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GLOSSARY
• Franchising – a business organisation model when one entity (franchisor) transfers the right to use the franchised business model created by it, the know-how and
corporate identity elements to another entity (franchisee) for a defined fee.
• Franchisor – the entity who grants the rights to use the franchised business model
as well as the know-how and corporate identity elements created by it to the franchisee under the franchise agreement.
• Franchisee – the entity who acquires the rights to use the franchised business
model as well as the know-how and corporate identity elements created by franchisor under the franchise agreement.
• Franchise – intellectual property, which consists of the franchised business model
created by the franchisor, the know-how, rights to the corporate identity elements
and support, which is for a defined fee temporarily transferred to the franchisee for
the purposes of replicating the franchised business model and using it for profit
earning.
• Franchise agreement – an agreement under which the franchisor grants the right
to temporarily use its corporate identity elements, marketing system, production
and service provision technologies, and business management methods to the
franchisee for a defined fee.
• Franchise network – a franchisor and franchisees doing business under the franchisor’s trademark.
• Franchised business – an original business that forms a basis for creation of a franchise.
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1 Introduction

We have no doubt that you remember the magnificent piece of work by Jonathan
Swift, Gulliver’s Travels. In our childhood when we read this book, the story seemed
amazing and unreal. However, these days when one looks into the markets of our
small countries (we mean Lithuania, Latvia, Estonia and Belarus), the memories and
allegories are unwillingly revived between the hero of this book and the business of
our small countries.
If you recall, the surgeon Lemuel Gulliver, wanted to travel the world and with this in
mind he begged to be invited onto a ship as a doctor, and thanks to circumstances, he
passes across a previously-unknown island where a nation of tiny people twelve times
smaller than Gulliver lives. After becoming a giant among the Lilliputians Gulliver is
forced to adapt - he experiences unbelievable adventures and it seems that it could
not get more interesting. However, this is only the beginning. By continuing his journey Gulliver passes across yet another country where the residents are twelve times
bigger than an ordinary person. After being a giant in the land of Lilliputians, suddenly
Gulliver becomes a dwarf and is forced to adapt again to the living conditions in the
giants’ land.
The common history of local business development in our countries brings to mind
Gulliver’s fabulous travels. The majority of entrepreneurs who started and developed
businesses in our small markets have already become acclimated and adapted to the
idea of small scale, limited profits, rather unsophisticated consumer needs and relatively uncreative competitors. The best of them have managed to achieve excellent
results and have become kinds of “business Gullivers.” Having understood that business opportunities in our small countries were beginning to dry up, these Gullivers
are turning to foreign countries. The more courageous ones looked into the more developed markets of Western Europe, North America, Eastern Asia, and some carefully
trekked into the CIS and other similar markets. The majority of local business Gullivers
who started business expansion to the larger and more developed markets have experienced a sudden transformation of their internal identity – only yesterday they were
giants among Lilliputians in their home market; however, in today’s market everything
has turned upside down and they have become the Lilliputians in the giants’ countries.
Such a transformation of internal identity is uncomfortable and intimidating. It has to
be recognised that while globalisation and business internationalisation accelerate,
entrepreneurs can experience a painful transformation without even moving beyond
one’s home market – the entry of large foreign companies into our countries has created a rather serious presumption for this.
Introduction
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So then how does one become a Gulliver and remain so, not only in the home markets but also in foreign ones? Unfortunately, that elusive magic pill which transforms
an ordinary entrepreneur into a business magnate does not exist. However, business
development methods do exist, making it easier to become an international business
Gulliver. It is franchising. Such franchising networks like 7-eleven, which owns more
than 54,000 shops, Subway, which has more than 42,500 divisions, or McDonald’s,
which manages more than 35,000 restaurants should inspire ambitious entrepreneurs
and suggest that franchising indeed is one of the most rapid business development
methods in the world. However, ambition and determination alone are not enough.
Entrepreneurs who wish to become successful franchisors and manage worldwide
franchise networks must perfectly understand the peculiarities of the franchising business model; they must thoroughly and professionally plan the franchisor’s business
development, and implement it in an effective and disciplined way.
As we know, a long journey begins with small first steps. We hope this book - already
our third book on franchising - will help future franchisors prepare for development
through franchising and start their trip towards international business heights. We, the
authors of this book, are always ready to assist local Baltic and Belarussian franchisors
in the process of setting-up and development their businesses. We believe that our
regional business is capable of earning worldwide recognition and we are willing to
invest our competences and experience into developing the most perspective business models by way of franchising.
We wish you good luck in the development of your franchisor’s business.
Viktorija and Ilja Malkin
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General Information on Franchising

The franchising business model is widespread in the world and its development speed
still remains very high. First of all, entrepreneurs willing to use the franchising benefits
for the development of their own business should get thoroughly acquainted with
the fundamentals of franchising. In this Chapter we will present franchising business
model to you. We will review its history, its essence and definitions. We will talk about
the diversity of franchises and its types, franchise development methods and the business areas where franchising is most common. And we will consider the franchisor’s
and franchisee’s journey from the birth of the idea to having a successful business
interaction. After reading this chapter you will better understand the structure of the
franchising business model and will be ready for a closer introduction to the subtleties
of business development by way of franchising.
2.1 Franchising – What is it?
We hear the term franchising more and more often in media communications of different companies or in famous business success stories. More and more Baltic and
Belarus entrepreneurs are choosing franchising as a tool for strategic development.
However, although the number of franchisors and franchisees has been significantly
increasing, we cannot yet boast that there is such a wide prevalence for franchising,
nor its greater awareness in our business community. In order to keep up with global
tendencies and to use the advantages of this unique business development method,
one needs to thoroughly understand not only the practical but also the theoretical
characteristics and properties of this business model.
We shall start exploring franchising from its nature. The word “franchise” translates as
freedom, the granting of rights or privileges from ancient French. Historically, “franchise” meant permission; in other words, an exclusive privilege to conduct certain
activities, which the feudal lords would grant to ordinary peasants. Usually these were
breweries, strong alcoholic drinks distilleries, fur workshops and other similar crafts.
By granting such privileges, feudal lords not only controlled the extent of the activities
of different crafts within their holdings, but also increased their income from peasants
who paid for the granting of privileges. In the modern business world franchising is
also associated with a particular kind of economic activity, defined by the territory
intended for the activities and the fees for the granting of rights. We will talk about the
characteristics of franchising as a business development method later on in this chapter; in the meantime, let’s get acquainted with the definitions used in the franchising
world.
General Information on Franchising
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Franchising – a business organisation model when one entity (the franchisor) transfers
the right to use the franchised business model, its know-how and corporate identity
elements to another entity (franchisee) for a defined fee.
In management literature, one may find multiple definitions of a business model; however, we will use the following two to explain the essence of franchising:
• The Business model – a set of measures by which a business identifies its consumers, forms and differentiates its goods or services, determines tasks which it shall
perform individually and tasks which shall be outsourced to external suppliers,
structures required resources, accesses the market, creates value for its consumers
and receives profit1;
• The Business model – fundamental interrelated and interdependent systems,
which create and maintain competitive business2.
Two main entities have been mentioned in the definition of a franchising relationship:
• The Franchisor – the entity that grants the rights to use the franchised business
model as well as the know-how and corporate identity elements created by it for
the franchisee under a franchise agreement;
• Franchisee – the entity who acquires the rights to use the franchised business
model as well as the know-how and corporate identity elements created by the
franchisor under the franchise agreement.
We have already defined the franchising entities – the franchisor and franchisee; later,
we will give the definitions of the franchising subject, i.e. the franchise:
• The Franchise – intellectual property, which consists of the franchised business
model created by the franchisor, the know-how, rights to the corporate identity
elements and support, which is for a defined fee temporarily transferred to the
franchisee for the purposes of replicating the franchised business model and using
it for profit earning corporate identity.
The simplified structure of a franchise is shown in Figure 1.
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1

Slywotzky, A. J. 1996. Value Migration. Boston (MA): Harvard Business Review Press.

2

Mayo, M. C. and G.S. Brown. 1999. Building a Competitive Business Model. Ivey Business Journal 63 (3) 18–23.

General Information on Franchising

The right to use a
business model and
know-how

THE
FRANCHISE
Fees
for the
granted
rights

The right
to use a
corporate
identity

Figure 1 Simplified Structure of a Franchise

When reading the definition of a franchise, it is very important to pay attention to a
few principle aspects:
• The franchisor grants not only an already created business model and the knowhow to the franchisee, but also undertakes to provide services that continually provide the franchisee with proven business model improvements, newly generated
know-how and methodological support.
• The franchisor grants but not sells the business modeland the know-how to the
franchisee. Under the definition, their relationship is temporary, although longterm.
• The franchisee acquires the franchise for the purposes of replicating the franchisor’s
successful business, but not for the purpose of experimenting and creating its own
unique business based on franchisor’s business. In turn, the franchisee has the right
and even the obligation to ensure that uniform quality standards and procedures
would be complied with in all the divisions managed by the franchisees, and that
consumers would receive the same products and services.
As mentioned above, there is a business relationship between every franchisor and
franchisee, which must be clearly defined and regulated. This function is implemented
by a franchise agreement, which is the integral attribute in franchising.
• Franchise agreement – an agreement under which the franchisor grants the right
to temporarily use its brand name, goods and/or services marks, marketing system,
production and service provision technologies, and business management methods to the franchisee for a certain fee.
It should be emphasized that in practice, franchising as a business organisation model often crosses the limits of the given definition. In different cases of franchising, the
extent and form of the business systems or know-how transferred to the franchisee
may differ. Some franchises emphasise the know-how of the service provision or sale
General Information on Franchising
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of goods; however, they pay less attention to the general principles of the business
organisation and management. Moreover, the purpose, content and form of the services provided by the franchises may also differ. In addition, frequently, franchise
fees are included into the price of goods being supplied or services being provided
and are not excluded separately. Irrespective of these differences, the franchising
business relationship has characteristics that have been mentioned in the above
definitions.
However, not always does this thing called “a franchise” actually meets all the characteristics of franchising. Often franchising is identified with distribution and licencing,
though these are different business organisation models:
• Licencing – a business organisation model in which one entity transfers legally
protected intellectual property owned by it to another entity for an established
fee, i.e., trademarks, industrial design, software, an invention or a business process.
Usually a licence is granted for the use of strictly defined objects of intellectual
property. The franchise, too, includes strictly defined elements such as trademarks
or recipes, as well as objects that are complex and hard to define, such as an accrued business experience and methodological support.
• Distribution – a business organisation model in which one entity sells products
produced by another entity and marked with the trademarks belonging to the latter. The distributor does not acquire the rights to use the producer’s trademark for
its own purposes and the producer has very limited control over the distributor’s
business organisation processes and only to the extent that is related to the delivery of the distributor’s goods to the consumers and their sale.
In countries where franchising’s legal regulation is not too strict, such confusion
between the business organisation models is not critical and in the worst scenario
it may become the source of disagreements between the parties of the business
transaction. However, in countries where franchising is strictly regulated by laws
(i.e., USA), it is essential to make a clear distinction between these business organisation models and apply the one which is most suitable for a particular business
situation.
2.2	The Variety of Franchises
Within the short history of the existence of franchising as a business organisation
model, practices of applying it have formed, the understanding and application of
which affects the success of every franchise business. In this chapter we will look into
different franchise types, the development methods and the business areas where
franchising is most prevalent.
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2.2.1 Franchise Types
We have already discussed that it is often rather hard to make a distinction between
franchising, and licencing or distribution agreements. However, franchising has specific characteristics, which separate it from other kinds of business cooperation. Later, we
will discuss some of the world’s most common franchise types – distribution franchise,
the business format franchise and manufacturing franchise.
In a distribution franchise network, the franchisee simply sells the franchisor’s goods
and has a right to use the franchisor’s trademarks and other corporate identity elements. The franchisor may establish certain requirements (for example, for the design
of commercial areas or their location) or to introduce certain recommendations (for
example, staff behaviour or clothing standards); however, usually it does not introduce
a business management system as a whole. Distribution franchises are popular in the
business of branded clothing, cosmetics, accessories, and the car trade. This franchise
type is most similar to a distribution commercial relationship; however, in the case
of distribution, the distributor is not entitled to open branded stores of the produ
cer’s trademark, but is only entitled to sell the producer’s goods in its own stores. It
should be noted that in the modern franchising world, distribution franchises by their
nature are getting closer and closer to business format franchises – additionally, the
franchisor transfers a considerable number of business organization algorithms, management systems, IT and accounting measures to franchisees.
Business format franchise type is the most common of all and may be applied almost
in any business area. In the business format franchise, the franchisee not only produces
and/or sells goods and provides services, but it is also entitled to use the franchisor’s
trademarks. Most importantly, the franchisee receives exhaustive business management methodologies, related support and assistance. The methodologies explain how
to manage the business as a whole and every particular part separately; meanwhile,
continuous support enables franchisees to transfer the latest business management
knowledge and to share particular proven solutions for complicated situations. In other
words, by acquiring a business format franchise, the franchisee receives all of the
franchisor’s intellectual property and the business model, which it uses for the deve
lopment of its own business under the franchise agreement.
In the manufacturing franchise network, the franchisee receives all the technological
manufacturing know-how from the franchisor; however, often it is not granted with
the right to directly distribute manufactured products, although sometimes such a
right is granted together with the right to use the trademark and the goods’ distribution business system. This franchise type is the most common in the food and beverage
production industry, although when compared to other franchise types, this one is
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the least popular due to the complexity of transferring manufacturing know-how. This
franchise type is most similar to licencing, particularly in respect to the transfer of patents concerning technological processes.
2.2.2 Franchise Development Methods
A potential franchisee who has begun to take interest in franchisor’s offers, will definitely receive proposals that differ from each other in their development specificity
and franchisee’s obligations. Moreover, a franchisor who is creating a franchise network will have to decide the type of franchise and the ways in which to expand it. Later,
we will discuss some general methods of franchise development – direct and master
franchising.
The main characteristic of direct franchising is that the signing of the franchise agreement, and direct communication is between the end franchisee and franchisor. Direct
franchising is divided into three categories – the franchising of a single unit, multiple
units or territory development. These methods of development are shown in Figure 2.
MULTI-UNIT AND TERRITORY DEVELOPMENT
FRANCHISING

