
Everyone wants to sell you a franchise but is 
it the right deal for you?

Buying a franchise is a significant investment and 
it is a contractual commitment.  You are usually 
locking in to a five - ten year agreement - so the 
personal, financial and legal factors need to be right 
for you now and over that entire period.

Franchising laws in Australia are relatively strong and 
provide for high levels of disclosure by franchisors.  
This certainly helps a buyer but there are many other 
factors to investigate and weigh up as part of your 
due diligence process.

So what is due diligence?  Many people think it is 
getting advice from your lawyer or accountant on 
what they think of the business and what terms 
should be negotiated.  This is only part of the 
process and sometimes it can also steer you in the 
wrong direction. 

Franchising is a specialist field and many 
accountants and lawyers do not specialise in 
franchising and therefore are not familiar with 
the issues, trends, players and full range of 
considerations.  Would you get your local doctor to 
perform heart surgery?  No!  So the same applies 
when buying a franchised business, use a specialist.

A good specialist will work with you to understand 
your objectives, your strengths and weaknesses and 
your exit plan, then they will interrogate a range of 
issues to ensure the fundamentals of the industry, 
the franchise and your local territory area all align to 
your objectives and your risk and financial appetite.  
It is important for you to be clear on your own 
motivation and objectives before you start digging 
into the details of the specific franchise.

Robert Graham, Managing Director, CEO Consulting
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20 Due Diligence 
Considerations 

for Buying a Franchise

As part of your due diligence process on a specific 
target franchise, here are 20 areas I suggest you 
consider:

1What aRE thE inDustRy 
COnDitiOns?

•	 Over	the	next	five	-	ten	years	will	this	be	a	stable	
or growth industry? 

•	 What	are	the	likely	changes	to	customer	buying	
habits or technology?

•	 Who	are	the	new	competitors	likely	to	be	and	how	
will they tackle the market?

•	 Is	demand	for	the	products	/	services	sustainable	
and what will happen to profit margins?
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2 WhERE is this fRanChisE 
plaCED in that inDustRy?

•	 How	strong	is	the	brand	and	business	
relative to competitors?

•	 Is	the	franchise	predator	or	prey	in	any	
changing market?

3 WhO is thE fRanChisOR?

•	 What	is	the	structure	of	the	franchise?		
Are master franchisees involved?

•	 Who	owns	the	franchise	or	who	are	
the	key	decision	makers?		Have	you	
met them?  What do you think of 
them?

•	 What	experience	or	track	record	of	
success does the franchisor have?

•	 Is	the	franchisor	financially	stable?

4 aRE thE ExistinG 
fRanChisEEs MakinG   
MOnEy?

•	 Look	at	the	financial	performance	of	
existing franchisees.  Reluctance to 
disclose details can be a warning sign 
given it is possible to disclose without 
identifying specific locations.

•	 What	are	the	trends	in	franchisee	
performance – improving or 
declining?

•	 For	start-up	franchises,	what	earnings	
forecasts are being provided and 
what are the underlying assumptions 
and data that make those forecasts 
credible?

5 is thERE a stROnG  
REsalE MaRkEt fOR  
thE fRanChisEs?

•	 How	many	existing	franchises	are	on	
the market (publically and privately) – 
a high percentage of listings may be 
a warning sign that franchisees are 
looking to get out.

•	 What	prices	are	they	achieving	for	
resales?  Are they making capital 
gains or losses?

•	 How	long	is	it	taking	to	sell	the	
franchises?

•	 Have	any	closed	down	or	been	
terminated?  If so, why?

6 What is thE invEstMEnt 
REquiRED tO buy in anD  
sEt up?

•	 What	is	the	total	cost	of	buying	the	
business, including fitouts, equipment, 
vehicles, training fees, launch 
marketing budgets, rental bonds and 
working capital?

•	 Within	the	total	cost,	what	is	the	actual	
franchise license fee and how does 
that compare to competitor offerings?

•	 What	is	the	expected	payback	period	
on your total investment?

7 aRE thERE fRanChisE 
tERRitORiEs?

•	 Are	you	granted	a	Territory	or	is	it	a	
‘hunt anywhere’ model?

•	 With	any	Territory,	what	type	of	
Territory?  Full exclusivity?  Marketing 
exclusivity?		Lead	allocation	
exclusivity?

•	 How	are	the	Territories	determined?		
What criteria were used to ensure they 
are viable, correctly sized and provide 
you with market depth that enables 
your target profitability over time?

8 WhO DOEs thE sEt up?

•	 If	you	are	buying	a	shop	or	retail	
based franchise, who handles the site 
selection, fitout and lease negotiation?

•	 If	it	is	the	franchisee,	what	guidance	or	
support are you given?

•	 If	it	is	the	franchisor,	how	much	
extra are they charging to do it for 
you and do they receive any rebates 
or kickbacks from tradesmen or 
equipment suppliers?

•	 Who	holds	the	site	lease,	you	or	the	
franchisor?  Do you understand the 
implications of each?

9 hOW is yOuR businEss 
launChED?

•	 Is	there	a	launch	marketing	program?		
If so, what is involved and what is the 
budget?

•	 What	input	do	you	get	to	the	
program?

•	 If	buying	an	existing	franchise,	what	

needs to be done to reinvigorate or 
relaunch it?

10 WhERE DO thE lEaDs  
OR CustOMERs COME  
fROM?

•	 Who	is	responsible	for	generating	
leads or customers?

