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Welcome to the “Start a Business From Scratch Or Buy A Franchise?” Guide.

We've designed this guide for use by anyone considering whether to turn their own idea into a
great business, or buy into someone else’s business model through franchise purchase.

We detail for each of these two entrepreneurial paths, the insider background information you
need, as well as the pros and cons of each method and our suggested first steps to take to
carefully examine each path.

Let’s get started.

Option 1 — Purchase a Franchise

Background

There are currently more than 250,000 franchised businesses operating in the U.S. in more
than 70 Industries.

With so many different types of business being offered, it can be confusing to sort through
what'’s available.

There is a very useful resource you can use to organize your search for a starting point in
examining a franchise purchase - The Entrepreneur Magazine “Top 500 Franchises” issue
available at www.entrepreneur.com

The magazine uses a specially concocted formula for rating the rank of each franchise.
The formula includes such factors as:

Financial strength and stability

Growth rate and size of system

Number of years the franchiser has been in business
Start-Up costs
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http://www.entrepreneur.com/

For 2008, the top 10 franchise operations as selected by Entrepreneur magazine are

(I've included the range of start-up costs for each):

Ranking Franchise Name Start-Up Cost Range
1 Subway $70k -$220k
2 Quiznos $72k - $251k
3 Curves $38k - $53k
4 UPS Store $161k - $267k
5 Jackson-Hewitt Tax Service $49k - $94k
6 Dunkin Donuts $179k - $1.5 million
7 Jani-King $11k - $43k
8 RE-MAX $20k - $220k
9 7-Eleven $100k+
10 Liberty Tax Service $42k - $52k

On to How The System Works

A
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How The System Works

When you purchase a franchised business outlet, you’re usually paying for a number of
features:

1. Business systems that have been tested with multiple outlets for marketing, operations,
accounting, etc.

2. Recognition by the public of the name of the business (Be aware that this is often a
benefit only for the very largest franchise operations, such as McDonalds or Midas Muffler).

The typical franchise system today has fewer than 50 franchise outlets, so ask yourself: “How
well known is the business name?”

3. Very specific directions on how to run each and every detail of the business.
4. Designated sources of supplies.
5. Where necessary, blueprints for retail layout, as well as site selection assistance.

6. Training.
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Personality Considerations

When you purchase a franchise, you're taking on a legal business partner — the franchising
company.

For as long as you own your franchise, you will be subject to a variety of rules and
regulations enforced by them.

Violate the rules too often and you may have your franchise taken away.

Any smart franchiser will tell you during your exploration process that your success with their
franchise will come largely as the result of following their business strategy and operational
plan...to the “T".

While you are encouraged to use some imagination in running your franchised business, it is
expected that you will roll out your new business according to the franchiser’s detailed
guidelines.

You should carefully consider how you will feel after you invest a good deal of time and
money to get your franchised business started and you still must pay a percentage of all of
your sales to the franchiser.

You should also be brutally honest with yourself about how independent you really are.

When you look back over your working life, have you shown an ongoing interest in coming up
with your own solutions to business problems and then put them into action?

You should be cautious about pursuing the franchise route if:

1. You think you may start to resent paying a perpetual royalty to the franchiser as time
goes on and you are relying less and less on them to run your day-to-day business.

2. You really don’t like taking orders from others.

3. You like to continually tweak the way you do business.
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The Real-World Reality

To end up quite satisfied with the purchase of a franchised business, you need to be aware of
a number of realities:

Reality Factor 1 - Franchisers are quite selective in whom they choose.

When you buy a franchise, you are buying someone else’s system — in most cases based
on someone actually running a single unit business, expanding and then franchising.

For example, Fred DelLuca, founder of Subway, ran a small local sandwich shop for more
than 7 years before attempting to franchise.

You are paying for the details that have already been experimented with and documented.
The franchiser, therefore, is very insistent that you follow their system and only their system

to run ‘our business. THEY DICTATE EACH AND EVERY DETAIL. And many of these
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