SINGLE-UNIT FRANCHISING
THE FRANCHISOR

THE FRANCHISOR

THE FRANCHISEE
THE FRANCHISEE

THE FRANCHISEE

THE FRANCHISEE
THE FRANCHISEE

Single unit

Single unit

Single unit

Single unit

Single unit

Single unit

Single unit

Figure 2 Categories of Direct Franchising

In the case of single unit franchising the franchisor grants the franchisee the right
to open a single unit and to conduct business there. Often such franchises are sold
by franchisors at the beginning of their network development and they are often
bought by single entrepreneurs who are planning to work, themselves, in the unit to
be opened. By acquiring a single unit franchise, the entrepreneur acquires territorial
protection, i.e., the franchisor ensures that the unit of the same trademark will not be
established any closer than the defined distance. This is the exact reason why a potential franchisee may often be restricted when choosing a location for a new unit – it
may either get a list of particular locations from which it will have to choose, or may
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be obliged to sublease the premises from the franchisor. Mostly, single unit franchises
are sold by franchisors who are already well-established in a certain market. Accessing
the new market by selling single unit franchises may be too slow to quickly redeem
the franchisor’s investments to develop the franchise network support infrastructure
in such a market. The sale of single unit franchises is also related to a greater need of
human resources in the franchisor’s organization, because it will have to directly communicate with franchisees managing each unit.
In the cases of multiple units franchising, by acquiring a franchise, the franchisee acquires the right and obligation to open a defined number of units within a certain
period of time in a certain territory. Usually, multiple units franchisees are either
already-experienced single unit franchisees who are expanding their business, or entrepreneurs who are ready to invest and do not plan to directly work in units. This
development method is also characterised by territorial protection; accordingly, a
multiple unit’s franchisee may be obliged to coordinate the location of every unit to
be opened with the franchisor so that no competition issues would be created with
other franchisees of the same franchise network.
Territory development franchising is very similar to multiple units franchising in its
essence, because one franchisee is granted with the right and at the same time the
obligation to open and directly manage a defined minimum number of units. The first
difference is that in the case of territory development franchising, the franchisee has
the right to independently decide on the location of units in a certain defined territory,
i.e., some city or country. The second difference is that usually by an agreement signed
with the franchisor, the territory development franchisee undertakes to open a certain
minimum number of units; however, it may open more units if proven economically
beneficial. Usually the sale of a multiple units franchise and a territory development
franchise is the most wanted development plan for a franchisor who is accessing a
new market.
In the case of direct franchising, the franchisee must carefully plan the development
geography of its network units so that on the one hand, the units would not start
predatory competition with each other, (if there are too many of them in a particular territory or they are very densely located), and on the other hand, there would be
no parts of the territory left uncovered, which could earn income and profit both to
franchisees and the franchisor. One should pay attention so that multiple units and
territory development franchisees have proper substantial capital for investment and
excellent management skills so that they would be capable of opening the defined
number of units within the set period of time and to ensure their profitability and
business efficiency. It is rather complicated to find such franchisees; therefore, the
franchisor must give reasonable resources to franchise marketing in order to attract a
good multiple units or territory development franchisee.
General Information on Franchising
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From the submitted examples of direct franchising, the potential of any of the described development methods may be clearly seen – the slowest franchise network
development is achieved in the case of single unit franchising, and multiple units and
territory development franchising creates presumptions for significantly faster deve
lopment. However, the fastest development of a franchise network may be achieved
by using master franchising, which is sometimes called sub-franchising, the essence of
which is shown in Figure 3.

THE FRANCHISOR

THE MASTER FRANCHISEE

THE FRANCHISEE

Single unit

Single unit

THE MASTER FRANCHISEE

THE FRANCHISEE

Single unit

Single unit

THE FRANCHISEE

Single unit

Single unit

THE FRANCHISEE

Single unit

Single unit

Figure 3 Structure of Master Franchising

Master franchising is the most complex yet most attractive method of franchise network development for the franchisor. Its exclusive characteristic – the franchisor sells
franchises indirectly via intermediaries – the master franchisees – to franchisees. This
method is similar to territory development franchising because every master franchisee has a right and obligation to sell franchises to end franchisees in a particularly
defined territory, for example, a country or region. Usually master franchisees acquire
the right and obligation to sell no less than the defined number of franchises within
certain period of time. They may sell either a single unit, multiple units or territory
development franchises.
Commonly, master franchisees do not open and develop separate units themselves,
although this is usually allowed. Their main function is to develop and manage the network of end franchisees in a certain territory. Master franchisees invest in franchisees’
recruitment, their supervision and support and earn return on investment from the
difference of fees received by franchisees and paid to the franchisor.
This method of franchise network development is useful in cases when one wants to
quickly develop a franchise network in new markets. Usually master franchisees have
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good knowledge of local market specificity; they are capable of suggesting franchise
adaptation solutions and have access to a segment of potential franchisees. On the
other hand, this development method is not very suitable for franchisors who have
just started their business and have no experience in franchising.
In the beginning of their development, franchisors are recommended to start with
single unit or multiple units franchising if they have not yet accrued franchising know
ledge and experience. By working with these franchisees for a certain period of time,
the franchisor will gain knowledge in the practical principles, improve methods and
measures of transferring know-how to franchisees, face problems and learn to deal with
them and develop its franchisor’s competences. Later on, after the franchisor feels certain in what and how it does, the time will come to look for potential master franchisees.
Keeping in mind that master franchisees perform part of the function of the franchisor,
the franchisor itself has to perfectly understand the performance of these functions so
that it would be capable of transferring their performance know-how to its master franchisees and to ensure a professional and efficient execution of these functions.
Yet another specific method of franchise development is conversion. The specific
characteristics of a conversion franchise – general managers and owners of businesses
acting in the same area of business as a franchisor shall become franchisees. By acquiring a conversion franchise and becoming franchisees, independent entrepreneurs
further continue their business; however, they receive an opportunity from the franchisor to use the network’s trademarks, accrued knowledge, and optimized business
processes; to get access to a cheaper supply and/or to a wider and more loyal segment
of customers. This development method is most popular in the business of real estate
brokers, hairdresser’s, management consultants, petrol stations and other similar businesses. Conversion may also be applied when a franchisor converts its own units to
the ones managed under the franchise agreement, and to entrust the management of
these units to franchisees, who are the former general managers of these units and are
used to working under employment contracts.
2.2.3 Business Areas
Franchising practitioners claim that any kind of business may be franchised; however,
it is natural that the attractiveness of different business areas for franchising is not
the same. Franchising is most widely applied in businesses that are easy to systematically organize, and can be learned quickly. If the majority of business processes can
be standardised and are easy to repeat, then there is a chance that franchising may
become a suitable development method for such a business. In the case of different
business specifics, i.e., many unique projects are performed, the technological process
is very complex and requires specific knowledge, then franchising is less attractive.
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One also needs to pay attention to necessity of the constant provision of the value
to franchisees that may be difficult insome of the business areas. The more opportunities to constantly generate benefit (not only in the beginning of the franchising
relationship) there are, the more suitable the business is for franchising. For example,
it may be difficult for a construction business company acting in a relatively small
market to ensure the constant provision of the value to franchisees and prevent
competition between franchisees, if every one of them may perform work in any
part of the country without high additional costs. In such a case the franchisor must
deal with the task to thoroughly consider the franchise network cooperation rules
and constantly invest into the provision of additional value to franchisees so that
they would be interested in staying in the network; to act in good faith and to pay
the franchise fees.
Due to these reasons, historically, franchising became a general method of business
development in certain business areas, while in other areas franchising is still quite exotic. Later, we shall provide a list of business areas that are most suitable for franchising
and also several representatives of each business area from foreign countries that are
developing by way of franchising:
• Real estate agencies (RE/MAX, CAPITAL, Century 21);
• Education and training (Action Coach, Sandler training, 360 Solutions);
• Financial services (Vernon Street Capital, Padgett Business Services, American Business Systems, Expense Reduction Analysts);
• Management consulting (The Palladium Group, The International Franchising Centre, Smart PA Franchise);
• Catering (McDonald’s, Subway, Burger King);
• Sports (Curves, Endurance House, Anytime Fitness);
• Hotels (Holiday Inn, Best Western, Hilton);
• Repair (Novus Glass, Snap-On Tools, Rooter Man);
• Recreation and entertainment (Cruise Planners, Baby Boot Camp, Gymboree);
• Retail (7-Eleven, The Body Shop, Zara);
• Information technologies (ReissWolf, Spoton.net, Cartridge World);
• Public relations, advertising (WSI, Sign-a-Rama, Proforma);
• Pharmaceutical, pharmacies (Medicine Shoppe, Good Feet, Massage Envy);
• Transportation (Car Care Center, Avis, Hertz).
The provided list of business areas is indefinite. As practice shows, businesses in almost
every business area may be franchised, and the success of franchising depends more
on a particular business model, its success and other internal factors than on the area
of business in which such a business is developed.
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In this chapter readers were acquainted with franchising grounds, franchise types,
their development methods and business areas in which franchising is mostly applied.
In the next chapter the principles of franchise creation and operation will be described
in detail.
2.3 Franchising Anatomy
We shall remind you that franchising is a business organization model when one entity (the franchisor) transfers the right to use its created franchised business model, its
know-how and corporate identity elements to another entity (franchisee) for a defined
fee. In order for a business relationship to occur between the franchisor and franchisee,
both entities must take a long preparation journey. The decision to associate one’s
own business with franchising has long-term consequences, both for franchisor and
franchisee, which means long-term obligations. This is the exact reason why before
passing a decision to develop one’s own business through a franchise or to start a new
business by acquiring a franchise, it is worthwhile to look into the franchising anatomy
in detail.
As mentioned, the foundation for the franchising business model is close cooperation between two parties – the franchisor and franchisee. The main presumption for
this successful cooperation is the systematic and professional preparation of both
parties for interaction. In this chapter we will discuss the independent activity of the
franchisor and franchisee, which constitute a ground for franchise sale-purchase tran
sactions, the development of a franchise network, and encourages the enlargement of
the number of franchisees and the areas of their cooperation.
The consistent progress of the franchisor’s activity, the purpose of which is to create
and develop the franchise network, shall be generally referred to as the algorithm of
the franchisor’s business set-up and franchise network development, and the consistent progress of the franchisee’s activity, the purpose of which is to acquire a franchise
and develop business on its ground, shall be referred to as the franchise acquisition
algorithm. It should be noted that the intersections of these progresses of activity, in
other words, the areas of the franchisor and franchisee’s cooperation, are the processes
of franchise evaluation and sale-purchase, as well as the development and improvement of the franchise-based business. The independent franchisor and franchisee’s
activity, as well as areas of their cooperation, which shall be collectively referred to as
the franchising anatomy, are shown in Figure 4.
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The algorithm of the franchisor business set-up
and franchise network development

The franchise acquisition
algorithm

Self-evaluation of a
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The franchisability
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The marketing of the
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franchise agreements
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The franchise
sale/purchase

The verification of information and signing of
the franchise agreement

Support,
services,
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The development and
further expansion of
business, based on the
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Figure 4 Franchising Anatomy

