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CHAPTER 3: THE FRANCHISE PARADOX

“Challenge to Growth: Nothing New Under the Sun”
Martin Mendelsohn, 2001

“ That which hath been is that which shall be, and that which hath been done is that which
shall be done; and there is nothing new under the sun, Is there a thing whereof it is said:
See this is new?—it hath been already in the ages which went before us”

Ecclesiastes 1:9-10
3.1 INTRODUCTION

Franchising is seen as an entrepreneurial option towards creating and developing ventures
(Bygrave: 1997). Michael (2003: 61) in agreement herewith, mentions franchising as a
technique for entrepreneurs in service industries to assemble resources in order to rapidly
create large chains and gain first mover advantage. Nieman et al (2004: 156) view

franchising as a method of entrepreneurial expansion.

Franchising is an arrangement between two parties whereby the franchisor grants the
franchisee certain rights to sell a firm’s products or services, as per guidelines set down
by the franchisor (Nieman, 1998: 3). The Franchise Association of Southern Africa
(FASA) defines franchising as, “a grant by the franchisor to the franchisee, entitling the
latter to the use of a complete business package containing all the elements necessary to
establish a previously untrained person in the franchised business and enable him or her

to run it on an ongoing basis, according to guidelines supplied, efficiently and profitably”.

Mendelsohn (2003: 17) emphasises that a franchise relationship is not self sustaining,
with basic issues being that the franchise cannot succeed without successful franchisees,
franchisors to devote resources to enhance franchisor/franchisee relations, franchisor duty
to establish and sustain a viable business, franchisors code of ethics, and that the
franchisor must promote the basic principles upon which franchising is based. Franchisors
in many sectors have recognised the benefits of multiple-unit franchisees (Johnson, 2004:
36), and this is seen as an entrepreneurial continuation of the franchise trend. Lindsay and
McStay (2004: 3) further explored the entrepreneurial orientation of franchisees, together

with the entrepreneurial drivers of franchisee performance. Their findings indicated a
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proactiveness regarding entreprencurial orientation, together with a risk-taking

entrepreneurial orientation.

In an entrepreneurial context, franchising is viewed as an influencing factor on
entrepreneurship development (Nieman et al: 2003). Franchising is a relatively low-cost
means of setting up a new-venture that has grown rapidly in recent years (Kirby, 2003:
67), both in South Africa and internationally. The entrepreneurial link to small business is
facilitated by franchising, whereby a business owner sells to another the right to operate

the same business in another location (Schermerhorn, 2002: 125).

The final section of the chapter investigates entrepreneurial orientation within a franchise
system (franchisee specific); from a literature and empirical perspective. Tentative review
is indicative of a relationship between the entrepreneur, intrapreneur and franchisee. Final

analysis is however subject to an empirical study within a defined franchise system.
3.2 NATURE AND DEVELOPMENT OF FRANCHISING

Franchising is a method of marketing goods and services, which knows almost no
boundaries (Mendelsohn: 2004). Franchising is considered as one of the most effective
systems for distribution of goods and services (Nieman: 1998). In context of
entrepreneurship, franchising has been argued to be a technique for entrepreneurs to
assemble resources in order to rapidly create large chains and gain first mover advantage

(Michael: 2003).

Dhir and Bruno (2004: 20) inform that franchising is an extraordinary international
success story, generating millions of jobs and billions of dollars in economic activity.
Franchising is enormous, especially in developing countries where discretionary income
is increasing. Towards facilitating entrepreneurial growth, Johnson (2004: 35) advises
that multiple-unit and multiple-brand franchising offer successful operators both the
possibility of spreading risk over multiple units or brands and economies of scale. An
example of this success is apparent within the Famous Brands (formerly Steers Holdings)
franchise portfolio; housing Steers, Debonairs Pizza, Wimpy, Whistle-Stop, House of
Coffees, Fish-Aways and Church’s Chicken brands (excluding shareholding in

Blockbusters Video). These multiple-brand franchise outlets dominate the South African
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franchise food sector, and have won more Franchise Association of South Africa (FASA)

awards than any of their competitors.

Franchising dates back to 200BC when Chinese businessman Los Kas created a
franchised chain-store concept for the distribution of branded food items throughout
China. However, the concept of franchising as we know it today originated in the United
States where in the 1860’s, the Singer Sewing Machine Company established a franchised
network of dealers (Mendelsohn: 1992). The United States is regarded as being the full
accreditors of developing the franchise system internationally. They are undoubted
leaders in the exporting of franchise systems. Franchising in some form exists in over one

hundred countries around the world, and is continuously growing.

From a pure historical point of view, the extensive ‘pub’ network in the United Kingdom
may be the oldest franchise system in the world. This dates back to 740-750, during the
Roman occupation of Britain. By 957 King Edgar decided there were too many alehouses,
and decreed a limit of one per village. Standards were instituted and a monitoring system
established, with fines levied against violators. Franchising was born (Monckton, 1969:
87). After the 1840’s, two types of franchising evolved in the United States. Product
franchising involved durable goods manufacturers integrating vertically, developing their
own distribution channels. Business format franchising, created in the 1950’s, results
from evidence that the outlet itself could be a vehicle for entrepreneurial activity

(Spinelli: 1997).

Three categories of a franchise system are identified; franchisor-operated outlets;
franchisee-operated outlets or a combination thereof. Types of businesses generally
included in business format franchising include food and non-food retailing, business
services, restaurants and business services. Petrol stations and soft drink bottlers are
excluded from business format franchising as they incorporate other forms of licensing
and development arrangements. The International Franchise Association (1997) predicted

that close to forty-three per cent of USA retail sales will be attributable to franchise sales.
3.2.1 Franchising link to entrepreneurship

Franchising is seen as an entrepreneurial option towards creating and developing ventures

(Bygrave: 1997). Franchising is an arrangement between two parties whereby the
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franchisor grants the franchisee certain rights to sell a firm’s products or services, as per
guidelines set down by the franchisor (Nieman, 1998: 3). The Franchise Association of
Southern Africa (FASA) define franchising as, “a grant by the franchisor to the
franchisee, entitling the latter to the use of a complete business package containing all the
elements necessary to establish a previously untrained person in the franchised business
and enabling him or her to run it on an ongoing basis, according to guidelines supplied,

efficiently and profitably”.

Mendelsohn (2003: 145) emphasises that a franchise relationship is not self sustaining,
with basic issues being that the franchise cannot succeed without successful franchisees,
franchisors to devote resources to enhance franchisor/franchisee relations, franchisor duty
to establish and sustain a viable business, franchisors code of ethic, and that the franchisor
must promote the basic principles upon which franchising is based. Lindsay and McStay
(2004: 3) further explored the entrepreneurial orientation of franchisees, together with the
entrepreneurial drivers of franchisee performance. Their findings indicated a
proactiveness regarding entrepreneurial orientation, together with a risk-taking
entrepreneurial orientation.

