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Is a Franchise Business
Right for You?
By Joseph Pisani

V

isit any town or city across Canada and you are likely to find the
streets teeming with franchise businesses in an ever-expanding
number of sectors. Though most people typically think of food
service or certain retail services when it comes to franchise businesses,
there are very few products or services that cannot be franchised. From
house cleaning to entertainment and recreation services, the franchise
model can be an attractive alternative to starting a stand-alone business.

A growing industry
Franchising is enjoying continued growth in Canada. The Canadian
Franchise Association (CFA) estimates over 1300 franchise brands and
more than 78,000 franchise units across the country, with the number of
brands having grown 22 per cent over the past five years.
The CFA further reports 62 per cent of franchises are established brands
operating in Canada for at least 11 years, and 30 per cent for more than
25 years.
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Owning a franchise business is a great way to increase your chances
for success, as statistics have consistently shown you are more likely to
succeed with a well-established franchise than with a non-franchised
independent business.
Over a third of all franchise businesses in Canada are owned by women,
and that number continues to grow as more and more women see
entrepreneurship as an attractive opportunity. BMO recently announced
its commitment to advancing $3 billion in capital to women-owned
businesses across Canada over the next three years to empower more
women to start and grow their businesses.

Reflect on your goals first
As a banker, the first thing I speak to clients about when they are
considering purchasing a franchise is whether it is going to help them
reach both their personal and business goals. One needs to know what
outcome she/he is looking for from owning the business and whether it
fits with his/her life and personality.
For example, are you looking to start with one unit and expand to
multiple units, or will you be satisfied with running just a single unit—
both of which have very different demands? Will you feel boxed in by the
demands required of a franchisee? Do you have the considerable drive it
takes to operate a successful franchise operation?
These are just a few of the questions potential business owners need to
ask themselves before committing to a franchise business.
Weigh the pros and cons
As with any business decision, you should always assess the pros and
cons before proceeding. Below are some key things to consider.
The pros
1. Proven model
The most compelling reason for considering a franchise is it lowers
the risk by providing the security of an established business model
with a successful track record. Any good franchise company has
developed a method of doing business that works well and produces
positive results.
2. Strong brand
Most established franchisors have already survived years in their
respective sectors and are easily identifiable to customers. Instant brand
recognition can deliver an immediate revenue stream from an existing
customer base and sales and marketing support.
canadian business franchise handbook finance edition
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Be prepared for your banker to ask questions like what attracted you to the franchise
and how the franchisor will help you get started.

3. Purchasing power
Being part of a franchise network allows participants to compete on
a grander scale, as it is often possible to obtain lower-cost goods and
supplies through the franchisor as a result of group purchasing power.
4. Operating experience
Opening a business can be complicated and discouraging, especially
if you are doing it for the first time. A franchisee can benefit from
the franchisor’s experience and tested operating system, including
documented standards and procedures, inventory levels, and local
marketing strategies. You can also benefit from the existing relationship
the franchisor likely has with their banker, which can be important
when securing financing.
The cons
1. Rules
Buying a franchise means you are entering into a formal agreement
with your franchisor. The agreement dictates how you run the business,
and there are typically restrictions on where you operate, the products
you sell, and the suppliers you use. If you are strongly independent, you
may find franchising a challenging route to take.
2. Royalties
For as long as you are a franchisee, you will have to pay some percentage
of your monthly gross revenues back to the franchisor, reducing your
profit potential.
3. Renewals
Though the length of the term in a franchise agreement varies, franchisors
do not have to renew an agreement at the end of the franchise term.
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4. Dependency on franchisor success
The reputation of your franchise is dependent on the franchisor, so any
negativity toward the brand could impact your business, even if you
played no part in the cause.

Choosing a franchise
There are a variety of franchise directories, professional associations,
and trade publications where you can research franchises in every
sector. Your business network can also prove valuable when seeking the
right opportunity.
At this stage, you should seek specific advice from professionals such
as an accountant, lawyer, and banker who have experience dealing with
franchise businesses.

Approaching your bank
Unless you are able to finance the franchise purchase and startup costs
entirely on your own, you will need to put together a financing proposal
and approach your bank for a loan.
Banks recognize franchise financing is an opportunity for them to
continue to build their own businesses within a sector that has shown
impressive growth and success for many decades.
New franchisees entering this very competitive market often find it a
challenge to arrange bank financing, typically because the franchise
concept is new to Canada or the network is small and not well known.
In the majority of these situations, banks will rely primarily on the
financial status and credit history of the franchisee when assessing his
or her request.
As with any new business proposal, the bank is looking for reliable
and realistic information to support the loan request. This is where the
franchisor can play a large role in introducing the business concept to
the bank by providing insight into its history, network standing, growth
plans, and performance expectations.
At its most basic, a bank financing proposal is a written document
or presentation that is used by the potential borrower to convey the
following details:
• an outline of the business activity;
• the amount of money required and from what sources;
• how the money will be used;
• how it will be repaid;
• what financial return the banker may expect on the business; and
• what loan security will be provided.
canadian business franchise handbook finance edition
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Your proposal should also include or at least address all of the following:
• business name, address, and key contact names;
• table of contents;
• summary;
• industry overview (key drivers, demographics, trends);
•
the business management structure (background, qualifications,
responsibilities);
• product and/or service offering;
• market (size, competition, supply, overall standing);
• financing outline (emphasizing the use of requested funds);
• basic corporate information (shareholders, lawyer, accountant); and
•
appendices (biographies, product literature, historical financial
statements, forecast income, and cash flow statements).
For a new franchisor, the most significant challenge is usually the financial
model—preparing business sales forecasts, margins, operational costs,
and net income.
In contrast, with established systems, new franchisees are able to use
historical results from similar existing locations when preparing their
forecasts. While not a guarantee similar results will be achieved, the
bank will take this historical information into consideration.
A new franchisee will find the bank will require more information to
substantiate the numbers reflected in any financial proposal, or at the
very least, an elaboration of the criteria used to determine them.
Most reputable franchisors will be able to help you prepare your
financing proposal, and your accountant will help with the forecasts,
but it is important to understand and be prepared to explain your
assumptions and projected financial statements.
Some additional questions the bank may pose include:
• What attracts you to this franchise?
• Are you confident in the total capital costs involved in establishing the
franchise? Any possible additional costs?
• Have you reviewed the disclosure document with legal counsel?
• What are you getting in return for your franchise fee?
• What is the franchisor doing to help you get started?
• How did you choose the location? Who negotiated the lease? Head
lease or sub-lease?
While the financing proposal and supporting information are the central
details a banker will look at to assess your application, there are other
factors considered that are just as important.

