
How to raise funds to start a franchise
So you’ve decided to set up a franchise business, but how do you raise the money to do it? Help is at hand

Buying a franchise may be 
the biggest financial in-
vestment many people ever 
make. Despite this many do 

not fully understand the funding op-
tions or process and, as a result, may 
find their business never gets off the 
ground – or is more likely to fail.

“Most aspiring franchisees are 
unaware of the potential pitfalls 
of franchise funding,” says Stuart 
Walsh, director at franchise funding 
consultancy Franchise Finance.

Franchises often make funding 
look easy, but the full investment is 
not always obvious. Richard Hold-
en, head of franchising at Lloyds 
Banking Group, says: “There is no 
standardisation across the fran-
chise media regarding advertised 
investment levels, which can be 
confusing. You need to know the 
likely total investment costs includ-
ing all equipment and working cap-
ital needed. Ask the franchisor for a 
full breakdown of the investment.”

As well as the initial franchise fee, 
the total should include working 
capital to pay the bills for both busi-
ness and franchisee until the fran-
chise turns sufficient profit, which 
can take 18 to 24 months.

So what are the funding options? A 
minority of franchisees use savings, 
windfalls or redundancy payments. 
This avoids repayments depleting in-
come, but can be a mistake if it means 
funding is tight. “Under-capitalisa-
tion is one of the biggest reasons busi-
nesses fail. In many cases, a few extra 
thousand in working capital could 
have saved them,” says Mr Walsh.

The level of working capital re-
quired depends partly on the 
franchisee’s lifestyle. Mr Walsh 
suggests talking to existing fran-
chisees will indicate the typical 
working capital required.

Around 60 per cent of franchisees 
borrow part of the 
investment. Some 
use remortgages 
or personal loans – 
technically not per-
mitted by banks for 
funding business-
es – or business 
loans. Alternative 
sources such as 
peer-to-peer lender 
Zopa will consider 
personal lending to 
start a business, but 
interest rates may 
be higher.

Most franchise 
funding comes from the franchise 
lending arms of RBS, NatWest, HSBC, 
Lloyds or Metrobank. They have 
established relationships with fran-
chises and franchisees seeking fund-
ing will be referred to a partner bank, 
though they are not obliged to use it.

So what kinds of deals are availa-
ble? Cathryn Hayes, British Fran-
chise Association head of business 
support and former head of fran-
chising at HSBC, says: “For an estab-
lished franchise, most of the major 
banks will lend up to 70 per cent of 

the startup costs; 
for new franchises, 
the figure will be 50 
per cent.”

The lending pro-
cess can be com-
plex. “Whether and 
how much a bank 
lends depends on 
factors including 
its current expo-
sure to a franchise, 
its track record, 
the business plan 
offered by the 
franchisee and the 
franchisee’s per-

sonal credit history,” says Mr Walsh.
The business plan is critical to 

funding. Franchisors usually offer 
business-plan templates to fran-
chisees, but the completed plan 
must be the work of the franchisee. 
Dave Lister, director at property 
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search service franchise X-Press 
Legal Services, where the total in-
vestment is around £45,000, says: 
“We want to see a business plan be-
fore we accept a franchisee and of-
ten it must be changed twice before 
we can accept it. Almost all neglect 
to include a marketing budget. We 
welcome prospective franchisees 
asking for guidance with the  
plan because it increases their fi-
nancial understanding.”For an established 

franchise, most of 
the major banks will 

lend up to 70 per 
cent of the startup 

costs; for new 
franchises, the figure 

will be 50 per cent

Franchise accountants and spe-
cialists, such as Franchise Finance, 
can help franchisees target plans to 
individual lenders, for a fee. Fran-
chise Finance, for instance, charges 
a flat rate of £850. 

Lending policies and inter-
est rates vary among banks.  
Mr Walsh warns: “If you are  
turned down, find out why and if 
possible rectify the problem before 
trying elsewhere.”

Hawking a proposal round banks 
generates a credit search each time; 
numerous searches decrease the 
chance of success. Mr Lister says: 
“Check your credit history in ad-
vance. All lenders look to see that 
you make all repayments on time. 
Ensure the information on your 
credit file is correct – even a small 
mistake in your details could mean 
a refusal.”