•	 Does	the	franchisor	guarantee	any	
lead flow or quality of leads?

•	 What	methods	are	usually	successful	
for lead generation?

•	 Is	there	a	group	marketing	fund?		If	
yes, how does it work and how much 
do you pay?

•	 Can	you	generate	online	leads	via	
your own website or social media 
activity?

11 What is thE CashflOW 
CyClE?

•	 Understand	the	lead	time	between	
marketing and cash in your bank 
account

•	 How	do	most	customers	pay	–	cash,	
eftpos, on trading terms?

•	 What	level	of	bad	debts	should	you	
expect?

•	 Will	this	business	generate	money	
quickly or does it build up over time?

12 WhO COntROls thE 
flOW Of MOnEy?

•	 Who	do	the	customers	pay?		You,	the	
franchisor or a nominated supplier?

•	 If	you	are	to	be	paid	commissions	by	
the franchisor, are they reliable and 
solvent?

13 What aRE thE OnGOinG 
ROyaltiEs OR fEEs tO  
paRtiCipatE?

•	 Industry	norm	is	royalties	in	the	6	per	
cent – 9 per cent range for standard 
retail and service franchises. 

•	 If	it	is	a	flat	fee	royalty,	find	out	what	
motivation the franchisor has to help 
you grow.

•	 Are	there	any	other	fees	that	apply?



20	DUe	DILIgenCe	COnsIDerATIOns	FOr	BUYIng	A	FrAnCHIse

27

14 What sERviCEs DOEs thE 
fRanChisOR pROviDE?

•	 get	a	clear	understanding	of	who	
does what and what ongoing services 
you receive from the franchisor.  Also 
understand the value of such services 
and weigh up against the toyalty 
charge.

•	 Most	franchisors	provide	the	brand,	
the system, the back end support 
and	product.		Others	also	provide	
marketing and business development 
support.

15 What tRaininG is 
pROviDED?

•	 Most	franchisors	provide	training	but	
how good is it – speak to existing 
franchisees

•	 Is	there	an	extra	charge	for	training,	
can you bring your staff?

•	 What	is	the	cost	of	any	subsequent	
training?

16 WhO aRE thE suppliERs 
anD aRE thERE any  
REbatEs paiD?

•	 Disclosed	rebates	are	legal	but	you	
should understand who gets what 
and from whom.

•	 some	franchisors	either	refuse	
rebates or if they take them, reinvest 
them in the franchise network – how 
does your franchisor handle it and 
why?

17 DOEs thE fRanChisOR 
iMpOsE any 
REstRiCtiOns?

•	 Investigate	restrictions	relating	to	
the website, social media and blogs.  
Often	for	brand	protection	purposes	
a franchisor will impose restrictions – 
you need to know what they are.

•	 Who	owns	the	customer	database?		
Are the customers really yours?

•	 Do	you	have	to	buy	your	stock	or	
products from a specific supplier? 

•	 Are	you	subject	to	performance	
requirements?

18 What is nOt in thE 
fRanChisE aGREEMEnt     
that shOulD bE?

•	 Franchise	documents	are	prepared	
by lawyers for the franchisor so they 
are designed to protect the franchisor.  
Therefore you need to ask ‘for my 
own protection, what is missing’?

•	 There	is	a	special	Provisions	section	
in the Agreement – here you can 
agree to insert non-standard or 
customised terms for your situation or 
deal.

•	 If	there	are	any	critical	representations	
that you believe the franchisor or 
vendor has made, being so significant 
they have influenced your decision 
to buy, then make sure these 
representations are documented in 
the agreement or are noted on any 
certificates they ask you to sign about 
representations or advice given or 
received.

19 What DO ExistinG 
fRanChisEEs say abOut 
thE businEss?

•	 Advocacy	by	existing	or	previous	
franchisees is a critical factor – if they 
are happy with their decision to buy 
and happy with the relationship they 
have with the franchisor, then this is 
usually a good indicator you will be 
too.

•	 run	google	searches	of	the	franchise	
name and search for any franchisee 
blogs or comments as occasionally 
disgruntled franchisees take to social 
media to vent their dissatisfaction – it 
is not always justified criticism but 
building a picture of professional and 
amateur	Pr	always	helps

20 What DO fRanChisE 
ExpERts anD banks 
says abOut thE 
businEss?

•	 Talk	to	franchise	experts	and	
franchise bankers about the franchise 
system – see what they know and 
say as they are often tapped into 
both the good and the bad news 
relating to different franchises.  Being 
arm’s length they can give impartial 

feedback or guidance that will help 
you investigation and decision 
making.

•	 Also,	some	franchise	systems	have	
accreditation arrangements with 
various banks.  Whilst this is not a 
bank endorsement, it usually indicates 
the bank has been through a due 
diligence process itself to understand 
the working and success rates of that 
franchise and are happy enough to 
lend to their franchisees.

The above 20 considerations are not 
an exhaustive list but they will help 
you make a more informed purchase 
decision and they will help you negotiate 
the purchase terms. We always 
recommend you obtain specialist help 
to conduct your due diligence as it is not 
just about asking the right questions, 
it is also about knowing what to do 
with the answers and how to weigh 
up the overall personal, financial and 
legal considerations that make up your 
ultimate decision on whether or not to 
buy.

No business is perfect and no deal is 
perfect, so it is about getting the right 
balance and terms for you based on the 
risk	/	reward	equation.
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