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| Overview - the sector

There are currently more than 270 different business format franchises operating in Ireland,
generating turnover of €2bn and employing in excess of 25,000 people, according to the
latest ‘Franchising in Ireland Survey’. This represents a 34% increase in the number of
franchises available and a 42% increase in the numbers employed since the 2004 survey.

These statistics outline the importance of franchising in Ireland where continued economic
growth presents opportunities for people who wish to start their own business and work for
themselves but not by themselves.

There is scope for both new and well-established franchises currently operating internationally
to enter the Irish market. In addition, there is also great potential for suitable indigenous
businesses to expand through franchising.

Franchising in Ireland is in its infancy compared to the USA and the UK, but with strong
potential for future growth. With increased disposable income, Irish consumers have become
much more brand aware and quality conscious — needs which are ideally filled by strongly
branded international franchises supported by superior local service quality.

Franchising now encompasses many services including catering, cleaning, food services,
beauty, retailing, business coaching, health care and many more. Improved internet access
has allowed the dissemination of successful franchising formats across the globe at an
increasingly rapid rate.

Il How franchising works

Franchising is an internationally proven method of product or service distribution governed by
a binding legal contract. The owner of the original business model (the franchisor) grants the
operator (the franchisee) the right to run a business using the franchisor’s business format.

The franchisee buys the opportunity to run the business based on a proven business model,
sharing in all the operational methods, systems and trademarks. In exchange for the use of

the brand name and intellectual property rights, and receiving training and marketing support
from the franchisor, the franchisee pays an upfront fee and ongoing royalty payments for the

life of the contract.

The obligations of both the franchisor and the franchisee are fully laid out in the franchise
agreement. Independent professional legal advice should always be availed of before the
signing of this agreement.



Advantages of Franchising:

Being your own boss, working for yourself but not by yourself has many advantages:

\"

the success rate of franchised start-up businesses is much higher than a “greenfield”
start-up businesses

the business benefits from an established brand name

the added incentive of owning the business with ongoing operational support and advice
from the franchisor

defined territories within a franchise agreement can protect the local market from fellow
franchise operators

sharing the benefits of national advertising and promotional campaigns

sharing the benefits of bulk buying

reduced borrowing requirement

Franchise success - know yourself

Franchising is one of the most successful ways of starting your own business, but it may not
necessarily be the right option for everyone. The prospect of entering into a long term contract
or operating within the boundaries of someone else’s business model may appear overly
restrictive. If you are the type of person that likes to ‘do it your own way’ then franchising may
not be for you. On the other hand, operating within a framework of a proven tried and tested
business format can offer a happy medium of ‘working for yourself’ but not ‘by yourself’.

Additionally, to be successful in any business you must be proud to be associated with it. It’s
important to identify with the particular franchise business and get a buzz from it, particularly
during the initial years which may be particularly demanding.

<

What makes a successful franchisee?

Ambition - a desire to run your own business

Dedication - hard working and committed

A sense of realism in terms of potential earnings in the first two years
An ability to deal effectively with customers and employees

A deep understanding of how the business works

A willingness to follow the proven franchise model

A clear understanding of the cash-flow requirements of the business
A well researched local marketing plan to attract customers



\ Selecting a franchise

It is crucial that a prospective franchisee undertakes a rigorous assessment of the chosen
franchise. Independent professional assessment and advice is available and is money well
spent. Be sure to select a franchise that:

you can identify with, and fits your budget

has a clearly defined market, and suits your locality

has distinct competitive advantages over similar franchises

has intellectual property properly protected

has a proven track record in the Irish market

has a track record of operating profitably

is open with information and to approaching existing franchisees
has a good franchisor / franchisee relationship

has strong branding

offers high quality supports and ongoing training

Remember, good franchises are bought and not sold.




Vil

The cost of starting a franchise

Initial start-up costs

Deposit: used as an indicator by a franchisor to establish the bona fides of a potential
franchisee. Usually refundable or allowed against the Initial Franchise Fee.

