
 

  
 

MEMORANDUM 
 

To: Clients of Holmes Lofstrom, PC 
Date: December 20, 2016 
Subject: Franchise Advisory Year-End 2016 

 
 
2017 Franchise Disclosure Document updating and registration renewals will be upon us shortly.  We hope 
that the following information will be helpful to your planning process. 
 
A. As you get ready to sit down with your auditors, we want to remind you of a few requirements for 
your audited financials: 
 

1.   Financials must be searchable. That is, when we send electronic copies of the financials (pdf 
format) to the various states, an examiner must be able to search for specific words in the document. 
 

2.   The audited financial statements must be presented in a tabular form that compares at least two 
fiscal years.  Additionally, the statements should include a balance sheet for the previous 2 fiscal year-ends 
before the disclosure document issuance date; and statements of operations, stockholders equity, and cash 
flows for each of the previous three fiscal years. 
 

3.   We will need a manually signed consent letter on the auditor’s letterhead in the following format: 
 

CONSENT: 
____________________________[NAME OF ACCOUNTANT] consents to the use in the Franchise 
Disclosure Document issued by _________________________[NAME OF FRANCHISOR] 
(“Franchisor”) on _________________________[ISSUANCE DATE OF FRANCHISE DISCLOSURE 
DOCUMENT], as it may be amended, of our report dated ____________________[DATE OF THE 
ACCOUNTANT’S REPORT], relating to the financial statements of Franchisor for the period ending  
__________________.  

 
We recommend that a DRAFT of your audited financial statements be reviewed by us before the 

auditors issue a final audit, so we can identify and try to address any red flag issues or inconsistencies with 
the FDD information as efficiently and economically as possible. 
 

Remember, too, that many state examiners review financial statements very carefully.  While they do 
not employ uniform criteria for evaluating a company’s financial condition, we know that emphasis is often 
placed by them on a strong net worth, liquidity and healthy asset to liability ratios.  We suggest you review 
your financial position with your accountants and financial advisors to assess your current position and 
whether or not any resource adjustments, cash infusions, etc. might be considered to enhance the company’s 
financial year end position.  Doing so may help a franchise company avoid a financial assurance condition 
being imposed upon its registration, like a fee deferral or an escrow requirement.   
 



B. As some of you may know, the Small Business Administration (“SBA”) recently announced changes in 
its operating procedures regarding franchise financing.  While the new procedures to be implemented 1/1/17 
have both positive and negative aspects, many franchisors are likely to view them as net positive. 
 
Included among the key changes are the following: 
 

1. The SBA will no longer maintain or require a franchise registry of pre-approved franchise 
systems.  Franchisors do not have to apply to a registry for franchisees to be considered for an SBA-backed 
loan. 

 
2. The SBA will require that franchisees seeking SBA backed financing have a franchise 

agreement that includes a specific form of addendum.  The form cannot be changed.  Lenders will be 
required to ensure the addendum is in place for franchise applicants.  

 
3. SBA-backed financing will not be available for master franchise arrangements. 

 
As a result of the above changes, the SBA will not routinely review franchise agreements, which 

should make for speedier, more efficient processing.  Of course, individual applicants will still need to meet 
eligibility requirements to obtain funding.   
 

While the form of required SBA Addendum cannot be altered, its terms are, in our view, somewhat 
more relaxed than terms some clients were required to accept in previous years.  It remains unclear what the 
outcome will be if state law requirements conflict with a required term under the federal SBA Addendum.    
 

A copy of the form SBA Addendum is attached for your reference and will be SBA-required after 
1/1/17.  The SBA Information Notice released on the subject also is attached for your information. 
 

If you have any questions, please feel free to contact us for additional information. 
 
 
 


