8
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Business acumen
The bank will look for how well you understand—and your commitment
to—the business model itself. A lot of new franchisees approach the
venture as simply ‘buying a job.’ This is a red flag when assessing
the soundness of the venture and whether a candidate is going to be
a good manager of her/his franchise. Business experience, previous
employment, and education are also likely to be considered.
Personal credit history
Your credit history will be checked, just as it would for any other loan.
As a banker, a person’s personal credit history can say more about an
applicant’s ability to manage a business than almost anything else,
including how you deal with money, indebtedness, and if you are a
credit-seeker. How you manage your money personally can have a
significant impact on your application.
Financial commitment
Generally, a bank will require you bring at least 35 per cent of the capital
required to purchase and start up a franchise before financing your
business. This represents a tangible commitment to the business on behalf
of the owner and an indication of his/her confidence in the proposal.
Collateral
What assets are available to support the loan(s) requested? Operating
loans are often supported by a pledge to the bank of all inventory and
receivables. The extent to which the bank finances and gives a lending
value to these assets is limited and will vary with individual circumstances.
For new borrowers with a limited track record, it is not unreasonable for
the banker to request personal guarantees from the owners.
Befriend your banker
Part of your success will depend on how well you leverage the network
of people around you with specific skill sets you may not yet have.
At BMO, we can help with more than just funding for your business.
We have a dedicated team across the country that can advise on not
just finance and banking services, but also business development and
operations, to name a few. In addition, we can help with managing
your personal wealth earned from owning your business, including tax
advice, succession planning, and investment planning.

Joseph Pisani is the director of North American industry sectors, franchise
finance, for the Bank of Montreal (BMO). For more information, contact
him at (416) 927-6025 or joseph.pisani@bmo.com. Also visit bmo.com/
franchising for more information.
canadian business franchise handbook finance edition
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How Marketing and
Advertising Funds Work
By Paul Monger

F

ranchise advertising funds collect monetary contributions
from franchisees to support specific local, regional, or national
advertising initiatives for the respective franchise brand,
promoting its offered products or services through print, radio, TV, and/
or online media.
Co-operative marketing initiatives have been a part of franchising since
the first notable franchise system was formed in North America, when
Singer (a manufacturer of sewing machines) established a network of
agents and distributors across the United States and around the world.
By 1860, these early ‘franchisees’ were participating in a co-operative
advertising program that allowed them to place ads locally to improve
awareness of the Singer brand. This practice ultimately led to the
modern-day concept of the franchise advertising fund.
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One versus many
Ad funds have been very successful in combining the financial resources
of many individual franchisees to build brand images whose sum is
greater than their parts. The power of association and the pooling of
resources are the ‘calling cards’ of today’s ad funds and a major reason
they work so well.
Additionally, ad funds provide the ability to deliver a consistent
marketing message across a regional or national stage and drive the
formation of a brand image/identity amongst potential consumers. This
type of ‘en masse’ brand messaging would be almost impossible for a
single store owner to produce alone—and most certainly impossible for
him/her to maintain.
If a single store sets aside $500 per week, for example, it can only advertise
locally. If 100 franchises each set aside $500 per week, on the other hand,
they can advertise nationally to achieve a much higher profile.
In the early years of growing a franchise brand, it is important for
both the franchisor and the franchisee to contribute marketing costs.
This stage of franchise development will provide real insight into the
franchisor’s commitment to the success of both the brand and the
individual franchises.

Collecting contributions
The majority of today’s franchise systems require the franchisees to pay
advertising and marketing contributions that support the promotion of
the franchise brand. In most cases, the franchisor retains sole discretion
for all media buying and placement decisions and does not have a
responsibility to specifically benefit any particular franchisee with such
efforts. At a minimum, the franchisor will generally have a responsibility
to provide franchisees with an accounting record for the previous year,
showing all contributions received and all disbursements made.
The franchisor will outline contribution amounts and frequency within
the disclosure document and the franchise agreement. Typically, ad fund
contributions range between one and five per cent of gross sales, less
discounts, taxes, and returns, but they can also take the form of static
lump sums. The contributions are generally collected weekly or monthly
by the franchisor on behalf of the ad fund. In some cases, however,
franchisors may allow franchisees to self-direct their advertising
contributions, but will still insist a specific amount be spent weekly,
monthly, or annually.
The total revenue collected from all franchise locations is typically
pooled in a separate bank account that has been set up specifically for
canadian business franchise handbook finance edition

11

A public relations (PR) firm may be employed to enhance a franchise’s reputation with
and through the media, such as newspapers.

ad fund contributions and expenditures. The responsibility of collecting
the revenue and ensuring all franchisees contribute to the ad fund rests
solely with the franchisor and must follow the terms of the franchise
agreement and any other related documents.

