unfortunately, net worth is the critical factor in determining a person's capacity to obtain financing and achieve business ownership.     

An issue related to net worth, which has become increasingly important in recent years, is a person's credit score.  When individuals have low net worth or little experience handling substantial liabilities, it is difficult to avoid the occasional financial dispute or late payment that will drive down a credit score.  As the financing industry becomes increasingly automated, reliance on credit score as a primary criterion for assessing loan applications has increased.  In the experience of the FP and our advisors in the banking industry, a person with a credit score of less than 650 will have a difficult time obtaining a substantial business loan, even if that person now has substantial net worth and a good business plan.         

For aspiring entrepreneurs without strong net worth or a high credit rating, the path to franchise ownership is not closed, but it will be longer or more complicated than for people who do not face these problems.  For individuals with good incomes steady savings coupled with some restructuring of assets and liabilities can dramatically improve net worth within a few years.  A weak credit score can often be cured by correcting errors in a credit record while carefully managing debts and spending.  In some fields of franchising -- especially in the food service, hospitality, and automotive service industries -- a number of franchisors are linking efforts to diversify corporate staff to franchise recruitment programs giving individuals with the long-term goal of franchise ownership a career ladder to climb in pursuit of this goal.   

Minority men and women who have established a solid work history and a moderately strong financial position (e.g., households with a net worth of more than $250,000 and a credit score above 650) can chose from an array of franchise opportunities, with networks that are eager to diversify their franchisee membership.  Individuals in this position, and those who will work to arrive here, can achieve financial independence through franchise ownership if they pursue this goal with prudence, energy and discipline.  The following chapters of this guide provide a road map for individuals who are following this dream.   

III.
Urban Neighborhoods & the Minority Entrepreneur

The neighborhoods of cities and older suburbs, including those with large minority populations, can offer real business location opportunities, but they require a careful analysis of minority buying power. The fact that minority residents often are forced to shop outside their communities can be an opportunity for someone opening a business in that community. And given the density of many low- and moderate-income neighborhoods, they can often have greater buying power than lower density neighborhoods comprised of wealthier families.

A range of opinion exists among minority entrepreneurs about the wisdom and value of starting a business in a minority neighborhood of a city or older suburb.  
One pole of opinion maintains that minority entrepreneurs should use exactly the same criteria as entrepreneurs in the majority community when locating their businesses. They should locate where they find the best market opportunity. This will often be (they assume) in growing and affluent suburbs or in chic downtown neighborhoods with few minority residents. The ethnicity of the neighborhood, they feel, is unimportant so long as the market is there. In the long run, the minority community as a whole will benefit from having many successful entrepreneurs, wherever their businesses are located.  

Minority entrepreneurs on the other side of this discussion often see business location as part of the “double bottom line” in their business ownership goals. They maintain that their businesses should not only be profitable but should serve neighborhoods with minority residents. They want to see their successful businesses contribute to the prosperity of their neighborhoods: providing a valued service, creating jobs, circulating wealth and providing role models in the community. 

Our experience in The Franchise Partnership (FP) has taught us to agree with the sentiments behind both of these points of view and to see that there is much common ground between them. We would NEVER advise an entrepreneur to open a business at a location unless we were confident that the local market had strong buying power and a positive atmosphere for his or her business. At the same time, we have learned that many urban neighborhoods contain solid market opportunities even though most of the residents are not affluent. And a minority entrepreneur can have a particular advantage in capitalizing on a market opportunity in a neighborhood that he understands well. 
Income and Buying Power in Neighborhood Markets

Most individual franchises are small retail or service businesses that draw their customers from the immediate neighborhood, a radius of 1 to 5 miles around the store. This is not always the case (and we will discuss some of the exceptions in a later section of this chapter), but for the large majority of franchises, the immediate neighborhood is the market. 
Two Ways to Look at Income 

In assessing the potential of a neighborhood market, two basic statistics should always be considered:  

· Median Household Income is the typical income of a household in a given area. If all the residents of a neighborhood stood in a line by order of income, with the highest income household at the head and the lowest income household at the rear, the household in the exact middle of the line would be the median income household for that neighborhood. Median household income is a figure readily available for every census tract in the U.S. (The median is somewhat different from average household income, which is the sum of the income of all the households in an area divided by the number of households. For purposes of designing local marketing strategies, the median is usually a more useful number.)   

· Neighborhood Aggregate Income (or Buying Power) is the sum of the income of all the households in a neighborhood. It can be found by multiplying the average household income times the number of households in a given area. This figure is also readily available for every U.S census tract.  
 A Tale of Three Communities 

Median household income and neighborhood aggregate income can give very different indications of a neighborhood’s market potential as indicated by the accompanying diagrams for three Chicago area communities: 

· Lake Forest is a very affluent and stable suburb, one of the most exclusive on Chicagoland’s North Shore.

· West Garfield Park is a neighborhood on the West Side of the city of Chicago that has a high poverty rate. 
· Lakeview is a neighborhood on the North Side of the city of Chicago where some blocks have been changing over the last ten years from working-class to “young urban professional.” Lakeview would be considered a moderate-income, rather than an affluent, community by most standards. 
Figure 1 showing median household income indicates what most people would expect from our brief description of the three communities. Lake Forest has by far the highest median income, followed by Lakeview, followed by West Garfield Park. 
Figure 2, which depicts neighborhood aggregate income, however, shows a pattern that surprises many people. Lake Forest has the lowest aggregate income. West Garfield Park, with many poor residents, has a substantially higher aggregate income than Lake Forest because Garfield has many more residents, acre-per-acre and block-by-block. The highest aggregate income belongs to Lakeview, which has a moderately high median income and a dense population. 
Does this mean that Lakeview or West Garfield Park would be a better location than Lake Forest for a new franchise business? That depends on a number of factors, which we will discuss in subsequent sections of this chapter.  
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Narrow vs. Broad Markets 

Some businesses are tailored to a narrow market demographic, and for these businesses median income is sometimes a more important factor than aggregate income in picking a neighborhood location. Lake Forest and its surrounding communities probably offer a better market for some true luxury businesses—e.g., fashion salons that sell designer clothing, four-star restaurants, and estate planning services—than West Garfield Park or Lakeview. Conversely, a currency exchange or a dollar store will probably find a readier market in West Garfield Park than in Lake Forest.

Most franchises, however, serve customers within a broad spectrum of financial positions. The large majority of Americans have sufficient income to patronize a convenience store, a quick service restaurant, a hair salon, a car maintenance shop, etc. And customers who require an especially upscale setting to make these types of purchases are rare. So for most franchises virtually every nearby resident is a potential customer, and neighborhood aggregate income or buying power is a better indication of market potential than median income.    