Initial Franchise Fee: payable by the franchisee for the right to use the franchisor’s
business format. From a franchisor’s perspective, it covers the cost of recruiting
franchisees, site selection and associated legal costs.

Premises Costs: the cost of fitting out a business premises including fixtures and fittings,
equipment, signage and other items specified in the franchise agreement.

Working Capital: covers the initial stock and day-to-day working expenses within
the business.

Ongoing costs

Viil

Fixed Fee: a regular monthly or annual fee that is payable irrespective of the turnover
of the business.

Management Service Fee or Royalty: a variable charge and generally a percentage
of turnover net of VAT.

Advertising Levy: a variable charge and generally a percentage of turnover which is
used to support the brand through marketing activities.

Funding a franchise

The costs involved in starting a franchise can vary from €2k to €500k depending on the type
of business. Lenders will expect a potential franchisee to provide a portion of the start-up
costs as equity. It may range from 30% for established franchises to 50% in the case of new
franchises.



IX The franchisor

Franchising out your existing business

The benefits of franchising as a means of expanding a business can be significant:

o It involves a lower of capital investment by the franchisor as the capital used to
expand the network comes from the franchisees. Although the revenue from

franchised units is less than company owned outlets, a higher percentage of the
revenue generated is profit.

o By franchising the business, the franchisor places the expansion of the business in
the hands of people who have invested their own money and are motivated to make
it work.

o A franchised business can expand more rapidly without incurring the usual overhead

and costs associated with opening new outlets. This expansion builds brand
recognition which benefits the franchisor and franchisee.

. Franchising can help to lessen the “management stretch” associated with expansion.
A franchise system requires less management than a company owned chain of outlets.
Hiring, training, motivating and retention of competent staff are all handled by the
franchisee not the franchisor.

What are the key requirements to franchise out your business”?
Your business needs to have the following attributes:

A profitable track record

Protected intellectual property — brand name, trade dress

A clear identity in the market place

A transferable operation that can be replicated, providing consistency of product/service
Management depth

What are the costs associated with franchising a business?
The main costs involved are:

o Running the pilot operation

. Preparing the operations manual
o Legal fees

o Promotional material

The franchisor’s own time, together with other management resources will also be required

to provide support and training to the franchisees. The franchisor’s focus will need to change
from managing the existing business to developing the franchise model and extra management
resources may well be incurred.



X Outlook for franchising

The competitive advantage that a franchisee holds over a “greenfield start-up” business is one
of the key dynamics that drives the growth of franchising. A franchise owner is part of a wider
network and is at the receiving end of a constant flow of new ideas and new products, in most
cases ideas and products that have been tried internationally and have already proven their
worth.

Other elements of the competitive advantage include ongoing support, group purchasing, full-
scale brand awareness and national advertising. Franchisees can usually expect immediate
acceptance on the part of the consumer, and will generally be looked on favourably from a
banking perspective as the perceived business risk is lower for a proven business format
franchise.

Franchising growth in Ireland is expected to continue and be the target of international franchise
companies seeking new lucrative growth opportunities overseas.

Useful Publications

Franchising in Ireland survey 2006 — see www.irishfranchiseassociation.com

A Guide to Starting Your Own Business — see our guides and podcasts
on www.bankofireland.com/business



Key Contacts

Bank of Ireland Business Banking
Specialist sectors

40 Mespil Road

Tel 01 —6653422

Website: www.bankofireland.ie/business
Margaret Nolan

Phone: 01 665 3422

E-mail: margaret.nolan@boimail.com

Irish Franchise Association

30 Tolka Valley Business Park

Ballyboggan Road,

Glasnevin

Dublin 11

Tel 01-8134555

Website: www.irishfranchiseassociation.com

Franchise Direct UK & Ireland
Website: www.franchisedirect.co.uk

Franchise Ireland
Website: www.franchise-pitstop.ie

Franchise Options
Website: www.franchiseoptions.ie

British Franchise Association
Website: www.thebfa.org
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Bank of Ireland is regulated by the Central Bank of Ireland.