Banks also check existing levels 
of borrowing to avoid irresponsi-
ble lending.

For loans above £25,000 to 
£30,000 security is required, usu-
ally in the form of a charge against 
the borrower’s home, based on the 
equity in it. This is often lower 
than borrowers expect. “The banks 
base the value of the house on what 
it would fetch as a distress sale, 
which is less than the market value, 
so the equity figure is lower,” says  
Mr Walsh.

Alternatively the government En-
terprise Loan Guarantee Scheme 
will guarantee the bank 75 per cent 
of the loan, but will add 2 per cent to 
the loan repayments.

Lease funding can also be used 
to raise funds against assets. At 
gym franchise Anytime Fitness, 
franchisees typically fund the 
£110,000 investment with a mix of 
bank lending plus lease financing  
for equipment.

Ben Black, former accountant to 
the franchisees and now a fran-
chisee himself, says: “Lease fi-
nance means the franchisee pays 
for the equipment from the money 
it brings in and payments are tax 
deductible.”  Lease financing is 
also available to fund gym securi-
ty systems, IT kit and door access 
control technology, and Anytime 
Fitness franchisees are excused 
the usual 10 per cent deposit be-
cause the finance houses know 
 the franchise.

Other forms of finance include the 
government-funded Start Up Loans 
scheme which provides access to 
low-cost unsecured loans.

Funding business expansion for 
an existing franchise can be easier. 
Mr Walsh says: “Franchisees should 
apply to a bank that knows their 
business, but the bank will still pre-
fer to see the franchisee supply 30 
per cent of the funding.”

At Anytime Fitness, general man-
ager Brett Edwards, says: “Fran-
chisees looking for expansion 
funding may get better rates from 
banks with six to twelve months’ 
experience of their business. We 
are also seeing franchisees form 
groups so that their fitness clubs 
enjoy a higher combined capital 
value and profits, which brings a 
better deal when borrowing.”
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Pay interest only on 
what you use

Repayments and 
interest rate fixed  

for the life of  
the loan

Choice of fixed or 
variable rate

Government-backed 
guarantee for 75  
per cent of each  
qualifying loan 

Ability to buy, extend 
and develop business 

premises

Separate personal and 
business spending, 
and improved cash 

flow with limited-time 
interest-free credit
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startup
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SMART WAY TO GET AHEAD IN THE 
LETTINGS AND SALES BUSINESS
A franchise in the fast-growing lettings and sales markets offers tremendous opportunities for ambitious businesspeople, 
provided they get the best support and advice, says Belvoir, the UK’s leading franchisor in the sector

The UK rental market is 
enjoying a period of strong and 
sustained growth, presenting 

opportunities for tenants, landlords 
and the lettings agents. 

According to Belvoir, the 
country’s most highly regarded 
lettings and estate agency 
franchise, the average monthly 
rent recorded in the UK, excluding 
Northern Ireland, for the fourth 
quarter of 2015 was £771, an 
increase of 3.5 per cent on the 
same quarter in 2014.  Meanwhile, 
despite tax changes introduced 
by the government, interest in 
becoming a landlord continues.

Letting agencies are also 
benefitting from strong demand, 
with those that have a strong brand 
image and a reputation for excellent 
service well positioned to weather 
any downturn in the market. 

Franchising has long been the 
route to business success in many 
market sectors, but now a growing 
number of entrepreneurs and 
innovative businesspeople are 
discovering that this tried-and-
trusted commercial model can be 
applied to property with extremely 
positive results.

Belvoir, which has more than 210 
outlets nationwide and has been 
named Lettings Franchise of the Year 
in 2010, 2012, 2013, 2014 and 2015, has 

seen a significant increase in demand 
for its franchising opportunities. It has 
also just been named by the London 
Stock Exchange as one of the 1,000 
companies to inspire Britain. 

Franchisees get an established, 
highly respected brand and all the 
ongoing support, help and advice 

of a team of people who know the 
property business inside out.

