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A NEW AGE IN RISK MANAGEMENT

FOR FRANCHISES

Franchisees rely upon their franchisors to support and help build their businesses - but what if, suddenly, they can’t?  With the advent of the Companies Act 1993 and a number of other new statutory obligations, business owners and franchisors in particular are exposed to a whole new raft of business risks. In the event that a franchisor becomes critically ill or dies suddenly, what would happen to the franchised business? In many cases the business success of the franchise operation is the result of the drive, inspiration and vision of one person (or at best a very small team). Should a key person suddenly be unavailable, how does the franchise fulfil its obligations to the franchisees? What happens to the franchisees’ businesses?

Under the terms of many franchise agreements, the franchisor undertakes to supply raw materials, administration backup, ongoing support and marketing co-ordination and advice in exchange for a substantial investment by the franchisee. If the franchisor suddenly dies, are there any systems in place for this to continue? 

‘In a lot of cases, the answer is no,’ says franchise insurance broking specialist, John Barley of Barley Insurances Ltd. ‘Many businesses take the responsible approach and purchase the full range of asset protection (including liability and key man insurance covers), but don’t realise that more needs to be done to ensure the continuity of their business. Their risk management system needs to include a disaster recovery plan not only for their assets but also for their human resources. In the worst case scenario, if the MD of the franchise system should suddenly die, and 10-20 franchisees are unable to continue business due to raw materials suddenly ceasing to be supplied, the franchisor’s estate can be up for a huge liability claim.’

In recognition of the need for franchise business systems to address this business risk an organisation, Franchise Foundation Limited, has been established by some of the leading lights in the franchise industry. The board of directors is headed by Colin Taylor of Stirling Sports, Linen Cupboard and Modern Bags fame; Win Robinson of Franchize Consultants Ltd; David McCulloch, franchise operator (Arano Juice and FutureKids), Simon Lord of Franchise New Zealand magazine; and Stewart Germann of Stewart Germann Law Office.

Franchise Foundation Ltd has trademarked a unique product under the name of Acropolis® which addresses many of the issues which arise in the event of the demise or critical illness of key personnel within a franchise system. Specific issues addressed by the system include succession planning, financing and provision of specialist consulting advice - all issues which should be addressed by an effective risk management system. This is organised before the event occurs, and funding provided for through life cover to allow for rapid and effective action to protect all concerned should the need arise.

Franchise law specialist Stewart Germann states, ‘Franchise Foundation has set out to reduce the personal risks for franchisors and franchisees, and ensure the longevity of the business system. In the event of the franchisor’s death the business is geared to continue operating as it has in normal circumstances, the bereaved’s family has a huge stress removed and they get to realise the true value of the business rather than being forced into a fire sale situation. It truly is a win/win situation for all concerned.’

Germann says, ‘Any franchise business operator with vision is seeking to make his or her investment work long term. The Acropolis® system ensures that one of the major threats to this goal is handled in advance - in a manner which actually adds value to the business now.’    
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