Customer Profiles  

Some retail and service franchises have conducted research to develop profiles of their best customers. Through such research one franchise company has determined that professionals working at home constitute a critical market segment, another that mothers with children are its most frequent customers, another that young men between the ages of 18 and 32 account for disproportionately high shares of its sales and profits. Franchisees use such knowledge to seek locations that have many residents who meet the preferred customer profile and to target their local advertising. 
Using customer profile information in this way is a helpful practice, but the data must be considered in the context of overall neighborhood population, income distribution and buying power. For example, a franchisor working with The Franchise Partnership knew that its customers usually had a certain level of income so the franchisor did not enter a neighborhood unless the median household income there was above this cut-off level. But The Franchise Partnership demonstrated that several urban neighborhoods had lower median incomes but more potential business than the franchisor’s typical suburban markets. This was because the urban neighborhoods had three to five times more people per acre than most suburban areas, and they included many more households with enough income to use the franchisor’s service than most suburbs, even though these relatively wealthy households were a minority in their communities. In other cases when examining urban markets, it is important to consider not just the percentage but also the actual number of residents who fit customer profile characteristics.      

Business & Market Fit   

Certainly businesses should fit the culture and lifestyle of residents in the communities in which they are located. A feed store does not belong in a big city, and few American small towns would support a foreign language bookstore. But most American franchises have broad cross-cultural appeal. With a little tweaking for local conditions, many American franchises flourish from Japan to England. There are few American neighborhoods where most franchises would seem “foreign” or “out of place.”

So cultural and lifestyle patterns should be recognized. Differences in such patterns may affect the way a store is built out, decorated or promoted. They may require some substitution of menu or inventory items. But with some modifications for local tastes and conditions, most US franchises will fit most U.S. communities, so long as a community has the aggregate income or buying power to support the franchise.  
Neighborhood Buying Power & Franchise Opportunities   

Because neighborhood aggregate income or buying power is a key factor in assessing market potential for the large majority of franchises, we would expect the distribution of franchises to mirror the distribution of buying power. As Figure 3 shows, this in not at all the pattern we find in the Chicago area. Neighborhoods in the city of Chicago and some of its inner ring suburbs contain far fewer franchises than their buying power would warrant. Conversely, franchises appear to be overrepresented in outlying suburbs. 

This Chicago map illustrates a pattern that has played out nationally and has been observed by a number of organizations including the Initiative for a Competitive Inner City, the International Council of Shopping Centers, and ShoreBank, among others. Many retail and service industries, including their franchise segments, are much better represented in outlying suburban areas that in central cities and older suburbs. 
Why do we see this surprising pattern? The following sections of this chapter look at the way neighborhood buying power is used to estimate market opportunity; with this background we consider some of the possible reasons why urban communities have so few franchises. These reasons speak directly to the question of whether or not you would want to own a franchise business in an urban community and the issues you should consider before making such an investment.     

Figure 3: Buying Power
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Competition/Absorption and Leakage

Whenever we look at the buying power of a neighborhood as an indication of market opportunity, we need to look at competition—the businesses in the neighborhood competing to capture its buying power. We can look at the number and type of businesses in a neighborhood, and with a few standard reference materials we can estimate their total sales. For example, if a neighborhood area has eight fast food restaurants of a certain size, we can make a good working estimate of their sales. The total amount of the sales of current businesses is called “absorption,” i.e., the amount of a neighborhood’s buying that is being “absorbed” by existing businesses. If the absorption of businesses in an area is greater than its buying power, we can be pretty confident that people from outside the neighborhood are going there to spend money. Conversely, when buying power exceeds absorption, we say that a neighborhood has “leakage”—business sales are “leaking” out of an area and going elsewhere because people are leaving the neighborhood to shop.   
Urban neighborhoods commonly show high levels of leakage. This is the broader aspect of the franchise distribution pattern noted above. Urban neighborhoods often have fewer franchise businesses than their buying power would predict, and fewer retail and service businesses generally. Leakage is a sign of market opportunity. If people are shopping outside of their neighborhood, it is because they do not find the types of businesses they want to patronize, in an atmosphere where they feel comfortable, close to home. Alert entrepreneurs can supply the types of businesses that neighborhood shopping districts need. But leakage is a limited indication of business opportunity. Neighborhood residents leave an area to shop not just because of dissatisfaction with local businesses but also because of the attractions of shopping venues that are farther away. A successful new business must meet a market need and do so in an atmosphere that will attract customers. 
Leakage, Attraction and Minority Communities  

Urban and older suburban communities are frequently minority communities. It is hardly news that for the past two generations these minority communities have suffered from disinvestment as housing and commercial development has flowed to new suburbs. A pattern that is less widely appreciated is that in the 1990s many urban and older suburban communities stabilized and began to grow in population and buying power, a trend sometimes led by minority urban professionals sinking roots into communities of choice. 

A development rule of thumb is that housing generally leads development. Buying power is usually present in an area before retail and service businesses are established to capture it. This rule of thumb holds true for many resurgent minority communities such as Bronzeville, South Shore and Chatham on Chicago’s South Side. In these communities a visitor can drive down commercial streets decayed from forty years of neglect and imagine that he is in a true slum. But if the visitor turns off the thoroughfare he will drive along many streets of pleasant, well-kept homes. What is wrong with this picture? Commercial development has not yet caught up with neighborhood buying power. 
A single business owner could not change this situation. An attractive store opening on a decayed street would probably not attract enough business to survive. Only when development of sufficient scale to change the character of the shopping district occurs will potential shoppers view the area differently and feel comfortable patronizing the new businesses. Such development occurred rapidly in Chatham where over 300,000 square feet of new retail space was built out and quickly occupied between 1999 and 2002—this in a community that previously had not seen significant new retail development for decades. Here the leakage of buying power reached a tipping point when even conservative developers had to realize its weight. Then investment of sufficient scale was made to establish new shopping centers and transform the commercial character of the community. In most major cities, minority communities like Chatham are evolving.  

Regional Malls vs. Urban Neighborhoods

Franchise businesses sometimes operate within the setting of large institutions that generate their own markets and usually have little to do with the surrounding community. Airports, military bases and university campuses are examples of such self-contained markets. These markets and the opportunities they offer need to be viewed entirely in terms of what the institution can supply. 

The type of special, market-creating institution that has come to dominate the American landscape over the last two generations is the regional mall. These large conglomerations of dozens of businesses, organized in a retail space planned and managed by a single corporation, draw customers from a radius of ten to twenty miles in developed areas. The buying power of the neighborhood within a mile or even a few miles around the mall is a minor factor in its viability. For businesses operating in a mall, key factors are how well the mall attracts shoppers and where a business is sited within the mall, given the walking patterns of customers. 
The unique environment of the mall has given rise to many businesses that are specially adapted to this environment, including dozens of franchise chains. The large majority of regional malls are in suburbs. They were usually built on the fringe of outlying suburbs where developers could buy huge tracts of land at low prices, confident that neighborhoods would develop around them. A significant reason why disproportionate numbers of franchises are located in suburbs is that they are businesses designed for regional malls. 
In the last ten years the once golden attraction of regional malls has waned as the suburban environment has become saturated with this type of shopping venue. Many malls in older suburbs have declined or closed as shoppers have been drawn to bigger and brighter malls built farther out on the suburban fringe. The problems of the malls have certainly become the problems of the retail businesses that occupy them. A number of well-managed franchise systems have experienced high rates of franchise closure because many of their franchises were in declining malls. Consequently, mall-based franchise systems have been reinventing themselves by designing new stores that can function in traditional neighborhoods. 
For the aspiring entrepreneur who is weighing franchise ownership in an urban neighborhood against other types of locations, the point of this information about malls is cautionary. A generation ago retailers thought that they “had it made” if they could just land a location in a regional mall; such thinking is now dangerously outdated. Certainly, good opportunities are still available in some regional malls, but they need to be viewed with careful deliberation.    