Sherman and Dewis (2003: 34) define franchising from a strategic viewpoint: “a
franchising system is a distribution channel; a licensing of brands and systems by the
franchisor to a dedicated network of franchisees who pay initial and ongoing fees
(typically expressed as a per centage of gross sales) to operate businesses under
contractually prescribed systems and standards. From a strategic perspective, franchising
is a popular method of leveraging a company’s intellectual capital by opening up new
markets with a highly motivated owner-operator who will work harder than the average
salaried manager to ensure the success of a particular location”. The link to
entrepreneurship is in that franchising is a capital efficient growth model. It provides the
franchisor/entrepreneur with the opportunity to leverage the capital invested and the
equity of the local franchisee operator to build and strengthen brands and systems of the

franchisor.

The leadership and team facets (Bolton & Thompson: 2003) of entrepreneurship are
interrelated with franchising in that a strong management team that is experienced in
building brands and developing and enforcing operational and IT systems can operate

with relatively low overhead. Healthy profit margins may be yielded when predictable
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revenue streams provided by royalty payments are linked with this cost structure.
Revenue growth platforms are opportunistic- ranging from sales to franchisees, to

international expansion and acquisition of additional brands in the franchise system.

Franchising is not a business itself, but a way of doing business (Williams, 2000: 12). It is
a marketing concept, being an innovative method of distributing goods and services. A
rising sense of entrepreneurism among key groups within the American population
(1950’s), together with increasing limits on the ability of companies to expand by more
rational means, provided a growing pool of potential franchisees and franchisors willing
to undertake new ventures in response to these business opportunities. The term
franchising describes a wide variety of different practices, which are used in different

ways and with varying degrees of sophistication in many different industries.

Robert T. Justis, Professor of Franchising at the University of Nebraska, defines
franchising as, “a business opportunity by which the owner, producer, or distributor
(franchisor) of a service or trademarked product grants exclusive rights to an individual
(franchisee) for the local distribution of the product or service, and in return receives a
payment or royalty and conformance to quality standards”. A direct link to
entrepreneurship is the unique association of corporate organisations and a unique form of
raising capital. This is all part of the Facets entrepreneurial terminology (Bolton &
Thompson: 2003); consisting of issues of dynamic relationships (between franchisor and

franchisee), congruent goals, interdependence and focus.

Schaper and Volery (2004: 19) define franchising as, “an arrangement whereby the
originator of a business product or operating system permits another business owner to
sell the goods and/or to use the business operating system on the originator’s behalf”. The
most common form of franchising is business system franchising, whereby there is an
arrangement in which the franchisor not only supplies the product, but also gives
comprehensive guidelines as to how the business is to be run. Whilst entrepreneurial
activity is linked to the franchisor, the link to the franchisee may be questioned. Non-
entrepreneurial activities such as restricted growth, moderate flexibility and low
flexibility in decision-making are representative of the franchisee (Schaper & Volery:

2004).
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Hisrich et al (2004) inform that an advantage of buying a franchise (that is, as a
franchisee) is that the entrepreneur does not have to incur all the risks often associated
with starting a business from scratch. Typically, entrepreneurs often have problems in
starting new ventures in the areas of product acceptance, management expertise,
knowledge of the market, operating controls, and meeting capital requirements. These are
all negated (to a large extent) in a successful franchise system. The disadvantage to the
entrepreneur is that problems often occur between franchisor and franchisee, negating the
entrepreneurial independence motive. The formal relationship may not be to the
entrepreneur’s liking. Seltz (1982: 1) defines franchising as, “an arrangement whereby the
manufacturer or sole distributor of a trade-marked product or service gives exclusive
rights of local distribution to independent retailers in return for their payment of royalties
and conformance to standardized operating procedures”. The franchisee is given the
opportunity to enter a new business with a better chance to succeed than if he/she were to

commence a start-up business (Hisrich et al: 2004).

Halloran (1994: 40) considers franchising as a way of becoming an entrepreneur with a
built-in market and proven product. However, the downside is in the restrictions and
regulations of many franchisors; taking away the feeling of independence and the
satisfaction of self-determination that comes from new venture creation. He defines a
franchise agreement as, “when one party, the franchisor, grants to another party, the
franchisee, the rights to market/distribute a trademarked product or service in exchange
for payment or royalties. Or in some cases the franchisee is granted the right to offer, sell,
or distribute goods or services under a marketing format designed by the franchisor”.
Whilst the term trademark regularly appears in American texts, this may be somewhat
misleading in a South African context. Many South African successful franchised
organisations, particularly in the home entertainment industry; started out in franchising
prior to trademark registration (Mr. VIDEO, Blockbusters, Stax Video and Video Town
being examples). This however does not negate the importance of trademarks and

registration whatsoever.

Deakins and Freel (2003) regard franchising as another market entry route, yet not always
associated with entrepreneurship. Despite the loss of control in a franchise (as a
franchisee), the popularity of franchising has mirrored the importance and growth of
small firms in the economy. The franchisor undertakes much of the venture creation

activities, including idea formulation, opportunity recognition, pre-start planning and

77



."w_

i

N UNIVERSITEIT YAN PRETORIA
Qo

UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

market research. Tikoo (1996: 78) places emphasis on the massive growth of franchised
start-ups, with one in two franchise systems being less than five years old. The
International Franchise Association (1997) estimate that one new franchise open every
eight minutes. Dickie (1993), in an international franchise study, informed that forty-three
per cent of franchises have fewer than ten outlets. Nieman et al (2004) regard franchising
as an entrepreneurial expansion opportunity, placing emphasis on the expansion of the

distribution channel.

