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            Preface

         
 
         Franchising, in the context of this book, started in the USA in the early 20th century, largely because people saw successful businesses being developed and wanted to be a part of their growth by opening their own businesses using a proven formula and established name.
 
         The most recent estimates available from the World Franchise Council and the International Franchise Association indicate that there are now some 16,000 franchised systems operating in 140 countries around the world, with a wide range of products and services being delivered by more than 1.6 million franchised outlets, with total sales of US$1 trillion.
 
         The 2010 NatWest/British Franchise Association annual survey of franchising shows that there are 845 franchised systems operating here, with 34,800 franchised outlets employing 465,000 people with total sales of £11.8 billion.
 
         Different countries collect their statistics in different ways but, however you look at it, franchising is big business, domestically and internationally.
 
         Franchising cuts across all sectors whose businesses operate through branch networks – hotels and restaurants; car hire and servicing; real estate and letting agents; sandwich and coffee shops; domestic and commercial cleaning and maintenance; mobile product distribution of all sorts; care services for the elderly; and business-to-business services such as printing and sign-making.
 
         Some franchisors are big global brands, some are simply regional networks, most are somewhere on the journey between the two. What they have in common is a proven business system which others can easily be taught to operate profitably. If that sounds like your business then the world is your oyster – limited only by your vision, your desire and your willingness to learn.
         
  
         Whichever country you are operating in, the best place to find a list of franchisors operating there, and a list of experienced advisers who can help you, is the website of the relevant National Franchise Association. A list will be found in Appendix H on page 281.
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            Introduction

         
 
         This book came about for a number of reasons, but mostly because various people asked us for it! Those people fell into various categories, and each had a valid reason for their request. As a reader of this book you will likely fall into one of those categories, listed below, yourself.
 
         Our potential readers were all looking for practical franchising advice from those with years of experience of how franchising works in practice, rather than a book containing only the theory and the dry legal stuff. Franchising is a people business, not a legal business, and understanding how the people work is what makes it a success.
 
         WHO IS THIS BOOK FOR?
 
         Potential franchisors
 
         These are owners of businesses who want to expand their business by opening more branches, and for whom franchising is one of the options. They could of course just grow organically by opening more outlets and employing more managers themselves, but franchising may offer the opportunity to do so more quickly by using other people’s money and enthusiasm to open individual offices, shops, restaurants, salons, surgeries, units, van rounds, service centres, or whatever they call their outlets. Those who have no experience of franchising should start with Section 1 of this book, the Basics, in order to get an overview of what’s involved. They can move on to Section 2, the detail of Practical Franchise Management, later.
 
         
         
 
         Existing branch network operators
 
         Owners of existing branch networks may also be looking to add more branches by franchising, to run alongside their existing company-owned outlets, so they could fall into the classification above. They could also be looking to convert all or some of their existing outlets to franchised outlets, possibly even by converting existing managers to franchisees, in order to harness the power of franchising to transform their performance. They too should start with the Basics chapters and move on to Practical Franchise Management later.
         
 
         Practising franchisors and their management and support teams
 
         Many people working in franchised organisations have evolved into their current positions, as indeed have their companies, without necessarily understanding how things happened as they did, or why they happen as they do. Other than out of interest, it’s probably too late for them to read the Basics chapters, but in Practical Franchise Management they will find plenty of advice to help them in their current roles – and they may be particularly interested in finding out what their franchisees are thinking via a franchisee satisfaction survey. (See Chapter 20, page 201.) They should simply dip into the book and pick the chapters most relevant at the time.
 
         Diploma in Franchise Management candidates
 
         Most of these will be franchisors in the early stages of development, or their managers in established networks, but they are going through a programme at the Franchise Training Centre (see Appendices E and F) which exposes them to all aspects of franchise management including those disciplines with which they are not (yet) involved. Franchise sales managers need to learn about monitoring franchisee performance; franchisee administration support personnel need to learn about motivating franchisees; field support staff need to know how to assess a franchisee’s financial performance, and so on. Everyone needs to understand the franchisor–franchisee relationship. These candidates can also dip in as and where they feel the need. 
         
 
         Mature franchisors
 
         As a franchised network approaches maturity or capacity in its domestic market it needs to consider whether to grow the business or to get out. It can only be one or the other because simply doing nothing will be the start of a downward spiral. Readers in this category can go straight to Section 3, Advanced Franchising, where they can consider the options of taking their business overseas, starting a new network by importing a system from overseas, buying an existing franchised network or simply selling up.
 