The appeal of Belvoir, which has 
a 20-year track record of success in 
the business and now manages more 
than 37,000 residential properties 
across the UK, lies in its particular 
approach to franchising.  

“From the very start, our business 
has been based on an exceptional 
level of customer service which 
means that clients are satisfied over 
the long term and remain loyal,” 
says Mike Goddard, who with his 
wife Stephanie set up the business 
in 1995. “Now we take that same 
approach to our franchisees. Their 
success is our success.”

The Belvoir franchise model 
offers distinct, practical advantages 
to those wanting to start out or 
develop their careers in the property 
business. It’s attracting franchisees 
because its system is simple, 
transparent and cost effective. 
New franchisees pay an upfront fee 
of £22,500 to cover its intensive 
training and mentoring programme. 
An ongoing management service fee 
of 12 per cent of franchisee revenue 
is used to run the central office 
and invest in the business, thereby 
benefitting all franchisees.

Training is central to Belvoir’s 
success. All new franchisees undertake 
an induction course that can lead to 

a BTEC Level 2 qualification before 
opening their outlet. Continual 
professional training and development 
is provided both at central office and 
via webinars for those who prefer 
online training.

Belvoir franchisees also 
appreciate the high level of 
individualised support the company 
offers. Each franchisee has a 
dedicated business mentor, who 
works closely with them to develop 
their business. Further advice and 
support is available from central 
office in specialist areas, such as 
legal, IT, compliance and marketing.

“Our franchisees benefit from 
the back-up and support associated 
with a large corporate network 

while operating their own business 
with the entrepreneurial drive of an 
owner-manager,” says Mr Goddard.  
“This means they will go the extra 
mile to provide an excellent service 
to their customers.”

Importantly Belvoir is a “capital” 
and not an “income franchise”. So as 
well as enjoying an income from the 
business, when franchisees come 
to sell, the business is valued on a 
multiplier of turnover rather than 
profit – a larger amount – thanks to 
the consistent nature of the income 
from a lettings portfolio.

Such has been the success of 
Belvoir’s rental business it has just 
launched a sales division, which 
is also rapidly attracting interest. 
Previously franchisees would start 
with lettings only before acquiring 
a sales franchise alongside it. Now 
they can start their Belvoir franchise 
business with both lettings and sales 
simultaneously.  

“The market is growing and 
so are the opportunities that it 
offers, but only if those determined 
to make a career in it have the 
necessary support,” says Mr 
Goddard. “I believe that’s why more 
and more ambitious, energetic 
businesspeople are choosing to 
work with Belvoir.”

www.belvoirfranchise.com

Our franchisees benefit 
from the back-up and 
support associated with a 
large corporate network 
while operating their 
own business with the 
entrepreneurial drive of 
an owner-manager

Rick Flay launched Belvoir Sheffield in 
2006 as a “cold start” in a serviced office.  
Nine years later he sold his business 
for £1 million. “The support I received 
from central office in the beginning was 
superb,” he says. 

Mr Flay, who built up the business with 
the support of his wife Val, had worked in 
the property sector while living in Australia. 
Back in the UK, he started looking for 

business opportunities and saw a reference 
to Belvoir in a franchise magazine. 

“In just five months I had made my first 
inquiry to Belvoir, I had completed my 
induction training and launched Belvoir 
Sheffield,” he says. “At any point, if I 
needed help in any areas of the business, 
this was always available to me from 
various members of the franchise support 
team at central office.”

Dorian Gonsalves, Belvoir’s managing 
director, says: “Rick has also achieved 
extraordinary profit margins. Adding 
a sales service in 2014 to their offering 
was a milestone that supplemented a 
natural extension to this already thriving 
property lettings service. 

“Now is a very exciting time for anyone 
who is contemplating joining the Belvoir 
network, whether this is to launch a cold-
start business or to buy an existing one as 
a resale.”

‘I SOLD MY BUSINESS FOR £1 MILLION’
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TYPICAL FINANCIAL CONSIDERATIONS IN STARTING AS A FRANCHISEE
INCIDENCE OF UK FRANCHISORS MAKING THE FOLLOWING CHARGES
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