The provided figure mostly focuses on the stages of the franchisor’s business set-up
and franchise acquisition; meanwhile, the stage of franchise network development is
not put into detail. Although this book will touch on, inter alia, the long-term cooperation of the franchisor and franchisees, a key focus will be on how the franchisor should
prepare for the franchise relationship and the set-up of the franchisor’s business.
Please refer to book “Buying a Franchise – Highway to Business Success” should you
need further details on the franchise acquisition algorithm and to thoroughly understand every stage and step of this algorithm, which you may download free of charge
from the Franchise Hub website at www.franchisehub.eu.
2.3.1 The Algorithm of the Franchisor’s Business Set-up
In this chapter we will briefly discuss all the stages and steps which shall be taken by a
franchisor who wishes to set up a new franchisor’s business on the ground of its own successful business and to prepare for franchise sales and franchise network development.
Every future franchisor should know that by purchasing a franchise, the franchisees
expect to set up a profitable and sustainable business within a shorter period of time
and with lower risks, and to develop it more effectively than it would be done independently without the franchisor’s support. In order for a franchise to be more attractive
and for the franchise network to grow, the franchisor should propose a successful
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business model, attractive terms and conditions for the franchise, effective business
organization tools and useful and timely support to franchisees. In order to evaluate whether a potential franchisor is ready for this, a franchisability analysis shall be
performed. This analysis is performed in three stages: firstly, the franchised business
model is evaluated, then the franchisor’s head organization is evaluated and finally,
the franchisor’s strategic preparedness for business development by way of a franchise
is evaluated. Please read Chapter 4 for further information on franchisability.
Answers to the questions raised during the franchisability analysis should clearly show
to entrepreneurs if their business is already prepared for development by way of a
franchise, and if the entrepreneurs understand what will be required for such a development and what may be expected out of it. Often, this analysis may suggest to
entrepreneurs that the time has not yet come for franchising and that they need either to complete “homework” by improving their business, or choose another business
development method. Entrepreneurs who have decided to create a franchise should
move onto the second stage and start planning the franchisor’s business.
A Franchisor’s business planning is an essential step for the smooth creation of a franchise, its related tools and infrastructure. This stage starts with the approval of the
franchisor’s business vision and mission, which is described in the Chapter 5.1. A
further environmental analysis is performed during which the Macro – external, the
Meso – sectorial, and the Micro – the company’s internal environmental factors are
analysed. For further information on the performance of the environmental analysis please read Chapter 5.2. Afterwards, it moves to the preparation of the franchise
concept, which consists of four general parts: the potential franchisee’s profile, the
know-how to be transferred and the services to be provided to the franchisee, the
corporate identity elements to be transferred to the franchisee, fees payable to the
franchisor and the franchisor’s other revenue. For further information on preparation
of franchise concept please read Chapter 5.3. Later on, the financial models of a typical
franchisor and franchisee are prepared, which are described in Chapter 5.4. Further on,
the franchisor’s business strategy and short-term plan of activities are prepared. Stra
tegy preparation work is described in Chapter 5.5, and the preparation of a short-term
plan of activities is described in Chapter 5.6.
After completion of the franchisor’s business planning tasks, the franchisor should
move to the stage of the preparation of measures for the transfer of know-how and
services provision. Measures used for the transferring of know-how accrued by the
franchisor to the franchisees include operations manuals, training programs and
methodologies of support and services provision. For further information on creation
of measures of transferring of franchisor’s know-how to franchisees, please read Chapter 6.1. Later, the measures of the transfer of corporate identity are created, which are
described in Chapter 6.2.
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After the franchisor prepares measures to transfer the know-how accrued by it as well
as the corporate identity elements, it moves on to the issues of the legal regulation of
the franchise relationship. The drafting of the franchise’s legal documents should start
with detailed preparation of the legal franchise’s sales-purchase algorithm, which is
intended to legally regulate the interaction of potential franchisees and the franchisor
from their first interest in a franchise to the signing of the franchise agreement and the
payment of the respective initial fees. Next, a summary of the terms and conditions of
the franchise is prepared – the purpose of this step is to define all the general terms
and conditions of the franchise’s relationship between the franchisor and franchisee in
a brief and structured way that would include the obligations, rights and responsibilities of both parties. Finally, a non-disclosure and franchise agreements are prepared.
For further information on the drafting of the franchisor’s legal documents please read
Chapter 6.3.
After the franchisor prepares the package of legal documents, it may start the creation
of the franchise network development tools. First of all, one needs to get prepared
for franchise marketing. The purpose of franchise marketing is to raise the awareness
of the franchise between potential franchisees, to induce their interest in the franchise and to encourage them to acquire one. The planning of franchise marketing
starts with the preparation of a medium or long-term franchise marketing strategy.
Moreover, a marketing plan is prepared defining the implementation of the marketing
activity for the short term. The plan should clearly define particular marketing activity,
measures, channels and required resources to be used for its implementation, responsible persons, and the plan of the implementation time and target indicators. Next,
the franchisor must prepare the basic measures for franchise marketing established
in the plan that usually include both brief and detailed brochures of the franchise, an
exhibition stand of the franchise, a franchise website, etc. For further information on
the preparation for franchise marketing please read Chapter 8.1. After completion of
the above-mentioned steps, preparation to recruit franchisees can begin. In this stage,
a franchisees recruitment operations manual is prepared, which accurately defines the
franchisor’s activity from the generation of initial enquiries to the signing of a franchise
agreement and to describe in detail the franchisee’s profile. For further information on
the preparation for franchisees recruitment please read Chapter 8.2.
From the beginning of a franchisor’s business set-up, in parallel, the franchisor must
develop the franchise network support infrastructure. This process starts with the incorporation of the franchisor’s organization and a supply of the necessary resources.
The incorporated franchisor’s organization takes over the creation of the franchise elements, which we previously described, and coordinates the creation of the franchise
network support infrastructure. Other elements of the franchise’s network support infrastructure are the franchise network service infrastructure and the franchise network
management infrastructure. The franchise network service infrastructure includes the
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elements necessary for continuous and successful franchise-based unit operation and
satisfaction of the end-user needs. The franchise network management infrastructure
includes elements necessary for the continuous and successful functioning of franchise
network and meeting the franchisees’ and franchisor’s needs. For further information
on the creation of franchise network support infrastructure, please read Chapter 9.
After completing all the above-mentioned steps, finally, the franchisor is prepared
to start the franchise network development, which includes franchise marketing,
franchisees recruitment, their evaluation and selection, the signing of franchise
agreements, the opening and support of new units managed by the franchisees (i.e.
provision help and services to franchisees), constant improvement of the business
model as well as the franchise and franchise support infrastructure.
In successful franchise networks, franchise improvement and development do not
stop at the end of the franchisor’s business set-up stage, but is constantly being implemented. One of the most important participants in this process and the source of
improvement ideas is every franchisee in the network, whose everyday business success depends not only on their own efforts, but also on the work of the franchisor. In
order for a franchisor to create a franchise and successfully develop a franchise network, it must have excellent knowledge and understanding not only of its business
products or services’ end users, but also of the franchisees. We will start familiarization
with franchisees by exploring their way to franchise acquisition.
2.3.2 The Acquisition of a Franchise
The purpose of this chapter is to describe the activity and solutions, which are performed and passed on to by a potential franchisee after it decided to acquire a
franchise and start its own franchise business. In this chapter we will overview the
franchise purchase algorithm very briefly, because for each step of this algorithm, a
separate chapter of the book, ”Buying a Franchise – the Highway to Business Success”,
is dedicated. You may download this book free of charge from the Franchise Hub website at www.franchisehub.eu.
It is worthwhile to know for future franchisors not only the franchise acquisition algorithm, but also the general motives and risks in franchise acquisition in order to be
better able to understand their prospective customers – franchisees – and to propose
to them the value that would best meet their needs and expectations.
2.3.2.1 The Motives for Franchise Acquisition
There are many reasons why entrepreneurs start their business: some of them do it
for money; others, for power; some wish to realise their creative potential while others
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seek independence. Moreover, many motives may affect the decision to acquire a franchise, for example, some buy franchises because they want to invest, others become
franchisees because they like the products of a particular franchise trademark, yet others look for an alternative to employment.
The first step towards starting a business is the evaluation of the motives one has as
well as the related risks. In most cases, franchise acquisition motives are as follows:
• A proven business model. Often a franchisee acquires a franchise because it
trusts an already proven business model, which significantly reduces the risk of
business failure. The risk of failure is lesser simply because that business has operated already for many years: it has faced difficulties, adverse situations, made mistakes and corrected them and has gained experience. It may be expected that by
acquiring a franchise, a franchisee will avoid many mistakes, which have already
been made by the franchisor and other franchisees. This gives additional trust in
the franchise and business.
• A well-known trademark of the franchised business. From the start, a franchisee
receives a well-known franchise network trademark, which if popular in the franchisee’s market, may attract consumers without any major additional efforts of the
franchisee. If a franchisee started an independent business, which included the
creation, promotion and the marketing of its trademark, the attraction of consumers would take much more time and resources.
• Developed technologies, advanced work methods, trustworthy suppliers and
broad partners’ network. After joining the franchise network, the new franchisee
very quickly adopts knowledge and technologies from which the franchisor and
current franchisees have accrued from the very beginning of the business set-up. A
new franchisee will be able to avoid mistakes common at the business start, receive
access to already proven suppliers and developed work methods. This essentially
reduces the probability of bankruptcy and potential damage, which could occur
due to business inexperience.
• The Benefit of economies of scale. By joining a franchise network, every franchisee usually gets an opportunity to use the advantages of economies of scale in
the areas of goods and services’ supply, marketing, scientific research, technological development and other important business processes. By developing a nonfranchised business, an entrepreneur would not have the opportunity to receive
the same cost and benefit ratio in the defined processes within a short period of
time.
• Training organized and assistance provided by the franchisor. Often beginning
entrepreneurs face difficulties because they do not know how to act in different si
tuations and they do not have the respective business management experience. If
it were possible, a majority of them would be willing to adopt the required know
ledge from experienced entrepreneurs and contact them for advice on everyday
business management issues. A franchisor is directly interested in the franchisee’s
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success. Therefore, franchisees are not only controlled but also constantly supported by the franchisor. Franchisors use various measures of franchisees’ support.
One of these is continuous training; however, constant support is not limited to
it. One of the general measures, which exists in case of almost all franchises, are
operations manuals, which give exhaustive instructions of organization and management of the business processes to the franchisee. Unfortunately, even the best
operations manual may not foresee and describe every possible situation. Therefore, most of the advanced franchisors grants an opportunity to franchisees to
receive prompt answers from competent specialists to the questions related to
business management. Often one may seek for help not only from the franchisor
but also from other franchisees in the network.
• An easier way to attract financing. A majority of persons who decided to set up
their own business face the issue of the attraction of initial investments. An entrepreneur may attract additional funds for investment to start a business from banks,
relatives or investors; however, in most cases all these methods are related to rather
high risks from potential creditors/investors. In order to reduce such risks, creditors
or investors may demand a large deposit, significant joint financing or other riskreduction measures. Often these requirements are unbearable for the beginning
entrepreneur. In the case of franchise acquisition, investors’ risks are lower than
when investing in new independent business. When seeing the actual financial indicators of other operating franchisees as well as the franchisor’s background and
reputation (instead of an abstract and unproven business plan), banks, other creditors, strategic investors or business angels may more easily support the granting of
financing.
2.3.2.2 Risk Factors, Related to the Acquisition of a Franchise
A franchisor should not sell a franchise to persons it would not hire to work at its own
company. Also, a franchisee should not buy a franchise from a franchisor who it would
not like as its manager or partner. Franchisors and franchisees must clearly understand
the risks existing in a franchise relationship. We will give you some examples of risk factors, which a potential franchisee should pay attention to before deciding to acquire
franchise:
• The inactive franchisor. This means a situation when the franchisor avoids reac
ting to market changes and does not pay enough attention to constantly improve
its business model.
• Exaggerated expectations of the franchisee. Sometimes franchisees tend to expect more from a franchisor than the franchisor may give. A franchise is an effective measure; however, it does not cancel the franchisees’ duty to work and take
responsibility for its own business results, success or failure.
• A franchisor is too flexible. Despite the fact that franchisees are very dependent on the franchisor, often the franchisor feels pressure from franchisees’ part. Too
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much of franchisor flexibility may cause a reduction of unity and quality within the
network, and this may negatively affect the business indicators of the whole network.
• The franchisor does not listen to its franchisees and vice versa. A franchise relationship means partnership. If partners are not capable of communicating pro
perly, the partnership is under threat.
• The franchisor is not capable of ensuring the franchisees support. Some franchises grow very fast; in such cases a risk may arise that the franchisor will not have
enough time to provide proper service to all the franchisees.
2.3.2.3 The Steps of Franchise Acquisition
Upon an evaluation of one’s motives to acquire a franchise and upon deciding that
the related risks are manageable, entrepreneurs should thoroughly analyse their goals
and examine personal and financial capabilities. This stage allows potential franchisees
not only to form their personal requirements but also to clearly see the criteria based
on which it will evaluate the compliance of different franchise proposals with their
own needs and opportunities. This stage is detailed in Chapter 3 “The Evaluation of a
Franchisee’s Potential” in the book “Buying a franchise – Highway to Business Success”.
When a franchisee evaluates its wishes and capabilities and formulates an initial selection criteria, based on which it will perform the initial franchise search, then the initial
search of proper franchises begins. The purpose of this stage is to select a sufficient
number of franchises (often 5 to 8), which would meet the franchisee’s basic selection
criteria and from which one could choose two to three franchises for a comprehensive
evaluation. General sources of information on franchises are: franchises catalogues,
search engines, franchising exhibitions and a direct analysis of the environment. For
further information on this stage please refer to Chapter 4 “Selection of Franchises” of
the book “Buying a Franchise – Highway to Business Success”.
In the next stage a potential franchisee must perform a comprehensive evaluation
of a few selected franchises: select the most suitable ones, implement negotiation
regarding terms and conditions of the agreement and sign a franchise agreement.
In this stage a potential franchisee must evaluate the proposed franchise and franchise network in all aspects: the franchisor, the franchise business competitiveness,
terms and conditions of franchise acquisition and business development, financial
forecasts, legal aspects of the franchise agreement, etc. A potential franchisee is re
commended also to check all the information received from the franchisor with the
information submitted by existing franchisees of the mentioned franchisor. Upon
the evaluation of a few franchises, a potential franchisee chooses the most attractive one and moves to the stage of negotiation regarding terms and conditions of
the agreement. Admittedly, in most cases negotiation is only a formality because
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franchisors are usually unwilling to compromise regarding separate terms and conditions of the agreement. Often franchisors apply a “take it or leave it” principle.
However, cases arise when a newly established franchisor is ready to negotiate an
agreement with every new franchisee in order to recruit as many franchisees as possible within the shortest possible time. In such cases, a franchisor gains a conditional
power to negotiate the terms and conditions of the agreement. When the terms and
conditions are acceptable to both parties, the franchise agreement is signed and
the potential investor becomes a franchisee to a particular franchise, subject to the
rules valid and acceptable in the whole franchise network and all the rights established in the agreement. For further information on this stage, please read Chapter
5 “Franchise Evaluation and Selection” of the book ”Buying a Franchise - Highway to
Business Success”.
2.3.3 The Sale-Purchase of a Franchise
The purpose of this Chapter is to define principle mutual and compatible actions of
the franchisor and a potential franchisee in relation to franchise sale-purchase, after
the completion of which the franchise agreement is concluded.
2.3.3.1 The process of the Franchise Sale-Purchase
The process of franchise sale-purchase includes the familiarization of the franchisor
and the potential franchisee with proposals and expectations of the other party as
well as information exchange and negotiations regarding terms and conditions of the
franchise agreement. Usually the franchise sale-purchase process is characterized by
the following stages:
• First contact. Usually franchise sale-purchase process is initiated by a person interested in franchise acquisition – a potential franchisee. The potential franchisee may
contact a franchisor in any way acceptable to both parties, for example, by email,
phone, mail, by meeting at exhibitions or some other business event, or personally
by coming to a franchisor’s headquarters, etc. At the time of first contact it is important for the potential franchisee to clearly express interest in the acquisition of
a franchise and the determination to start the negotiation process.
• Initial information exchange. At the beginning of negotiations, each party should
receive general information about the other party. Upon receipt of the enquiry, the
franchisor’s representative contacts the potential franchisee and sends out the initial information. Usually, this is a brief presentation of the business model including
a questionnaire/application form for the potential franchisee. The questionnaire/
application form evaluates the suitability of the potential franchisee to start a business under a franchise agreement, for example, marital status, the franchisee’s
education and work experience, business management experience, investment
amounts disposed, expectations in respect to the franchise business, motivation,
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etc. The potential franchisee gets familiar with the submitted information, fills in
the questionnaire and submits it back to franchisor’s representative.
Initial evaluation of a potential franchisee. The franchisor’s representative looks
over the information provided in the questionnaire and evaluates whether experience, expectations, preferences and financial capabilities of the potential franchisee meet the requirements raised by the franchisor.
The sending of additional information. If the potential franchisee meets the
franchisor’s requirement, negotiations can begin. More detailed information
about the franchise is sent to the potential franchisee. This may be background
information on the company’s business and development, exhaustive information about goods sold or services provided and a presentation of the franchisor’s
business concept.
The signing of a non-disclosure agreement. Before moving on to the next stages
of the franchise sale-purchase process, usually a non-disclosure agreement is
signed. Non-disclosure agreements protects “sensitive” information transferred by
the franchisor, such as the investment and financial plan, franchise fees, the franchise agreement and others.
Check of personal information submitted by the potential franchisee. In order
to verify the reliability of personal information submitted by the potential franchisee, the franchisor may ask for further documents supporting this information,
i.e., certification regarding indebtedness to state institutions, an absence of criminal convictions, financial accountability documents/personal tax returns, documents supporting the ability to come up with the required amount of investment,
contacts for recommendations, etc.
Submission of a commercial proposal. After verifying the reliability of the potential franchisee, the next stage is the coordination of financial terms. The franchisor
submits a commercial proposal to the potential franchisee with the initial franchise
fees and royalties and other terms and conditions of the franchise acquisition.
The evaluation of the franchisee’s business plan. The franchisor is interested in
selling a franchise only in the markets or areas that have a potential to consume its
goods/services and only to those franchisees who have the potential to develop
a successful franchise business. Therefore, often a franchisor requests that the potential franchisee collects and evaluates information about the market conditions
relevant to the franchised business, i.e., the market size (the number of companies/residents), income disposal by consumers, active competitors in the market,
the number of supermarkets, etc. Usually, the franchisor requests the franchisee to
collect the required market information as well as to prepare the respective business plan. Such a business plan is requested even when the franchisor has itself
performed a market attractiveness analysis and knows that the demand that exists
in this particular market could be met by the franchisee’s units. In such a case the
business plan is used so the franchiser can evaluate the franchisee’s understanding
of business, business planning and organization competences.
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• The signing of the agreement. If the parties have managed to reach an agreement in the previous stages, then the negotiation process is completed by signing an agreement. The franchisor always has a template for a standard agreement,
sometimes some terms may be changed under a separate agreement with a particular franchisee.
The speed of the franchise sale-purchase process varies depending on the internal
franchise sale procedures established by every franchisor. Upon the receipt of the franchisor’s approval on the candidate’s suitability, the potential franchisee has the right
to ask for more detailed information about the further progress of the negotiations.
2.3.3.2 Information Disclosed by a Franchisor in the Process of the Franchise
Sale-Purchase
In many countries, including Latvia, Lithuania, Estonia and Belarus, the process of franchise sale-purchase is not regulated in detail, except for provisions of the franchise
agreement and certain other provisions of franchising’s legal regulation. Therefore, the
content of information submitted to franchisee depends only on the franchisor. Without any experience, it is difficult for a franchisee to list questions that would include all
the relevant information, and to understand what questions are common and which
ones might breach principles of confidentiality or business ethics.
So what kind of information should a potential franchisee ask from a franchisor? We
recommend to follow the US example and use the content of information disclosure
mandatory to franchisors operating in this country3:
1. The franchisor. The franchisor’s name, its predecessors, branches and subsidiaries,
the franchisor’s trademark(s), name, date of company registration.
2. Business experience. Bibliographic and professional information about a franchisor’s managing persons.
3. Litigation history. Information on criminal and civil cases, related to a franchisor
or their employees (if any).
4. History of bankruptcies. Information on the franchisor’s bankruptcies declared
by the franchisor or its managing persons (if any).
4. Franchise fees. Information on fees payable by a franchisee for the acquisition of a
franchise; also, factors having an effect on their amount.
5. Other fees. Information on all other periodic fees payable, for example, training
fees, contribution to a joint marketing budget and similar.
6. Initial investments. Information on investments required for the start of the franchisee’s business, for example, the acquisition or lease of real estate, the purchase
of equipment, the purchase of goods, the acquisition of licences, etc.
North American Securities Administrators Association, Franchise Registration And Disclosure Guidelines.
http://www.nasaa.org/industry-resources/corporation-finance/franchise-resources/
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7. Restrictions on the purchase of goods and services. Information on the franchisor’s restrictions, applicable to the purchasing of goods, services and other purchases executed by franchisees.
8. The franchisee’s obligations. Information on the franchisee’s obligations, which
will appear after the acquisition of the franchise, for example, mandatory participation in introductory and periodic training, payment of franchise fees, non-competition requirements, participation in joint marketing program, etc.
9. Financing opportunities. Information on financing opportunities proposed by
the franchisor (if any).
10. Support provided by the franchisor. Information on support provided by the
franchisor until and after the opening of the unit, for example, assistance with
choosing the unit’s location, the mandatory organization of introductory and periodic training, the implementation of joint marketing program, etc.
11. Territory. Information on exclusive territorial rights and the franchisor’s right to
change these territorial arrangements.
12. Trademarks. Information on trademarks, names of products and services to be
used.
13. Patents, copyrights and property information. Information on the franchise’s
opportunities to use intellectual property rights held by the franchisor.
14. Obligations to participate in actual activities of the business operating under the franchise agreement. Information on the franchisor’s requirements to the
franchisee to personally participate in the activities of the operating business.
15. Restrictions on products/services to be sold. Information on products/services
that may be sold by the franchisee.
16. Extension, termination of the agreement, assignment of rights and dispute
resolution. Information on terms and conditions of the agreement: terms, possibilities to extend them, possible reasons for termination of the agreement, possibilities and conditions of the assignment of rights, etc.
17. Public figures. If any public figures participate in the operating business, information on financial conditions of their participation shall be submitted.
18. Presentation of financial results. Summarised information on the financial results of the current franchisees.
19. The franchisor’s units and franchisees. Information on units operated by franchisor and on other franchisees, the number of units to be opened and franchises
to be sold within the next few years, etc.
20. Financial accountability. Financial accountability documents for the last 3 years.
21. Agreement. A template of the franchise agreement.
This list of information includes all essential parts of the terms and conditions of the
franchise. When having this information under all the items on the list, the franchisee
may fully evaluate the franchisor’s proposal. This information is sufficient to take a reasonable decision. It is possible that the franchisors are operating in countries where
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the content of information to be submitted in the process of the franchise sale is not
legally regulated, so submission of all the above-mentioned information may not take
place. However, by developing communication successfully, additional information
may be received during negotiations.
2.3.4 Franchise Network Development
The signing of the agreement between the franchisor and franchisee is the first step
in their long-term cooperation. In the process of this cooperation, in order to ensure
long-term success, both parties must perform their obligations in good faith by constantly investing in their mutual relationship and making an effort to meet each other’s
expectations. Although a franchisor and franchisee have a lot of work to do in the area
of mutual cooperation, usually each one of them also has their own personal agenda
outside this cooperation. In this chapter we will briefly discuss the franchisor and franchisee’s interaction in the franchise network as well as the long-term development
perspective for each of them.
2.3.4.1 Franchisor Business Development
From the very beginning of the franchise creation and franchise network development, the franchisor should answer this question: what is my long-term vision for this
business and what do I seek from this business? Maybe I would like to turn the developed successful franchise network into a family business? Maybe sooner or later
I would like to sell this network profitably? Maybe I am creating the network so that
it could trade shares of the company, managing it in any of the world’s largest stock
exchange? Or maybe as an entrepreneur, I simply want to ensure a stable cash flow
in the future? Despite the final goal of the entrepreneur who created a franchise network, achievement is only possible if this network is sustainable and successful. So
what should entrepreneurs do in order to achieve growth, sustainability and success
(expressed in growing the business value or growing profit) of their franchise network
in the long term?
In order to achieve success in the long term, a franchisor must meet the changing
needs of the franchisees and end users at maximum, as well is to never forget their
own interests. What are those interests of the three parties of the franchise relationship, the meeting of which should become the franchisor’s main task?
When setting up and developing business, every entrepreneur forms a certain hypothesis regarding consumers’ needs and tries to meet them by way of experimentation.
Consumers reward those who manage to do this best with their loyalty and money.
Franchising is no exception. Every franchisor endeavours to grasp the consumers’ re
levant wishes and satisfy them in their own way. We will talk about the satisfaction of
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the end users’ needs in Chapter 3.4.1; however, in this chapter we will outline a few
archetypical consumers’ wishes, the satisfaction of which is particularly relevant to
franchise networks. These are:
• The consumers’ wish is to receive the same quality of service and products at
every unit of the franchise network. Consumers who come to a unit marked with
the franchise trademark in Lithuania or Latvia, wish to receive goods or services of
the same quality and parameters as they would receive in Sidney or Washington, D.C.
• The consumers’ wish is to find a franchise unit in any location around the
world. If consumers start their days off with a cup of coffee, bought in a unit of
their favourite coffee shop franchise network, they wish to get such coffee wherever they travel.
• The consumers’ wish is that products and services of the franchise network
would evolve together with their needs. When consumers, who stay in shape by
working out in their favourite sports’ club, start having children, their wish is that
the gym would offer a special workout package for parents with children.
It was already mentioned that by purchasing a franchise, franchisees expect to set up
a profitable and sustainable business within a short amount of time and with lower
risks, and develop it more effectively than it would be done independently, without
the franchisor’s support. The franchisor, who constantly invests in the franchise network’s capability to satisfy end users’ needs, contributes to increasing the flow of loyal
customers in the franchisees’ units. The franchisor’s targeted and efficient investments
to awareness of a trademark also contributes to the growth of customers’ flow and
their loyalty. Increasing the number of loyal customers, in its part, creates preconditions for the growth of franchisees’ income. However, the growth of income alone does
not necessarily satisfy the franchisees’ expectations if they cannot earn any profit. So
franchisees also expect that the franchisor would help them reduce their business
costs and risks, related to bad business decisions, and this should nurture business
profitability and sustainability. Payable franchise fees have a significant impact on the
profitability of the franchisee’s business. Franchise fees should be reasonable enough
that they would allow the profit earning required to ensure a reasonable investment
return for the franchisee, -- who works effectively and in good faith. It is obvious that a
profitable and sustainable franchisee’s business is not possible without personal effort
and commitment. The franchisee who works sincerely and in good faith may inter alia
reasonably demand that the franchisor ensures that other franchisees belonging to
the network would also work sincerely and in good faith, instead of causing harm to
network’s reputation by their incompetence or their incapability of satisfying the end
users’ needs. More details on the satisfaction of franchisees’ needs shall be discussed
in Chapter 3.4.2.
In conclusion, we can state that the franchisor who seeks growth, sustainability and
the success of the franchise network for the long term should:
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• Ensure equally high quality for its service and products at every point of the
franchise network and work to constantly improve it. This can be done by investing into the standardisation of processes and an increase of their efficiency, to
raise of franchisees’ competences, quality control at the network level, the introduction of quality management systems, etc.
• Develop the franchise network as much as the existing unsatisfied demand
allows. This can be done by investing in franchise marketing, an analysis of new
markets, new franchisees’ recruitment in such markets, the maintenance of existing
franchisees, etc.
• Improve the business value proposition so that it would always meet the
evolving consumers’ needs. This can be done by investing in the research of consumers’ needs, innovation, products and services, consumer involvement in the
creation of new products or services, etc.
• Increase positive awareness of the franchise network identity elements and
customer loyalty to the trademark. This can be done by investing in effective
marketing campaigns, customer loyalty systems, etc.
• Increase efficiency of franchisees’ activities and reduce costs. This can be done
by investing in the improvement of the units’ and franchise networks’ management
processes, developing franchisees’ competences, the optimisation of the franchise
network support infrastructure, the use of opportunities of economies of scale, etc.
• Improve communication and cooperation within the franchise network. This
can be done by establishing reasonable terms and conditions for the franchise, encouraging franchisees to accrue know-how and share it both with each other and
the franchisor, increasing franchisees’ involvement into the adoption of decisions
at the network level, etc.
The submitted list of franchisor’s options is indefinite; however, it reflects the main
direction, which should get every franchisor’s proper attention. After creating a large
and successful franchise network, usually the franchisor has many opportunities and
proposals to liquidly realise the created value. Strategic investors as well as business
partners or competitors may be interested in acquiring such a network. An initial public offering of the network shares is on the request list of many of the world’s stock
exchanges. We would like to draw your attention that such a network may become a
family business empire passed on from generation to generation. So the most important and the most difficult challenge is to create a large, sustainable and successful
network and the realization of the value is only a matter of technique and self-determination.
2.3.4.2 Franchisee Business Development
In comparison to the opportunities of the franchisor’s business, the franchisee’s opportunities look much more restrained at first sight. However, franchisees may also
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implement many various scenarios to develop their business and realise the value created by it. Similarly to the franchisor, the franchisee’s business development largely
depends on its long-term goals.
Let us imagine a person who invested funds into the acquisition of the franchise and
opened a unit operating under the franchise trademark. By persistent and intelligent work and with a little help from favourable circumstances this person may earn
enough money not only to pay back the loans, but also to invest, for example, into the
opening of a second unit. Later on a third, fourth and fifth unit might be established.
In this way a franchisee of one unit might grow into a territory development franchisee
or a multi-unit franchisee. After using all the opportunities of opening new units in the
home market, such an entrepreneur might acquire a master franchise for a new market
where this franchise network does not yet exist. It should be noted that many franchisors indeed are willing to put territory development or master franchises into the
hands of an already proven franchisee. Further perspectives of such a franchisor may
vary a lot. The franchisor may either manage its own franchises and generate profit, or
decide to sell the franchises together with the franchise-based businesses, or simply
realise part of the value created by the business. There are examples in the world when
franchisees’ companies operating hundreds of units started to trade their shares in
stock exchange. In such way they created opportunities for persons who invested into
the business to “leave” it profitably and attract even larger capital for financing further
development.
Even though the described scenario of the franchisee’s business development is not
utopic, still, only one or two franchisees of tens of thousands manage to develop their
business like this. Franchisees who neither wanted to nor managed to turn themselves into business magnates, but still worked responsibly and in good faith in their
unit so they can choose between different business development scenarios. Often a
franchisee who decided to leave the business, sells the possessed franchise and infrastructure to a franchisor or to some approved third party. Also there are cases when
children take over a unit managed by their parents and continue to work at the same
location under the same trademark.
In any case, in order to reach business success one way or another, a franchisee must
put virtually all of his/her time and effort into the business; sitting back and waiting for
success to come by itself or for the franchisor to bring it is rather risky.
After briefly discussing different alternatives for the franchisor and franchisee’s longterm development we shall move on to a detailed description of the franchisors’
business set-up algorithm, as a franchisor and franchisees’ long-term success largely
depends on how well the franchisor did his work creating the franchise.
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The Essence of a Franchisor’s Business