         Potential international franchisors
 
         Some businesses just know they want to go international, whether or not they franchise at home. International development using the right franchising model may be the way to do it. If they have no previous experience of franchising, the Basics chapters will be useful first, then cut to the chase and go to Advanced Franchising.
 
         Franchisees and potential franchisees
 
         OK, we’re fibbing. No franchisees or potential franchisees have ever asked us for a book, but they would all benefit from reading this one to find out how good franchisors do things properly. They can then compare these methods with those of the franchise they are thinking of joining, or the one with which they may already be involved. If we can stop one potential franchisee from joining an ill-prepared system; or help one franchisee to get his franchisor to improve what he does, then all the effort that has gone into this project will have been worth it.
 
         WHAT IS FRANCHISING?
 
         Before going any further, and to make sure we’re all on the same page (which we must be if you’re reading this) let’s define what we mean by franchising in the context of this book.
 
         Business format franchising
 
         We are talking about ‘business format franchising’ which, put simply, is ‘a business relationship where one party allows another to operate clones of a proven business system in return for initial and ongoing fees’. We are not talking about rail franchises or film franchises, or any other variations on the theme.
         
 
         Why have two words been highlighted in that definition? Because they underpin the whole franchisor–franchisee relationship, of which you will read much more later.
 
         The franchisee is allowed by the franchisor to operate a branch of the franchisor’s business, using the latter’s name and business systems. If the franchisee stops using the name and system properly they will no longer be allowed to use it and they will lose their business and whatever they have invested in it.
         
 
         The franchisor should only be offering a system, and any addition to the system, which has been tested, and proven to be capable of duplication, over a period of time, at a number of outlets, with a number of people having been trained how to do it. They should not be offering to franchise something they think is just a good idea.
         
 
         Get everyone understanding those simple points and you have the basis for a long and happy career in franchising.
 
         Growth franchising
 
         The majority of businesses considering franchising do so because they want to grow, so these can be called growth franchises. Franchisees provide the financial and human resources to open new branches so the total network ought to grow more quickly than it could organically. Within this category there are two types of business:
         
 
         
            • established businesses which have been going for at least a couple of years, sometimes decades, which are looking to add new branches, either domestically or internationally;
 
            • brand new businesses, sometimes little more than a good idea, which want eventually to grow by franchising once they are established. As will become apparent from later chapters, these businesses need to go through a slightly longer development process to become franchisors.

         
 
         
         
 
         Conversion franchising
 
         There are also two types of conversion franchises:
         
 
         
            • a business which already has a number of outlets (it could be ten, it could be a thousand or more) may see advantages in converting some or all of them to franchised, rather than company-managed, units. The costs and hassle of day-to-day operation are transferred to the franchisee, who may or may not be the previous manager. The latter is more motivated to operate profitably because it is their own business;
 
            • a business adds further outlets to its network by converting existing, competing, businesses to operate under its brand. Many small business owners are good unit operators, but they lack the skills to develop their marketing, research and development, and so on. For them, joining a franchise brings those added benefits. For the franchisor, it means acquiring a franchisee and a site, and taking out a competitor in that local market, all in one go.

         
 
         Neither type of conversion is as easy to achieve as it may sound and it is essential to get experienced advice from those who have been involved in such projects before.
 
         WHAT CAN BE FRANCHISED?
 
         Just about any business which can operate as a branch network and which meets the criteria outlined in the next chapter can be franchised, and both franchisors and franchisees come in all shapes and sizes.
 
         Job franchises
 
         These are sometimes known as man-and-a-van franchises because they often involve someone going round providing a service or products to either businesses or consumers, but they also include white-collar franchises where an individual provides some sort of professional service, often working from their own home, particularly if customers do not need to visit them. The franchisee may be the only person involved in his business, many of the customers may be provided by the franchisor, and sometimes the franchisor will handle most of the invoicing and other administration.
         
 
         
         
 
         Management franchises
 
         The end product or service could be the same as that provided under job franchises, or it could involve the need to operate from specific retail or other business premises, but here the franchisee is managing a team of people rather than doing everything themselves. Many job franchises evolve into management franchises as they become established and early franchisees take on multiple territories, or simply grow their businesses so that they need to employ others. Different skills are required of the franchisee and it is important that franchisors realise what these are when recruiting their franchisees.
 