The appeal of the reduced risk, while still retaining elements of entrepreneurship has been
a powerful motivating factor for entrepreneurs, and the growth of franchising appears
likely to continue unabated in the new millennium (Deakins & Freel, 2003: 69). The
potential of franchising within the emerging entrepreneurial sector in the South African
context is supported by government initiatives towards sustainable development of small
to medium and micro enterprises (SMME). Economic empowerment and the upliftment
of the redistribution of wealth to the previously disadvantaged make franchising a unique
and competitive means of development (Nieman et al, 2003: 207). Emerging
entrepreneurs, particularly in developing rural areas, may benefit from the franchise
system. Franchising is seen as a key determinant towards the upliftment and development

of the micro- and small business sector growth in South Africa (FASA 2002).
3.2.2 Franchise rationale

Prior to looking into the merits and demerits of a franchise system, becoming a franchisee
versus starting a stand-alone business requires evaluation. Spinelli (1997) informs that
this evaluation hinges on the mitigation of risk by the trademark value, operating system,
economies of scale, support process of the franchise and the personality/management
style to sharing decision-making responsibilities within the system. To quantify the

evaluation, Spinelli (1997: 365) derived the following:
Franchise Fee + PV of royalty = PV of the increased net income from the value of the

franchise trademark. PV is the present value of a sum of money. An analysis of services

provided by the franchisor requires review.
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3.2.2.1 Real estate development

Many business format-franchising systems include a real estate ingredient, therefore sight
selection and development is an integral part of franchising. This predominantly surfaced
during second generation franchising in the 1950’s, when Harlan Sanders (Kentucky
Fried Chicken) and Ray Kroc (McDonalds) built national chains along the developing
interstate networks. Ray Kroc is generally recognised as the founder of business format
franchising, and based his initial model on real estate development (Williams, 2000: 7).
Market research into the primary target audience (PTA) includes viability studies
including the market that will patronize the franchise outlet. Real estate development

includes:

e Cost, location standards for successful expansion

e Population, how wide a market area, PTA members, pro forma market share
e Traffic volume, pedestrians, traffic flow, shoppers

e Traffic patterns, timing, bottlenecks, peaks and troughs, seasonality

e Visibility, impulse, signage, building, entrance

e Zoning and permits, local councils, governing bodies, landlords

e Ingress and Egress, entrance to and from the site

e Location success factors, link to business format, rental relationship.
3.2.2.2 Construction specifications and supervision

The franchisor usually has a standard set of blueprints, despite modifications per site.
Those strong on brand reputation and consumer sovereignty will include building
contracts, specifications, and usually supply their own, or accredited outsourced partners

to do the construction and layout.
3.2.2.3 Training

The licence agreement should stipulate the time and cost of trading, pre-opening and
ongoing training, and specifying the form in which the franchisors responsibilities span
(Spinelli, 1997: 372). The trademark and name are the most important assets in a
franchise system, and franchisees should be adequately trained to uphold the desired

value. A poor training regime will inevitably dilute the standardized and consistent
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delivery, and reduce or tarnish trade name value. Mendelsohn (2003: 113) informs that
franchisees must be trained in the system and business methods which the franchisor has
developed, including any special methods of production/value added, processes to be
applied to goods, methods of preparation and manner of providing services. Training is

also to be provided in methods of marketing and merchandising.
3.2.2.4 Pre-opening support

Preopening support is a concentrated, multifunctional program to launch the new
franchise (Spinelli: 1997). The franchisor has the expertise in place to provide
sophisticated start-up assistance, and is leveraged in a partnership association, to the
benefit of franchisee and franchisor alike. After training, assistance will be given in

getting the business ready to open for trading (Mendelsohn, 1992: 4).

To develop the local target market in the area of the new franchise, the franchisor is
obliged to assist the franchisee in localised marketing communications. The new
franchisee is unlikely to have the competence to implement this task, thus necessitating

franchisor assistance (Nieman, 1998: 33).
3.2.2.5 Continuing support

Not only must the franchisor create a market for the brand/service, but also all
participants in the system must be sustained and nurtured (Spinelli: 1997). As such, the
actions of each franchisee have bearing on overall franchise performance. Unfortunately,
the degree of franchisor support is usually inversely proportionate; in that struggling
franchisees receive more attention and support. A key ingredient for success is a balance
of franchisor resources. Apart from the proper level of support in the business operation,
the franchisor should be creating good franchisor-franchisee relations on an ongoing

basis. Mendelsohn (2003: 153) suggests a range of ongoing services to include:

e Monitoring and support

e Training

e ‘Head office’ organisation
e Market research

e Advertising and promotion
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e Communications.
3.2.2.6 Performance standards and monitoring

By developing and implementing a variety of financial and operational information
systems, the franchisor may identify exceptional and sub-par performance. The franchisor
has to support and maintain the business format, image and quality of services provided in
the franchise system (Nieman, 1998: 134). The entire franchise system should deliver the
same quality to the customer. This is also facilitated by monitoring relationships and
performance management (Section 2.8.4). Sophisticated computer interface management
information systems not only provide a channel of franchise communications, but that of
management interaction. This is a distinct advantage of network communication not

available to individual or stand-alone outlets.
3.2.2.7 Field support

Franchisor staff to regularly interact with franchisees in relation to trade, activities
including operating procedures, business and performance reviews, field training,
relationship management, supplier compliance, local marketing and overall operations
audit. Field visits go a long way towards franchisees justifying royalty payments.
Advantages include corrective action when franchisees are not following the system
correctly. Mendelsohn (1992: 112) recommends that the franchisee should contact his
field support representative from time to time if he has not been visited, even if just to

catch up on other successes within the franchise operation.
3.2.2.8 Operational research and development

Although standards and operational management maintenance across operating units must
be adhered to, it must not be seen as a hindrance to change and innovation. A benefit
regarding research and development centres on economies of scale in a franchised system,
being optimally achieved through centralized and monitored inputs. The franchiser should
constantly be seeking innovative methods for improving the business of the franchised
network (Mendelsohn, 2003: 113). Important research and development activities can
include the exploitation of new sources of supply, good quality materials and products for

the franchise system, facilitating both quality and cost.
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3.2.2.9 Marketing, advertising and promotions

Varying amongst franchisors, the standard format is a group-advertising fund, resultant
from franchisee royalty payments (Nieman: 1998). Management thereof is usually
contractual, either at the discretion of the franchisor, or most often in the control of a
franchise council or franchisee representation of sorts. Mendelsohn (2003: 86) advises
that there are three alternative methods of dealing with the expense when the franchisor

undertakes the obligation to advertise and promote:

e The franchisee is charged a sum calculated as a per cent of the franchisee’s gross
income (similar to franchise fees)

e The advertising expense is included within the continuing franchise fee and
undertakes to spend not less than a minimum per centage of such fees

e The franchisor undertakes all marketing communications activity without

collecting a contribution for this purpose.
3.2.2.10 Product purchase provision

Economies of scale take effect, particularly regarding quantity discounts, group buying
and related discounts and trading terms. Rebates and confidential allowances are usually
paid to the franchisor, and depending upon contractual obligations, may be shared
between the franchisees. Confidential allowances have been an issue of contention in the
industry, being the reason for ethical evaluation into franchise business practices.
Included may be contractual provision for approved suppliers and distributors, and
method of procurement. Franchise system purchasing usually covers three areas (Nieman,

1998: 86):

e Purchases of the franchisor/franchisee
e Group purchase programmes

e Product and supply restrictions.