The creation of a franchise and franchise network development is a new business,
which must be separated from the existing business based on which the franchise
is created. A franchisor’s business must be developed independently and purposefully, in order to provide for the necessary resources to form a capable team and to
be given exclusive management support. Let us imagine company named Zeta that
operates four very successful bakeries. Zeta’s bakeries are popular, as the most delicious buns in city are baked there under a unique recipe, at the same time excellent
and very personalized customer service is ensured by a well-trained staff. By pursuing rapid development, which does not require large investments, Zeta’s managers
decided to develop by way of the franchise. They created and started selling bakery
franchises. Prior to this development, Zeta’s main activities were related to the sales
of buns and cakes to end users and this was done excellently. However, after starting
to sell franchises, Zeta found itself in a “business to business” area, which they didn’t
quite understand. Zeta’s insightful managers understood that in order for the new
franchisor’s business to become as successful in the “business to business” segment,
as their bakeries are in “business to consumer” segment, they needed a new strategy,
competences and organization. For the purposes of franchisor’s business development, a new company named Zeta Franchise was established, the required resource
were given for its development and employees experienced in the area of franchise
were hired to manage it. Although at the beginning it is rather difficult to tell whether
such a tactic will become successful, one can tell that these management’s actions
significantly increased the possibility of the franchisor’s business success.
In order to analyse exclusive characteristics of the franchisor’s business and the preconditions of its success, first of all, we need to describe its characteristics. We would
like to draw your attention to the following important aspects of the franchisor’s business:
• such a business shall be created based on a successful business model,
• such a business shall provide opportunities for franchisees to satisfy end users’
needs better than competitors do,
• such a business shall create value to the franchisor, franchisees and end users.
In the beginning of this chapter, we will analyse the exclusive characteristics of franchising that attracts entrepreneurs to start a franchisor’s business. Later, we will discuss
every exclusive component of the franchisor’s business: the success of the franchised
business model, its competitive advantages and value, which a franchisor’s business
shall create to end users, the franchisees and shareholders of a franchisor’s business.
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At the end of this chapter, we will review the franchise’s main business asset, intellectual capital, and its management, focusing on developing the maximum value for the
franchise network.
3.1	Exclusive Characteristics of Franchising
When describing franchising such allegories as “business replication” or even “business cloning” are often used. They reflect the franchising essence and indicate the
main purpose of franchising – business expansion. When planning business development, an entrepreneur has an opportunity to choose from many development
methods – from the hiring of sales agent to the incorporation of subsidiaries. Franchising is one such development methods. Different business development methods
shall be compared in Figure 5 under two criteria – the degree of business control and
risks. The degree of control defines the business owner’s power to directly control
newly opened units, to expeditiously and effectively influence the decisions passed
in them, while the degree of risks defines the business owner’s losses in case of the
failure of newly opened units.
Degree of control
High
Subsidiary