Like regional malls, big box stores—the Wal-Marts, Targets, IKEAs and to a lesser extent the major supermarkets of the world—create their own retail environments by building stores that attract customers from miles around and many neighborhoods. Big box stores frequently create opportunities for franchises and other smaller businesses to locate beside them in the strip malls that they anchor, feeding on and adding to their big box attraction. For these big box related franchises, the ability of their anchor to draw business is a critical factor. But a prudent franchise owner in a big box-anchored retail setting will consider the buying power of the surrounding neighborhood as carefully as a business owner at a “plain street” location.

Also like regional malls, big box stores grew up in suburban and some rural locations during the last two generations. They have been much less common in cities and older suburbs where land prices have been higher. The pattern of locating franchises near big boxes is another reason why franchises are represented more heavily in suburban than urban neighborhoods. But again like regional malls, big boxes are increasingly saturating their suburban markets. As this happens, big boxes are turning to urban neighborhood locations. This trend is creating some opportunities for urban franchises, but the opportunities need to be viewed with care. Coming from their suburban roots, big box locations in cities may not consider all the factors that are important to a small urban business serving its neighborhood base, such as how customers who do not drive to the store see and approach it.  

Highways and Strip Malls vs. Transit-Oriented Locations

Major roadways have always been magnets for businesses, and this is especially true in the car-oriented culture of America. A massive public building program for expressways and highways made the development of regional malls and big box stores possible, along with the other features of suburban life in America. The ubiquitous strip center—made up of three to ten stores with limited convenience parking and located near an expressway on-off ramp and\or  an arterial highway—has become one of the most common venues for retail stores in America and is possibly the most common setting for franchise businesses. For some strip mall retailers, passing car count is as important as neighborhood buying power in selecting a location, although the two factors are both important and usually related. 
Like big box stores, strip centers and the franchise businesses that commonly locate there are increasingly saturated in suburban markets and moving to urban and older suburban neighborhood markets where there is leakage. Both developer and franchise interests are creating opportunities for entrepreneurs interested in urban neighborhood markets, with some adjustment issues. How does the small shopping center in a city serve the important customer groups that arrive there by walking, biking or public transportation as well as by car? How generally convenient and attractive is the small shopping center for the concentrated customer base of an urban community business? 
Public officials, chambers of commerce and developers have recognized a need to identify segments of commercial streets as distinctive shopping areas and point-of-destination locations. To establish these identities planners encourage or require consistent façades, signage and awnings; design streets for the safety and convenience of pedestrians; install greenery, benches and public art; and provide convenient shared parking. Recreating part of a city or older suburb in these ways can place a shopping district on a more competitive footing with a mall. When such shopping districts are combined with public amenities—e.g., libraries, schools, courthouses and parks—they can function as an old-fashioned main street, a genuine center of community life as well as commercial activity. For most retail and service businesses in such enhanced shopping districts, strong neighborhood buying power is essential for success. For this reason, mixed-use development (combining commercial and residential uses) to build the local customer base is often part of successful “Main Street” developments.  
In urban communities, public transportation can play the role of arterial highways, concentrating the movements of thousands of people around a node of commercial activity. A growing trend in urban development is to create the type of Main Street environment described above—with complimentary shopping, integrated commercial designs, pedestrian-friendly environments, shared parking, public amenities and mixed-use housing development—focused around public transportation in a Transit-Oriented Development (TOD). When a TOD uses a rail station at an intersection of busy streets with high bus and car traffic in a densely populated neighborhood, the development can encompass dozens of stores. In quieter locations where housing is the primary focus, a few well-selected convenience retail and service businesses can be successful. The key to a TOD that works well for its business operators and other constituents is design that truly attracts people and makes them comfortable, coupled with commercial development on a scale that is appropriate for the neighborhood’s buying power. 

Neighborhood Disparities, the Search for Minority Franchisees, and You   

The preceding paragraphs explain how patterns in commercial real estate development have helped push franchise development away from urban and minority neighborhoods, despite the unmet buying power of these communities. To summarize, franchising, like most new segments of the U.S. retail economy, grew up in the last two generations in predominantly suburban locations, along with regional malls, big box-anchored shopping centers and strip centers. Most franchise systems are networks of small retail and service businesses that lease commercial space rather than developing it. When franchise systems do own and build their own properties, these are usually stand-alone businesses such as restaurants, rather than complexes that lease space to other types of business operators. So franchises tend to be followers of retail development rather than drivers. Accordingly, it would have been very surprising if franchise networks had bucked the predominant trends of the last forty years and developed as extensively in urban neighborhoods as they had in outlying suburbs. 

Today many franchisors recognize that their traditional suburban markets are saturated and that great buying power resides in the urban and frequently minority communities where they are under-represented. They would like to correct the disparity in the distribution of their networks and enter more urban and minority neighborhoods. To make this correction many franchisors are modifying their marketing efforts to connect with larger numbers of minority candidates for franchise ownership. Some franchisors are also implementing programs through which more minority candidates who are well qualified professionally but only marginally qualified financially can secure financing for their franchises. 

You may decide to work with a franchise company that is reaching out to minority candidates and communities in these ways.  If you do, you should be prudent in selecting the neighborhood market in which you propose to locate your franchise.  Prudence means being sure that :  

1) There is leakage (unmet local market demand) for the type of product or service you will provide, and
2)  The proposed location of your business is a neighborhood shopping district that is convenient, comfortable, and attractive for local residents to use.  

IV.
Buying into a Franchise

When you buy into a franchise, you are forming a long-term business relationship that may last a decade or more. As with all business partnerships, you must do your homework.

Choosing to be a franchise owner is not a casual decision. Indeed, it may be the most important one of your career. It means changing your work, your personal financial plans and even your lifestyle. It’s important that you make the right choices. Deciding NOT to open a franchise may be the right choice for you. But if you decide to open a franchise business, you need to select one that matches your personal goals and interests.

The best franchise for you is likely to be one that builds off of your real world experience. The closer a franchise is to your experience, the greater your likelihood of success because, to the greatest extent possible, you want to master the business “on someone else’s nickel.” Mistakes are always costly. The more you have learned before you open your business, the better off you will be. If you have a choice of opening a franchise in the same business sector that you are now working in, consider it seriously. 

Conversely, the more different the franchise is from your own experience, the more and faster you will be required to learn. The prudent course is to build on your own experience and let the franchise network refine rather than replace your life skills.

Credit & Credit Scoring

One of your goals is clearly to make money, and to do so you will have to invest some of your hard won assets in the business. It’s important to be realistic financially about what you can afford and how much risk you are comfortable with. But that’s only the start.

