Thinking of franchising?
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What is a franchise?
•

A franchise must include a franchisor and at least one franchisee.

The franchisor:
•

The franchisor is the business or individual that sells the right to use its products or services to another
business or individual. The franchisor:
-- allows the franchisee to use a name which is associated with the franchisor;
-- exercises continuing control over the franchisee; and
-- provides assistance to the franchisee (for example, advice on finding and acquiring premises).

The franchisee:
•

The franchisee is the business or individual that purchases the rights to use the franchisor’s products or
services. The franchisee will periodically have to make payments to the franchisor.

What are the advantages of franchising for the franchisor?
•

Franchising provides a business with the opportunity to secure distribution for its products or services
more quickly than if it had to train up its own employees and develop its own internal marketing, sales and
distribution organisation.

•

Using a franchisee’s capital will enable a business to expand more quickly than if it was required to find
the funds itself.

•

Many businesses involved in the supply of goods or services motivate their employees by linking their
remuneration to sales. Franchising takes this one step further by linking the franchisee’s financial wellbeing to the success of the franchisor’s business.

•

Franchising a business may provide the franchisor with increased purchasing power and possibly reduced
overheads, therefore increasing its profitability.

What are the disadvantages of franchising for the franchisor?
•

Loss of control. While a franchise agreement will impose substantial restrictions on the franchisees, it is
important to remember that they will be independent third parties who will be seeking to maximise their
own profits, sometimes at the expense of the franchisor.

•

Part of the franchisor’s profits will be used to support the franchisee’s business.
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•

By involving a third party, the franchisor will have to divulge substantial know-how and information
concerning its business. Although a franchise agreement will contain restrictions on the franchisees’ ability
to make use of this information for their own purposes, these types of provisions are often difficult to
monitor and enforce.

•

The business skills required to control franchisees and provide back-up are different from those involved
in operating a business with its own employees.

•

A franchisor may owe a duty of care to its franchisees and prospective franchisees. The High Court has
held that a franchisor must ensure that when they provide advice to a prospective franchisee, they must
do so with due skill and care.

Please note that the information contained in this fact sheet does not constitute legal advice. This fact sheet
is not intended to be a full summary of the law and advice should be sought on individual situations. All
statements of law are applicable to the laws of England and Wales only.

Contact:

www.roydswithyking.com

Corporate & Commercial
T: 0800 923 2075

Royds Withy King LLP is a limited liability partnership registered in England and Wales with registered number OC361361. Royds Withy King LLP is authorised and
regulated by the Solicitors Regulation Authority. The term partner is used to refer to a member of the Royds Withy King LLP or an employee or consultant with equivalent
standing and qualification. A list of members is available at the registered office 5-6 Northumberland Buildings, Queen Square, Bath BA1 2JE. Information contained in
this communication does not constitute legal advice. All statements are applicable to the laws of England and Wales only.