Allotting expenses
As mentioned, the franchisor is also responsible for purchasing
advertising and marketing on behalf of the ad fund and subsequently
issuing payments. It is important to note, however, not all of a franchisee’s
contributions to the ad fund will go directly to actual advertising.
In most cases, the franchisor will set aside an administration fee of 10 to 25
per cent, which is used to pay for costs associated with managing the ad fund.
These costs can include employees, travel, equipment, and office supplies.
As well, if the franchisor employs an ad agency, franchisees can expect
the agency to bill approximately 15 per cent of the total ad bookings.
Put simply, an ad agency’s role is to plan, create, and execute advertising
campaigns—based on a detailed understanding of the franchise system,
its products, and its customers—that will increase sales.
In some cases, a public relations (PR) firm is also employed, requiring
a flat monthly fee that could be as much as five per cent of the total
ad fund. A PR firm is used to enhance a company’s reputation, which
usually involves communicating with and through the media to present
a client in the most favourable way possible. A PR firm can issue press
releases on behalf of the franchise company, for instance, or position a
story for local, regional, or national media that shows the franchise in a
positive light (e.g. TV news coverage of a charitable fundraising event).
In addition, there may be costs associated with maintaining an
advertising council. Mature and proactive franchise systems establish
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Ad funds support consistent marketing messages across a regional or national stage,
but also help raise brand awareness locally.

councils or committees to govern the disbursement of marketing
and ad contributions. These groups are made up of both franchisor
representatives and elected or appointed franchisee representatives.
This configuration is important to ensure marketing initiatives truly
represent both the franchisor’s and the franchisees’ interests.
Costs associated with establishing and maintaining an ad council may
include conference calls, travel for annual or quarterly meetings, video
conferencing, and/or courier fees. These costs are paid directly from the
ad fund.
Of course, such costs further reduce the amount of the fund available to
purchase advertising. Indeed, after administration, ad agency, and PR
firm fees are deducted, the typical franchise system’s ad fund probably
only spends 68 cents of each dollar on actual marketing campaigns.
Every franchisor has different ad fund polices and programs in place,
however, and it is imperative to review and understand them before
becoming a franchisee.

Ad council input
As mentioned, franchisees can take part in advertising councils. The
typical term for a franchisee member is one year, but it is not uncommon
to see terms of two or three years. Also, like a federal political system,
ad councils generally elect or appoint their members from different
regions, to ensure all franchise territories have representation.
The key responsibilities of the ad council include:
• creating or refining brand standards for all advertising and promotional
campaign materials;
• providing feedback and assistance in executing regional and national
marketing campaigns;
canadian business franchise handbook finance edition
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• monitoring and reporting all income and expenses associated with the
ad fund;
• ensuring all regions are represented; and
• communicating decisions, upcoming campaigns, and marketing plans
to all other franchisees.

When to go without
New or growing franchise systems, on the other hand, will generally
operate their ad funds without establishing an advertising council or, for
that matter, calling upon the assistance of an ad agency. This allows a
smaller chain to put 100 per cent of its ad fund contributions into local
and regional efforts to raise brand awareness and lift existing franchises’
sales volumes.
There are significant costs related to maintaining an advertising council
and employing an ad agency or PR firm, after all, as outlined above. So,
the premature use of such organizations could negatively affect both the
franchisor and the franchisees, financially speaking.
There is no specific store count or system-wide sales number that
determines exactly when to form an ad council or appoint an ad agency
or PR firm. For the most part, franchisees will rely on the franchisor
to decide when these resources are required, though they can certainly
request their implementation if there is a perceived need.

A franchisee’s focus
In addition to ad fund contributions, franchisees are generally expected to
spend a further one to five per cent of their gross sales within their local
market to promote their specific locations through newspaper ads, flyers,
team sponsorships, charitable donations, fundraising events, etc. It is never
enough to rely solely on the ad fund’s marketing dollars to drive business.
Before you become a franchisee, it is a good idea to speak with both the
franchisor and existing franchisees about how their ad fund is collected
and dispersed (including not only advertising, but also administrative,
ad agency, and PR firm fees), whether or not there is an ad council, and
if so, how its representatives are appointed or elected.
By doing your research on marketing and ad funds in advance, you
will obtain keen insight before making a major investment of your
time and money. You will also demonstrate to the franchisor that you
are a serious franchise applicant.
Paul Monger owns Clancy’s Meat Co., a food-service franchisor. For more
information, contact him via e-mail at paul@clancys.ca.
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Making the Most of Electronic
Payment Systems
By Rob Cameron

T

he checkout counter is usually the last point of interaction between
a retailer and a customer and, as such, often the final opportunity
to make a lasting impression. This reality underscores the need to
make the payment experience as easy and straightforward as possible
for customers.
This scenario can be compared to an iceberg. What the customer sees
when making a payment is merely the tip of the iceberg, but supporting
this experience takes a great deal of effort, planning, and technology on
behalf of merchants and payment service providers.
In the past, many Canadian retail businesses and their customers were
satisfied with traditional hardwired point-of-sale (POS) devices and
standard debit/credit card acceptance. This is no longer the case, as
an increasing number of consumers are turning to the convenience of
contactless and mobile payments, whether in a store, gas station, or
restaurant. Being able to support such payments is especially important
for franchises, as the convenience of the payment experience at any single
location can help boost the reputation of the entire franchise system.
canadian business franchise handbook finance edition
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McDonald’s Canada is among franchise systems that are prioritizing contactless debit
and credit card payments to save time per transaction.