The most important number in your financial life is not the amount of your assets, although this is important; it’s your credit score. This is a numerical rating that credit agencies give about the quality of your credit. If your credit score is 650 or higher, banks will likely look at you as a good credit risk. You have shown by past behavior that your pay your bills on time and that you have never declared bankruptcy. If you credit score is 600 to 650, you have marginal credit and will likely have a job ahead of you convincing a bank that, if they lend you money, they will see it back. Below 600, forget about a bank loan for now. 

If you have a marginal credit score, or worse, you need to understand the basis for the score and, if possible, clean it up. Are there incorrect entries? Then clean them up. If you haven’t been paying your bills on time, start doing so TODAY. Credit scoring usually goes back 7 years. If you are conscientious, your credit score will eventually reach the level you need to take out a business loan.

You will need to support yourself during the start-up years of your business. How will you do this? Some entrepreneurs have a working spouse who can support the family during this financially stressful period. That’s ideal. But what if you don’t? Many entrepreneurs hope that they can borrow enough money not only to open their business but also to support themselves in the process. Occasionally this can happen, but often it is not possible. How will you pay your monthly bills?

The most direct approach is to pay your bills out of savings. Another route is to take out a second mortgage on your home. However you do it, you must have a strategy in place to pay your bills for at least two years. It is important to project break even conservatively. If it takes longer to break even than you wish, you want to be assured that you can ride out the slower growth pattern until you reach where you want to be.

To get a bank loan, your bank may require that you “secure” their loan with a lien on your home. After all, banks are in business to loan money out— and then to make sure that it comes back. Are you willing to put your home at risk? Is your spouse? The answer to this question may determine whether you will be able to finance your business. If the answer is a clear “no,” you may need to reconsider the feasibility of seeking a bank loan for your business.

In some sectors, alternative financing strategies, like leasing, may be possible. This type of financing looks to the equipment (rather than to the borrower) for the security. But a higher risk to the lender will translate into higher interest rates for you.

Learn about Franchising & Franchise Companies

Take your time to survey the complete universe of franchise companies that might be appropriate for you. In the Preface you will find a wide range of useful— indeed essential—resources for this research project. You can’t do too much research at this point.

Hit the web. Start with the International Franchising Association and the American Association of Franchisees. Both provide lots of valuable basic information about franchising in general, and specifics about their franchise network members.

Most larger franchise networks recruit their franchisees primarily through the web. As a result, you can learn an enormous amount of information about potential franchises sitting at home on your computer. Be aware of what’s on the other end of the computer search: a franchisor sifting through inquiries looking for prospects. An Internet inquiry may lead to an aggressive follow-up if you leave your personal information and meet their qualifications. At some point, you will want to engage with the franchise networks one-on-one. But not quite yet.

The goal is to identify a small set of franchises that interest you and for which you’re qualified, professionally and financially. 

UFOC Disclosure

Franchise networks are required to provide potential franchisees with a federally mandated Uniform Franchise Offering Circular (UFOC) that lays out the relationship between the franchisor and the franchisee. This document is a securities offering, so franchise networks are extremely careful about what they claim. Once you have a serious interest in a franchise, ask for the UFOC.

All UFOCs have the same twenty-two sections as required by federal law. The federal government requires franchise networks to provide every prospective franchise buyer with detailed annual statements on fees, lawsuits and services. Two items are particularly important:

Item 19: Earnings Claim 

More than 80percent of franchise networks don’t disclose the earnings that you can expect from owning one of their franchises. The basic reason is that they can only report franchisee figures from the franchisees’ bookkeeping, which the franchisor doesn’t trust, especially in regard to expenses and earnings. Consequently, most earnings’ claims are just statements of sales. As a result, finding out information about the financial soundness of the franchise and how much you might earn from it is a longer process. It requires that you interview existing franchisees and solicit this information from them. (See below)
Item 20: Success Rate 

It is possible to screen franchise networks for potential success. Section 20 reports on the number of franchises in the network and the number that have closed for any reason. A careful reading of the UFOC will tell you whether the franchise you are considering has a good or bad record for helping its franchisees continue in business. You should know that the failure rates for typical start-up small businesses are 85 percent or greater. Using the UFOC, it is possible to identify franchise networks that have a 90 percent or better success rate. This, of course, is no guarantee that you will be in the 90 percent that succeed, rather than the 10% that fail, but your chances are much better than a typical start-up.
Getting to Know the Franchisor and Other Franchisees  

Once you have identified a franchise that you are considering seriously, you need to talk with at least a dozen franchisees to find out what their experience has been. All franchises are listed with their contact information in UFOC Item 21. Generally franchisees are pretty candid. If they are having a problem with their franchise network, they typically are happy to complain about it to someone with a patient ear. 

Suggested procedure: Make 2 calls: Use our Form 1 to call a dozen people get their opinions on satisfaction with the system, franchisor training & support services, general idea of financial position. Use Form 2 to call some people back for 2nd conversation. 'Get more detailed idea of their finances, customer count, average sale, sales, expenses, etc. enough to make a financial projection. 
You want to get to know the franchisor; they want to get to know you! Franchise networks will typically interview 100 prospects for every franchise sale. You should engage the franchise networks when you are ready not only to learn about them, but also have them learn about you.

The process begins with an Internet inquiry. Then prepare yourself for a phone conversations with a sales rep whose goal is to determine whether you are qualified to purchase one of their franchises. They don’t want to spend time with people who don’t have a reasonable chance of moving forward.

Next might come a face-to-face meeting to discuss the UFOC and the issues that it raises for you. Request the UFOC well in advance of a meeting; don’t go into a face-to-face meeting without reviewing the UFOC thoroughly. 

After you have done your “due diligence” with the 12+ existing franchisees, you should meet again with the franchise network’s sales rep to go over what you learned. Be extremely candid. If you heard problems, make sure that you tell them to the sales rep and get his/her response. 

If the franchise network sees you as a good prospect, you can expect an invitation to headquarters for a “Discovery Day”. You should know that the franchisor’s general expectation is for you to sign an agreement (or a preliminary agreement in a two-step closure process) or make a substantial deposit on this day. Don’t go until you have done your due diligence and are prepared to take this step. You should time your visit to headquarters in order to experience the franchisor’s training program. Use the meeting to meet all the people involved in the franchisor’s training and support services. 
Remember, you’re getting married. The more you know in advance, the happier and the more profitable it will be.  

V.
Minority-Friendly Franchise Networks

The Franchise Partnership has researched the franchise companies listed in this chapter. Each has an exemplary record of commitment to and success of its franchisees. FP, as a licensed franchise broker, is proud to represent them to potential minority franchisees.
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American Leak Detection has been the recognized world leader in detection of concealed plumbing leaks since 1974. As an ALD franchisee, you will be trained to use patented, state-of-the-art equipment to locate leaks of all kinds, often in places no one else can, including: swimming pools, spas and fountains, under concrete slabs & asphalt, behind walls and in drains and irrigation systems. You will use sophisticated leak detection equipment to locate leaks without backbreaking digging and other types of property destruction, which saves customers money and time. It also saves billions of gallons of water from being wasted. As an ALD franchisee you will benefit from an intensive six-week training program, a proven marketing system and intensive ongoing support. With a total initial investment of $90,000 to $170,000, ALD is more affordable than many other businesses. Each ALD franchisee in greater Chicago will receive a protected territory to include about one-third of the metropolitan area. 