The report of the competitions board (Act 96 of 1979) is relevant, investigating
acquisitions, monopolies and restrictive practices. The home entertainment industry was
subject to such investigation in 1997/8, with respect to restrictive sale of intellectual
property.
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3.2.2.11 The operations manual

Often the heart of the franchise asset, as it delineates the manner in which the trade name
and mark are to be delivered to the customer (Spinelli: 1997). Failure to operate within
the confines of the manual often leads to dispute within the franchise system. To this end,
an operations manual should include a dispute resolution process. Williams (2000: 17)
advises that the operations manual should be supplemented with administration/reporting
manuals; corporate identity manuals; speciality manuals, training manuals; trouble-
shooting guide; Franchisor manuals and ongoing development and upgrading of system.
Nieman (1998: 51) informs that as the franchise system develops, the operations manual
usually becomes the backbone of the system. Together with the trade name, the know-
how detailed in the manual is the most important asset of the franchise. Mendelsohn
(2003: 183) lists an overview of suggested operating instructions, to be included in the

manual:

e Hours of operation

e Trading patterns, peaks and troughs

¢ Franchisee involvement and staff schedules

e Standard forms and procedures (including invoicing and brand-name
communication)

e Staff appearance (such as uniforms)

e Staff training procedures

e Employment of staff (statutory requirements included)

e Disciplining staff

e Product, pricing and promotional policies

e Customer service policies

¢ In-store appearance and ambiance

e Purchasing policies

e Product standards

e Customer complaint procedures, such as listening posts

e Service standards

o Staff duties, including job descriptions, methods of performing responsibilities

e Payment of franchise fees, calculation and timing thereof

e Accounting, generally accepted accounting practices
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e Marketing communications, local marketing, group cohesion and offering, selling
techniques, customer retention

e Use of trade-name, trademark usage in course of business

e QOperational policies and procedures

e Communication channels within the franchise system.
3.2.2.12 Specialist support

Depending on the nature of the business, the franchisor should provide the necessary
professional support. Not only related to business activity or discipline, this also includes
participation in industry initiatives and proactive market environment activities. Such
examples involve membership and participation in FASA, Video Software Dealers
Association of America (VSDA), representative bodies in training, financial institutions

and governance.
3.2.2.13 Territorial rights

Robinson (2004: 79) informs that the setting and operation of territories is one of the
more complicated components within franchise systems. Second only to fees, territories
are potentially the most contentious issue for franchsise networks. Demographics are a
constantly evolving factor, hence the true market area will inevitably change (Spinelli:
1997). A relocation clause is most often associated to territorial issues, contained within
an exclusive territory clause or operations clause. Robinson (2004: 80) identifies different

basic structures and applications in territory allocation:

e No territory, with no territorial or geographic restrictions, but may be limited to
specific location only

e Regional territories, possibly limiting the number of franchisees per region

e Non-exclusive territories, nominal territories in which the franchisee operates,
normally restrictions of sort

e Exclusive territories, no other franchise of the same system can be established or
operate in a given territory. Issues involve the right to establish further territories,
right to expand trading operations, right to subdivide territories and sub-

franchising.
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When developing territories, Robinson (2004) highlights the inclusion of:

e Population size

e Number of dwellings

e Growth of an area (normally via population or dwellings)

e Number of businesses/commercial premises

e Number of businesses within certain industry types

e Level of income/economic strata

e Other demographic data such as racial mix, age, psychographics

e Price of housing

e Road traffic, foot traffic

e Amount of competition in the area

e Proximity to other key influencers or sources of business, such as shopping malls
¢ Planned roading changes or shopping complexes

e Market media used to attract/secure business, such as direct mail areas, television

regions.

A territory may be defined in a number of ways. The most common way of dividing
physical territories is via a detailed map, which is often appended to the franchise
agreement. Some franchisors set their territories to toll free number areas and then use
that toll-free number for all promotion, secure in the knowledge that responses can be
directed to the correct territory (Robinson: 2004). Entrepreneurs are quick to adapt and
accept new technologies, and the internet may not only provide opportunistic distribution
channels, but conflict within the distribution channel (Porter: 2001). The key to success
with territories and the internet is to take a fair and long-term approach, either directing
the business from the internet to the relevant franchisee, or involve a specialist internet
franchisee. Another possible option is that franchisees should each own a share of the
internet marketing channel so that they can all profit from internet sales (Robinson:

2004).
3.2.2.14 Terms of the agreement

At the heart of almost every franchise relationship is a lengthy legal document, the

franchise agreement. Agmen-Smith (2003) explains the franchise agreement as setting out

&5



UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

."w_

i

N UNIVERSITEIT YAN PRETORIA
Qo

the rules by which the franchisor (who owns the franchise network) and the franchisee
will have to live by for the period of the franchise. It is by far the most important of the
franchise legal documents. Mendelsohn (2003: 184) refers to the franchise agreement as
the moment of truth, where the franchisee and franchisor formally agree to their
relationship. It should be read alongside the franchise operations manual, which every full
format franchise will have. The franchise agreement usually refers to the operations
manual and disclosure document, binding the franchisee (and franchisor) to certain
obligations within the manual. The operations manual usually forms an integral part of
the franchise relationship, and requires that the franchisee operate the business according
to the systems and methods set out in the manual. Franchise agreements start by
identifying the parties, a background to the agreement itself, then a rendition of the main
terms. At the end, there are schedules including specific duties such as dates, values,
territory boundaries and renewal rights. Other documents may include non-disclosure
agreements; together with a disclosure statement, providing financial and other
information about the franchisor. Successful franchised systems should include a full
presale disclosure in a document that provides information about aspects of a franchise
offering (Hisrich & Peters, 1998: 554). Kauffmann & Robbins (1991: 100-105)

summarize a twenty-point disclosure document:

e Identification of the franchisor, affiliates and business experience

e Business experience of each of the franchisor’s officers, directors, management
and personnel responsible for services, training and other aspects of the franchise

e Lawsuits in which the franchisor and its officers have been involved

e Previous bankruptcies of franchisor officers

o Initial franchise fee and other initial fees to obtain the franchise

e The continuing payments that franchisees are required to make after the franchise
opens

e Any restrictions on the quality of goods and services used in the franchise and
where they may be purchased, including restrictions requiring purchases from the
franchisor or its affiliates

e Any assistance available from the franchisor or its affiliates in financing the
purchase of the franchise

e Restrictions on the goods or services franchisees are permitted to sell

e Any restrictions on the customers with whom franchisees may deal

e Any territorial protection that will be granted to the franchisee
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The conditions under which the franchise may be repurchased or refused renewal
by the franchisor, transferred to a third party by the franchisee, and terminated or
modified by either party

The training programs provided to the franchisee

The involvement of any celebrities or public figures in the franchise

Any assistance in selecting a site for the franchise that will be provided by the
franchisor

Statistical information about the present number of franchises; the number of
franchises projected for the future; and the number of franchises terminated, the
number the franchisor has decided not to renew, and the number repurchased in
the past

The financial statement of the franchisor

The extent to which the franchisees must personally participate in the operation of
the franchise

A complete statement of the basis of any earnings claims made to the franchisee,
including the per centage of existing franchises that have actually achieved the
results that are claimed

A list of the names and addresses of other franchises.