Amid tight margins and increased competition in the retail sector,
Canadian franchisees rely on the quality, consistency, and reliability of their
payment systems, along with franchisor support and speed of response to
any issues as they arise, not to mention integration with existing POS
systems and, of course, the security of customers’ information.

Prioritizing plastic
By now, retail franchises are highly unlikely to be cash-only, but it is
nevertheless beneficial to communicate to customers that you prefer
them to pay by credit or debit card. For one thing, it is less convenient
when employees have to collect cash and dispense change.
Debit and credit card payments, especially contactless ones, shave
valuable seconds off each transaction. Instead of spending time handling
cash, employees can serve customers more efficiently, delivering a better
overall experience.
Additionally, the handling of cash adds unnecessary risk of financial
loss compared to electronic payments. Cash is vulnerable to loss both
through robbery and employee theft and is more difficult to track.
Many payment processors offer reporting tools that help franchisees
and franchisors manage their businesses by reviewing reports online or
downloading information into spreadsheets and accounting packages
for forecasting and analysis.
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Mobile wallets
Smartphones and smartwatches are set to bring mobile payments into
the mainstream. ‘Mobile wallet’ apps from Apple, Google, and Samsung,
for example, allow a customer to securely store his/her credit card
information on a smartphone and then pay for goods by tapping it on a
payment terminal’s contactless sensor.
Paying by phone or watch adds an extra level of convenience for busy
shoppers walking through a store with their hands full. For this reason,
retailers are encouraged to let customers know as they become ready to
accept mobile payments.
Fortunately, since apps like Apple Pay, Android Pay, and Samsung Pay
do not require specific proprietary payment terminals, many retail
businesses in Canada already have the contactless payment technology
necessary for their use. In some cases, a retailer may not yet be using the
contactless features of a payment processor, but there is no additional
cost required to activate those features.
Many customers still wonder whether or not mobile payments are
secure. Apple Pay, by way of example, actually includes more safety
measures than other, more traditional forms of payment. Apple’s Touch
ID verification system requires a customer’s fingerprint to authenticate
any payment, so even if his/her iPhone becomes lost or is stolen, no
one else can make payments with it. As an additional level of security, a
fingerprint is certainly harder to replicate than a signature.
There are also certain liability thresholds in place to protect retailers
from chargebacks. In Canada, it is expected retailers will not be liable
for any fraud-related chargebacks on purchases under $100.

Gift cards
Another important factor to consider is how easily a payment system can
handle gift cards. Today’s consumers love buying and using these storedvalue cards. In fact, every year, Canadians spend $6 billion on them;
and more than half of Canadians surveyed say they either purchased or
received a gift card in the past year.
For customers, the most attractive gift cards are redeemable at any
location within a franchise system, require no activation, maintenance,
or other fees, do not expire, are reloadable, and can be replaced if lost
or stolen.
An additional benefit to the retailer is that, no matter the dollar value
of gift cards, more than 40 per cent of consumers who use them end up
spending more than the face value—an average of 33 per cent more.
canadian business franchise handbook finance edition
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Customers enjoy the convenience of stored-value gift cards.

Also, when these cards are given to people who are not already customers
themselves, they become an important driver of new business. And
when these consumers join loyalty programs, they contribute not
only through short-term increases in revenues and profits during and
following holiday seasons, but also with their long-term, loyal business.
Thus, integrating gift cards into a POS system helps franchisors and
franchisees gather data on customer spending. This in turn can help them
optimize promotions based on regional, seasonal, and other trends.
Foreign cards
In the past, tourists travelling abroad would visit foreign exchange
kiosks and/or stock up on travellers’ cheques. Today, however, they seek
a payment experience just as secure and convenient as they would find
at home.
With this in mind, many tourists visiting Canada and shopping at its
retail franchises are paying with international MasterCard, Visa, or
American Express credit cards. Most of those visiting from China,
meanwhile, carry UnionPay. While this brand may not yet be familiar
to many Canadians, businesses that do not accept it are ignoring the
largest group of cardholders in the world, during a time when more
and more Chinese tourists are visiting Canada. UnionPay has issued
4.7 billion cards worldwide. More than 500,000 visitors from China reach
Canada each year, spending an average of more than $900 per visit.
One reason for this trend is in late 2009, China’s government granted
Canada ‘approved destination’ status for tourists, which encouraged
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them to visit and purchase goods that are not subject to high import
duties and taxes they encounter at home.
And beyond tourists, Chinese students are coming to Canada in record
numbers—nearly 100,000—for post-secondary education, contributing
approximately $2.4 billion per year to the economy. It is certainly
understandable why, given a choice, they prefer using a familiar payment
method when shopping. Retailers who post the UnionPay sticker on
their doors are immediately recognized as welcoming their business.