Joint company
Franchise
Distributor
Sales agent
Degree of risk
Low

High

Figure 5 Comparison of Different Business Development Methods

It may be seen in the picture that in comparison with other analysed development
methods, development by way of franchising is characterised by an optimal ratio of
degrees of risks and business control. The degree of risks is balanced because franchisees invest most of the funds into the development of new units; accordingly, the
franchisor’s financial risks reduces. In the meantime, the degree of business control
remains high because even though the franchisee is the owner of business that it
operates under the franchise agreement, still it must comply with the terms and conditions of the franchise agreement, its standards and procedures.
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A specific feature of business development by way of franchising is its speed. The franchisor who created a successful and competitive business model sells it to franchisees
and in such a way expands the franchise network. In worldwide practice, there are
many examples when franchise networks are developed by 2 to 3 units per day for
years. Within 10 to 20 years from the beginning of active development some franchise
networks managed to open more than 10,000 units in more than 60 countries.
So, franchise network may be constituted of several tens to tens of thousands of franchisees that use the same trademarks, manage their units under the same business
standards and rules and pay fees to a franchisor. Once creating an attractive franchise
and constantly improving it the franchisor may sell this franchise a thousand times,
and in such a way thousands of the same businesses will be opened. You should agree
that not every business development method creates such staggering opportunities.
We have already named some benefits to the franchisor, such as opportunity of exclusively fast development and a good ratio of initial investments, degrees of risks and
business control. Below you can find some more:
• Use advantages of economies of scale. The bigger the franchise network is, the
more franchisees there are in it; a greater economies of scale can be achieved in the
supply, marketing, innovation and other important business processes.
• Involvement of motivated and committed people. Although franchisees must
comply with all the terms and conditions of the franchise agreement, standards
and procedures; however, still they remain the owners of their units, accordingly,
their motivation to take care of business success of their own business is direct and
strong, even though it is operated under a franchise agreement.
• Growth of value of the developing network. Growth of the network allows the
taking of a large market share rapidly and accustom consumers to their trademark,
product or service. In such a way not only does the value of the whole network
increase, but also the value of trademark belonging directly to the franchisor. In addition, it should be noted that in the growing franchise network the use of certain
raw materials constantly increases and such a network becomes more valuable
and more important to suppliers of such raw materials. In one way or another, this
growth may be capitalised.
• Stable cash flow. Royalties, which are payable to a franchisor, have the most important role in the structure of fees payable by franchisees. When a franchise network
connects a rather large number of franchisees, their royalties form a forecastable
and stable cash flow that are one of the essential factors of business success.
Even though franchising seems a rather simple business organization model leading to a franchisor’s inevitable success, it hides, however, many potential risks factors.
Some important franchising aspects that, if ignored, may lead to a crisis or even the
collapse of the franchise network, are listed below:
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• The network is as strong as its weakest link. Having in mind that all franchisees
belonging to a network operate by using the same trademark, it is easy to foresee
that failure of one franchisee may have serious effects to the trademark, other franchisees and also the franchisor. For example, if the media widely publishes the story
of one customer having food poisoning in one of the network’s cafes, it might be
expected that customers’ trust in all network’s cafes will plummet. It is very likely
that this will cause a decrease in the customers’ flow even in those network’s cafes
that are operated by franchisees ideally meeting the hygienic and sanitary stan
dards. The franchisor must pay special attention to the supervision and support of
every franchisee and make efforts to prevent a potential crisis and help the franchisee manage its business successfully.
• Franchisees are not the franchisor’s subordinates. Every franchisee is an independent entrepreneur liable for the success of its business by its money invested in
business, though it must execute the franchisor’s requirements. Franchisors that do
not recognise the franchisees’ independence and autocratically dictate their own
decisions without explaining their benefit risk losing trust and/or having constant
trials with unsatisfied franchisees, or step by step lose the strongest ones. For example, some large franchise networks having units all over the world face resistance
of coordinated franchisees to certain decisions which, in the franchisees’ opinion,
breach their rights or legitimate expectations. In the world, a kind of franchisees’
trade unions exist to participate in making decisions important to the business together with the franchisors. A franchisor who wishes to create a solid and sustainable franchise network must always remember that its every action or omission
has an effect on the tens or maybe even thousands of franchisees depending on it
that risk their money (and often their all savings) when developing a business in its
franchise network.
• The threat of competition from unfair former franchisees. At the start of the
franchise business, franchisors are extremely vulnerable to the activity of unfair
franchisees simply because they haven’t yet accumulated much franchising experience: they haven’t had the time to strengthen their trademarks; they haven’t
created a wide network of franchisees or accumulated financial reserves for unforeseen events. A franchisee who simply takes down a franchisor’s sign, throws away
the franchise agreement and simply continues business completely independently
or the one who refuses to pay royalties and no longer communicates with the franchisor may become a complete nightmare as long as the franchisor does not know
how to prevent such abuse or does not have enough funds for hiring a strong team
of attorneys. In order to prevent such events, every franchisor, the experienced one
or the beginner, must pay special attention to the selection and evaluation of the
franchisees. Such a thorough selection of franchisees can become a difficult challenge for a franchisor who just started developing its network and who feels pressure to sell as many franchises as possible within the shortest period of time.
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The list of positive and risky franchising characteristics provided in this chapter is indefinite; accordingly, every franchisor must perform thorough work to identity aspects
relevant, in particular, to it and to foresee the particular measures on how to create
a profitable and beneficial franchisor’s business by avoiding risks characteristic to it.
It should be noted that the characteristic of franchising as a business organization
model, among other things, largely depends on the chosen franchise type and the
development method.
3.2	The Successful Franchised Business Model
We shall start with the first precondition of a franchisor’s business – a successful business model. Success of the business model is not a clearly defined term and every
entrepreneur may imagine success a bit differently. We shall put the following meanings into the definition of success:
• The business is capable of satisfying the end users’ changing needs. A successful business must constantly improve and adjust to the dynamics of the consu
mers’ needs. A business may not be successful in the long term if it is not capable
of adapting in the changing environment. In order to be successful, one needs to
constantly monitor the environment, analyse its changes and adjust the business
model to the changes that might threaten or open opportunities to threats.
Let us analyse the example of a company named Alfa. Five years ago, Alfa opened
its first fast food snack bar. Consumers really liked its satiated and rather fatty sandwiches, so within 5 years Alfa opened 4 other snack bars. Over time, healthy nutrition tendencies started prevailing in the market; however, Alfa’s managers did
not pay attention to them, as they believed that their business success depended
on satisfying the needs of loyal consumers who like satiated sandwiches. Unfortunately, they were wrong, as even the most loyal fans of fat food started to calculate
calories and stopped buying Alfa’s satiated sandwiches. After a certain period of
time Alfa was forced to close 4 out of the 5 snack bars due to the drastic decrease
of customers. Even though Alfa had great preconditions for long-term success,
this company did not manage to digest the market dynamics, it failed to keep up
with the newest trends and subsequently lost its customers. It is doubtful that a
franchise created following Alfa’s business model could attract much interest from
franchisees.
• The business has proven its capability of profit generation. A successful business must be capable of not only satisfying consumers’ needs and effectively
adapting to their changes, but also of generating profit in the short and long term.
Shareholders of the vast majority of businesses operating in the public catering, retail and services sectors demand constant profit. Although depending on a company’s particular strategy, shareholders may agree with a temporary loss for the sake
of, for example, fast development by taking market share; however, in the long
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term, they would still demand profit. Franchisees also wish to invest their money
and effort into franchises that proved capable of earning profit.
Let us see how it went with a company named Beta. Beta, operating fashionable
and cheap clothing stores, is very popular among buyers. Every season Beta introduces collections that meet the relevant fashion trends, respectively changing the
stores’ interiors and investing in advertising these collections in prestigious fashion
magazines. Although consumers are loyal to Beta and sales grow, the company
losses have been increasing for many quarters in a row. This is caused not only by
the relatively low price of their clothing, but also because of large unbalanced expenses that are regularly assigned for the creation of new collections, their production and aggressive marketing. If Beta created franchises, it is more than likely that
many potential franchisees would start taking interest just because its trademark is
known and popular among consumers. However, when franchisees become aware
that Beta stores are not capable of generating profits, the vast majority of them
would refuse such a non-perspective opportunity.
• The business is sustainable and systematic. A successful business is different
from a successful craft or one-time profitable project, as business must be built not
only on exclusive competences, but also on clear and effective systems. A business
is unsustainable if it is too dependent on its manager or general specialist(s) who
perform their work perfectly, just not systematically, and who are incapable of delegating work and do not develop the competences of other employees. Usually,
the success of such a business depends only on one or just a few persons’ commitment to work and this significantly restricts opportunities to grow and improve.
Let us talk about a company named Delta, which provides car repair services. The
company was incorporated by a mechanic we will call John – a great auto mechanic with much experience. Delta is not lacking customers, as John handles any
malfunction and he fixes cars fast and right! John is capable of repairing either old
or new cars full of electronics as he is constantly keeping abreast of newest technologies of the automobile trade. 10 workers are working together with John in
Delta; however, John puts no trust in their professionalism and takes every decision
by himself. Even though the company is profitable and is capable of complying
with the changing market needs, it is not sustainable as John does not pay any attention to the development of workers’ competences, the standardisation of services, the description of their provision procedures, and systematic quality control.
While John works in the car service all day long, Delta enjoys success. However, is it
very likely that if John left on vacation for a month and a half, work in the company
would either stop, or its quality would significantly drop. This business model is
neither sustainable nor systematic, and when a business’ success depends on one
person or just a few, it would hardly interest franchisees.
Although the above-mentioned characteristics of a successful business model are
mandatory in order to create a successful franchise, they are still not enough. A
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business from which a franchise is created must have clear, sustainable competitive
advantages and must be capable of clearly standing out against competitors in every
market in which it plans to develop.
3.3	The Competitive Advantages of a Franchised Business
The concept of competitive advantage was introduced by the famous management
thinker, Michael Porter. Competitive advantage is the characteristic or set of characteristics that distinguishes a person, product, company, or branch of the country from
each other and helps to compete in the market. In business, competitive advantage
is understood as the company’s ability to create value in the long term that would
exceed the value created by competitors and at the same time to achieve higher than
average profitability in the industry. Having competitive advantage generates benefit
to consumers, shareholders and employees of the company. It is important to mention
that competitive advantage is not acquired once and for all time, as it is almost always
lost after a certain period of time.
The competitive advantages of a franchised business may be discussed only in the
context of particular markets where the franchise network is planning to be developed. There are cases when a business that is successful in the home market does not
have any competitive advantages in other markets. This can happen because the competitive advantage where the business achieved an exceptional position in the home
market cannot be repeated outside the home market due to, for example, a different
competition structure, different consumption habits, different characteristics of the
real estate market, etc. Accordingly, the successful development of a franchise is only
possible in markets where such business has or potentially can create a competitive
advantage and keep it. If due to some reason a business is competitive only in one
market, it means there are preconditions for such a business to successfully develop
by way of the franchise in this particular market alone. Only an internationally competitive business model can create a strong foundation for the international success of
a franchise network. This aspect is very important for those franchisors whose home
markets are relatively small like Lithuania’s or Latvia’s. For example, a business established in the United States of America and having exceptional competitive advantage
in the market of that country, has rather big development opportunities in its home
market due to its size and consumption. Thousands of units operated by franchisees
may belong to such a franchise network only in the USA. However, in order to quickly
develop its franchise network, a business that was established and became successful
in smaller countries faces restrictions of the small market and must expand to other
countries. In order to remain successful there as well, a business must evaluate whether it will manage to repeat and use the competitive advantages acquired in the home
market in new markets. If it appears that the business will not have any competitive
advantage, it may need to either modify its business model so that it would be posThe Essence of a Franchisor’s Business
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sible to create a competitive advantage in the context of a new market, or search for
markets where the competitive advantage may be created without changing its business model.
The importance of competitive advantage shall be illustrated by an example. Many
years ago, when there was no pizza culture in one certain country, a clever entrepreneur came up with the idea that it could earn money by offering a wide range of pizzas
to consumers. He incorporated a company named Epsilon, which opened the first pizzeria in the city. The pizzeria became popular very quickly, and soon the entrepreneur
opened a second, third...twentieth pizzeria. Epsilon’s pizzerias managed to satisfy the
needs of both conservative consumers and the ones who like innovation – on the pizzerias’ menu, traditional pizzas still made in the very first pizzeria were harmonious
with the new dishes. The company’s pizzerias were well-managed, their processes
were standardised, the quality of dishes and services was constantly improved, effective marketing measures and programs to promote customers’ loyalty were applied.
All of this allowed the pizzeria network to constantly generate profit. After approximately 10 years, when Epsilon managed one of the largest pizzeria networks in the
country, a franchise was created based on the company’s business model. The first
franchises were sold and successfully operated in the home market. When the Epsilon network reached the saturation level in the home market with no more attractive
locations, it decided to develop a franchise network in some neighbouring markets.
First of all, an analysis of Epsilon’s competitive advantages in the home market was
performed. It appeared that Epsilon’s success there mostly depended on the fact that
being the first pizzeria in the country it not only developed fast, grew to the largest
network and took many strategically attractive locations, but also managed to nurture
a whole generation of consumers loyal to its trademark by complying with its high
quality standards. Epsilon did not have an exceptional competitive advantages in its
home market – in the areas of customer service, food quality and assortment, interior
design and in other areas the company’s pizzerias were just a little bit better or not
worse than its direct competitors. Later on, a target markets analysis was performed,
after which the conclusion was made that competitive advantages that Epsilon has in
its home market may not be repeated as Epsilon’s trademark is not know there, and
a large part of strategically attractive locations were already occupied by other pizzeria networks. In this case in order to successfully develop and move to the analysed
markets, Epsilon managers should reform its business model so that it would be able
to create an exceptional competitive advantage in the mentioned markets. Moreover,
the opportunity remains to search for markets where the intensive development of
pizzeria networks had not yet started and competition is almost non-existent; however there are not many such markets left.
So it turned out that in order to successfully compete in new markets, often a business
needs to revise its business model and reform it so that it would ensure competitive
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advantage. The acquisition of competitive advantage does not happen by itself. This
process should be clearly planned and these plans should be consistently implemented and adapted in case there’s a change in circumstances. The main tool for planning
the acquisition of competitive advantages is organizational strategy and its implementation.
In management theory there are many definitions describing the essence, purpose
and characteristics of strategy. For example, Jan Rivkin states that strategy means an
integrated set of choices or decisions that allows the company in a particular sector
to take a position where it can earn more profit than its competitors in the long term.
Max McKeown states that the purpose of strategy is to define the future and the way
to it. Vladimir Kvint defines strategy as a system that allows the creation of an organizational doctrine in which sincere and disciplined implementation would allow an
organization to reach long-term success. Still another idea is that strategy is a detailed
plan or method that allows the reaching of the intended goal or purpose in the long
term. Despite the nuances of the definition, most management thinkers agree that
strategy must connect the following few compulsory elements:
• an evaluation of the current situation,
• a definition of the desired situation or future state,
• a collection of strategic choices,
• long- and short-term actions plan,
• a method to measure progress of the strategy’s implementation.
Although often in the minds of entrepreneurs strategy is born by itself without any additional structures or rules, in order for it to be understood and implemented not only
by the one person who created it but by the whole organization, strategy must be formulated. Many various systematic approaches exist for the creation and formulation
of strategy – planning, cognitive, power, cultural, entrepreneurial, positioning, design
and others. The positioning approach that we apply to the creation of strategy, courtesy of the famous management thinker Michael Porter, states that the implementation
of the strategy is to create a competitive business advantage and ensure its long term
sustainability. Competitive advantage in the creation and maintenance of strategies
is highly dependent on the type of their value proposition to end users by a business.
For further information on value proposition and value creation end users please read
Chapter 3.4.1. Please note that there are three basic types of value proposition:
• Low total cost. Companies that are distinguished by low total cost manage to offer
to consumers a combination of quality, price and purchasing convenience, which
the competitors cannot offer. The best examples of low total cost could be such
companies as Toyota, McDonald’s and Dell Computer. They offer a product of acceptable quality to consumers for a low total cost.
• Product leadership. Companies that are distinguished by their products, manage to offer consumers such new products that expand the limits of the conThe Essence of a Franchisor’s Business
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sumers’ needs, offering them a completely new experience and value. The best
examples of product leadership could be such companies as Google, Apple, Audi,
Johnson&Johnson and Intel. They offer to consumers the best and most innovative
products.
• Customer intimacy. Companies that know the customers best, manage to establish a very close relationship with their customers, perfectly understand their needs
and properly adapt their products or services. The best examples of customer intimacy could be such companies as Starbucks, Amazon and Virgin Atlantic. Such
companies offer to consumers a total solution that best meets their needs.
A company’s strategy depends on the type of value proposition, as mentioned above,
which they plan to apply. There are three basic competing strategies that form the
basis for the acquisition and maintenance of competitive advantage within the limits
of the chosen value proposition:
• The operational excellence strategy. This strategy shall be used by companies
that provide the value proposition of a low total cost. The pursuit of this strategy is
to ensure that business organizes its processes in the most effective and efficient
way when compared to its competitors. It has the best cost structure and manages
to produce and offer to customers a product or service at the lowest cost.
• The product differentiation strategy. This strategy shall be applied by companies
that provide the value proposition of the best product. The differentiation strategy
aims to create and provide to customers exclusive products, services or their features that the competitors cannot offer. Exclusiveness may be reached through a
unique design, a trademark, technology, a goods distribution networks, etc.
• The service differentiation strategy. This strategy should be applied by companies that provide the value proposition of customer intimacy. This strategy establishes a focus of business to a particular customer, target group, geographic
markets, etc. A company may have differentiation and/or costs advantages in such
segments of markets to which it focuses.
Taking into account its strengths, weaknesses and threats caused by the environment as well as opportunities granted, every business must identify internal sources
of competitive advantage and respectively form value proposition. Furthermore, the
strategy is created and implemented to create preconditions for the business value
proposition; to take the best position among competitors and in such a way acquire
and maintain a competitive advantage.
So if competitive advantages of a franchised business do not allow to effectively and
efficiently compete in the target markets, the franchisor should prepare a strategy
focused on acquisition and maintenance of competitive advantages in the abovementioned markets and flawlessly implement it.
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3.4 Value created by a Franchisor’s Business
Every business can exist in a competitive environment only when it creates value to
its consumers, shareholders, employees and other stakeholders, and does this better
than competitors. If a business does not create any value in all of these segments, it
will experience problems in the long term. A franchisor’s business also has to satisfy
the needs of all the above-mentioned groups in one way or another. One specific cha
racteristic that distinguishes a franchisor’s business from other businesses is that in
this business there are two segments of consumers – the franchisees and end users.
3.4.1 Value Creation to End Users
We have started briefly talking about the creation of value and value proposition in
the context of competing strategies. “Focus on consumers” and “value created to consumers” are relatively new concepts in the business world. Previously, business simply
focused on product manufacturing or the service provision to customers; meanwhile,
it is currently being discussed more and more that the benefit created by a product
or service is not sufficient enough to satisfy the ever-more picky consumer who has
become choosier when choosing. It is said that the modern consumer begins to assess
the total value received in all stages of the process. In order to understand the concept
of value created to the consumer more clearly, its components shall be identified –
customer value and value proposition.
Customer value is defined as the difference between the customers’ perceived value
and the cost of consumption. The higher the customers’ perceived value, which is
derived in the product or service consumption process, and the lower the cost of consumption, the more satisfied the customer will be, and the higher the probability that
they will use the same good or service in the future.
The customer’s perceived value of the consumption process consists of the following
four components:
• Product value. This is a direct benefit the consumer receives for using a product
or service for its intended purpose. As an example, if a person buys an armchair for
evenings by the fireplace, he will receive benefit, if it will be comfortable and nice
to sit on.
• Service value. It means the benefit received by the consumer from services that
are not directly related to the use of the purchased product or service for its intended purpose. As an example, if a furniture seller will deliver the purchased
armchair, bring it inside, put it by the fireplace, unpack it and take the packaging
away – this gives additional value to the person who bought that armchair.
• Personnel value. It means value received by the consumer through communication with the staff of the products or services’ supplier. As an example, if workers
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who deliver the armchair to the home will be neatly dressed, communicate politely
and kindly, and will take off their shoes before entering the buyer’s home, it will
give additional value to the person who bought that armchair.
• Image value. It means value received by the consumer when using a product or
service, which creates positive emotions. As an example, if a person likes to demonstrate his status, additional value will be gained by an armchair produced that
advertises in elite home interior magazines and is evaluated as a producer of exclusive armchairs.
Cost of consumption is constituted of four elements:
• Monetary costs are directly related to the acquisition of the product or service and
its consumption for intended purpose. For example, if a person is buying a car and
spends money not only for the car but also for its service, maintenance and exploitation materials afterwards.
• Time costs are directly related to the time required for the process of the product
or service consumption. For example, if a consumer orders a product on the Internet, which took 10 minutes instead of the 3 hours to go to the store, he will receive
benefit from such time saving.