Should a franchise have a consolidated and accurate disclosure document, the franchise

contract will be understood more easily. The Federal Trade Commission (USA) requires

all franchisors to supply prospective franchisees with the disclosure document at least ten

days before entering a purchase contract (Halloran, 1994: 44). The franchise agreement

between the franchisor and franchisee is the legal document that details the franchise

relationship. It also shows how the information in the disclosure document applies to the

franchisee.

The franchise agreement is often an exhaustive, lengthy and sometimes complex legal

document, the most important contents being:

Period of grant of rights. The franchise agreement is usually established on a long-
term basis, with a 15-20 year period being the norm (Spinelli: 1997). The key is
however in the renewal rights, and absence thereof is indicative that the franchisor
is predisposed not to grant renewals. Renewal provision includes required notice

periods; payment of a renewal fee; allowing the franchisor to change the wording
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of the franchise agreement upon renewal and allowing the franchisor to change the
size of the territory of the franchisee. The franchise may be likened to a lease,
allowing the franchisee to ‘rent’ the right to the franchise system for a set number
of years (Agmen-Smith, 2003: 31)

Payments and fees. A large initial up-front payment is usually required, most often
consisting of a registration or acceptance fee. The identification hereof will
depend on the franchise package (Mendelsohn, 2004: 85). The sale of the
franchise package may be that of turnkey methodology, whereby the franchisor is
involved in acquiring the premises, shopfitting and equipping so that it is ready for
the franchisee at the commencement of business (Mendelsohn, 2003: 93). This
also includes set-up and other initial fees, all dependent on the type of franchise.
This follows ongoing payments during the franchise term. These are primarily
made up of royalty payments on a regular basis (usually monthly), based upon
gross turnover, a set amount (flat fee), or combination thereof. Other fees include
levies for advertising and training; with obligations for brand renewals, re-
launches, conferences and meetings. Marketing (includes advertising and
promotions) costs are usually provided for from contributions of the franchisee, by
the way of a levy. There are often agreements on what the funds may be spent on,
with the franchisor usually having full discretion. This is an avenue of conflict
within the system, hence the formation of franchise councils, acting as a
communication conduit between franchisor and franchisees. Franchisees are
usually required to co-operate with major promotions, such as recommended price
discounts and ‘specials’

Opening. Most often there are requirements for the franchisee to spend a specified
minimum amount on store launch promotions. Store layouts and fitment is usually
a prerequisite of the franchisor, together with working capital requirements. This
includes, but is not limited to signage, décor, shopfitting, landlord requirements
and municipal costs

Premises, leases and mobiles. Since location plays a vital role in the success of the
franchise, the franchisor is most often actively involved in site selection. The
franchise agreement will usually contain various provisions relating to leases
(Agmen-Smith: 2003). The leaseholder may be the franchisee or franchisor,
dependent on the objectives of the franchisor. Regarding mobile franchises, the
franchisee may be required to implement vehicle sign writing, and the franchisee

may be required to purchase the fully set-up vehicle from the franchisor.
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Mendelsohn (2003: 95) regards leasing as “a complex aspect of franchising, with
problems which arise not only from the legal implications but also the attitudes,
practices and balances of negotiation power which are prevalent in the property
market at the relevant time”. This notion is predominant in the South African
context, where Franchisors have standing relationships with landlords, often
negotiating prime sites at competitive rates

The franchise business. Both the term ‘business’ and the term ‘system’ (which
refers to the method of operating the business) will be formally defined and
regularly referred to in the contract. The operations manual usually defines and
explains many of the franchise business terms

The manual. Most often initial training programmes review a ‘how to do it’
manual, a blueprint for franchise operations. The agreement normally provides
that a manual will be supplied, normally remaining the property of the franchisor;
to be returned at the end of the term. The agreement will allow for the manual to
be updated from time to time

Obligations. These include clauses setting out initial and ongoing obligations of
both franchisor and franchisee. There will invariably be strict obligations on the
franchisee to keep accurate and up-to-date accounting records (Agmen-Smith,
2003: 33), with requirements of electronic linking of point of sale systems to the
franchisor

Intellectual property rights. These are legal rights, which have developed to
protect ownership of inventions and creations of various types. These include
copyright, trademarks, designs, layout designs and patents

Sale or termination. Totally dependent on the terms of agreement, and the type of
business. Most agreements will allow for the sale of the business during term, with
the franchisor usually having first option to repurchase. Spinelli (1997: 379) refers
to this as right of first refusal, whereby the price should be equal to or a premium
of the bona fide third-party offer. Upon sale of an existing franchise, the incoming
franchisee must be approved by the franchisor, and undertake the required
training. A new transfer or approval fee may be applicable. The franchise
agreement may run its original term, or a new contract drawn up. The agreement
may also be terminated prematurely. Events such as death or incapacity of the
franchisee (Spinelli: 1997), bankruptcy, liquidation, criminal convictions,

termination of lease of franchise premises, and failure to pay money due to the
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franchisor, as well as breaches of party obligations may also qualify for
termination

e Disputes. Most agreements now provide for mediation or arbitration should
disputes not be resolved by discussion. The objective is minimising disturbances
to franchise operations, whilst maintaining harmonious franchise relationships

e Cooling-off periods. Many Franchise Associations, such as Franchise Association
of South Africa (FASA) and Franchise Association of New Zealand (FANZ)
requires its members to provide an option for franchisees to withdraw from the
agreements. This is currently within a 7-day period after signing the agreement.
Inclusions of such clauses are usually a favourable indication of the franchiser’s

intentions and approach (Agmen-Smith: 2003).