         Investment franchises
 
         Some projects which require large capital investment, such as hotels or larger restaurants, may attract franchisees who simply put up the money and engage either a manager, or indeed the franchisor, to operate the business and produce a return on their investment and capital gain on resale.
 
         Whichever category you fit into, we hope you will find the book useful. If you have any comments, or would like to know more about something specific, please send an e-mail to info@thefranchisingcentre.com
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            Business format franchising – a growth option for your business?

         
 
         Any business that can operate as a branch network, and that wants to grow, should at least consider franchising as one of the options. However big you want it to become – biggest in your region, biggest in the country, or biggest in the world – franchising may be able to get you there. It depends largely on your vision, and only you can create that. Remember – everyone started with only one outlet.
 
         Much of the project work undertaken in our business starts with someone contacting our office saying, ‘I’ve got this business. Is it franchiseable and, if so, how do I go about it?’ Sometimes the question is, ‘I’ve got this great idea for a business, can I franchise it?’ The easier question to answer is the second one because the simple answer is ‘No’. You can only franchise a successful business format, not an idea. Turn your idea into a successful business, at your own expense and risk, then we can see about franchising it with you. That’s not to say that you can’t develop your idea into a business with the long-term view of growing it as a franchise, and it’s never too early to start considering franchising as an option for eventually growing your business.
 
         WHAT MAKES A GOOD FRANCHISE?
 
         Let’s assume the business in question has now been going for a few years. There are five things we look for to help us decide whether it may make a good franchise. We call this Five-Star Franchising. It doesn’t matter if not all five attributes are yet in place – that can be remedied – but they will need to be in place before the franchise opportunity is launched. Listed below are the five things we initially look for.
         
 
         Proven format
 
         This means that the business must have a track record of operating profitably – and operating profitably in the format in which it is intended to be franchised. If the business currently operates from retail stores of about 100 square metres in a secondary location you cannot plan to franchise 500-square-metre stores in shopping malls. Similarly, if you only have one shop and it is bang in the middle of London’s Oxford Street, don’t imagine you can open hundreds of smaller stores on the High Street, either in Oxford or anywhere else.
 
         If you want to franchise a different format, test it yourself to prove it works, then franchise it. The same applies when you are established as a franchisor and you want to introduce significant changes to your system.
 
         Profitability is important, not least because you cannot franchise a business in order to get it out of trouble – franchising will not save a failing business. You cannot clear your overdraft by recruiting ten franchisees, each of whom stumps up a franchise fee equal to one-tenth of your current debt, and you cannot get rid of loss-making stores by handing them over to franchisees. Underperforming stores can sometimes be transformed by turning the managers into franchisees but the underlying business format must be proven to be successful elsewhere.
         
 
         The format will need to be documented in detail, in an operations manual, and as many as possible of the Intellectual Property (IP) constituents of the system must be protected by legal means, for example trademarks, store designs, bespoke software, unique colours, and the manual itself. The franchisor needs to own the rights to these items as otherwise he cannot license the franchisee to use them, and cannot stop anyone copying them to compete with his franchisees. A good consultant will take you through an IP audit, and introduce you to a specialist lawyer.
         
 
         Easily duplicated
 
         The easier it is to find sites for additional outlets, the easier it will be to develop a franchised network. Most small businesses are relatively easy to duplicate – all the franchisee has to find is an appropriate office, industrial unit, retail store, or whatever the business currently works from. In many cases this can even be the franchisee’s home, which certainly keeps the overheads down and means they can start trading very quickly. Many franchisees start by working from home, then move into business premises once they get established.
 
         Difficulties arise where the optimum premises are either hard to find or hard to acquire. Prime retail locations are notoriously difficult to come across, as they are in great demand and agents tend to have waiting lists of big-name prospects. They are equally difficult to acquire as landlords naturally prefer to go with an existing big business as a tenant rather than a start-up franchisee. Sometimes this can be solved by the franchisor taking the head lease and subletting to the franchisee, but the pros and cons of this need serious consideration.
 
         The more outlets a business has when it starts to consider franchising the better, because it has already proved that the concept can be duplicated. Having said that, of course, every business started out with only one outlet.
 
         Easily learned
 
         The easier it is for someone to learn how to operate, or manage, the business, the easier it will be to find appropriate franchisees – and the quicker they will get into action, the quicker they will start recouping their investment, and the quicker they will start paying franchise fees. Most small businesses, and just about all successful franchises, are fairly easily learned – that’s the beauty of them. Indeed a franchisor will continue to spend years making it easier because that’s how both parties increase efficiency and profitability.
 
