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Introduction

Regardless of whether you’re running a quick-serve restaurant, an
auto parts store or a salon, the accounting needs remain the same.
Franchtises differ from other business models, and while the owner’s
passion might revolve around childhood education, companion
animals or p1zza, the folks in finance need to think about areas such
as franchise fees, royalties and compliance. While many accounting
principles remain the same for franchises and other businesses,

the unique contractual and operational aspects of franchising can
introduce differences in how financial transactions are recorded and

reported.

In this eBook, we’ll look at what franchise finance leaders need to
constder and share what to look for in an accounting platfrom to meet

the needs of the business.
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Franchise
Accounting —
What’s Different

If you’re a long-tuime franchisee with an accounting background, this
section might seem elementary, but in the interest of ensuring a
common starting point, let’s review some of fundamental differences
between franchise accounting and other business models.

Franchisors often establish accounting system requirements for
franchisees to ensure consistency, accuracy, and compliance with
their financial reporting standards. These requirements help
matintain unitformity across franchise locations and factlitate
effective financial management and oversight.

Franchise businesses are generally required to follow applicable

financial reporting standards, such as Generally Accepted
Accounting Principles (GAAP) in the Untted States or International.
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Financtlal Reporting Standards (IFRS) in other countries. These
standards dictate how financial transactions should be recorded,
reported and disclosed in the franchisee’s financial statements.

While many other businesses may follow these standards, there

may not be a requirement for those to do so. On the other hand,
franchisees must comply with the terms and condttions outlined

in the franchise agreement, including any financial reporting and
accounting requirements specified by the franchisor. Fatlure to
meet these obligations may result in penalties or termination of the
franchise agreement.

In many jurisdictions, franchisors are required to provide prospective
franchisees with a Franchise Disclosure Document (FDD) before the
sale of a franchise. The FDD typically contains detatled information
about the franchisor, the franchise opportuntty, the franchise
agreement and financial performance representations. Franchisees
may need to review and disclose certain financtal information in the
FDD, such as audtted financial statements and historical financial
performance data.

As well, franchisees may be required to use a standardized chart of
accounts provided by the franchisor. This ensures that financial
transactions are categorized consistently across all franchise
locations, making it easier to compare performance and generate
standardized financial reports.
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Some franchtisors may spectfy using specific accounting software or
systems compatible with the franchisor’s reporting requirements.
This may include cloud-based accounting platforms or
proprietary software provided by the franchisor. In addition, franchise
agreements may include provisions for periodic audits of the
franchtisee’s financial records to verify compliance with accounting
standards and the terms of the agreement. Franchisees may need to
maintaln organized and accurate records to facilitate these audits.
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Franchise Reporting

Like most businesses, franchises need detatled financial reports to
manage the business more effectively. Unlike other business models,
franchisees are often required to provide reporting as outlined in the
FDD. There are several reasons for thts.

The health of the franchisors brand 1s directly affected by the
financial health of its franchisees. Detatlled accounting reports
allow franchtisors to monttor the financial performance of individual
franchise locations within their network. By reviewing financial
statements, income reports and other accounting data, franchtisors
can assess the health of each franchisee’s business and identify

any areas of concern or opportuntties for improvement. As well,

franchisors use accounting reports to compare different franchise Since franchtisors typically receive royalties based on a percentage
locations and to assess the overall performance of the franchise of the franchisee’s sales or revenue, accounting reports provide
system. Using this information, franchisors can identify top- the necessary information for calculating royalties accurately and
performing locations, evaluate trends and implement strategies ensuring you’re paying the correct amount in accordance with the
to drive growth and profitability across thetr franchise network. franchise agreement.

These reports help franchisors 1tdentify risks or issues so they can be
proactive. Monttoring cash flow, profitabtlity and debt levels help
franchisors reduce risks to their franchise system.
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Franchise Accounting
— Do’s and Don’ts

Because of the nature of the stakeholders and the obligations
outlined in franchise agreements, there are some specific areas
that you need to closely mind.

» Cash-flow management: Poor cash flow management can jeopardize the business and
hinder its ability to meet its financial obligations. Monitor cash flow regularly, forecast
future cash needs and implement strategies to optimize cash flow, such as managing
inventory levels, controlling expenses and maximizing revenue. With proper cash-flow
management, you can avold liquidity issues, capitalize on growth opportunities and
demonstrate financial health and operational efficiency.

* Tax compliance: You must stay informed about tax laws and regulations applicable to your
business. More importantly, you must ensure accurate and timely filing of tax returns, payroll
taxes, sales taxes and other tax obligations. Neglecting tax obligations or making errors in
tax reporting can result in penalties, fines and legal consequences, and will run afoul of the
franchise agreement.

e Reconciliations: Be sure to reconcile accounts monthly so recorded transactions match actual
bank and credit card activity. Identify any discrepancies or unauthorized transactions promptly.
Failing to reconcile bank accounts, credit card statements and other financial accounts
regularly will likely lead to discrepancies and reconciliation errors.

* Internal controls: Make sure to implement internal control procedures to safeguard assets,
prevent fraud and protect the integrity of financial information. These control procedures
should include segregation of duties, authorization procedures, and regular audits. Inadequate
internal controls can increase the risk of fraud, errors and funds mismanagement.