Benefits of big data
Data from electronic payments can be tremendously useful for making
business decisions. Before the 2015 Pan Am and Parapan Am Games
began, for example, managers at many Toronto shops, hotels, and other
venues wondered how the event would affect their bottom lines. While
more than 6000 athletes from 41 countries would take part, there was
a fear many locals would leave town to avoid heavy traffic, while few
tourists would visit from outside the city.
Afterwards, however, the collected data showed spending over the period
of the games increased year-over-year in nearly every merchant category,
showing the event had been a success for many businesses across the
Greater Toronto Area (GTA). And much of this success did indeed
come from visitors. Overall hotel spending rose by 8.2 per cent and the
number of hotel transactions increased by 22.6 per cent. Spending using
international debit and credit cards increased by more than 20 per cent,
with foreign spending on entertainment rising by 260 per cent. Overall
entertainment spending rose by more than 52 per cent.
Debit and credit transactions have also made it easier to track spending
trends across certain days and times. Retail franchisees can compare
sales data with relation to holidays, special events, or even the weather
to find trends for when customers are doing the most shopping. These
trends can help inform future business decisions when it comes to
inventory and staffing.
Knowing about special events throughout a franchise’s community, for
example, can help the franchisee launch special flyers or promotions
and be prepared for an influx of customers. And of course, when those
customers arrive, prioritizing debit and credit card and especially
contactless payments can help speed the flow of business.

Rob Cameron is chief product and marketing officer for Moneris, which
provides POS systems for processing debit and credit card transactions
across Canada. For more information, visit www.moneris.com.
canadian business franchise handbook finance edition
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How Much Does It Cost
to Be a Franchisee?
By Peter Snell

I

n their disclosure documents, franchisors must provide information
about the various fees and expenses that are payable under the terms
of their franchise agreements. This is valuable information, which
prospective franchisees need to review carefully.
The following information is merely intended to serve as a general
overview. Prospective franchisees must also seek their own legal and
accounting advice when reviewing a disclosure document and the
associated franchise agreement. Only then can they obtain the specific
information and advice relevant to their particular circumstances.

It takes money to make money
As addressed in the March/April 2017 issue of Canadian Business
Franchise, every franchisee wants to know how much money he/she will
make. Among the significant factors affecting the potential for profitability
are (a) the amount of money that needs to be initially invested in the
franchise and (b) the fees the franchisee will need to pay on an ongoing
basis (e.g. payments into the franchisor’s advertising fund).
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All of this information is legally required to be revealed within the
disclosure document, in provinces with applicable franchise legislation.

The franchise fee and related costs
The franchisor is required to disclose all fees the franchisee must
pay under the terms of the franchise agreement, including the initial
franchise fee, any required deposits, and related costs.
Most prospective franchisees focus solely on (a) the initial franchise fee
and (b) ongoing percentage-based royalties charged by the franchisor. It
is critically important for their analysis to go deeper than these, however,
as there are several other fees that can also have a significant impact on
the cost of running a franchised operation.
Some of the more common additional fees include the following:
• computer software fees;
• administrative support fees;
• training fees;
• lease negotiation;
• national and local marketing/advertising fund contributions; and
• Internet hosting fees.
Further, the franchisor must disclose information about the following:
• transfer fees;
• the cost of conducting an audit, if one is required for any reason under
the franchise agreement;
• interest charges on overdue payments;
•
insurance costs, especially for any services that will be provided
through the franchisor’s group buying power; and
• any other costs outlined in the franchise agreement.
All of these fees will usually be outlined in a summary chart within the
disclosure document, stating what each fee is for, the specific amount
payable, who it is payable to, and when it is due. When examining this
summary, it is important to be aware franchisors often footnote various
items listed in the chart and, thus, to review such notes carefully. They
often provide a much more detailed analysis for each line item, which
should be shared with financial advisors to yield a greater understanding
of the full costs within a franchise system.

The initial investment
The disclosure document must also contain information about what
the franchisee will need to spend as an initial investment in his/her
franchise. In most cases, this information will also be displayed in a
chart, outlining specific expenditures that will need to be made as the
franchise gets up and running.
canadian business franchise handbook finance edition
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The furniture and decor are part of the one-time payments required during the startup phase.

As these expenses can vary, the chart will usually specify a low-to-high
range for each type. It is then important for the prospective franchisee
to determine the most likely scenario for his/her own proposed location.
Amounts can vary substantially, depending on the region, the size of the
premises, local economic conditions, and other factors.
These expenses are also estimates that, generally, do not take into
account any financing charges or other related costs, such as calculating
the Goods and Services Tax (GST) at the federal level or the Provincial
Sales Tax (PST) or Harmonized Sales Tax (HST) at a provincial level.
Indeed, the franchisor will qualify its initial investment statements by
describing them as “estimates only.”
The initial investment will cover some of the same items listed previously,
including the franchise fee and insurance, but will also include a number
of other one-time payments as required during the startup phase. These
will include the following costs:
• leasehold improvements;
• furniture and decor;
• lease and utility security deposits;
• computer equipment;
• signage;
• professional fees (i.e. for lawyers, accountants, etc.);
• startup supplies; and
• grand opening promotions.

22
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Signage costs may be part of the initial investment.

The disclosure document will also often include an initial estimate
of the working capital the new franchisee will require going forward.
Again, this is only an estimate, so it is extremely important to review
all of the items with a financial advisor and develop a business plan
specific to the individual franchise, taking into account the actual costs
associated with the location. Some U.S.-based and other international
franchisors have little experience in Canada, for example, and it will not
be sufficient to rely upon their information from foreign jurisdictions.
Accurate estimates may be more difficult to ascertain until they have
gained more experience in the Canadian market.
Also, while franchisors may seek to provide as accurate expenditure
information as possible, they can also be expected to be very conservative
when calculating their estimates.