         Easy doesn’t mean anybody can do it, however; it means the appropriate person can. There is a lot about the franchisee profile in Chapter 11, ‘How to Recruit Franchisees’. Sometimes the work that is actually done in the franchisee’s business is very skilled, and may even require formal professional qualifications, such as being a vet, an optician, a dentist or some other professional activity. Obviously the franchisor cannot take just anyone and teach them these skills in a short enough time-frame – but he or she could find a franchisee who has the marketing and management skills to run a multi-disciplinary health practice, leaving everyone to do the bits they are best at.
         
 
         People may say, ‘If the business is easily duplicated and easily learned, why does anyone need a franchisor? They could just set up for themselves.’ They are missing the point. What a franchisor is offering is a system that is easily duplicated and easily learned. The system will have taken many years, many mistakes, and a lot of resources to refine. That experience is what the franchisee is buying into, and getting benefits from, from day one. If restaurants were so easy to set up by inexperienced people, it wouldn’t be the case that 50 per cent of them go out of business in their first year of trading.
 
         Profitable for both parties
 
         The franchising business model has to work for both parties – the franchisee has to be happy and making money; the franchisor has to be happy and making money.
 
         When we have the initial discussion with someone thinking about franchising their business, there is no way either of us can know whether this particular criterion can be met. That’s why the first stage of any project is the Franchise Development Plan, but it is essential to embed into everyone’s mind at an early stage the principle that franchising has to work for both parties.
 
         The trick is to get the balance of what ‘happy’ and ‘making money’ means for everyone concerned. Many franchisees are happier than when they were employed, because they are perceived as being independent and they consider themselves to have a better lifestyle. They may be earning less money, and working longer hours, but they are happy. Others get into franchising to build their fortune and then go on to bigger and better things. The franchisor must know, and be honest about, which of these types of franchisee he is likely to be able to satisfy, and indeed which of them he wants in his network.
         
 
         Similarly one franchisor may be happy with the ego trip of having 100 or more branches operating under his name, even if he makes no more money than he did before. Another may only be happy if he is earning £1 million or more a year.
 
         However good the potential franchisee, or the franchisor, and however well they get on with each other, sometimes it is not possible to match their income requirements and investment capabilities. In such cases they must be honest with each other, and move on to find a better match.
 
         Franchising culture
 
         Franchised networks need to develop a culture of mutual trust and support, where everyone is working together towards a common goal. That is why understanding the franchisor–franchisee relationship is so important from an early stage.
 
         The best way to explain the franchising culture is to consider what happens when an area manager of a large corporate organisation visits one of his branches. The perceived wisdom is that if he tells the manager to jump, the manager will ask, ‘How high?’
 
         Compare that to a franchisor’s field support executive visiting one of his franchised outlets. All he can do is ask the franchisee to jump, whereupon the franchisee will demand, ‘Why?’
         
 
         It’s a fact of life that large corporate organisations find it very difficult to franchise all, or even parts of, their businesses successfully. This is partly because they cannot adapt to the above scenario, and partly because they will not accept that franchising is a long-term investment and commitment. Typically the franchise project is headed by someone who doesn’t really ‘own’ it, they are just doing this as one of many projects on the way to their next promotion, and they don’t have the time to learn the nuances of franchising. Existing big businesses typically need more professional franchising advice than do owner-managed businesses because the latter already have to know how to ‘get’ people to do things rather than ‘tell’ them.
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            The Franchised Network Development Plan

         
 
         This is the numbers bit.
 
         Like it or not, you need to read it.
 
         Franchising will only work if both the franchisee and the franchisor are operating sustainable businesses, so that’s why any franchising plan starts with the numbers.
 
         THE FRANCHISEE
 
         Firstly we need to calculate, how will it work for the franchisee? How much will they need to invest initially, not just in the upfront franchise and training fees but in the acquisition of equipment, premises, vehicles, staff and so on. Once they are set up and opened, how quickly will sales start to come in and what will be the associated expenses? What ongoing fees will be payable to the franchisor? When will the franchisee start making a profit, and when will their cash flow eventually be positive? Will the business provide enough to repay loans, pay the franchisee an acceptable salary, generate a sufficient return on their investment, and still leave money over to invest in the development of their business?
 
         Most of the data for the above calculations will come from actual results achieved in the existing business. The more sophisticated that business, and the more there is available in the way of branch management accounts, the better.
 