In 2001 ALD earned #1 position in the maintenance category of Entrepreneur’s 22nd Annual “Franchise 500.” The November 2000 issue of Success ranked ALD #3 in its “Franchisee Satisfaction Survey” for the second straight year. 
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Carvel, the nation’s first retail ice cream franchise, has delighted East Coasters for almost 70 years. Manufacturing uniquely shaped ice cream cakes and providing premium soft serve and hand-dipped ice cream products that are made fresh daily in each store, the company has more than 400 franchise and foodservice locations serving delicious, high-quality cakes, novelties, cups, cones, sundaes and shakes. This very cool concept is now venturing west, and ready to tempt the taste buds of Chicago’s ice cream lovers.

The market for ice cream cuts across all income levels and ethnic groups. People come to Carvel for a treat, and as a Carvel franchisee, you are able to delight both young and old, especially moms and kids, in a fun and happy atmosphere. As a Carvel franchisee, you have a number of advantages in the competitive marketplace: outstanding premium ice cream products covering all four product lines, customized merchandising programs, sophisticated training and an extensive service program.

Carvel offers turnkey branded systems with flexible menu options that can be tailored to your individual needs. The contemporary retail designs are eye-catching and fun. Best of all, Carvel requires only minimal space while offering state-of-the-art proprietary equipment, classic menu items, and the hottest new product trends. You can become the owner of a full-service Carvel franchise with an initial investment in the range of $160,000 to $215,000. 
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Charley’s Steakery is a high-quality, quick-service restaurant featuring a variety of fresh grilled subs prepared “Philadelphia” style, as well as gourmet fries, lemonade and salads. All of the menu items are prepared using fresh, high-quality ingredients. Beginning this summer, Charley’s will feature a popular new dessert offering—Ben & Jerry’s Ice Cream. Charley's offers a prospective franchisee the opportunity to enter the quick-service restaurant business with a growing and dynamic company. Currently there are 123 Charley’s Steakery’s. Depending on the size of the store and its location, the initial investment in setting up a store varies from $120,000 to $280,000. The company provides extensive training and enjoys an excellent record for the support of its franchisees. 
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Coffee Beanery is a network of 166 company-owned and franchised gourmet coffee shops. The more recent shops represent Coffee Beanery’s evolution from a coffee stand to a full-service café. These cafes provide a type of quality food service that is sorely needed and wanted in many minority communities as an alternative to fast food. The total initial investment for a Coffee Beanery café franchise is $272,000 - $384,000, which is affordable relative to other food service businesses that provide diverse dinning. The café is designed for street front locations of 2,000 to 2,500 square feet. Desirable sites are on busy shopping streets that have an upscale atmosphere and strong pedestrian traffic. An opportunity for seasonal outdoor seating is a desirable site characteristic. Public transit service may be a significant booster of needed traffic. The president and founder of Coffee Beanery, Ms. JoAnne Shaw, is the serving president of the International Franchise Association, the primary trade organization of franchisor companies. 
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Cottman is America’s second largest and fastest growing network of car and truck transmission shops. The company has targeted the Chicago market for systematic expansion. Cottman is growing because it has an effective system for capturing business and profitably providing a quality service.

Cottman franchisees benefit from macro-trends in the U.S. economy and the automobile service industry. The average age of cars on the road is higher than ever. Auto parts, especially transmissions, are lighter, more delicate and put to harder use than ever before. These changes are driving up demand for transmission service, yet the number of independent transmission shops is shrinking while leading networks of franchise transmission shops are growing rapidly.

Cottman owner-operators work hard to implement the system, but they do not work on cars or manage service operations on an hour-to-hour basis. Cottman franchisees are primarily business people who are intent on creating good paying jobs, a needed service business, and healthy profits. The total initial investment for a new Cottman franchisee is $88,000 to $130,000 to establish a type of business that has a documented record of profitability. 
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 Allied Domecq Quick Service Restaurants (ADQSR), with nearly 11,000 outlets and 143 years of combined franchising experience, is currently seeking individuals in the Chicago metro area who would like to open Dunkin’ Donuts and Baskin-Robbins combo stores.

ADQSR’s brands enjoy strong reach and recognition. Dunkin’ Donuts has the largest share of coffee, donut, bagel and muffin servings, and Baskin-Robbins has the largest share of hard-serve ice cream servings of any other single brand in the United States. Plus, more than 98 percent of adults in the U.S. recognize the Dunkin’ Donuts and Baskin-Robbins brand.

With Dunkin’ Donuts and Baskin-Robbins, ADQSR is home to two of America’s most loved brands. Over the years, consumers have consistently ranked Dunkin’ Donuts and Baskin-Robbins among their favorites in Restaurants and Institutions annual “Choice in Chains” survey. Dunkin’ Donuts and Baskin-Robbins consistently hold seats in the top 100 franchise opportunities in Entrepreneur’s annual “Franchise 500” ranking. Technomic Information Services, a leading foodservice consultant and research expert, ranked ADQSR number seven in US system-wide sales in its 2002 list of “Top 100 Chain Restaurant Companies.” 

To qualify, an individual must have a net worth of $900,000 and liquid assets of 450,000. There is a two-store minimum requirement. 
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Currently listing over 400 offices internationally, Express Personnel Services is the largest international staffing company committed to a franchise system. An Express Personnel Services franchise provides for a sales-focused opportunity to operate a full-service staffing business. Express Personnel Services franchises offer comprehensive employment services to its client companies through strategic product lines focusing on light industrial, office services and professional staffing. As the franchisor, Express provides for payroll processing of associates, client invoicing and collections and risk management/worker compensation administration in exchange for a 60 percent/40 percent split of the monthly gross margin.  In this era of companies maintaining a smaller core of full-time employees and hiring temporary staff to meet special project production needs, Express franchises offer a unique opportunity to fill this market niche. Express Personnel Services has been recognized in Success Magazine, ranked #27 in “Franchisee Satisfaction 2001,” #58 in Franchise Times “Top 500 Franchise Chain,” in 2000 and was included in Entrepreneur’s “Franchise 500” from 1992 through 2001.

