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WHY LEGAL DUE DILIGENCE MATTERS

IMPORTANCE OF LEGAL REVIEW

LEGAL DUE DILGENCE HELPS PROSPECTIVE FRANCHISEES UNDERSTAND THEIR RIGHTS AND OBLIGATIONS BEFORE COMMITTING
LEGALLY.

Key LEGAL DOCUMENTS

THE FRANCHISE DISCLOSURE DOCUMENT AND FRANCHISE AGREEMENT OUTLINE FINANCIAL TERMS, RESPONSIBILITIES, AND DISPUTE
RESOLUTIONS.

ROLE OF LAWS AND REGULATIONS

FEDERAL AND STATE FRANCHISE LAWS ESTABLISH DISCLOSURE STANDARDS AND ADDITIONAL LEGAL REQUIREMENTS FOR
FRANCHISEES.

RISk MITIGATION

LEGAL DUE DILIGENCE IDENTIFIES RISKS SUCH AS HIDDEN FEES AND RESTRICTIVE CLAUSES PROTECTING FRANCHISEE INVESTMENTS.




UNDERSTANDING THE FRANCHISE
DISCLOSURE DOCUMENT (FDD)

PURPOSE AND TIMING

THE FDD IS A MANDATORY LEGAL DOCUMENT PROVIDED 14 DAYS BEFORE
SIGNING OR PAYMENT TO PROTECT FRANCHISEES.

COMPREHENSIVE CONTENT

THE FDD INCLUDES 23 DETAILED ITEMS COVERING FRANCHISOR
BACKGROUND, FEES, TERRITORIES, AND FINANCIAL DATA.

KEY SECTIONS TO REVIEW

REVIEW FEES, SUPPORT, AND FINANCIAL PERFORMANCE SECTIONS
CAREFULLY TO UNDERSTAND COSTS AND EARNINGS.

IMPORTANCE OF EXPERT REVIEW

CONSULTING A FRANCHISE ATTORNEY OR CPA IS ESSENTIAL DUE TO THE
COMPLEX LEGAL AND FINANCIAL LANGUAGE.



KEY LEGAL ELEMENTS IN THE FRANCHISE
AGREEMENT

TERRITORY AND RENEWAL CLAUSES

DEFINES GEOGRAPHIC EXCLUSIVITY AND CONDITIONS FOR RENEWING OR TERMINATING THE FRANCHISE
AGREEMENT.

TRAINING AND SUPPORT OBLIGATIONS

DETAILS FRANCHISOR'S RESPONSIBILITY FOR TRAINING AND ONGOING SUPPORT TO ENSURE FRANCHISEE
SUCCESS.

FINANCIAL AND FEE STRUCTURES

SPECIFIES INITIAL FEES, ROYALTIES, AND ADVERTISING CONTRIBUTIONS FOR CLEAR FINANCIAL OBLIGATIONS.

DISPUTE RESOLUTION AND LEGAL REVIEW

INCLUDES ARBITRATION CLAUSES AND ADVISES THOROUGH LEGAL REVIEW TO AVOID CONFLICTS OR LIABILITIES.




FEDERAL VS. STATE FRANCHISE LAWS

FEDERAL FRANCHISE RULE

THE FTC FRANCHISE RULE MANDATES FRANCHISORS PROVIDE A DETAILED FRANCHISE DISCLOSURE DOCUMENT NATIONWIDE TO
ENSURE TRANSPARENCY.

STATE FRANCHISE REGULATIONS

STATES IMPOSE ADDITIONAL REQUIREMENTS LIKE FDD REGISTRATION, EARLIER DELIVERY, AND DETAILED DISCLOSURES VARYING BY
REGISTRATION TYPE.

ENFORCEMENT MECHANISMS

FEDERAL LAWS FOCUS ON PENALTIES AND INJUNCTIONS; STATE LAWS MAY INCLUDE RESCISSION, DAMAGES, AND BROADER LEGAL
REMEDIES.

COMPLIANCE AND LEGAL STRATEGY

FRANCHISORS MUST COMPLY WITH BOTH FEDERAL AND STATE LAWS; LEGAL COUNSEL HELPS FRANCHISEES UNDERSTAND
PROTECTIONS.




FRANCHISEE RIGHTS,
RISKS & LIABILITIES

LEGAL RIGHTS OF FRANCHISEES

FRANCHISEES HAVE RIGHTS TO USE THE BRAND, RECEIVE OPERATIONAL
SUPPORT, AND BENEFIT FROM TERRITORIAL PROTECTIONS.

RISKS AND LIABILITIES

RISKS INCLUDE HIDDEN FEES, MISREPRESENTATION, AND LIABILITY FOR
EMPLOYEE ACTIONS OR NON-COMPLIANCE.

RiSK MITIGATION STRATEGIES

ENGAGE LEGAL COUNSEL, OBTAIN INSURANCE, AND MAINTAIN CLEAR
COMMUNICATION WITH THE FRANCHISOR.

ENSURING LONG-TERM SUCCESS

REGULAR AUDITS, COMPLIANCE CHECKS, AND ONGOING EDUCATION HELP
MINIMIZE LIABILITIES AND PROTECT INVESTMENTS.
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