         What will not be available from the existing business are figures for franchise fees, simply because none are currently being paid. This is where the need for experienced advice first comes in, and it is a good point at which to explain what these fees may be, and how the franchisor may generate his or her income.
         
 
         The upfront fee
 
         This is the amount a franchisee pays to the franchisor to get into the game, and it may or may not cover training, rights to use the name and systems, an amount which enables the franchisor to amortise his development and recruitment costs, an amount which reflects the perceived value of the opportunity or territory, and a small element of profit for the franchisor. It may also be calculated with reference to what other similar systems are charging, and the general market price for franchises, but it needs to be accurately assessed for each system. Just because a competitor is charging, say, £30,000 upfront fee doesn’t mean that’s the right figure for your business – it may not even be right for their business if they didn’t research it properly!
 
         Many franchisors claim to make nothing from the upfront fee once they have deducted all their costs. Indeed some claim not to be breaking even with an individual franchisee until the latter has been trading, and paying ongoing fees, for at least a year.
 
         Note that the upfront fee is not the same as the franchisee’s total set-up cost, the latter of which includes all the other necessary purchases and expenses of getting an outlet opened. These may include acquisition of premises, equipment and vehicles; building works; shop fitting; initial stock purchases; staff recruitment and training; and various other items, the fees for which may go to third parties.
         
 
         Some franchisors use the upfront fee in their franchise advertising, some use the total set-up costs. If you’ve seen figures in excess of about £40,000, they ought to be for total set-up costs not the upfront franchise fee.
 
         Note also that a franchisor’s business is not about selling franchises and bringing in upfront franchise fees, although these will inevitably be important in the short- to medium-term. The long-term goal is to generate continuing income from successful franchisees. 
         
  
         Management services fees
 
         Sometimes incorrectly referred to as royalties, these fees cover the ongoing services provided to the franchisees by the franchisor. The range and quality of services, and the level of management services fees, varies greatly from system to system – even for businesses in the same sector – and they need to be assessed and set by an experienced practitioner. They must be affordable, and good value, for the franchisee; they must be sufficient eventually to pay for the franchisor’s support infrastructure and to provide them with a reasonable profit, good return on their investment, and adequate funding to develop further the network and the business.
 
         The majority of management services fees are charged as a percentage (anything between 4 per cent and 40 per cent, depending on the network) of the franchisee’s sales (not profit, not cash received) and they are most often payable monthly in arrears. Sometimes they are simply a fixed regular amount regardless of the franchisee’s performance, but the fairness and appropriateness of such an arrangement needs to be discussed with your consultant when initially creating the franchise structure.
 
         Marketing fees
 
         Many franchisors charge an ongoing fee, either a percentage or fixed amount, which goes into an identifiable pot to help pay for national marketing and branding activity. The application of such funds is usually accounted for to franchisees on an annual basis, and surpluses or shortages are carried forward as the pot is not intended to provide profit, or loss, for the franchisor. Local marketing activity on the franchisee’s area is usually a separate expense, paid for by the franchisee.
 
         Product mark-up
 
         For some franchisors it makes more sense, or it is more appropriate, to charge franchisees a mark-up on products supplied rather than a percentage, or fixed, management services fee. Sometimes franchisors charge both, but the temptation to take too much from franchisees in too many ways must be resisted if it affects the viability of their businesses. One of the advantages of being a franchisee is to benefit, not suffer, from being tied to, or part of, a bigger buying group.
         
 
         Supplier rebates
 
         Some franchisors receive retrospective discounts from suppliers based on the total sales to their network, others prefer to pass these on in the form of lower prices, or added-value services, to their franchisees. Either approach is acceptable, but it is better for the relationships if the arrangements are transparent.
 
         To complete the financial forecasts for a franchised outlet, the preliminary decisions on all of the above are fed into the model, and the outcome is assessed. Based on all current, accurate information and best-informed guesswork, does it look like an attractive option for a potential franchisee who fits the desired profile? If it doesn’t, can any of the assumptions be (reasonably and credibly) adjusted to make it look better?
 
         If so, do it.
 
         If not, forget it.
 
         All bets are off if the proposed structure cannot be made to work for the franchisee because, if that is the case, it will never work for the franchisor.
 
         THE FRANCHISOR
 
         If the forecast does work for the franchisee, we then move on to make sure it works for the franchisor.
 
