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Beyond the FDD—Real Estate Operations for Compliance &
Sustainable Growth

Executive Summary

The Franchise Disclosure Document (FDD) is essential for franchise transparency and compliance.
Attorneys, consultants, and advisors play a critical role in structuring FDDs, ensuring that franchisors
disclose financial commitments, operational responsibilities, and vendor requirements. However, real
estate operations extend far beyond FDD compliance. Many franchisors struggle to execute their real
estate obligations, leading to delays, financial risks, and compliance issues that can stall franchise
growth.

StrideArc bridges this gap. We work alongside attorneys, consultants, and advisors to ensure franchisors
not only structure their real estate commitments correctly in the FDD but also have the operational
systems and resources to execute them effectively. This paper explores:

e How key FDD sections impact real estate operations and why many franchisors fail to meet these
obligations.

o Why real estate operations are often overlooked and how this can derail growth.

e How StrideArc supports franchisors beyond the FDD, ensuring compliance and sustainable
expansion.

Bridging the Gap: Why the Franchise Disclosure Document (FDD) Falls
Short in Addressing Real Estate Complexities & How to Scale Beyond
Compliance

Introduction The Franchise Disclosure Document (FDD) serves as a critical legal framework that outlines
key aspects of the franchisor-franchisee relationship, including fees, obligations, and operational
guidelines. While it includes general provisions on site selection, lease terms, and territory, it often fails
to fully address the complexities of real estate—a core component of most franchise operations. This
white paper examines the key areas where the FDD falls short in guiding both franchisors and
franchisees in real estate decision-making and explores how franchisors can bridge this gap to ensure
successful execution and sustainable expansion. To support our analysis, we reference publicly available
FDDs from various state databases and expand into the real estate operations challenges that arise after
compliance is met.
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FDD Limitations in Real Estate Operations
1. Build-Out & Tenant Improvement Costs (FDD Item 7 - Estimated Initial Investment)

FDD Limitation: The FDD requires franchisors to estimate the initial investment, but these estimates
often lack regional specificity and fail to provide tools to help franchisees accurately determine costs for
their specific location.

Impact: Franchisees may experience significant cost discrepancies, leading to capital shortfalls,
construction delays, and missed opening deadlines.

Example: A sample FDD outlines estimated investment costs as follows:

Type of Expenditure Amount x\?{tr:‘::td When Due 'II\':a\;V:om Payment is
Initial Franchise Fee $25,000 |Lump sum At signing Franchisor

Lease Deposits $5,000 (Lump sum Before lease Landlord

Leasehold Improvements|$50,000 (Lump sum Before opening Contractors/Vendors
Equipment and Fixtures [$30,000 Lump sum Before opening Vendors

Inventory $15,000 |Lump sum Before opening Suppliers

Training Expenses $3,000 |Asincurred During training Airlines/Hotels
Grand Opening Marketing($10,000 |Lump sum Before opening Marketing Agencies
\;Vzlzl:;‘nsg), Capital (3 $20,000 |As incurred Ss:rr;iionr:ts-ial Employees/Suppliers
Miscellaneous Costs $7,000 |Lump sum Before opening Various

Total $165,000

*Source: *Heritage Law

This broad estimate does not account for regional cost differences, contractor pricing fluctuations, or
unexpected regulatory hurdles.

Solution: Instead of relying solely on a fixed estimate, franchisors should provide a bidding and tracking
toolbox to help franchisees develop an accurate project budget for the three most variable costs: lease
deposits, leasehold improvements, and working capital. This toolbox could include:

e Lease Deposit Negotiation Guide — Helps franchisees navigate security deposit requirements
and explore negotiation tactics to reduce upfront capital requirements.
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e Bidding and Cost Tracking Templates — Standardized bid templates for leasehold improvements,
ensuring consistency in contractor proposals and cost transparency.

e Cash Flow Planning Tools — Helps franchisees assess their real working capital needs based on
market conditions, allowing for contingency planning and financial stability.

e Checklist for Site Evaluations — Guides franchisees in conducting pre-lease inspections and
understanding the extent of necessary leasehold improvements before committing to a location.

By equipping franchisees with these tools, franchisors can ensure that estimated costs in the FDD are
more applicable to real-world scenarios, reducing financial risk and delays in opening.