Working capital and annual operating costs
Franchisors are not legally required to provide estimates of working
capital or annual operating costs, though some will do so anyway.
In cases where the information is not provided, the disclosure document
will contain a specific statement to this effect: ‘Estimates of working
capital and annual operating costs are not provided by the franchisor.’
In cases where the information is provided, most franchisors will state
additional funds are required to finance a franchise’s operations until
the business generates positive cash flow. They will often quantify how
canadian business franchise handbook finance edition
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It is common for franchisee training to be covered through additional fees.

much capital could be required over the initial three-month, six-month,
and/or one-year period.
As for annual operating costs, most franchisors do not provide this
information and prospective franchisees should not expect to receive it.
There is a concern franchisees may rely on such figures, treating them as
an exact representation of operating costs, when in fact such costs can
vary substantially due to a variety of factors, including those mentioned
above. Franchisors do not want to foster unrealistic expectations, as
these could lead to a risk of legal liability for ‘misrepresenting’ the costs
of operating a franchise over time. (Note that annual operating costs are
different from financial performance representations.)
That said, there have been rare instances where franchisors included
information about annual operating costs in their disclosure documents.
In such cases, this information should still be reviewed carefully with
a financial advisor, so the data can be customized for the franchisee’s
unique circumstances.

Advertising fund contributions
As mentioned, franchisors must disclose the amounts of money
franchisees will be required to contribute to their advertising funds.
These types of contributions typically represent a percentage of the
franchisees’ gross revenues, payable to the franchisor on either a weekly
or monthly basis. In addition to running advertising campaigns, the
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franchisor’s related administrative costs—including, but not limited to,
salaries, accounting, collections, and legal fees—may be covered out of
the fund.
The franchisor will include statements within the disclosure document
explaining (a) it reserves the right to use the advertising fund as it sees
fit, including marketing research and development (R&D) for national,
regional, and/or local programs, (b) an individual franchisee might not
benefit directly or in proportion to his/her contributions to the fund, and
(c) the franchisor is making no representation about any particular level
of expenditure to be made to any particular advertising program in any
particular territory.
These can be points of contention, as every franchisee always wants
more resources devoted to advertising in his/her area, in ways of his/
her choosing. Yet, there are good reasons for the franchisor to make
clear it can spend the money ‘disproportionately’ as it sees fit, such as
efforts to promote its brand in (a) a market where current franchisees
are struggling or (b) a territory newly targeted for expansion of the
franchise network.
That said, the franchisor must disclose how much of its advertising
fund was spent on national, regional, and local marketing campaigns—
and how much was retained by the franchisor—over the past two fiscal
years and an estimate of these numbers for the upcoming year. So, new
franchisees are not simply being left in the dark about the fund.

Knowing your financial obligations
One of the most significant benefits of the franchise disclosure document
is the financial information it contains regarding the level of initial
investment and the fees the franchisee must pay under the terms of the
franchise agreement. This information has been collected, analyzed, and
presented by the franchisor based on its experience and track record
with other franchisees and its own operations.
By carefully reviewing this data and applying it to a new franchise’s
proposed location and unique circumstances, the franchisee and his/her
financial advisor can determine what level of investment to anticipate
before setting up the business. Creating a strong financial plan based
on these figures will help set the franchisee on the road to success.

Peter Snell is a partner and franchise lawyer at the Vancouver office of
Gowling WLG (Canada) LLP. For more information, contact him via e-mail
at peter.snell@gowlingwlg.com.
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Franchise Finance
Q&A with Firehouse
Subs of Canada
By Joseph Pisani

Joseph Pisani of the Bank of Montreal (BMO) recently sat down with Alex
Gerzon, area representative and franchisee with Firehouse Subs of Canada,
and Phil Dawson, a franchisee in London/Kitchener/Cambridge, Ont.
BMO would like to share with you why Alex and Phil got into franchising
and what advice they have for fellow franchisee/franchisors looking to get
into the industry.