         Will there ever be enough franchisees, paying whatever they are going to be paying, to cover the costs of setting up the franchising business in the first place, and the ongoing costs of the support infrastructure that will be needed to support it? Unless you have done it before you will really need help here because there are many hidden, or naively overlooked, costs that go with establishing a franchised network. To name but a few: 
         
  
         
            • the Franchised Network Development Plan;

            • territory analysis and demographic profiling;

            • running pilot operations;

            • preparation of the legal agreement;

            • production of the operations manual;

            • franchise marketing materials;

            • launch marketing and promotion;

            • employment of experienced staff;

            • training of existing staff;

            • membership of your National Franchise Association;

            • associated professional advice of all sorts.

         
 
         The total of such costs will vary from franchisor to franchisor, and from country to country, but in the UK you will typically have spent between £30,000–£50,000 on the above, in one way or another, before you sign your first franchisee.
 
         You may think, ‘That’s OK, I’ll get most of it back from the first franchisee in upfront fees.’ However, even if that is the case, it does not mean that this is all the funding you need.
 
         Consider how a franchised network develops. In the first year there will be few franchisees, probably five at best, and they will all be start-up businesses. Their sales will not be as high as they will be when they are mature, so your total income from percentage management fees will not be very high. However, you will need to provide all the recruitment and support services outlined throughout this book to those early franchisees because if you do not, those early franchisees will not succeed.
         
 
         If your early franchisees are not supported, and do not succeed, you will find it hard to recruit others. If you fall behind with your recruitment schedule you will run out of money, your business will fail and so will those of your early franchisees.
 
         So you will be spending much more on support than you are receiving for providing it, and you will need to fund that from somewhere.
         
 
         On top of that, if you want to recruit more franchisees next year, you will need to be spending more on marketing and recruitment activity this year. That means even more money going out than there is coming in. All the amounts vary from business to business, which is why you need an experienced practitioner to help with your plans, but it is not unusual for a franchising project to have a total funding requirement of £150,000 before it starts to make money.
 
         After that, profit growth can be considerable but you need to do the cash flow projections to know where the challenges lie. The calculations are more complex than you think, which is why we developed our own FranchisedNetworkBuilder software, but if you want to try it yourself there is a data collection template in Appendix C on page 253.
         
 
         It doesn’t matter what the overall funding requirement is provided you know its extent and can put funding in place to cover it. What does matter is not knowing what the requirement is, then running out of money and leaving early franchisees exposed. The major clearing banks, certainly in the UK, are very supportive of franchising projects and they have their own specialist franchise sections to advise their business managers on lending to both franchisors and franchisees. Details are available on the British Franchise Association website, listed in Appendix H on page 281.
 
         The beauty of the Franchised Network Development Plan is that its preparation involves discussion of all the relevant issues that are likely to come up as the business evolves, and it provides a comprehensive action plan of what has to be done, who is going to do it, when it has to be done by, and what it will cost.
 
         Financial projections, both for profit and cash, are established and can then be compared to actual performance on a regular basis. Assuming the levels of investment and return are considered acceptable all that has to be done is to press the button and get on with it.
 
         A typical franchise development work programme is given in Appendix A on page 248. Examples of a contents list for a Franchised Network Development Plan, and of the financial forecasts, are presented in Appendix B and Appendix C respectively, on pages 252 and 253.
         

      

      

    


  

    

      
         
         
 
         
            4
 
            The franchisor–franchisee relationship

         
 
         BECOMING A DIFFERENT BUSINESS
 
         Many of the skills needed to develop and run a franchised network are the same as those required to run any other business. After all, the prospective franchisor must have established a successful business in order to be able to establish it as a franchise. Marketing, operations, finance, administration and people skills are required whatever the business, and whatever its chosen method of getting its products or services to the end user.
 
         Franchising requires the franchisor to add franchising skills to those which he possesses in running the individual franchised unit, and this is a good time to point out that when a business decides to become a franchised network, it becomes a different business.
 
         Whatever it is that the business does now – running restaurants, selling houses, cleaning offices, styling hair or hiring cars – becomes irrelevant when operating as a franchisor. Sure, there will need to be people providing technical advice on the activities mentioned, but the job of the franchisor is to recruit, train, monitor and motivate people who want to run their own business. Franchising skills are the same whatever the end product or service, and they all revolve around understanding the franchisor–franchisee relationship.
 
         Many people do not appreciate that the quality of the relationship developed between the franchisor and the franchisee is fundamental to the success and longevity of the network. If all the services which the franchisor provides are franchisee-friendly, and appropriate, then that is likely to be a good start.
 