2. Lease Obligations (FDD Item 8 - Restrictions on Vendors & Services)

FDD Limitation: The FDD may list preferred vendors but does not provide adequate guidance on how
these vendors should be selected or managed, leading to inconsistencies in real estate development and
lease negotiations.

Impact: Franchisees may struggle to navigate vendor selection, negotiate terms, or understand the value
of franchisor-approved providers.

Example: The Bio-One Inc. FDD states:

"You must purchase from us all items used to start or operate your business that contain or bear the
Marks... We and our affiliate are currently the only approved vendors for the initial equipment package."

*Source: *Bio-One Inc. FDD

This excerpt highlights the franchisor's control over certain suppliers but lacks detailed guidance on
vendor selection or management processes, leaving franchisees uncertain about their real estate-related
vendor obligations.

Solution: Franchisors should provide clear vendor selection criteria, leasing checklists, and vendor
management tools to help franchisees maintain consistency and control over real estate decisions.

3. Franchisor’s Real Estate Obligations (FDD Item 11 - Franchisor’s Assistance)

FDD Limitation: Many Franchise Disclosure Documents (FDDs) do not clearly define the franchisor’s level
of involvement in critical real estate processes such as site selection, leasing, or permitting.

Impact: This ambiguity can lead franchisees to assume more responsibility than anticipated, resulting in
inefficiencies, delays, or suboptimal site choices.

Example: The 2023 Franchise Disclosure Document for D'bo's Wings N More specifies:
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"You are solely responsible for selecting a site for your Restaurant. We may provide guidelines for site
selection, but we do not offer assistance in site selection, lease negotiations, or obtaining permits."

This indicates that the franchisor provides minimal support, placing the onus entirely on the franchisee.
Solution: Franchisors should establish clear real estate support services, including:

e Advisory Roles: Clearly define the extent of assistance in site selection, lease negotiations, and
permitting processes.

e Documentation Templates: Provide standardized lease agreements, site evaluation forms, and
permitting checklists to streamline processes.

e Best Practices: Share guidelines for site approval and lease execution to ensure consistency and
compliance with brand standards.

By delineating these support services, franchisors can set clear expectations, reducing uncertainties and
fostering a more collaborative relationship with franchisees.

4. Site Selection Criteria (FDD Item 12 - Territory)

FDD Limitation: Franchise Disclosure Documents (FDDs) often outline territory restrictions but may lack
comprehensive site selection tools or guidelines for franchisees.

Impact: Without clear guidance, franchisees might struggle with market research, assessing location
viability, and analyzing competition, potentially leading to suboptimal site choices.

Example: The Franchise Disclosure Document for Rush Bowls specifies:

"You are responsible for selecting the site for your franchised business. While we may provide general
guidelines, we do not offer assistance in site selection or lease negotiations."

This indicates that the franchisor provides minimal support, placing the onus entirely on the franchisee.
Solution: Franchisors should provide a structured site selection framework that includes:
e Market Feasibility Tools: Resources to analyze local market conditions and demand.
¢ Demographic Analysis Guidelines: Criteria to assess the target customer base in potential areas.
e Site Evaluation Scorecards: Standardized tools to objectively compare potential locations.
e Competitive Landscape Assessments: Methods to evaluate existing competitors in the vicinity.

e Clear Approval Criteria: Defined benchmarks for site approval to eliminate ambiguity in the
selection process.

By implementing these tools, franchisors can assist franchisees in making informed decisions, thereby
enhancing the likelihood of selecting optimal locations.
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5. Lease Terms & Negotiation (FDD Item 15 - Obligation to Participate in Business Operations)

FDD Limitation: While the FDD may reference lease obligations, it often lacks detailed guidance on
negotiating lease terms, rent escalations, or liability allocation.

Impact: Franchisees may enter into unfavorable lease agreements with excessive rent, restrictive
clauses, or hidden costs that can impact long-term profitability.

Example: The Franchise Disclosure Document for Teriyaki Madness states:

"You must obtain and maintain a lease for the location of your franchised business. We do not provide
assistance in negotiating the lease."

This indicates that while securing a lease is mandatory, the franchisor does not assist in lease
negotiations, potentially leaving franchisees without necessary support.