• Selection costs are the emotional inconveniences or discomfort caused by the
need to take a decision and choose one product or another. For example, if in electronics store seller manages to clearly and comprehensibly explain to a consumer
the differences between two refrigerators and thus eases the decision making process, then the consumer will experience lower selection costs.
• Energy costs means the personal energy used in the process to prepare for the
consumption of a good or service and during the consumption process. For example, if a consumer needs to go to another city in order to acquire a chosen good, the
energy used will increase the total cost of consumption.
The value proposition is the promise of a business that consumers will be given a specific consumer value and the belief of the consumers that the value will satisfy their
needs. In other words, the value proposition means arguments as to why consumers
should acquire these products or use those services for the satisfaction of their needs.
The value proposition is one of the fundamental elements of marketing, which is intended to lead to the expectations of the business users of products or services in
respect to consumption.
To conclude the described concepts, it can be said that the business task is not only to
form and pass an attractive value proposition to potential consumers but to also give
actual value to the consumers, which meets the consumers’ expectations caused by
such a value proposition. Value creation for the traditional consumers and an existing business franchise are practically the same. However, the franchisor must bear in
mind that not its directly subordinated employees will create value to end users in
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the franchise network, but the relatively independent franchisees’ employees. Accordingly, in order to keep consumers satisfied with the value provided to them and keep
them coming back to the units operated by the franchisees, the franchisor must offer
opportunities, tools and measures to the franchisees, to create this value and control
it so that every franchisee creates the same exact value and to such an extent that it is
promised in the value proposition of the franchise trademark.
3.4.2 The Creation of Value to Franchisees
As already mentioned above, by purchasing a franchise, franchisees expect to set-up
a profitable and sustainable business within a shorter time and with lower risks, and
develop it more effectively than it would have been done independently without the
franchisor’s support. In pursuance of a successful development of the franchise network, the franchisor shall ensure that the value provided to franchisees satisfies their
needs. The constant provision of value to the franchisees is the foundation of the franchising business model. The answer to the frequent question “why buy a franchise and
pay fees to a franchisor, if one may start their own business”, is simply the value that a
franchisor creates for its franchisees.
Generally it may be stated that the franchisor creates value to the franchisee by:
• granting an opportunity to create one’s own business based on the competitive
franchised business model;
• granting an opportunity to use the franchisor’s corporate identity elements;
• providing services and support that create preconditions to effectively and profitably develop the franchisee’s business.
First of all, a smart franchisee will evaluate the business model proposed by the franchisor and its trademark and only afterwards, evaluate the other benefits provided
through franchising. If a franchised business will be incapable of competing or will
not satisfy the consumers’ relevant needs, other value elements provided to the franchisee will have no meaning. This is the exact reason why in this chapter we discussed
at length that the franchise shall be created based on a successful business model
having competitive advantages in a particular market. Another important source of
the franchise’s value that is also becoming one of the franchisee’s fundamental selection criteria is the franchise trademark and corporate identity elements related to
it. The better a franchise trademark is known, the greater benefit it may bring to the
franchisee in the form of customer flow and their loyalty. A strong trademark reduces
the need for the franchisee to invest in local marketing. A well-known trademark is a
kind of business ambassador, which may be seen above the door of a new unit as a
beacon showing potential consumers that the value associated with this trademark
will definitely be provided here. Having in mind that a trademark and other corporate
identity elements hold such importance, a franchisor should put significant effort and
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resources into trademark support and increase its awareness in new markets as well as
its strengthening in the markets where it is already known.
Let us make a precondition that a potential franchisee has already selected two franchises where the business models look similarly competitive and the trademarks are
equally known and attractive. What kind of additional value proposition should one of
two franchisors give to the potential franchisee so that the franchisee would decide
its benefit? In this chapter, we will discuss these sources and measures to provide additional value to the franchisee.
In general, the process of value creation to franchisees may be divided into three sta
ges:
• the creation of value to the franchise-based unit at inception;
• the creation of value during the operation of the franchise-based unit;
• the creation of value in the case of the withdrawal of the franchisee.
The franchisor starts providing value to the potential franchisee already prior to the
signing of the franchise agreement. The main value, which the potential franchisee may
receive at this stage is the exhaustive and comprehensive information on the franchise
business model and terms and conditions of the franchise that will ease the decision
making process regarding the signing of the franchise agreement. Unfortunately, often franchisors strongly restrict the submission of information to potential franchisees
just because they have heard that other franchisors also act like this. One should bear
in mind that exactly at the stage prior to signing a franchise agreement, not only is a
decision passed regarding long-term cooperation, but also the franchisee’s expectations
form in respect to this cooperation. Therefore, the franchisor should not unreasonably
limit the disclosure of information; not to mention information misstatements, the submission of false information or giving promises to the franchisee that will not be fulfilled.
The stage most receptive to a franchisor’s efforts and resources starts after the signing
of the franchise agreement and continues until the opening of the franchised unit and
the beginning of its stable activities. In this stage, the franchisor helps the franchisee
to properly plan the opening of the unit: to perform all the preparatory work and
proudly open the new unit belonging to the franchise network. Know-how accrued
by the franchisor is typically transferred to franchisees in the form of a pre-opening
operations manual. Often franchisors delegate start-up teams to help franchisees that
are made up of the franchisor’s skilful employees who have excellent knowledge concerning the smallest points of equipment and the opening of a new unit. Moreover,
often franchisors simplify the acquisition of the required equipment and stocks by
offering particular suppliers that have already proven reliable when working in the
franchise network. In addition, prior to opening the unit, often the franchisor orga
nises introductory training to employees hired by the franchisee. Sometimes there are
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franchisors that propose to new franchisees pre-leased premises in attractive locations
or grant to franchisees soft loans for the coverage of the costs of the unit’s equipment.
In this stage, the most important task of the franchisor is to ensure that the new unit is
equipped in compliance with the network’s standards and opened in the shortest time
and with the lowest investments possible.
After the official opening of the new unit the franchisee’s everyday activities start.
In this stage, value provided by the franchisor should offset or be equal to payable
royalties. The franchisor’s efforts should be focused on strengthening the franchisor’s
trademark, keeping the competitive advantages and increasing the efficiency and
profitability of the franchisees’ businesses. Implementation of the above-mentioned
tasks is realised both by the franchisor’s individual actions, and by interacting with
franchisees and encouraging their cooperation with one another.
The franchisor’s individual actions that create value to the franchisees include the following:
• The increase of trademark awareness and the communication of the value
proposition to the public at the national level. These actions may include largescale marketing campaigns, partnerships with other well-known trademarks, sponsorships of sports and other events, etc.
• The improvement of the business value proposition and the respective adaptation of the franchised business model. These actions may include an analysis
of consumers’ preferences and competitors’ activities, the customer co-creation,
the renewal of the range of goods or services, innovations at the level of the pro
duct or service, etc.
• The improvement of the franchise network support infrastructure. These
actions may include the development of the personnel’s competences, the improvement of network management processes and measures, the installation of
information technologies, the introduction of new services to franchisees or improvement of the existing ones, etc.
• The increase of effectiveness and efficiency of the franchised business model.
These actions may include increasing the effect of economies of scale, the improvement of units’ business processes and measures, the optimisation of quality stan
dards, the integration of information technologies into the value creation chain,
the creation of business management and operation tools, etc.
Often franchisees will get a direct benefit from additional value created by the franchisor only when they properly introduce and effectively apply the improvements
prepared by the franchisor. Even more hidden value in the interaction of the franchisees
and franchisor may be realised if they will cooperate with one another effectively and
in good faith. Cooperation of franchisees and the franchisor that creates value, may
exist in the following sections:
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• The increase of value created to end users by introducing improvements of
the franchised business model in the franchisees’ units. Usually these actions
are initiated by the franchisor. Improvements can be passed on to franchisees via
updates of the operations manuals, training, the introduction of new processes or
tools, etc.
• The increase of efficiency and profitability of the franchisees’ units’ activities
by introducing improvements of the franchised business model. Usually these
actions are initiated by the franchisor. Improvements can be passed on to franchisees via updates of the operations manuals, training, the introduction of new
processes or tools, etc.
• The optimisation of franchise fees structure. Usually, these actions are initiated
and implemented by the franchisor. When monitoring the franchisees’ activities results, including financial ones, the franchisor has to constantly evaluate whether
fees payable by the franchisees are competitive in respect of other franchises and
whether they create preconditions for the franchisees’ profitable activities. In the
case of specific changes in the market conditions, as for example, a long-term economic recession, the franchisor should respectively adapt franchise fees.
• Quality control of franchisees’ activities and its improvement. Usually, these
actions are initiated and implemented by the franchisor or third persons representing it. Quality control might be implemented in a form of planned and unplanned
audits, mystery shopper research, the centralised processing of consumers’ complaints and requests and other control measures. Usually, the elimination of inconsistencies is delegated to the franchisees themselves. The franchisor can influence
improvement of activities through training.
• The increase of efficiency of everyday activities and business management at
the franchisees’ units. Usually, this activity is initiated by the franchisees. The franchisor shall give to franchisees convenient opportunities to consult the franchisor’s
professional advisors on any issues of everyday activities or business management,
to ask for their help when dealing with problems, or when evaluating business decisions.
• Joint marketing and customers loyalty promotion campaigns at both the national and local level. This activity may be initiated either by the franchisees or
the franchisor. Usually, the franchisor forms the joint marketing strategy, prepares
its implementation guidelines and templates of measures that are further used by
the franchisees. Some franchisors also provide to the franchisees opportunities to
adapt marketing measures or take local marketing actions independently of the
franchisor.
• The encouragement of franchisees’ cooperation with one another. Cooperation between franchisees may include sharing experience, the implementation of
joint marketing actions, joint personnel recruitment, etc. There are cases when in
large franchise networks the franchisees form a “trade union” the representatives
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of which are delegated to management bodies of the franchisor’s company and
participate in making decisions important to the whole network.
• Fostering franchisees to contribute to improvement of the business model.
Preconditions to encourage the franchisees’ initiatives must be formed by the franchisor; however, the initiative should come in part from the franchisees. Usually
franchisees’ proposals are related to the range of products or services, service procedures, marketing actions, etc. The franchisor must collect the franchisees’ proposals systematically, properly analyse them and introduce the best of them to the
whole network, and also reward their authors.
Even though cooperation of franchisees and franchisors is long-term, it won’t last forever. Usually the franchisor exercises its right to terminate the franchise relationship in
cases when the franchisee maliciously violates terms and conditions of the franchise
agreement. Violations may be related to the non-payment of franchise fees, non-compliance with quality standards, lawlessness, non-compliance with state and municipal
laws and other actions that have or may have significant negative effects both to the
franchisor and other franchisees of the franchise network. When the franchisor terminates the franchise agreement on its own initiative, it should take care that separation
would go smoothly and in good faith, so that the franchisee would have the opportunity to redeem part of created business value that remains after the compensation of
the franchisor’s losses. Such an approach to termination of the franchise relationship
is important as even a single franchisee that was treated unfairly, may significantly
worsen the reputation of the whole franchise network. Usually franchisees may initiate termination of the franchise agreement in two general cases – when they fail to
work profitably and when they want to leave the business. In both cases the franchisor
should create conditions for the franchisee to realise the business value created by it.
There are cases when the franchisor buys out the franchisee’s units and manages them
while seeking a new suitable franchisee. Often the franchisor intermediates between
the outgoing franchisee and any potential new franchisees that would like to replace
them. In any case, the franchisor must seek that the termination of the franchise agreement and the withdrawal of franchisee from the network would be smooth and the
least painful to both parties.
Generally it may be stated that in order to continuously create value to franchisees,
the franchisor should push that the franchise trademark would be the best known
trademark among competitors, the franchised business model would be the most
competitive, and that all conditions would be created for the franchisees to satisfy
end users’ needs effectively and profitably. It can be safely said that the franchisor that
creates value to the franchisees, in turn, creates value to the end users, which in turn,
creates tangible value to their shareholders. We will further discuss the creation of the
franchisor’s shareholder value in the next chapter.
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3.4.3 Creation of the Franchisor’s Shareholder Value
In Chapter 2.3.4.1 hereof, we discussed that from the very beginning of the franchise
creation and the franchise network development, the franchisor should answer the
question: what is my long-term vision for this business and what do I seek from this
business? In this chapter we shall not analyse the franchisor’s subjective expectations
in respect of its business, but focus on calculated value, which the franchisor’s shareholders may expect from a franchised-based business development.
In management and economic theory there is no unified definition of shareholder
value. The methodologies to calculate this value also differ. In this book, we will apply
the definition that is most useful to the franchising business model. The value created
to the franchisor’s company’s shareholders is determined by two main factors: a wise
investment that increases the shareholder value in the long term and the constant
generation of investment return that increases the short-term shareholder value.
Often the long-term value created for shareholders is assessed by the company’s capitalisation, i.e., by the total price of all its shares. This method is not sufficiently universal
just because the exact price of shares at a given moment may be determined only
by the shares that are quoted on the stock exchange. But in this case it is not clear
whether investors for subjective reasons overestimated or underestimated the shares.
Therefore, the calculation of the business value shall be left for financial experts and
we shall focus on the sources of this value and improvement measures. In the long
term, the franchisor’s shareholder value is created by the value of a steadily increasing
monetary flow and the trademark value, and the basis of value creation consists of
exclusive competitive advantages. In the short term, shareholder value is created from
a part of the profit payable to them.
Exclusive competitive advantages do not create any direct value; however, they create
preconditions for the creation of cash flow and profit in the short term and long term.
When talking about the competitive advantages of the franchisor’s business, their two
components shall be excluded – the competitive advantages of the franchised business
model and the competitive advantages of the franchise. In Chapter 3.4.2 we wrote that
if the franchisor’s business will not be competitive, even the most attractive terms and
conditions will not attract potential franchisees because the business will be incapable of
competing or will not satisfy the end users’ relevant needs. The franchisor’s competitive
business is not possible without a competitive franchised business model. However, even
having the best business model in the market is not enough for the franchisor’s business
to be competitive, One must also have the best franchise network in the market made up
of the best franchisees who can replicate the best business model and satisfy consumers’
needs better than all the competitors. So the franchisor’s competitive advantages must
exist both in value creation to the end users, as well as value creation to franchisees.
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A well-known trademark that creates positive emotions and is liked by consumers
also creates long-term value for the franchisor’s shareholders. In the long term, a particularly strong, well-known and duly protected trademark can become a major and
exclusive competitive advantage in business. Many businesses exist, where value provided by the trademark image becomes the main factor causing consumers’ choice.
(Remember the definition of value understood by consumers in Chapter 3.4.1). Some
of these trademarks are Apple, Ferrari, Louis Vuitton and others.
The biggest dilemma of every business, including the franchisor’s business, is finding
a proper balance between short-term profit and investments intended for increasing
the long-term cash flow. If we invest just for the future, shareholders will receive less
profit today and will be unsatisfied. And if we pay the whole profit to shareholders today or make a mistake with investments, we may lose competitiveness and the ability
to generate profit in the long term. When dealing with this dilemma, one should know
that the franchisor’s business is long-term, and value created by it directly correlates
with the competitiveness of the franchised business model, the size of the franchise
network and the effectiveness of its service. Providing that the franchised business
model is competitive, an increase in the franchise network’s growth and effectiveness
of its services cause two financial aspects of the franchisor’s activities:
• growth of income, as income is generated by franchisees;
• an increase of income profitability – as the average income from the franchisees
grows and the average cost for providing services to them declines.
The fact that increasing the number of franchisees directly increases the franchisor’s
income is rather obvious. Less obvious is the fact that with an increase of the franchise network to a certain limit, the franchisor’s average income from one franchisee
increases. This happens because growing franchise network normally leads to the increase of its trademark awareness and customer loyalty as well as increase of income
for every franchisee in the network, and this respectively increases income to the franchisor. A growing network also creates preconditions to larger economies of scale. The
franchisor, centrally supplying goods to its recipients, usually passes on part of the discounts received from the suppliers to the franchisees, while retaining the other part,
thus generating additional income. On the other hand, in a mature and effective franchise network, the average cost of providing support to every additional franchisee
decrease, i.e., supporting one franchisee in a network of one thousand franchisees on
average will cost less to the franchisor than supporting the same franchisee in the network of one hundred franchisees. Such a reduction in marginal costs is achieved due
to a distribution of the franchisor’s fixed expenses to a larger number of franchisees,
an increase of efficiency of the provision of support, growth of the franchisees’ competences and other factors conditioned by network maturity.
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Empirical data also shows that a franchisors’ business has great potential to create
long-term value. For example, in 2002, the Rosenberg International Franchise Cen
ter at the University of New Hampshire started to regularly monitor and evaluate a
portfolio of 50 franchisors’ companies quoted on US stock exchanges. This portfolio
became The Rosenberg Center Franchise 50 Index, which, according to the compilers, reflects the total US franchising sector performance dynamics. As from the year
2000 until the end of the second quarter of 2014, the value of this index increased by
209.2%, and this means that the capitalisation of these fifty companies grew to this
extent. If in 2000 we had invested 1,000 Euros into this portfolio, we would be worth
3,092 euros in the second quarter of 2014, and this means an average yearly increase
of almost 15% within a period of 14 years. It is even more interesting to compare
the dynamics of this Rosenberg Center Franchise 50 index to the Standard & Poor’s
500 index, which is considered to be one of the most influential indicators of stock
exchanges in the USA. When calculating the S&P 500, share prices of the leading 500
companies are included, constituting approximately 75% of the capitalisation of the
US stock exchange in the most important sectors in the USA. So within the same period of time when the Rosenberg Center Franchise 50 index grew by 209.2%, the S&P
500 index increased by 40.6%. This comparison shows that both, during economic
growth (approximately from 2002 to 2007 and from 2009 to 2014) and economic recession (approximately, from 2007 to 2009), franchise networks in the USA were more
viable and managed to create greater value to shareholders than the leading companies in other sectors.
So, in order to increase, in a balanced manner, the short-term and long-term value created for the shareholders, the top management of the franchisor company should focus
more on the increasing of long-term business value rather than on the maximisation
of short-term profits. Unfortunately, it is not naturally understood by all franchisors. A
quite common situation is when, seeking to gain as much momentary profit as possible, the franchisor drastically increases the rates of franchise fees, stops the provision of
support to its franchisees or does not invest in the improvement of the franchised business model. It is likely that such actions will really increase the profits of the franchisor
within the short term but in the long term such a franchisor will undoubtedly face many
more serious problems, which will not only significantly reduce its future profits but
may also lead to the failure of the whole network. To sum up, we emphasise one more
time that in the long term, only the franchisors that create value for their franchisees
and end users, will also be able to create value for their shareholders.
3.5	The Main Assets of the Franchisor
While reading about the value created by the franchisor business for the franchisees,
you must have noted that the largest part of such value is basically intangible. It is the
intellectual capital of the franchisor that creates the largest benefit for the franchisees.
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And intellectual capital forms the main assets of the franchisor. We note that the intellectual capital of an organization consists of:
• Human Capital. It is knowledge, skills, experience, creativity and leadership competencies which create value in an organization.
• Structural capital. The intangible infrastructure of an organization allowing human capital to create value. The structural capital consists of:
o Organizational capital, which includes the organization`s value, philosophy,
structure, team spirit, etc.
o Process capital, which includes methods, procedures, processes and systems
used to create value in an organization.
o Innovation capital, which includes intellectual property (copyrights, trademarks, patents, industrial design, the physical product appearance and business secrets) and other intangible assets used to create value in an organization.
• Relational Capital. The relationships and communication with customers, partners, suppliers and other parties related to the activities of the organization.
The definition of the intellectual capital of an organization and the acknowledgement
of its importance to business competitiveness is a relatively new phenomenon in the
business world. The evolution of the business approach towards intellectual capital is
illustrated in a book Franchising and licensing by Andrew J. Sherman.
• A traditional approach towards intellectual capital is reactive and passive.
Intellectual property can increase the competitive advantage of business and
strengthen its ability to defend its competitive position in the market. Intellectual
property is assessed as the barrier against the entrance into the market and the
tool for protection of the market share held.
• A modern approach towards intellectual capital is proactive and systemic. Intellectual property is not only the means of protection of a competitive position
but also an important asset, which can create, through licensing and other measures, an additional value and generate profits. In order to make intellectual capital
the central source of profits, the efforts and resources should be directed towards
the transformation of yet undiscovered, unstructured or unused intellectual capital
into a competitive advantage creating a tangible value.
• A future approach towards intellectual capital is strategic. Intellectual capital becomes the main source of the competitive advantage and created value in
the organization. Intellectual capital management systems must be created and
constantly improved to ensure that the intellectual capital is used to ensure and
defend strategic position, to create value in existing markets and to create new
markets, products, distribution channels and income flows.
In principle, franchising is the expression of a future approach towards intellectual
capital because it allows using intellectual capital accumulated in a franchised business to create value and profits in a totally new business of franchisor. If the franchisor
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wants to increase the value of its intellectual capital in the long term, it should start
applying and constantly improve the methods of intellectual capital management.
Intellectual capital management systems are intended to create and organize intellectual capital and to obtain the highest possible value from it. The structural diagram
of the value generation from intellectual capital is shown in Figure 6.
Inventorisation and assessment of intellectual capital