         Taking the time and trouble to understand, and implement, the principles of the franchisor–franchisee relationship is what makes the difference between a successful franchisor and a failing, or at least underperforming, network. Knowing what motivates franchisees, realising what is unique about the relationship between them and their franchisor, and speaking the language ‘franchise-ese’, are critical elements in the process of practical franchise management, the promotion of which is largely the theme of this book.
         
 
         So, what is different, indeed unique, about that relationship, and who is responsible for making sure both parties are aware of their roles and responsibilities within it? The answer to the second part of the question is easy. The franchisor. But to explain it, they first have to understand it themselves.
 
         WHAT ARE FRANCHISEES?
 
         Firstly let’s consider, what are franchisees? It’s easier to begin by exploring what they are not. For a start, they are not employees – even though they work to instructions and will hopefully be selected with as much, or more, care as would be an employee. They are not customers – even though the formal relationship will start by them buying something from the franchisor, and they will continue to be provided with goods and services in return for some sort of payment. They are not partners – whatever the franchisor’s promotional material may say about working together towards a common aim, they are certainly not partners within any legal definition. So, they are none of these things, but they are all of these things and they will be expected to behave in many of the ways people in these categories would be expected to behave.
 
         Above all, franchisees are people who trusted the franchisor to provide what they said they would provide during the marketing and recruitment process. Indeed they trusted him or her to such an extent that they were prepared to invest, often, their entire resources, and the future prosperity of themselves and their family, in a business venture which they were convinced was likely to be suitable for them. They were probably also told that they would receive initial training, and ongoing support, in order to facilitate their success. 
         
  
         THE IMPORTANCE OF LISTENING
 
         Just rereading the previous paragraph starts to highlight where it can all go wrong. Replace the words ‘likely’ and ‘facilitate’ with ‘guaranteed’ and ‘guarantee’, ‘convinced’ with ‘assured’ and it may just be possible to understand what the potential franchisee heard, as opposed to what the franchisor said.
 
         Prospective franchisees sometimes hear what they want to hear and not necessarily what they are actually told. Some convince themselves that the business is the most desirable opportunity available and do not hear what is said to them, not only by the franchisor but also by their own advisers.
 
         Of course, franchisors may also hear things wrongly during the recruitment process and it is important for them to understand that that process lays the foundations for the relationship. Both parties must appreciate that there is no point in fudging issues. If they have difficulties in communicating at that stage, or do not want to hear what is being said to them, they are likely to be entering into a relationship which will hit problems.
 
         Franchising, as a business sector, is notoriously short of empirical research, but various figures are regularly quoted which include the relative success and longevity of franchised outlets vis à vis independent start-ups, and what motivates franchisees. Interestingly, the former may affect the latter.
         
 
         Franchised outlets are claimed to be anything between two and ten times less likely to fail, over a given period of time, than non-franchised businesses. A definition of failure is hard to come by because franchising can also help an unsuccessful franchisee to recover his investment by engineering a resale, so many franchisors would not count that as a failure. All this assumes of course that the original research, if indeed there ever was any, was based on franchised opportunities which had been properly developed and piloted.
         
 
         Franchising attracts people for whom safety and security are among their prime motivators. The ‘what motivates franchisees’ research is said to include various surveys of franchisees who were asked, ‘Why did you buy a franchise rather than set-up your own business?’ and the quoted results from survey to survey seem to have been fairly consistent. Top of the list come things like marketing support, training, use of an existing brand, always wanted to run a business but was scared to go it alone, feeling part of something, and so on. Always well down the list is anything to do with a desire to earn loads of money. Indeed franchisees will often earn less in their new role than they did in employment, but they are happier with the lifestyle.
         
 
         So when a franchisor hears a franchisee candidate saying they will work hard to make their outlet or area successful, he had better be sure they share an understanding of what ‘hard work’ and ‘success’ mean. If the franchisor hears ‘I’ll get up early and work 14 hours a day, seven days a week to make my business market leader in my territory’ when the candidate is saying ‘Once I’ve dropped the kids off at school, I’ll be able to make at least three sales calls before I hit the golf course’, then trouble is brewing.
 
         THE RULES
 
         
            1. The first rule of understanding and operating the relationship is that the franchisor must explain, unambiguously and in writing, right from the first contact with a franchisee candidate, that what is being offered is the right to operate a proven business system, and to optimise the potential of that system, at an agreed outlet or within an agreed territory, for a defined period, for the mutual benefit of both parties. During that process of explanation the franchisor should define ‘optimise’ and start to agree a plan, objectives and personal responsibilities for the progress of that business in order to deliver that mutual benefit. He should also explain what will happen if things don’t go according to plan. Help will be provided if the franchisee cannot make it work; they will lose their business if they will not make it work.
            
