
May 16, 2018  Minneapolis, MN



What Is Item 19?

FRANCHISE DISCLOSURE DOCUMENT

Financial performance representations

f/k/a Earnings Claims
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Definition of an FPR

“financial performance representation” means any 
representation, including any oral, written, or visual 
presentation to a prospective franchisee by, including a 
representation in the general media, that states, 
expressly or by implication, a specific level or range of 
actual or potential sales, income, gross or net profits.  
The term includes a chart, table, or mathematical 
calculation that shows possible results based on a 
combination of variables. 

In plain English: “What do your outlets gross?  How much 
business do they do?  What is an outlet’s typical gross 
profit?  How much can I make?  How much have others 
made?

3



Financial Performance 
Representations Generally

“Earnings claims” became regulated through franchise 
disclosure laws that were enacted in the 1970s.

• “A financial performance representation made in 
connection with the offer of a franchise must be included 
in full in Item 19 of the [Disclosure Document].”

• Historically, only 20-30% of franchisors included this 
information in their disclosure documents.
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Financial Performance 
Representations Generally

In 2007, the FTC eliminated some of the restrictions 
on providing “financial performance representations.”

• More FPRs began appearing in disclosure 
documents.  By 2017, more than half of all FDDs 
contained an FPR.
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In 2017, the regulators issued a “Commentary” on FPRs 
that gives guidance for preparing them, and removed 
some of the objections that state examiners formerly had 
to inclusion of an FPR in Disclosure Documents.

The expectation is that even more franchisors will include 
FPRs in their FDDs, thus providing valuable information to 
prospective franchisees – and helping the sales process.

Financial Performance 
Representations Generally
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Every prospect wants to know “how much can I make?”

Without information in Item 19, it is difficult to have a 
conversation.

Using Item 19 in the Sales Process
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Many consultants actually steer clear of any discussion of 
earnings.

An Item 19 allows the consultant to refer the prospect to 
the franchisor to get their FDD and review their Item 19.  
Gets the franchisor and franchisee together, and thus is an 
important first step in turning a lead into a prospect.

Using Item 19 in the Sales Process
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Financial Performance Representations

Why do many franchisors NOT include an FPR 
in their FDD?

1. “We do not have enough representative units open.”

2. “We do not have reliable numbers.”

3. “The numbers are not good.”

4. “We have plenty of successful franchisees who
can give this information/franchises sell 
themselves.”

5. “My attorney told me not to.”
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Key Requirements for FPRs

• The information must be included in 
Item 19 of the FDD.

• The material basis for the FPR must be explained 
in the FDD. 

• The franchisor must have “a reasonable basis” for 
the information provided.
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What Does It Mean to Have 
“a Reasonable Basis?” 

1. The figures should be based on results that have been
achieved in this system in the past.

• Not pure hypotheticals.

• Not what competitors have done.
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2. Since prospective franchisees will rely on this 
information in putting together their own projections, 
the results should be achievable in the future.

• They cannot be based on models that are no longer offered.

• They cannot be based on economics that do not exist for franchisees 
today. 

• But they are not intended as a guarantee that all franchisees will 
achieve these results.

What Does It Mean to Have 
“a Reasonable Basis?” 
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Using FPRs to Sell Franchises – What Can We 
Show Prospective Franchisees

1. What numbers do prospects care about?
A full profit and loss statement is most typical, but not the 

only option.

Sales ranges?  Gross Profits?
Memberships?  “REVPAR”?   

2. It is your FDD; prepare an FPR that gives prospects the 
information they want, and helps you sell franchises!
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Samples of the Variety of Information That 
Might Be Provided
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Traditional P&L
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Traditional P&L
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Traditional P&L
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Traditional P&L
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Traditional P&L
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Non-Traditional FPRs

Hilton Hotel franchise systems provide:

• Average room rates

• Average occupancy percentage

• RevPAR

• Contribution to occupancy from HHonors Program

• Contribution to occupancy from Hilton Reservation 

System
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Non-Traditional FPRs

21



Non-Traditional FPRs
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Non-Traditional FPRs
Supplement Superstores 2017 Item 19
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Number of 
Centers in 
Quadrant Average

Number and
Percentage 

Above Average Median High and Low

Top 25% 16 $1,251,866 5 (31.25%) $1,159,195 $2,203,013 -
$928,506 

Top 50-75% 15 $696,875 5 (33.33%) $645,852 $873,617 -
$618-584

Bottom 50-75% 15 $526,970 6 (40.00%) $524,081 $614,972 -
$453,695

Bottom 25% 15 $343,838 8 (53.33%) $358,159 $446,764 -
$193-224

Image360 2017 Item 19

These Centers only include Centers that have been open and operating for more than three years as 
of December 31, 2016.
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Conclusion

Prospective franchisees want this information.

The majority of franchisors now provide the information.

Other franchisors need to get creative or have prospects 

go to those who will give them the information they want.  

If you give prospects the information they want, and it 

tells a good story, it has to be helpful in selling franchises!
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