Parties are not always limited to franchisor and franchisee, but may include master
franchisors, sub-franchisors or area franchisees. A franchisee may also elect to open up a

franchise in the name of a limited liability company or partnership.
3.2.3 Challenges to growth: nothing new under the sun

Franchising is a relatively low-cost means of creating new ventures which has grown
rapidly internationally (Kirby, 2003: 67). Mendelsohn (2001: 16) breaks down the growth

challenges of franchise systems into two headings, internal and external issues.
3.2.3.1 Internal issues

Within the franchise system, it is the opinion of Mendelsohn (2001: 16) that many
franchisees confronted with problems treat the symptoms and not the underlying cause.
As such, once realizing what they have done, the problem has multiplied from its original
complexity. Franchisors are well advised to go back to the basics (issues addressed in
Section 2.8.3) before addressing the symptoms. In going off the beaten track, there is a
chance that franchisees have been receiving conflicting messages. The franchisees join
the life cycle of the franchise system, keen to get started. Some stay keen and succeed,
others do not achieve such levels of success and most often demand a disproportionate
share of the system (franchisor) resources. Mendelsohn (2001: 16) further identifies two

major ingredients of internal issues:
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e The product. The challenge for the franchise system is in appreciating that the
product offering has a life-cycle, and that strategic initiatives are in place to
anticipate market demands; prior to being forced to making changes. Proactivity
and not reactivity is the key. Market research, market testing, innovation and
opportunity spotting should receive priority from the franchisor. These issues
relate to the facets of the entrepreneur as well (Bolton & Thompson: 2003)

e Systems growth. With growth in franchisees, there will come a time when
franchisor and franchisee disagree. It is the duty of the franchisor to ensure
principles of relationship management are maintained, resulting in strong and
well-founded relationships. Franchisees should in turn feel proud to belong to the
system, and that the value they receive is greater than the price they pay for it
(Mendelsohn, 2001: 16). It is however difficult to analyse why a franchisee is
failing or has failed. It may be location, but since much of a franchisee’s success is
in his own hands, the franchisee that faces up to his responsibilities will do best

(Mendelsohn, 1995: 66).
3.2.3.2 External challenges

These challenges are generally not in the direct control of the franchise system, mostly
part of the macro-external environment. These predominantly refer to opportunities and

threats:

e Economic downturns. Cyclical trends should be analysed, and the franchisor must
ensure that they have capacity during peaks, together with market stimulation
activity during troughs. The problem is often that of motivating franchisees during
times of uncertainty

e Regulatory and legal issues. The unfortunate intervention of regulatory and legal
issues in many cases is the product of a lack of information and not founded on
any market behaviour, which needs correction (Mendelsohn, 2001: 17). This is not
an issue of dominance in the South African context, as the franchise system is
relatively well developed (Mendelsohn, 1997: 46). Mendelsohn (1995: 66) relates
that the lesson to be learned from the USA is that legislation, regulation and
contention should be avoided. He believes such measures stifle franchise

opportunities. Mendelsohn (1997: 46), after a visit to South Africa assumed that
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according to indication that the government will continue to take a keen interest in
franchising, making entry prospects good

e Availability of franchisees. Real estate availability is the biggest threat in most
South African franchised systems. As such, there are not always sufficient
prospective franchisees available to meet the requirements of franchise systems

e Market forces. The franchise environment is very competitive, with many
franchise systems not effectively differentiating. The result is many new systems
opening, which are not significantly different from existing systems.
Notwithstanding this, competitors still eat into the systems market share. Due to
the lack of differentiation, many of these systems compete on price alone. This in
turn places stress on the franchisor to negotiate better terms with suppliers. Other
alternatives are to achieve competitive advantage by being the cost leader or
differentiation (Porter: 1995). Another response is the expansion of current

offerings, replacing that which has become unpopular.

Mendelsohn (2001: 17) concludes by stating that the basic principles of franchising
have not changed since 1964. Mendelsohn (2003: 24) identifies these basics as:

e Only franchisors with successful franchisees succeed

e The franchisor must establish a viable and successful business

e The franchisor’s support role must provide value in excess of the cost thereof to
the franchisee

e The franchisor must recognize and promote the basic principles upon which
franchising is based

e The franchisor must initiate relationship marketing, enhancing networks and
ensuring franchisor/franchisee relationships are at a high level of mutual

cooperation.
The author of Ecclesiastes was right, there is nothing new. Emphasis is placed on

strategising, using the past as a gauge. “The task is meeting the challenges with an open

mind and a sense of historical experience” (Mendelsohn, 2001: 17).
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3.3 FRANCHISE SYSTEM RELATIONSHIPS

The franchise system constitutes a long-term relationship from the moment of first
contact to the development and continuation of a mature network (Mendelsohn, 2004:
153). This research study however examines relationships in the continuation of mature
networks phase (Ostgarrd & Birly: 1996). Mendelsohn (1992: 142) advises that
franchising involves the development of a multiple chain of outlets in multiple ownership.
It however does not involve multiple ownership of a multiplicity of subtly different
outlets. As such, it would appear that franchise agreements are rigid, with minimal
qualification. This notion facilitates objectivity within the system. Mendelsohn (2003:
148) identifies that mutual respect (franchisor/franchisee) must be present, particularly in

the following areas:

e Respect by both parties for the basic marketing principles on which the franchise
system is based

e Respect by the franchisee for guidance provided by the franchisor, particularly in
respect to the intellectual property of the name, system and know-how

e Respect by the franchisor for achievements and contributions of the franchisee.

Good franchisor-franchisee relationships require a conscious effort (Mendelsohn, 1992:
150) from both parties, with the economic motive being enhanced accordingly. In taking
cognisance of the maturity phase (Nieman, 1998: 130) of relationships, the following is

identified:

e Macro trends influencing relationships

e Basic principles of franchise system relationships

e Cooperation within the system

e Franchise system leadership

e The product of conscious efforts

e Guidelines for good franchise relations

e Common franchise relationship problem areas and resolving franchise disputes
e Relationships and quality control and relationships requiring a solid foundation

e Franchise councils and franchise system network.
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Bloom (2003) informs that successful franchise systems are the result of strong
relationships built upon careful listening and mutual respect between franchisors and
franchisees (Szarka: 1990). Amos (2003: 20) identifies franchising as one of the most

synergistic relationships in all business.
3.3.1 Macro trends influencing relationships

Four primary macro-trends are seen as influencing franchise relationships in the new
millennium (Amos, 2003: 21). The fist is the globalisation of franchising, followed by the
evolvement of mega-franchisees as multiple-franchise owners. Third is the emergence of
self-regulation within the franchise community; and fourthly, as key to franchising in the

new millennium, relationships between the franchisor and franchisee.
3.3.2 Basic principles of franchise relationships

The basic premise of respect between franchisor and franchisee is of paramount
importance to both parties. Mendelsohn (2003: 145) identifies respect based on basic
principles of the franchise system itself; franchisor respect for achievement and
contribution of franchisees, and franchisee respect for achievements and guidance of

franchisors. Without this mutual respect, a relationship of trust will not be possible.