 
            2. The second rule is that a franchisor must make it clear to his own staff, and accept for himself, that if a franchisee has joined a system, and made a considerable personal investment and commitment, based on a promise of guidance, support and established systems, then that guidance and support had better be there and those systems had better work. For recruitment staff, that also means not over-promising or offering services to a standard that will simply not be available – all discussions should be confirmed in writing.
            
 
            3. The third rule is therefore that the standards required of each party must be written down somewhere, there must be processes for monitoring everyone against those standards, and for rectifying situations of poor performance. Franchisors should be equally determined, when necessary, to rid their system of poor performers whether they be employees or franchisees.
 
            4. The fourth rule is that it is essential for support staff to treat each franchisee as an individual, and to make an effort to find out what their ‘hot buttons’ are at any particular time. Personal support and motivation can then be tailored for each franchisee in order to get the best out of them, and for them. For example, there’s no point offering a franchisee schemes to generate more sales if he can’t, or won’t, employ enough staff to service the customers he already has.

         
 
         THE ROLES
 
         The franchisor must also understand, and make clear, what the respective roles include.
 
         Broadly speaking, the franchisor’s role is to:
 
         
            • develop the business and the operating system;

            • market the opportunity;

            • recruit and train good franchisees;

            • create and maintain standards;

            • monitor and motivate the franchisees to operate the system properly;

         
 
         and the role of the franchisee is to:
 
         
            • operate the system to the required standards.

         
 
         The franchisor is not there to do the job for the franchisee, and the franchisee is not there to reinvent the wheel. Conversely, the franchisees are not there to provide the finance and take the risk of testing the systems for the franchisor. The franchisor provides the right tools, the franchisee uses the tools right.
         
 
         While it is normal to generalise about what motivates franchisees, it is important for franchisors to remember two things. Firstly, franchisees are individuals and the details of their prime motivators will differ, even if the themes are similar among all of them. Secondly, those motivators will change over time as the franchisee reaches different stages of development in the franchisee life cycle (see Chapter 17).
 
         MAINTAINING CONTACT
 
         Another important aspect of managing the relationship is to be careful not to ignore franchisees who are doing well. It is easy to forget about those who are happy and successful. They pay their fees correctly, and on time, and are relatively undemanding compared to those who are struggling. If they are ignored, sooner or later they will start to question what they are gaining for all the fees they are paying, compared to the lower fees being paid by the people who are being given all the attention, and dissatisfaction may creep in. It may only need a mention in a newsletter, or an award at conference, to keep them onside, but nobody will know that if they never talk to them.
 
         They will also never know whether that franchisee is ‘happy and content’ or ‘happy but wants to do better’. The former may well accept a field visit which involves a long lunch and a chat about the latest football scores. The latter will be offended and frustrated by such a visit and will prefer a business meeting devoted to analysing the performance of his or her business and proposing ways of growing it.
 
         Hopefully it is becoming apparent that franchise support staff need to have finely honed influencing and assertiveness skills, rather than relying on authority and aggression. A field support manager who is used to telling employed branch managers to jump, and expecting them to ask, ‘How high?’ is going to find life very difficult when he learns that, even if he only asks a franchisee to jump, the reply will be ‘Why?’
 
         That does not mean however that someone from a culture where the customer is always right will find the job easy either. The franchisee is not always right, and they will often try to flex their muscles on the basis that, since they’re doing the job every day, they know more about it than someone from the support office. They may well be right in that assertion, but if the person from the support office can factually point out where the franchisee is underperforming against agreed standards then they are entitled to insist that things get back on track and will again need those influencing and assertiveness skills. The franchising field is not a place for shrinking violets or people who prefer to avoid conflict.
         
 
         It’s all a matter of balance and of finding ways of using mutually acceptable methods to reach the shared goal of building a business network using a common brand and system. Being clear about the respective roles and responsibilities of the parties involved, laying down the ground rules right from the start, then continually monitoring to ensure compliance and improve performance, is the very essence and nature of the franchisor–franchisee relationship.
 
         Its importance is clear:
 
         
            • get it wrong and neither party will have as successful a business as they could;

            • get it very wrong and neither party will have a business at all.
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