F

ranchise profile: Firehouse Subs is a fast casual restaurant chain
with a passion for hearty and flavourful food, heartfelt service, and
public safety. Founded by brothers and former firefighters Chris
and Robin Sorensen, Firehouse Subs is a brand built on decades of fire
and police service, hot subs steamed and piled high with the highestquality meats and cheeses, and its commitment to saving lives through
the establishment of the non-profit Firehouse Subs Public Safety
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Foundation. The founders are the real deal, the food is their creation,
and the restaurant is built upon a family of franchise operators who
share their same passion for generously serving food and community.
To learn more, visit www.firehousesubs.ca.
Joseph: Can you tell us a little bit about your background and how long
you’ve been with Firehouse Subs?
Alex: The restaurant business has been a big part of my life. I started
flipping burgers back when I was 13 and never looked back. Before
joining Firehouse Subs, I was vice-president of franchising for Cara. I’ve
been with Firehouse Subs now for over three years. I opened the first
location in Canada in Oshawa, Ont., in 2015 and I’m really excited about
what we are doing with this brand in Canada.
Phil: I am actually the complete opposite of Alex. I had never worked
in a restaurant in my entire life—this was my first opportunity. I come
from a transportation/logistics background and have 18 years of
experience doing that. My partners and I opened the second franchise
in Canada in London, Ont. It’s full steam ahead and it’s been a great
experience. We currently have four locations and our fifth recently
went into production.
Joseph: What made you decide to get into the franchise?
Alex: In 2014, my business partner and I were looking at doing something
in the fast casual space. We loved sandwiches. The number one thing
was it doesn’t matter how old you are or how much money you make—
most people eat sandwiches. We really wanted to get into that space and
we started looking at sandwich concepts. We stumbled upon Firehouse
Subs because of all the accolades they were getting and we thought
there was something to it. We went down to the United States to visit
a location in Buffalo, and I took one bite and thought, “This is the best
sandwich I’ve ever had.”
From there we started looking into the brand and we found out it was
founded by first responders—two brothers who are still involved. They
own the company, which meant a lot to us, and the service platform was
something different than what’s out there. We thought the brand was a
winner and I left my job in 2015 to do this. We are at 16 restaurants in
Canada now and we’ll look to build another nine to 10 this year.
Phil: My partners and I ride motorcycles, and when we were in Florida
with friends, one of the guys from down there said we have to go to this
place called Firehouse Subs. We took the first bite and thought, “This is
exceptional. Why isn’t it in Canada?”
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We said, “If this comes to Canada, we have to get in on this at the ground
floor.” We were looking to diversify and one day in the office, it flashed
across the screen of one of the franchise magazines that Firehouse Subs
was looking for franchisees in Canada.
I hooked up with Alex to talk about the opportunity. The passion he had
was unbelievable. At the time we were also doing our due diligence.
This wasn’t the first place that we had looked into. The passion that was
brought to the table about what the brand could bring to Canada—it
was just incredible. It definitely struck my interest right away.
Joseph: For franchisees looking at owning multiple locations, are there
financial or other benchmarks you need to pass before knowing it’s the
right time to expand?
Phil: Obviously sales need to be trending upward on a weekly basis
if you are looking to open another restaurant. Looking at profit and
sustainability comes with any business. You are going to have good
times and bad times, but the locations we’ve chosen have been a success
for us and our business model. It’s a newer business model—we started
from the ground floor, so with that there’s a risk to be taken. Our books
are trending upward and we are getting great new guests every day and
it’s great to see how the brand is resonating with people.
Alex: It’s a question I field every day with our existing franchisees. At the
end of the day, most people do not get into this saying, “I want to have
just one location.” They are looking at the opportunity to secure great
markets and great real estate. The one thing I tell people is at the end
of the day, build the first one, develop the right team, and once you can
start pulling yourself out of the day-to-day operations, then it’s probably
time to start looking at opening another one.
Joseph: What do you look for in a banking partner to support your
franchise business?
Alex: It’s really kind of the same thing franchisees look for in Firehouse
Subs as a franchisor. It’s the responsive service and support. You also
want a banking partner who really understands franchising—not just the
financing, but also every aspect from operations to business development.
We’re building a lot of restaurants and without our partners at BMO, we
wouldn’t be where we are as a brand in Canada. A truly great banking
partner should really believe in your vision. Banks have sometimes
struggled with financing restaurants, especially startups, and while our
brand is very successful in the United States, we were a startup in Canada.
Nobody knew who we were, but the team at BMO believed in us and our
plan, and today they’ve financed most of our restaurants.
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Firehouse Subs area representative Alex Gerzon says franchisees should be “successful
business leaders who can weather a bit of a storm.”

Phil: Likewise, BMO’s been great for us as well as franchisees. They’ve
taken care of us and our needs. You really want someone who is going
to be there and have that personal touch, and understand that you’re not
a big corporate entity that is going to necessarily have all the ‘I’s dotted
and the ‘T’s crossed. You want them to understand that you are human
and they are going to work with you and treat you with respect. They’ve
really come to the table with us and helped us with this adventure.
Joseph: From a financing perspective, what do you know today that you
wish you had known when you were first starting out?
Alex: You never really know how successful you are going to be. I had
never really run a restaurant business before. In our business, you are
surprised every day by things, but at the end of the day, we have the
team and the support to deal with them. For example, when we started,
we didn’t have the critical mass to be able to localize our supply chain,
so we were bringing things over the border and getting hit with tariffs
and the exchange rate and so forth, so every day you are looking at that
and you’re trying to come up with plans to localize the supply chain and
other opportunities.
Joseph: Things like trade and tariffs, industry insight, is that something
that your banker helps you with?
Alex: For sure. I mean, our partners at the bank have a lot of experience—
not just with us, but also with probably every major restaurant chain
across the county. We absolutely leveraged their expertise as we were
starting out and still do. We talk regularly about what’s happening in the
canadian business franchise handbook finance edition
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industry. From a business planning perspective, 100 per cent—they were
an integral part of that, especially as we were getting going with new
franchisees. They were providing feedback in terms of what they wanted
to see and gave us a pretty comprehensive checklist with the key things
that help facilitate the financing process for franchisees.
Joseph: Any specific advice from a finance and banking perspective that
new franchisees need to know?
Alex: From a franchisor approval perspective, we do a comprehensive
review of a franchisee’s financials. We never want anyone investing every
single penny they have into this. At the end of the day, they need a little
cushion if things open a little softer or if there are some tough times. We
are looking for successful business leaders who can weather a bit of a
storm and I know that our banking partners appreciate that.
But the number one thing they should be asking is, “Who are the
franchisor’s banking partners?” If the banks are financing the franchisor’s
growth, that also tells you in part the success of that brand. If they tell
you, “We don’t have a relationship,” or “You need to work with your local
bank,” that should raise some flags. The fact that BMO has financed
the majority of our restaurants can potentially give someone comfort
about how well the brand is doing and how the individual restaurants
are doing.
Joseph: Do you have any final advice for people looking to get into a
franchise business?
Phil: Don’t go into it thinking that you’re going to get rich overnight.
There’s a lot of hard work you’re going to need to put into it. You’ve got
to pay attention to your business, pay attention to your finances, and
develop your staff and your service. You are part of a bigger entity and
one bad apple can spoil the barrel.
Alex: You truly have to be passionate about the brand. There are no
shortcuts to success. It’s not easy, but it becomes very rewarding and
you can create wealth as you grow and expand. Do your due diligence.
Don’t only talk to the guy selling the membership—talk to the members.
Talk to as many franchisees as you can, so you truly know what you are
getting yourself into.
Joseph Pisani is the director of North American industry sectors, franchise
finance, for the Bank of Montreal (BMO). For more information, contact him at
(416) 927-6025 or joseph.pisani@bmo.com. Also visit bmo.com/franchising
for more information.
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How to Plan Sales
and Marketing Goals
for Your Franchise
By Eric Lofholm