* Expense allocation: You should utilize various expense categories (for example: capital
expenditures, operating expenses, cost of goods sold) and make sure that expenses are
recorded in the appropriate accounts. Miscategorized expenses or unallocated costs can
distort financial performance and make 1t difficult to accurately assess profitability and will

affect royalty payments.
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Franchise Royalties

As we mentioned, royalty fees are one of the financial considerations
that make franchises different from many other types of businesses.
Royalty fees will vary by business type — for example, automotive
and repatr shops, as well as retatl and restaurant franchises, range
between 5% to 8% of gross sales, whtle service-based franchisees
typtically range lower. The actual royalty fee for a franchise may

vary based on the individual franchise system and the negotiation
between the franchisor and the franchisee. Regardless of the actual
number, understanding how franchise royalties are calculated is
essential for financial planning and operational management.

As a franchisee, you need a clear understanding of what constitutes
gross sales. Typically, gross sales include revenue generated from
product sales, services rendered and other tncome sources specified
in the franchise agreement. You should accurately track and report
all relevant sales transactions to ensure proper royalty calculations.
Certaln ttems, such as sales tax, discounts, returns and promotional
allowances, might be excludable from gross sales to reflect net
revenue more accurately, but you’ll need to review your franchise
agreement’s gutidelines for allowable deductions and exclusions.
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Depending on your franchise agreement, you may have royalty floors
(minimum payments) and caps (maximum payments) regardless of
gross sales. Know that franchisors may conduct pertodic audits to
ensure compliance with the franchise agreement and detect any
discrepancies or underreporting of sales. Franchisees operating
retall or restaurant businesses may need to provide point-of-sale
data, including transaction details and sales summaries, to validate
your revenue figures and ensure proper royalty calculations. You may
be asked to provide inventory records to track the movement of goods
and verify sales transactions.
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Franchise
Accounting
Platform

Considerations

Whether you have one location or multiple locations, brands and
brand concepts, your choice of a financtal management platform

1s critical — the right solution can make 1t much easter to track
what’s needed, save time and money and help you make data-driven
decisions to propel your business forward.

As noted, some franchisors have proprietary systems whtle others may
recommend spectific platforms. Some franchisees who have multiple
brands opt for their own accounting platfrom to aggregate thetr
financials so they have a single view of their business operations,
with the abtlity to drill down by brand and location.

Soge

FRANCHISE ACCOUNTING



When you have a choice, here are some questions to ask when
choosing an accounting platform:

 How does the accounting platform handle multiple locations or entities? Chances
are that your business has multiple units or multiple entities. Look for a solution that lets
you manage finances in a single instance of the software, with the ability to easily view each
location or entity as well as through a consolidated view. As well, you should be able to add new
entities with ease, all based on a single chart of accounts.

* Is the accounting platfrom scalable? Choose a platform that can scale with your franchise
business as it grows and expands. The software should be able to handle increasing transaction
volumes, additional franchise locations and evolving business needs without requiring
frequent upgrades or migrations to a new system.

* Does the functionality meet the needs of my franchise? Consider the specific features and
functionalities offered by the accounting software. You may need capabilities such as tracking
franchise fees, royalties and expenses, generating financial reports, managing itnventory and
processing payroll.

e Canlintegrate the accounting platfrom with other systems? Consider whether the
accounting software integrates with other systems and applications used in the franchise
business, such as your POS, inventory management software, payroll processing tools and CRM
systems. Integration capabilities help streamline operations, reduce manual data entry and
improve data accuracy. As well, you may need to pull reporting for those systems to satisfy the
requirements of the franchisor. With your accounting platform as your hub, reporting becomes
much stimpler.

* Does the accounting platform comply with accounting standards? Ensure that the
accounting software complies with relevant accounting standards and regulatory requirements,
such as GAAP or IFRS. You should be able to generate financial reports and matintain compliance
with accounting regulations in their jurisdiction. As well, chose a platform that’s preferred by
the American Institute of Certified Public Accountants.
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 What types of support are offered? Choose accounting software that offers adequate
customer support and training resources to assist franchisees with setup, implementation,
troubleshooting and ongoing usage. Access to online tutorials, help articles, user forums,
and customer support representatives can help you maximize the value of the solution.

 What do the providers customers say about the solution? Software review sites such as

G2 and Trust Radius are great places to check out what users of various accounting platforms
have to say about their experiences. Look for solutions with a lot of reviews and high scores
in areas such as customer satisfaction, ease of set-up and ease, ease of doing business,
quality of support and meeting requirements.
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Conclusion

Running a franchise isn’t simple, but there are tools to make 1t easter.

Your business has an abundance of operational and financial data.
The right cloud-accounting system enables you to quickly harness
that data to make proactive management decisions, by bringing:

« Flexible and custom reporting that fits your needs and those of the franchisor. Use custom
financial and operational dashboards based on a dimensional GL structure so you can make

data-driven decisions, easily.

« Accuracy and speed with automation. Automate ongoing finance tasks like financial
consolidations so they take minutes, not weeks.

- Real-time visibility across systems. Integrate your franchise systems so you can easily maintain

a current, holistic financial view all in one place.

Sage Intacct enables hotels to operate on strategic insights through
access to real-time information instead of backward-looking data.

Dimenstional reporting gives you the most granular detatls. And you
can also instantly roll up multiple entities for a complete, strategic

view of company performance.
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