Development of intellectual capital management systems

Strategic planning for the increasing of intellectual capital value

Realisation of intellectual capital value in the franchisor business

Figure 6 Realisation of Intellectual Capital Value in Franchising

The creation and realisation of intellectual capital value is inseparable from the concept
and legal protection of intellectual property. Although, in laws of different countries,
intellectual property can be defined in different wordings, it usually states that the
results of intellectual activities become the subjects of civil rights from the moment
when they are recognised as the results of intellectual activities following procedures
set down by the law. The most common types of intellectual property rights are: copy
rights, trademarks, patents, industrial design, a physical product appearance and
business secrets. Bearing in mind that not all elements and items of intellectual capital
can be clearly defined, recognised under the procedures set by the law and protected,
a tangible value for the franchisor can only be created by the intellectual capital that
can be clearly defined and to which the property rights can be acquired.
During the whole life-cycle of the franchisor business, the franchisor must try to structure the already owned intellectual capital as clearly as possible, create new intellectual
capital, formalize as many of its elements as possible and properly protect parts of the
intellectual capital by turning them into intellectual property. Later, this property has
to create value for franchisees and income for the franchisor business.
After reading this chapter, you have familiarized yourself with the features and particularities of the franchisor business. If your wish to become a franchisor has increased,
we encourage you to move on to the stage of the creation of the franchisor business
and to familiarize yourself with the elements comprising it in the following chapters
of this book.
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4	Franchisability Analysis