I

n the first fiscal quarter of each new year, it is prudent for franchisees
to prepare a profitability plan for the coming months, especially
with respect to your sales and marketing endeavours. Doing so can
give you a notable edge on your competition, particularly given the
extraordinary number of business owners out there who do not bother
with this strategic tool.
The key ingredient for successful annual planning is your own mindset.
The first step toward successful financial planning for your franchisee
is for you to have an intent to complete that plan. What doesn’t get
scheduled, after all, doesn’t get done.
Whether you develop your tactical plan at the start of the year or at a later
date, the importance of doing so cannot be overstated. Here’s how to set
yourself up for annual planning success.
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Asking yourself the right questions
The process of creating your profitability plan is largely a matter of asking
and answering a series of questions that will help you identify the year’s
sales, marketing and other financial goals for your franchise, and then the
steps you’ll need to take to achieve those goals.
You should ask yourself questions about your annual sales goals, such as:
• How many leads do you want to generate?
• How many appointments will you set with those leads?
• How many sales will you need to make?
After defining the overall annual goals, you can break them down into
smaller time frames—i.e. by quarter, month, and week—to make it easier
to define the concrete steps for achieving your goals. It is a good idea to
keep a notebook for writing down goals and questions as they arise.
As you develop your annual plan, the following are some examples of the
types of sales and marketing goals you can include:
• Ultimate outcomes for the year.
• Annual revenue projections (i.e. sales results).
• Marketing strategy and tactics.
• Ultimate outcomes for each month.
• Monthly revenue projections.
• Monthly projects.
Then you can break each of these goals down into more specific areas,
such as the aforementioned lead generation, appointment setting, and
sales. And for scheduling purposes, you can also break each category
down further by week or day.

Supplementary goals in other areas
Once you have set specific marketing and sales goals for your franchise,
you may also find it helpful to set other goals in other areas of your
business and/or your personal life. For example, you might set out to
hire more staff to work in your franchise, adopt new tools for business
automation, or develop new promotional programs.
To be sure, achieving personal goals can help you achieve business-related
goals. If you haven’t been getting enough sleep on a regular schedule,
for example, you should consider getting into a more consistent sleep
cycle, which will help make you more productive at work. Similarly, you
may want to set goals with relation to your personal finances, health,
relationships, and spiritual development.

The strategy of creating a space for success
One of the fundamental components of annual planning is creating a
space for your success. This refers to the fact you can only have so many
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Reaching goals will depend on how they are organized. Setting appointments with sales
leads, for example, will require daily and weekly scheduling.

‘things.’ When one thing occupies a space, something else cannot occupy
that same space; this is true both literally and in the metaphoric sense
of occupying (a) mental space or (b) part of your business. So, if you no
longer need something, get rid of it to free up some space and you can
bring something new into your business or another area of your life.
The following are some questions to ask yourself to help define the ‘space
for success’ in your franchise business:
•W
 hat was great about the past year?
•W
 hat are you most proud of?
• What

were you most surprised by?
• I n what ways did you and your business grow in that time?
•W
 hat was your biggest success?
•W
 hat adversity did you overcome?
•W
 hat skills did you develop?
•W
 hich of your earlier goals did you manage to accomplish?
•W
 hat was your most challenging sale?
•W
 hat were you consistent at?

Finding your direction
Once you have oriented yourself in your business by setting goals and
making space for success, it is time to review the past year’s performance
of your franchise in more specific terms. The following are some examples
of questions to ask during this evaluation.
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• Based on your annual goals, where should your results be right now?
• Did you manage to hit your predicted gross sales numbers?
• Did you hire and train your predicted number of employees for
the year?
• Were you able to sufficiently motivate your team?
• Did you manage to set as many appointments with leads as you’d hoped?
• Did you call and follow up with all of your leads?
• How did you do in the area of marketing?
• How effective was your use of social media for the business?
• Did you manage your time efficiently?
• Did your business receive any complaints and, if so, how did you
handle them?
Of course, further questions should be developed that are more specific
to your franchise’s industry, business model, products, and/or services.
And additional questions should address your non-business goals
(e.g. whether or not you were able to establish a regular sleep cycle that
yielded your optimal level of energy for business productivity).
Finally, you can expand on the above lists of questions to help identify
new areas for strategic improvement in the future. What areas of
your business—and elsewhere in your life—should be made better?
These are the areas where you can achieve more of your potential in
the next year.

Being prepared pays
The fact you’re considering a plan at all gives you an advantage over
most people. Just as too many of them wait until December 31 to make
New Year’s resolutions—and most North Americans neglect to prepare a
detailed personal budget—poor to non-existent financial planning one of
the top causes of small business failures. Too many entrepreneurs who
handle their own finances are prone to carry bad personal planning habits
into their business.
Creating an annual financial plan, therefore, not only gives you an
advantage over the competition, but will also be key to the long-term
viability of your franchise.

Eric Lofholm is a master sales trainer, author, business success guru,
communications expert and speaker who has presented his proprietary
sales and success systems to thousands of professionals worldwide. He is
founder and CEO of Eric Lofholm International, which professionally trains
achievement-minded individuals and employee groups on selling. For more
information, visit www.saleschampion.com.
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