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1. Be sure you are well suited to be a 

franchisee
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2. Check all competing franchises; don’t lock in 

on one
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3. Perform thorough Due Diligence

– Read and understand all of the documents

– Attend Discovery Day

– Talk to a large number of franchisees

– Internet research

– Visit existing franchise locations
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– Read reports of New York and Illinois Attorneys 
General

• http://www.ag.ny.gov/sites/default/files/pdfs/publicati
ons/What%2520to%2520Consider%2520Before%252
0Buying%2520a%2520Franchise.pdf

• http://www.ag.state.il.us/publications/pdf/b4ubuy.pdf

http://www.ag.ny.gov/sites/default/files/pdfs/publications/What%2520to%2520Consider%2520Before%2520Buying%2520a%2520Franchise.pdf
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4. Be sure the numbers work; prepare a pro 

forma
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5. Don’t rely on anything important that’s not in 

the written documents (trust, but verify)
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6. Have enough working capital and a basic 

business plan
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7. Retain competent advisors (attorney and 

accountant)
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8. Set up a separate entity (Limited Liability 

Company or Subchapter S Corporation)
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9. Red Flags 

a) No state registration, Franchise Disclosure 
Document or written Franchise Agreement; 
claiming no registration is necessary.

b) Claims made orally to you that are not in the 
written franchise documents.

c) Discouraging you from talking to other existing 
or former franchisees.
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Red Flags (cont.)

d) Rushing you to sign the contracts.

e) Requiring a deposit before giving you required 
documents to review and waiting 14 days; 
asking you to backdate or agree to backdating 
of any documents.

f) Any financial performance representation not 

included in Item 19 of the FDD.
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Red Flags (cont.)

g) No or highly conditional right to renew; renewal 
only on payment of substantial fees.

h) Unaudited, out-dated, or incomplete financial 
statements.

i) Recommending against a review by 
independent advisors such as your attorney or 
accountant.

j) Franchisor claiming you can run this business 
in your spare time.
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Red Flags (cont.)

k) Franchisor’s preoccupation with selling the 
franchise, and you paying them fees, and no or 
very little time spent on your background, 
experience and fit with the franchisor’s system, 
and the system itself.

l) Franchisor claiming their products are so 
popular they sell themselves; you really don’t 
need training; no training manuals.

m) New franchisor.



kaufCAN.com

Franchising 101 – Legal Basics

10. Franchises and business opportunities are 
frequently sold under other names.  The name 
given to the arrangement does not matter; if it 
meets the statutory definition of a franchise (a 
written agreement: 1) charging a fee; 2) allowing 
use of franchisor’s trademark; and 3) granting the 
right to engage in a retail business using 
franchisor’s marketing plan or system) or a 
business opportunity, it is one.  Examples of other 
names for business arrangements that could be a 
franchise or a business opportunity:
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� License

� Distributorship

� Consulting Agreement

� Sales Contract

� Contract
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11. All franchises and business opportunities, whether 
called that or not, must be properly registered with 
the Commonwealth of Virginia.

State Corporation Commission
P.O. Box 1197
Richmond, Virginia  23218
(800) 552-7945

www.state.va.us/scc/division/clk/forms/brg.pdf
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12. A Whirlwind Tour of the Franchise Disclosure 
Document (“FDD”)

1) The Franchisor, and any Parents, 
Predecessors and Affiliates

2) Business Experience

3) Litigation
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A Whirlwind Tour of the FDD (cont.)

4) Bankruptcy

5) Initial Fees

6) Other Fees

7) Your Estimated Initial Investment

8) Restrictions on Sources of Products and 
Services

9) Franchisee’s Obligations
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A Whirlwind Tour of the FDD (cont.)

10) Financing

11) Franchisor’s Assistance, Advertising, 
Computer Systems and Training

12) Territory

13) Trademarks

14) Patents, Copyrights, and Proprietary 
Information
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A Whirlwind Tour of the FDD (cont.)

15) Obligation to Participate in the Actual 
Operation of the Franchise Business

16) Restrictions on What the Franchisee May Sell

17) Renewal, Termination, Transfer and Dispute 
Resolution

18) Public Figures

19) Financial Performance Representations



kaufCAN.com

Franchising 101 – Legal Basics
A Whirlwind Tour of the FDD (cont.)

20) Outlets and Franchisee Information

21) Financial Statements

22) Contracts

23) Receipt
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