An initial investment of $150,000 to $180,000 is required to open an Express Personnel Services franchise. This business can benefit by being located near industrial areas but should also be convenient for the associates to reach for administrative purposes. 
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America’s $50 billion per year hair care salon industry has a number of advantages for a business owner: high demand, low inventory cost and high customer loyalty in a recession-resistant cash business. The hair salon field is generally very fragmented, but the largest national franchise network is Fantastic Sams, with more than 1,300 operating salons. Fantastic Sams has achieved this position by supporting its franchisees with professional marketing, an efficient operating system and economies of scale. Most Fantastic Sams franchises operate 8 or more work stations and employ 6 or more stylists. They also retail an array of proprietary and name-brand hair care products. The total investment to launch a Fantastic Sams franchise is $95,000 to $145,000. Some Fantastic Sams franchisees are hair stylists, but 84 percent of franchises are owned by managers without previous hair care experience. Illinois has 74 Fantastic Sams franchises; the large majority of stores are located in Chicago suburbs. Fantastic Sams has not always been recognized as a system that focuses on people of color. Today, however, Fantastic Sams has marketing programs and product lines tailored to ethnic needs and tastes. High-volume franchises now operate in Chicago area African American and Latino communities, and Fantastic Sams is eager to increase the number of these salons. 
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Kid to Kid retails gently used children’s clothing, toys and baby furnishings. Kid to Kid serves the American children’s products market of $22 billion or $500 per kid annually, a market in which African-American and Latino families spend at levels that are disproportionately high for their incomes. Kid to Kid franchises buy selected children’s products from families whose kids outgrow them. They sell goods that are virtually new in smartly appointed, well-merchandised stores. Franchisees are guided in their buying and pricing by a computer system that Kid to Kid developed and continually improves with information from the operations of its franchises. Franchisees interviewed by the Franchise Partnership were consistently enthusiastic about the training and support system provided by Kid to Kid. Of the 26 franchises established to date by Kid to Kid, none has failed, and only one has been repurchased by the franchisor. The total initial investment to open a Kid to Kid store is $88,000 to $116,000. Kid to Kid franchisees should be well-organized, personable people; business or professional project management experience is helpful; enjoyment in working with kids and their families is necessary. Until now most Kid to Kid franchises have been located in middle-class suburbs; in some Chicago communities, modifications for the local market may be required. 
[image: image14.png]


Merlin Muffler & Brake specializes in exhaust, brakes, ride control suspension and steering, oil/lubrication and related services. Merlin’s provides these services from distinctive buildings with 5-6 service bays that allow franchises to serve a high volume of customers. Merlin makes this high-volume operation affordable by acquiring land and building the facility, which is then leased to the franchisee. Merlin is a Chicagoland-based company, with corporate offices and a national training center in suburban Geneva, Illinois. The Merlin chain includes 40 franchises in the Chicago metropolitan area, and one operating franchise within the Chicago city limits. Merlin recognizes that it has a large, untapped market in its own backyard. Merlin is particularly interested in identifying qualified minority candidates to own and operate franchises in Chicago’s African American and Latino neighborhoods. 
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How do small businesses compete with the advertising clout of large corporations? They can conduct coupon-based, direct mail advertising aimed at customers in their immediate neighborhoods, with the help of a Money Mailer franchisee. Money Mailer franchisees help their clients select mailing programs and design their advertising messages. They coordinate regular cooperative mailings in which local merchants send their advertising coupons together in Money Mailer envelopes for a fraction of the cost of independent direct mail. Money Mailer franchisees provide these services by working closely with their franchise organization. Money Mailer’s regional headquarters, in the Chicago suburb of Westchester, supports 25 Midwestern franchisees with training, ongoing consulting and graphic design services. For optimum efficiency, Money Mailer’s national fulfillment center prints and mails ordered advertising, reaching over 85 million homes annually for more than 250 franchises. Money Mailer franchisees are special people—effective salespeople and self-starters, with a strong service orientation and an ability to establish long-term relationships with small business clients. Candidates who meet Money Mailer's exacting standards can replicate a dynamic, business with no receivables, inventory or storefront cost, and a total initial investment of $35,000 to $85,000. 
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Party Land is the nation’s largest network, with 82 franchises, of party supply stores. Party Land stores are point-of-destination businesses that help to diversify and build neighborhood commercial districts. High levels of customer service, including the rental of party furniture and equipment with delivery and set up, are part of the Party Land concept. The stores are relatively large units of 4,000 to 6,000 square feet. The total initial investment for a Party Loan franchise is $240,000 to $320,000. 
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Pet Supplies Plus has 144 specialized pet food and supply store franchises. It is the leading franchise network in an industry in which the other major competitors are large publicly-owned companies. Pet Supplies Plus has an extremely high rate of continuation in business for their stores in a competitive industry. The company decided to participate in the Franchise Partnership after a review of market information and a neighborhood tour by their chief executive officer indicated that selected minority communities in Chicago can provide promising markets for pet supply stores. The total initial investment to open a Pet Supply Plus franchise ranges from $307,000 to $481,000. Pet Supply Plus franchises occupy 7,000 to 9,000 square feet in a “power” shopping center or commercial district that attracts customers from a market area encompassing 100,000 or more residents. 
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PostNet, with more than 500 franchises, is the second largest international network that provides shipping and communications services to individuals and small businesses. The range of PostNet services includes:

· Shipping for UPS, Federal Express, and the US Postal Service 

· Personal/business mail box services & packaging 

· Copying & printing services—black/white & color 

· Desktop publishing and binding 

· Facsimile services 

· Office supply and card sales 

· Cell phone and pager sales 

· Computer rentals 

· Internet services, including e-commerce sales credited to individual franchises 

The total initial investment to open a PostNet franchise is $110,000 to $140,000, which makes the business affordable for many aspiring entrepreneurs, especially with financing from the Franchise Partnership. PostNet maintains an effective franchisee training and support team that was consistently praised by 20 franchisees who were interviewed by the Franchise Partnership. PostNet seeks franchisees that want to be problem-solvers for their small business customers. PostNet is now expanding from the 11 stores it now has in the Chicago area to reach its customer base at the community level. 
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Realty Executives is a national network of 500 real estate service franchises that trade in industrial and commercial properties. Realty Executives uses a unique system of agent compensation and office management that attracts superior agents. Franchise office operators must be licensed real estate brokers, and Realty Executives trains ambitious real estate agents or individuals with professional or management backgrounds to become brokers. Current franchisees give high marks for training and ongoing support services. Realty Executives has 29 franchises in the Chicago area, but only 2 within Chicago city limits, so it is eager to add franchises in city markets, especially in African American and Latino communities. The total initial investment to establish a Realty Executives franchise will range between $21,000 and $81,000. 

Sign-A-Rama franchisees create all types of signs for business and institutional customers. A recent study by the Boston Consulting Group shows that these types of shops, which provide business-to-business services, are five times less common in Chicago’s low-income neighborhoods than in affluent suburbs (per 1,000 potential customers). This means that business-to-business services have a terrific market opportunity in our neighborhoods. Sign-A-Rama franchisees have an excellent record for continuing in business. With total initial investment of $55,000 to $155,000, Sign-A-Rama franchisees are also available to a broad group of candidates with Franchise Partnership financing. Sign-A-Rama is now amending its registration in Illinois, which should enable Franchise Partnership to introduce candidates for franchise ownership and start applications for financing this January. 
VI.
Finding a Location for Your Franchise

Like every business owner, minority franchise owners need to choose a location that can give them an excellent chance for success. For some, that may require locating outside the minority community, for others success can be based on the individual community member locating within a community that they have an in depth knowledge of.  Minority entrepreneurs who choose to locate their business in a minority community have to address a specific set of challenges but they may also have a distinct set of advantages to draw from.