3.3.3 Franchise system cooperation

Other than trust and respect (Mendelsohn: 2003), it has become apparent that franchisors
are listening more than ever to franchisees. Moreover both are cooperating to build brand
identity and integrity, which is essential to a profitable and lasting franchise system
(Amos & James, 2003: 21). A study was conducted by Maritz (2004) which highlighted
the cooperation and trust involved in the branding decisions of co-branded franchise
systems. Cooperation was evaluated as one of the most important aspects of the co-
branding venture. Mentoring and cooperative programmes have played a major role in
facilitating these open relationships. Amos and James (2003) also identify how
franchisors and franchisees are cooperating more often on marketing efforts and effective

training programs for franchisees.
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Das & Teng (1998: 492) examined confidence in partner cooperation, highlighting two
distinct sources; trust and control. In generating confidence, these two sources were seen
as supplementary. The benefits of trust in franchise relationships appear wide ranging in
character, including lowering transaction costs (Gulati, 1995: 87), inducing desirable
behaviour (Madhok, 1995: 127), reducing the extent of formal contracts (Larson, 1992:
79), and facilitating dispute resolution (Ring & Van de Ven, 1994: 111). Lane (1996: 371)
however argued that, whereas trust is a contributor in partner cooperation, along with
control, certainty of partner cooperation cannot be equated with trust, which is merely
about positive expectations of partner motives. Since trust and control are the two
contributory factors of confidence in partner cooperation, either one by itself is

insufficient to explain this confidence.
3.3.4 Franchise leadership

Amos and James (2003: 20) inform that leadership in a franchise system is about being
solution-oriented as opposed to conflict-oriented. They inform of a leadership approach
being that of an art, practiced with care, concern and diligence. Leadership is however
lacking at most levels of franchise relationships, and the deficit may be felt exceptionally
hard in the world of franchising. Amos and James (2003) believe this to be the result of
the requirement for enlightened leadership that is necessary to mange the franchisee-
franchisor relationship. They inform that this leadership is neither top-down nor bottom-
up; recognising that business is more about people than it is about pro-forma models, net-
present values and spreadsheets. Identified are elevated levels of integrity, values,
motivation and performance. They further identify focus on softer business issues,
recognizing that core values have a greater potential to influence behaviour than process
or system. Amos and James (2003) identify culture as being the glue that holds any
organisation together, reflecting the beliefs and values of the people making up the
system. They place emphasis that these values and beliefs are set by leadership and
executed with the permission of the culture. The importance of the macro-trends is further
amplified whereby enlightened leadership at all levels of the franchise system are
recognizing how critical this relationship is and how important it is to the continued
growth of the most powerful economic engine in the world (Amos & James, 2003: 21).
Amos and James (2003: 22) conclude as follows, “the essence of practising the leadership
art of franchise relationships is to always be faithful to a set of core values and traditions

that has the greater good in view for the greater number”.
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3.3.5 Franchise relationships as products of conscious efforts

Ties that bind: Franchise relationships, like marriages, are products of conscious effort. A
USA national survey, “Franchise Relationships, The State of the Nation 2003”, revealed
that 39 per cent of all franchisees rate their franchisors fair or poor overall. Nearly half
would not recommend their franchise to a friend or family member, and more than two in
five franchisees would not purchase their franchise again if they had known then what
they know now. It is obvious that many franchise relationships are in need of repair-even
major overhaul (Johnson, 2003: 22). Johnson (2003) believes that one of the best
strategies is to head off problems before they start by creating avenues for meaningful
franchisee participation. Examples are advisory councils and policy boards; together with
giving franchisees advance say in store policies and procedures. Johnson (2003: 24)
advises that one of the most important rules for franchisors is simply to follow through on

promises; facilitated by an environment of respect.

Johnson (2003) further comments on the role of franchisees, placing emphasis on the
importance of letting go of old grudges and biases that have nothing to do with the people
and situations at hand. In agreement with Amos and James (2003); Johnson (2003)
believes the best franchise systems are those in which mutual trust and shared objectives
are the norm. The requirement is the open, resolute and ongoing application of specific
policies that affirm the value of franchisor and franchisee goals and abilities. Meaningful
communication and growth is the result when franchisees and franchisors join forces to

each other’s mutual benefit.
3.3.6 Guidelines for optimal franchise system relationships

Nieman (1998: 129) makes mention of the notion that the franchisee is in business with
someone else, and not by themselves. This special relationship should be one of mutual
trust and independence, notwithstanding the performance motive. A guiding coalition
between the two parties facilitates this independence. Towards a guideline hereof, Justis
& Judd (2002; 1989) developed an independent framework, identified in Table 3.1 on the
following page.
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TABLE 3.1 Guidelines for optimal franchisor-franchisee relationships

Guideline Franchisor Franchisee
Training Development of appropriate training | Active participation and involvement
programmes and facilities of franchisee and related staff
Meetings Facilitate regular meetings, Active participation and attendance

conferences and system interaction

Franchise advisory
committee (FAC)

Develop FAC, joint consultation
with franchisees

Participation of relevant parties to FAC

Advertising committee

Facilitate and support advertising
committee, provide required
information

Involvement and proactive
participation relevant to franchise
system objectives

Information exchange

Develop newsletters and other means
of information exchange

Provides information and achievements

Electronic media

Intranet, internet, email and
electronic interface communication
development

Involvement, participation and
competence

Internal marketing

Franchise system advisory medium
development, communication to
franchisee staff

Communication and information flow
to franchisee staff

Marketing
communication and
localised marketing

Development of generic marketing
materials, theme promotions,
branding specifications

Adherence to franchise system
branding and programmes

Performance Incentives

Develop franchise system incentives

Participation in incentive programmes

Award Structures

Develop recognition awards

Active participation in award
recognition process

Operational, financial
and management reports

Provide pertinent reports, templates
and structures.

Use reports, provide information for
reports

Field interaction

Provide field support

Allow field support full access

Basic commitments

Support, assistance and interaction.

Interaction, franchise fees and report
requirements.

Source: adapted from Justis and Judd (1989: 501)

3.3.7 Common franchise system conflict areas

Predominantly due to rapid growth, competitive forces and business dynamics, franchise

systems often concentrate on expansion, losing the quality of relationships focus

(Nieman, 1998: 135). Justis and Judd (2002: 497) identified guidelines for resolving

various problems in the system. For his part, the franchisor must concentrate on

maintaining and improving the quality of his services (Mendlesohn, 2003: 108). Spinelli

(1997: 386) implies that there may be problem areas between franchisor and franchisee in

areas of pricing, promotion, and operational issues. The potential for conflict is

exacerbated by the phenomenon of larger and more sophisticated franchisees in the

system. Potential conflict areas are depicted in Table 3.2 on the following page.
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TABLE 3.2 Franchise system potential areas of conflict and resolutions

Conflict areas Resolutions

Training standards and implementation Revamp training in accordance to franchise system objectives

and franchisee needs analysis

Operations manual Update and revise appropriateness of operations manual

Information disclosure Improve facets of internal marketing, franchisee communication
(see Table 2.13)

Availability of advice Develop channels of clear communication, training for
franchisor staff, improve field services

Marketing communications Franchisee involvement in advertising committee

Marketing and industry research Implement research activities (inclusion of advertising

committee involvement)

Ongoing support Franchise Advisory Council (FAC) and advertising committee

recommendations). Renew standing operating procedures.