Solution: Franchisors should develop a leasing playbook that includes:
e Negotiation Strategies: Tactics to secure favorable lease terms.
e Recommended Lease Clauses: Standard provisions that protect franchisee interests.
e Standard Terms: Guidelines that align lease agreements with franchise operations.

Providing such resources can empower franchisees to negotiate leases that support their business
objectives and ensure alignment with the franchisor's standards.

Beyond Compliance: Scaling Real Estate Operations for Franchise Growth

Once a franchisee has secured a location and completed the initial real estate process, new challenges
emerge related to scaling operations, lease oversight, and managing an expanding portfolio of locations.
While the FDD provides an initial structure, real estate execution often derails without ongoing
operational support, strategic lease management, and standardized site selection protocols.

Franchisors must ensure that franchisees continue to follow best practices while allowing for flexibility in
local markets. Without the right real estate systems, structured lease management, and expansion
strategies, franchisors may face:

e Inconsistent site selection across territories, impacting brand positioning and revenue potential.

e Franchisees signing unfavorable lease agreements, leading to excessive rent costs or restrictive
lease terms.

e Delays in construction, permitting, and grand openings, causing revenue loss.

e Franchisees outgrowing their current locations or needing to exit a lease early without a
transition plan.
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Real estate is not just an upfront decision—it must be continuously managed and optimized to ensure
the long-term success of a franchise system.

How StrideArc Consulting Supports Scalable Growth
1. Market-Based Site Selection Strategies to Optimize Expansion

Many franchisees lack real estate expertise and may choose locations with limited long-term potential.
Without a structured site evaluation process, franchisors risk approving underperforming sites that lead
to revenue losses.

How StrideArc Helps:

e Develop structured site selection processes that standardize location approvals across all
franchise units.

e Provide data-driven real estate selection tools, including demographic insights, competitor
mapping, and trade area analysis.

e Implement territory expansion strategies that align with franchisors’ long-term growth plans.

2. Lease Negotiation & Compliance Support to Minimize Financial Risk

Franchisees often negotiate leases without a clear understanding of rent escalations, renewal terms, or
liability clauses, leading to long-term financial risks. Franchisors who do not maintain lease oversight
may face difficulties in retaining control over real estate assets.

How StrideArc Helps:

e Provide lease compliance tracking systems to monitor franchisee lease terms and prevent
financial risks.

e Assist in negotiating landlord incentives, build-out allowances, and favorable renewal options.

e Train franchisees on lease negotiation best practices to secure fair terms and avoid unfavorable
clauses.

3. Construction Oversight & Permitting Assistance to Prevent Costly Delays

Franchise build-outs are complex, involving contractor management, permitting approvals, and
standardized design implementation. Without a structured construction process, franchisors risk delayed
openings, inconsistent brand aesthetics, and cost overruns.

How StrideArc Helps:
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e Develop franchise construction handbooks with step-by-step build-out processes.
e Provide permitting assistance to help franchisees navigate regulatory requirements efficiently.

e Oversee contractor bidding and project timelines, ensuring consistency in brand image and
build-out schedules.

4. Structured Lease Transition & Exit Planning for Long-Term Real Estate Stability

Franchisees may need to relocate, expand, or exit a lease due to market shifts, financial challenges, or
brand repositioning. Without a structured transition plan, franchisors risk losing control of prime
locations or franchisees being stuck in financially unviable leases.

How StrideArc Helps:

e Develop structured lease transition strategies, ensuring real estate assets remain within the
franchise system.

e Assist in subleasing, lease buyouts, and location transfers to minimize financial risk.

e Implement site succession planning for franchisees looking to sell or relocate.

Conclusion: A Smarter Approach to Franchise Real Estate

Legal agreements establish the foundation for franchising, but real estate execution determines long-
term success. Real estate operations don’t stop at FDD compliance—ongoing site management, lease
oversight, and expansion planning are critical to preventing costly setbacks.

StrideArc provides franchisors with the tools, support, and expertise to:

e Establish scalable real estate systems for efficient growth.

e Provide third-party site selection, leasing, and construction oversight to franchisees.

e Build internal real estate teams for long-term operational efficiency.

e Implement real estate tracking, lease compliance, and expansion planning to maintain control.
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