There are many factors to consider when trying to find a location for your new franchise business, especially if you want to locate in a primarily minority community. One of the most difficult problems is the actual lack of commercial space that is in good enough condition in a redeveloping urban or even older suburban community. Despite the fact that the housing stock in the community may be under renovation and new housing may be being built, the quality of the commercial space will lag behind for quite a few years. Sometimes one might chose to open a first location in another community just because the commercial space in the desired community is not available, perhaps with the plan to open a second store in the minority neighborhood of choice.

All new minority franchise entrepreneurs want to locate their new businesses at the “perfect” location because we have all heard that the location can make or break the success of a business. This is true to a certain extent, but it is incorrect to think that the location is the only factor. The new owner/operator brings his/her ability to market the business to the location, so it is more correctly the synergy of the location with the vision and energy of the new entrepreneur that makes the location work. The best location, therefore, just might be the one in a minority neighborhood.
The franchisor will provide you with information on its ideal location but it can be pretty generic depending on the franchisor and, like with most real estate, you can never find the exact ideal so you have to weigh the pros and cons with any site. The franchisor will take into account your desire and knowledge of the marketplace you want to locate in and be flexible when it is time to make the final decision. The franchisor will, however, have to formally approve the site and may ask for certain specific information.

Finding the “Right” Location and Checking the Demographics

There are a number of ways to scout out possible locations. The franchisor may be able to suggest a possible location because real estate brokers and developers are always marketing sites to them. Alternatively, there are a number of other methods for scouting locations:

· Looking around an area you would like to locate in for “For Rent” signs in the window;

· Hooking up with a real estate broker;

· Looking for listings on a commercial real estate brokerage website; and

· Talking to developers and community development agencies in the community you want to locate in.

After you focus on a location it is important to look at it as objectively as possible by reviewing the demographic information (see section VII for more in-depth information) including but not limited too:
· Population density and age 
· Income statistics
· Aggregate buying power 
· Number and types of other businesses in the area 
· Amount of competition, i.e., a leakage analysis
· Daytime population i.e., are there a lot of people working in the area who leave after 5 p.m. 
· Traffic counts both in terms of autos and transit/pedestrians 
· Accessibility and parking
This information is usually assessed within a certain concentric circle of the site. The area covered can be within 3 miles in a suburban location to as little as within .5 or .75 mile of a dense urban location. When you are reviewing the data, take into account natural and man- made barriers

After gathering the information you must compare it with the ideal customer base information that the franchisor will provide to see if there are enough places that the two profiles coincide to make the site viable. 
Sources for demographic information include the real estate office offering the space for lease, the franchisor and Internet websites. Note: Demographic information can tell you that the location is a good risk, but it does not guarantee success.  A more important question is, does the demographic info support the location for your choice of business and what can you do as the owner/operator to maximize what the demographics of the location have to offer.
Leasing

Once you have a site you are interested in pursuing, the first step is to ask for or prepare a “Lease Offer.” This is a non-binding document spelling out the terms that you offer to the landlord or vice versa. The terms of the lease are negotiated at this level. Pay close attention to the section known as “The Landlord’s Work”—this tells you what condition the space will be delivered to you in and can make a big difference in the final cost of the project. This is where a good real estate broker can be very valuable because he/she knows the lingo and understands what one can realistically ask for during this part of the negotiation. Note: The lease will be prepared based on what was agreed to under the terms of the Lease Offer.  It will include additional clauses about everything from what happens when you sell your business to what part of the maintenance you are responsible for.  You need a lawyer to review the lease because it may include some clauses or language that you should not agree to.  A lawyer will make sure that the lease is as favorable for you as possible.

A commercial lease is usually based on a base rent plus pass-throughs—it is known in the real estate world as a Net or sometimes Triple Net Lease. You will also have to pay your own utility bills.

The pass-throughs include three things:

· A pro-rata portion of the real estate taxes (a pro-rata portion means that if you lease 10 percent of the total space, you pay 10 percent of the bill). Real estate taxes usually increase every two years. 

· A pro-rata portion of the common area maintenance—called CAM for short. This includes snow-plowing the parking lot, electricity for the hallways or any common areas, maybe landscape maintenance, etc.

· A pro-rata portion of the cost of the insurance for the building.

Be on the look out for other charges, like a merchants association fee or a percentage of your gross sales. Make sure that you get your money’s worth from these additional charges.

Commercial leases are quoted on a per square foot basis per year. So if the asking price is $22 per square foot and the size of the space is 1,500 square feet, multiply $22 by 1,500 and then divide by 12 to get the monthly base rent cost for the space. Remember: This does not include the pass-throughs. 

VII.
Financing

There may be limited incentives for locating in minority communities, but they will never be sufficient to make unprofitable business proposal profitable. The right financing is important, but it needs to be a part of an overall business plan that works. 
Franchise Company Programs

Some franchisors make particular efforts to recruit minority franchisees and enter minority communities. They may fund programs that help aspiring minority entrepreneurs understand franchising, target advertising to minority professionals or engage franchise brokers with ties to minority communities. 
Some franchisors also offer direct financial incentives to minority candidates either to join their system or to open a franchise in a minority community, or both. These incentives may include discounted franchise fees or special financing programs. In some cases a franchisor’s minority incentive program is tied to its staff diversity goals and are available only to company employees. Some of these incentive programs of different types are described in the “Bond Minority Franchise Directory.” 
If you are seriously interested in buying a particular franchise, investigating any incentive programs for minorities that a company has may be a useful and appropriate step. You should know, however, that many, perhaps most, franchisors with a sincere interest in adding minority entrepreneurs and entering minority neighborhoods do not offer special minority incentives. Their philosophy may run counter to offering particular incentives for different groups, but their programs for all franchisees may well be strong. 
In any event, The Franchise Partnership would not advise you to select a franchise system or to decide to locate in a minority neighborhood primarily on the basis of special franchisor incentives. Strong neighborhood buying power and leakage, coupled with attractive retail developments, are the prerequisites for selecting a neighborhood as suitable for franchise development. Without these qualities, a franchisor’s discounts will not make a location viable. When these characteristics are present at a location, the franchisor’s incentives are icing on the cake.     
Public & Not-For-Profit Sector Incentives   

Municipalities all across the country offer incentive programs to encourage business development in low-income minority communities. These incentives often involve the allocation of state and federal funds for economic development, and they can be substantial. 

Because each metropolitan area has its own combination of incentive programs, you should contact the economic development office of your city or county to learn about the locally available range of incentives. 
If you are interested in setting up your business in a particular urban neighborhood, you might see whether the area has a community development corporation (CDC) that might be helpful to you. CDCs are not-for-profit organizations whose mission is usually to encourage economic development and job creation in particular neighborhoods. A CDC might administer public or philanthropic programs that it could assistance your business, or it's representative may be might be more creative than your local public development agency in considering how public programs might be useful. 
Many CDCs belong to a national association called the National Congress for Community Economic Development (NCCED). NCCED has a working agreement with the International Franchise Association (IFA) through which its members try to assist to new franchises opening in their communities. 