Site selection Optimal site selection, in accordance with franchise system

requirements, leasing facilities and availability

Dicrimatory practices Evaluate deviations by franchisee, uniformity in accordance to

franchise agreements

Source: adapted from Justis and Judd (1989: 502)

3.3.8 Resolving franchise system disputes

Franchising is an ongoing relationship between two or more parties and it is inevitable

that disputes will periodically arise. Newton (2003: 71) identifies disputes commonly

arising, together with recommended methods of resolving them:

Quality, price or delivery of products or services, recommended or required by the
franchisor. A franchisor can legitimately require franchisees to source their
supplies from a particular supplier where this is relevant to uniformity of the
quality or nature of the franchise system

Franchisee royalties and payments due. Franchisees may fail to pay the franchisor
amounts due, which may be a reflection of the fact that the franchise is just not
proving financially viable for the franchisee. It may also be due to some other
dispute as a result of which the franchisee withholds payment of royalties or other
amounts

Alleged misrepresentations, misleading conduct or unconscionable conduct by the
Franchisor. These allegations are often raised as an expression of the frustration of
franchisees in a dispute situation. Mediation, arbitration or the courts however
often resolve perceptions of the franchisees. Newton (2003) advises that the
dispute is usually about something else and these allegations are raised as a

supplementary item
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e Other disputes, including, but not limited to disputes about the franchised
territory, termination of the franchise agreement, franchisor advertising, franchisor
competing with the franchisee, franchisee not following the franchised system,
franchisor communication, rent or lease obligation (franchise system dependent),
initial franchisor disclosure, provision of operations manuals and/or other

information and amount of the franchise royalties.
Newton (2003: 72) goes on to advise on negotiating solutions to franchise problems:

e Negotiating with the person who can do something about the problem

e Research and preparation of facts prior to negotiation

e Identify value of the franchise relationship, highlighting positive aspects

e Briefly state the problem objectively (non-blaming, neutral)

e Listen to responses, asking for disclosure of reasons for their point of view

e Concentrate on the problem (issue on hand), leave personalities out of it

e Acknowledge your understanding of the process thus far

e Assert an objective rendition of the problem from a point of view, providing
reasons and details

e Focus on needs and objectives rather than rights

e Attempt to understand the other party’s needs and objectives

e Attempt to identify realistic solutions that meet both parties’ objectives

e Be prepared to consider more than one alternative

e Ifnot successful at first, attempt to negotiate with higher authority.

The negotiating meeting itself requires factors including timing; agenda items; venue;
freedom of interruptions; representation equality; final decision-makers and participants.
Legal action is advisable where one side is using trade marks without permission; has
been fraudulent; refuses to negotiate or enter mediation; or has failed to implement an

agreement at mediation.

Most literature reviewed however holds the opinion that successful franchise relationships
are borne on pro-active participation, and identifying issues prior to reaching conflict
(Mendelsohn, 2003; Newton, 1993; Spinelli, 1997; Johnson, 2003; Justis & Judd, 2002;
Bloom, 2003; Agmen-Smith, 2003).
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3.3.9 Franchise relationships and quality control

Franchising involves the marketing of goods and services. It is a powerful and effective
marketing strategy, placing emphasis on networks (Kirby, 2003: 68) and market entry
methods (Kirby, 2003: 223). It is also about good marketing and business practices which
must be of a high standard, and franchisors and franchisees must understand that they are
in the relationship business (Germann, 2002: 39). He proclaims the relationship between
franchisor and franchisee built on trust and respect. Germann (2002) informs that all
franchise relationships require a purpose, a sense of belonging and the wish to be treated
with respect and good relationships allow businesses to expand and flourish so that all
parties succeed. He places emphasis in the fact that there is quality control at all levels in
franchise relationships. Customer retention depends on this quality aspect, with customer
satisfaction a result thereof. Germann (2002: 39) identifies the franchise system

relationship link to customer service:

e Accepting that it is everyone in the franchise system’s responsibility to keep
the customer happy

e Customer service is the key issue in franchise system survival

e (Customer satisfaction is the key to long term success

e (Give authority to staff in the front line as no person can do everything
themselves

e Bad news travels fast and good news rarely overtakes it

o Dissatisfied customers tell eight to ten others of their dissatisfaction and one in
five will tell twenty people. Five will tell a total of sixty people, some of
whom will tell others

e [t costs six times as much to attract a new customer as it does to keep an
existing customer

e Sixty per cent of customers say that a company does not pay enough attention
to them and does not value them

e The majority of customers are reasonable people and all you require is the first

chance to satisfy them.

Together with franchise system links to customer satisfaction, Germann (2002: 40)
believes the link to quality is an essential component. Towards this justification, he

regards quality in the following light: quality defined as conformance and not goodness;

100



UNIVERSITEIT YAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02$¢

all non-conformances are caused; anything that can be caused can be prevented; and it has
been known for generations that organisations that do what they promise to do, and take
good care of their franchisees in the process, always come out top. Germann (2002)
concludes by stating it is essential for both franchisors and franchisees to have a policy on
quality which should be along the lines that they will deliver defect-free products and

services to customers, both internal and external, on time and thereby show reliability.

3.3.10 Franchise system relationships require a solid foundation

Only three elements must be present in a transaction for a business to be considered a
legal franchise: trademark licensing; substantial assistance with the business’s operations;
and the payment of a franchise fee; according to Washington, D.C. based franchise
attorney Andrew A. Caffey. While this definition is technically true, the relationship
between franchisor and franchisee is far more complicated (Haneborg, 2003: 35). Crucial
elements such as trust, communication and relationship-building must be present for both
franchisor and franchisee to reach their fullest earning potential (Gulati: 1995; Larson:
1992; Ring & Van de Ven: 1994: Madhok: 1995). While franchise relations issues exist in
any economic condition, bear markets are indicative of shrinking profits, tough

competition, taking its toll on franchise system relationships.

Haneborg (2003) believes that adhering to team mentality; facilitating open
communication and practicing the basics, are primary factors that determine the long-term
viability of the relationship. With regard to field franchised operational staff, Haneborg
(2003) believes that they, together with the franchisee’s staff, should know what the
organisation’s goals and objectives are, and the role each person plays to achieve those
goals. Both the franchisor and franchisee are in the business to make money and grow.
The franchisee wants to grow their business, while the franchisor is working to grow the

brand.

Haneborg (2003: 36) believes communicating is more than just talking; not just hearing,
but listening to franchisees, and asking how the franchisor can assist in creating a
solution. Many franchisees believe in the not