Caution:  Public sector incentives for development are usually offered in communities that are in economic distress, with high unemployment and poverty rates.  As our earlier example of a "Tale of Three Communities" demonstrated, a low-income urban community can have strong unmet buying power.  Such a community may also have attractive retail venues, but they may be few. Even in a neighborhood that is otherwise promising, finding an appropriate site maybe a challenge. 

VIII.
Is This Your Dream?

Only you can know whether franchising makes sense for you. 

“I want to own my own small business.”

“I want to be my own boss.”

Powerful expressions of the small business dream. 

Many people, minorities included, share this dream, but the reality is that small business ownership is difficult and the odds of success for new small businesses are 1-in-4— or worse.

A carefully selected franchise can increase your odds of success to 9-in-10. That’s a big difference and warrants your careful attention.

As a minority, you will face all of the challenges and opportunities of every other franchise owners. And a few more.

This Guide has focused on the “few more,” knowing that there are many existing resources about small business and franchising in general.

Owning a franchise business can be an exciting and profitable experience, but….

Is it your dream?

Appendix A.
Special Section for Readers in the Chicago Metro Area: How the Franchise Partnership Can Help

The Franchise Partnership unites the energy and expertise of the Latino Franchise Project and Connections for Community Ownership. 

The Latino Franchise Project was created by Hispanic Housing Development Corporation to facilitate the expansion of franchise operations into Latino communities. The purpose of the Latino Franchise Project is to provide capital investment into Latino-owned businesses in Chicago. This capital investment may take the form of subordinated debt or equity ownership. The Latino Franchise Project offers a range of investment or debt opportunities, based on the needs of the individual franchisee and the requirements of lenders and franchisors.

Connections for Community Ownership (Connections) was developed cooperatively by the Center for Neighborhood Technology, Chicago United and Hispanic Housing Development Corporation to contribute to the revitalization of commercial shopping districts in 14 of Chicago's low-and moderate-income communities. Since these community shopping districts are well-served by transit, their redevelopment will contribute to the environmental quality of life in the region by reducing dependency on the automobile. Connections works with community development organizations, local business leaders and public officials to determine community needs. Connections also recruits franchise companies that have a proven track record of success to participate in the program. 

Arrangement of financing

Candidates will qualify for conventional financing of their businesses, and they will be introduced to participating banks for complete financing. Other candidates, who meet the personal and professional qualifications of the program, will receive assistance through a $740,000 subordinated loan fund capitalized by The Franchise Partnership's supporters. Each of these candidates must invest 10 percent or more of the total capital required to establish his or her business. The Franchise Partnership would then supplement the equity of this candidate with a subordinated loan equal to 10-25 percent of the business' total capital requirement. Such a loan will be made under terms that minimize demands on the franchise's cash flow during its first several years of operation. A participating bank will complete the financing needed by a franchise with a conventional loan. The U.S. Small Business Administration has agreed to provide guarantees for senior loans issued to franchisees or dealers who receive assistance from The Franchise Partnership's subordinated loan fund.

Recommendation of Franchise Locations in Redeveloping Communities with Underserved Markets

The Franchise Partnership focuses its development efforts in low- and moderate-income Chicago communities where the majority of residents are of African American or Hispanic ethnicity. These are communities that have often been overlooked by commercial developers, in part because of their lower average household incomes. Yet these neighborhoods often have greater per acre demand for retail and service businesses than many affluent suburbs. A growing number of business networks that now operate successfully in inner city communities report that the concentration of buying power and unmet consumer demand are the primary attractive features of these community markets. When a redevelopment area is considered for a particular business assisted by The Franchise Partnership, the program will conduct a market leakage analysis to ensure that there is adequate demand for the business at the proposed site.

The communities served by The Franchise Partnership also have the important resource of strong public transit service. Public transit makes business locations accessible, even without the use of a car, to shoppers and potential employees. Development at these transit-served locations also establishes patterns of movement that make the region less dependent on cars and improves the regional environment.

In its development communities, The Franchise Partnership works closely with community development organizations, private developers and local government agencies that are planning and managing the revitalization of commercial districts. This cooperation ensures that The Franchise Partnership businesses are located in communities where significant public and private dollars are being invested to upgrade the community shopping district. The Franchise Partnership’s advice also helps the planners of community projects to capture the purchasing power of public transportation riders and residents of the immediate neighborhood.

Help with Franchise Agreements, Loans, and Leases

For each company that participates in The Franchise Partnership, the program will endeavor to provide a number of qualified franchise candidates with approved financing and alternative desirable sites. As a party supplying several of the elements needed to conclude a franchise agreement, The Franchise Partnership will be prepared to consider financing adjustments, answer local market questions, facilitate lease arrangements or perform other services that will help mutually interested parties conclude an agreement to establish a new business.

Assistance with Store Build Out

Through experienced construction companies that are cooperating with The Franchise Partnership, the program offers the service of building out a franchise location according to the franchisor's specifications. Companies that provide this service include Hispanic Housing Development Corporation through its affiliate Tropic Construction Company, as well as local companies that have demonstrated their competence to the community development organizations that are The Franchise Partnership's partners in the neighborhoods it serves.

Ongoing Assistance for Success

Along with local community and business organizations, property developers and local government agencies, The Franchise Partnership will be continuously involved in the planning and implementation of improvements in the commercial districts where its businesses are clustered. The Franchise Partnership will also monitor the performance of each franchise established through the program, in many cases as a lender receiving monthly payments from the business. The Franchise Partnership is prepared to help a franchisee and franchisor resolve operating problems that may emerge by actions that might include stimulating sales or arranging professional assistance. If a franchisee or dealer needs to sell a viable business, The Franchise Partnership will propose a buyer from its pool of qualified candidates.

Contributing to the Sustainable Development of Chicago Communities

The result of The Franchise Partnership's development of individual businesses in focused community areas is to establish viable neighborhood shopping districts. These districts become local main streets where residents and businesses can meet their daily shopping needs in the community, circulating wealth, supporting employment, and raising property values in the community. Because these neighborhood shopping districts are well-served by public transit as well as convenient for pedestrian shopping, they help to reduce the number of car trips and contribute to the quality of the regional environment. Aside from personal success, these benefits to the community are important reasons for entrepreneurs to become business owners through The Franchise Partnership.
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Figure 2: Aggregate Income/Residential Acre



























































� This understanding of the franchise relationship applies particularly to individual business format franchises.  There are variations on this structure when the franchise relationship depends more on the distribution of products than the replication of a business system or when one franchisee acquires the rights to develop a large market with many franchise units.  However, these varied franchise structures are usually available only to sophisticated and well-capitalized investors and are outside the scope of this introductory guide to franchising.   


�  US General Accounting Office, Enforcement of the Franchise Rule, GAO-01-776, pgs 5 &11
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