Every franchisor’s business should start with the comprehensive analysis of the franchised business and the plans for its development by way of franchising. The steps of
the analysis of business franchisability are shown in Figure 7.

The analysis of the franchised
business model

The evaluation of the
head company

The evaluation of strategic
readiness

Figure 7 Franchisability Analysis Structure

This chapter will introduce you to every step of franchisability analysis and criteria
used for the establishing of the franchisability level of business.
4.1	The Analysis of the Franchised Business Model
When analysing the franchised business model, it is necessary to focus on the business,
which will constitute the basis for franchise. For example, a company Gamma, which
owns a cosmetics factory and cosmetics retail chain, is planning its expansion abroad
by way of franchising. In this case, the Gamma management must decide whether
they want to create a manufacturing franchise, which replicates the manufacturing
business model or a business format franchise, which in turn replicates the retail business model. It is most likely that the Gamma management will decide to create the
business format franchise based on their retail business model, and their factory will
simply become a supplier for future franchisees. In this case, the business format assessment stage must include the analysis of the business model of a shop belonging
to the Gamma retail chain.
The goal of the franchised business model assessment is to identify the main competitive advantages of the business and to set the main conditions needed for their
successful replication. In order to clearly identify competitive advantages of business,
first of all, the structural analysis of every component of the business model must be
performed. To complete the said task, we apply a business model canvas. The Business
Model Canvas tool was developed by Alexander Osterwalder and Yves Pigneur and
described in their book Business Model Generation. The structural diagram of the Business Model Canvas is shown in Figure 8.
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Figure 8 Business Model Canvas

The model of franchised business is defined and analysed in the following cross-sections:
• Customer segments and their needs. Business customer segments are defined
(in geographic, demographic, behavioural, cultural and other sections) as well as
their consumption patterns and characteristics, their needs, to the satisfaction of
which the business is directed, the dynamics of these needs, etc.
• Channels. Channels used to transfer the value created by the business to the
consumers are defined. It may be one’s own channels (such as a store, kiosk, sales
agents, online shop, etc.) or the channels of partners (such as distributors, representatives or others).
• Customer relationships. The types of the interaction with consumers are defined –
these may include simple personal service, an exclusive focus on the customer,
self-service, automated service, the development of communities, involvement of
the consumer into the value creation process, etc.
• Business value proposition. The value proposition is the promise of a business
that the consumers will be given a specific consumer value, and the belief of the
consumers that the value will satisfy their needs. We have discussed the value
proposition in more detail in Chapter 3.4.1 of this book.
• Key activities. The main activities of business are defined, the execution of which
creates value for consumers that corresponds to the business value proposition.
We have discussed the consumer value in more detail in Chapter 3.4.1 of this book.
• Key resources. The resources are defined, which must be disposed of by the business to create value for consumers that corresponds to the business value proposi-
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tion through the execution of its main activities. The resources are usually divided
into financial, human, material and intangible resources.
• Key partners. The partners involved in the implementation of the main or supporting business activities are defined as well as the relationships with them. These
may be the usual sale-purchase relationships, the transfer of the implementation
of individual business activities, strategic alliances, etc.
• Business revenue. The structure of business income is defined. These may be income from the sale of goods or services, subscription charges and fees, rent, licen
sing, advertising fees, etc.
• Business costs. The structure of business costs is defined. These may be fixed costs
and variable costs, strategic and operational costs, etc.
After all the components of the franchised business model are clearly defined, it is time
to assess, through their analysis, the franchisability of the business model. The following criteria are used for the assessment:
• Competitiveness of business. The analysis aims to identify what constitutes the
competitive advantages of the business allowing it to successfully compete in the
market. It assesses whether the competitive advantages are stable, whether the
competitors can easily imitate them, whether any exclusive competitive advantages that the competitors are unable to imitate quickly exist among them.
• Results of existing units. The analysis aims to ascertain that the results of the existing units operating on the basis of the franchised business model confirm the competitiveness of the business model. Both financial (investments, sales, expenses,
profits, return on investments, the average amount of a bill, income generated by
one table, etc.) and non-financial (the dynamics of the number of customers, customer loyalty, the seasonal nature of business, etc.) indicators should be analysed.
• The main factors of business success. The analysis aims to identify the main
internal (depending on the business) and external (independent from the business) factors of success allowing to create and maintain the determined competitive advantages. In other words, it must determine what (in which part of business
model), how (using what methods) and under what conditions (what external factors created the pre-conditions) the business was doing to become competitive
and achieve exclusive results.
• Replicability of the Business Success Factors. The analysis aims to determine
whether other businessmen will be able to effectively and efficiently replicate the
identified business success factors, whether they include any unreplicable factors,
or whether their replication is not overly-dependent on external conditions which
cannot be influenced, etc.
• Simplicity of the transfer of know-how and its learnability. The analysis aims to
determine whether the know-how accumulated by the business and constituting
the grounds for the replication of the business success factors can be fully transferred to another business in a structured, simple and fast way. It assesses whether
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other persons will be able to easily understand the transferred know-how and
quickly learn to use it.
• Affordability of the franchise, the franchisee’s investments and expected return. Based on the historical data of its units, a potential franchisor must prepare
preliminary forecasts on how much the business set-up expenses covering the
equipment and the opening of the unit and initial franchise fees will be borne by
a typical franchisee, what may be its income and what will be its need for working
capital until the franchisee reaches the break-even. It is necessary to assess whether
these forecasts allow the expected return on investments of the franchisee within a
reasonable period of time. Also, it should be assessed whether a typical franchisee
will have to borrow funds for investments and working capital, what may be the
borrowing conditions and how they will influence the payback period. In other
words, a franchisor must assess whether a franchisee acquiring a franchise can expect a profitable business and a suitable return on equity.
• The potential for innovation and constant improvement. The analysis aims to
determine whether the franchised business has any unrevealed improvement potential and whether the business model can be improved in the future so that the
value created on its basis would better meet the consumers’ needs and it would
allow the strengthening of its competitive advantages and maintaining them for
a longer period. It also analyses what experience in the creation and introduction
of innovation the business has and whether this experience allows it to reasonably
expect that the business will be able to use, in an effective and efficient way, the
unrevealed improvement potential.
After performing the analysis on the franchised business model, it may become evident that the business, as it is at the time of analysis, does not create any preconditions
for a successful development by way of franchising. In this case, the future franchisor
must assess the significance of the gaps. If the gaps are significant, the potential franchisor can decide to perform the improvement of business model first, assess the
achieved results and only then start the creation of franchisor’s business. If the gaps
are insignificant, the potential franchisor can decide to improve its business model
during the franchisor’s business creation stage. In any case, the future franchisor must
know that any improvements and modifications of the business model can be transferred to franchisees only after the franchisor has become convinced that they really
work, that they are meaningful and create value.
4.2	Head Company Evaluation
After the potential franchisor has become convinced that its franchised business
model is suitable for development by way of franchising, it should move on to the
evaluation of the head company. This evaluation mainly focuses on the assessment
of the intellectual capital of the company. We have discussed the intellectual capital
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in more detail in Chapter 3.5 of this book. So the head company is evaluated by the
following main criteria:
• History, reliability, reputation. Bearing in mind that potential franchisees pay
very great attention to the reliability and reputation of the franchisor, the future
franchisor should itself impartially and objectively assess the said characteristics
to be able to eliminate or mitigate factors that can negatively affect its reputation.
The confidence in the franchise can be strengthened by the following facts of the
franchisor company: a long history in the franchise business, a large number of
units, a wide geography of business and excellent financial results. The reputation
of the franchisor can be adversely affected by publicly available complaints from
consumers, information about lawsuits or disputes filed against the franchisor, a
poor credit history of the franchisor, etc.
• Human capital. The franchisor should evaluate whether the employees of its company possess the competencies and experience necessary for the establishment
and development of the franchisor’s business. In case there is a lack of the required
competencies or experience, it should be envisaged how the team is to be supplemented with new employees in order to fill in the gaps of the competencies and
experience.
• Organizational capital. The franchisor should evaluate whether the values and
culture of the franchisor’s organization provide a firm basis for the establishment
and maintenance of long-term cooperation with franchisees. We would like to remind you that in Chapter 3.1 of this book we mentioned that franchisees are not
the franchisor’s subordinates. Franchisors who fail to acknowledge the independence of their franchisees and autocratically dictate decisions to them, put the future of the franchisor’s business at great risk.
• Process capital. The franchisor should evaluate whether the process capital of
the franchisor organization is structured and formalized enough so that it can be
passed to franchisees conveniently and can be successfully improved further in the
future. Businesses that are characterized by a better readiness of process capital
are those businesses that have strategy, quality, processes, indicators or other ma
nagement systems and methods in place and applied.
• Innovation capital. The franchisor should evaluate what is legally protected intellectual property that it has at its disposal to be used in the franchisor’s business.
For the beginning of the franchisor’s business (at minimum) patented trademarks
and other corporate identity elements are needed. The more protected intellectual
property objects used in the franchisor’s business, the better.
• Relational capital. The franchisor should determine which of the business relations and relationships of the franchised business it can use and have to be used
in the franchisor’s business. It should be evaluated whether these relations and relationships will meet the requirements of the franchisor’s business, whether other
participants of these relationships are reliable and capable enough so that relations with them could be incorporated in the franchisor’s business.
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Although the head company evaluation conclusions do not answer directly the question on whether the business can be developed by way of franchising, they indicate
how much and what kind of “homework“ is there to be done by the franchisor in order
to create the preconditions for the successful development of the franchisor’s business.
4.3	The Evaluation of Strategic Readiness
Upon the franchisor’s conclusion that the model of the franchised business and the
head company can provide adequate conditions for business development by way of
franchising, the time comes to perform preliminary strategic planning of this development that is known as the evaluation of strategic readiness. Strategic readiness is
evaluated by the following criteria:
• Franchise network geography. The franchisor should anticipate into which markets the franchise network will be expanded, how many franchises will be sold
there, and in what steps will this be accomplished. The choice of development
geography should be primarily based on the potential for competitiveness of the
business model in the chosen markets – the greater the probability to create and
maintain competitive advantage of the business in a specific market, the more
attractive this particular market is for the expansion. The franchisor must bear in
mind that a tangible franchisor business return is only possible in a rapidly growing
franchise network, thus, expansion plans should be ambitious, as well as realistic.
• The market conditions in the target network development countries. The franchisor must perform a preliminary evaluation of the environment in each market
where the franchise network is to be expanded. In this stage, information from
publicly accessible sources and expert insights are usually used for the Macro and
Meso environment analysis.
• The replicability of the business success factors in the target network deve
lopment countries. The main purpose of this evaluation is to make sure that the
conditions in the target markets provide the preconditions for the replication of
the franchised business’ success factors and that there are no circumstances that
could make the creation of competitive business advantages hard or even impossible.
• Franchisor investments and expected return. The franchisor, based on the preliminary plans of the franchise network development, should evaluate the amount
of investment required for their implementation, the potential for income generation, and the amount of running costs required to maintain the franchise network.
These predictions should constitute the basis for the preliminary calculation of the
franchisor business profitability and planned return on investment. The franchisor
should evaluate whether the obtained predictions meet the shareholders’ expectations, whether they are realistic, whether the investment risk is not too high, and
whether the expected profit is worth the efforts to create the franchise and develop its network.
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• Possession of necessary resources. The franchisor must clearly define the human, financial, material and intangible resources that will be necessary for the creation of the franchise and the development of its network until the turning point
is reached. It must be anticipated how and under what conditions the franchisor
business will have the required resources at its disposal.
The franchisability analysis can be performed through several iterations: the potential
franchisor, upon seeing that for some reason the business is not suitable for franchising
yet, should clearly define gaps, plan action to eliminate them, implement this action,
and finally get back to the analysis in order to make sure that the degree of business
franchisability is sufficient. Of course, it may become apparent that the gaps between
the current state of the business and that which would provide preconditions for the
successful development of the franchisor business are so big that overcoming them
would either be too expensive and take much time during which market conditions
may change or the business model’s competitiveness may decrease, or it would not be
possible at all. In such a case, it is recommended to abandon plans for franchising and
consider other business development methods.
However, in case it emerges that the business is virtually suitable and ready for franchising, the future franchisor can continue to the next stage and start the franchisor
business planning works.
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5	Franchisor Business Planning

Just like in any other business, franchisor business planning requires the highest possible degree of engagement of the top managers. It is the C-suite managers who bear
the responsibility for setting strategic goals, coordinating them with shareholders and
other related parties, as well as for making strategic decisions in order to achieve the
set goals. They must also ensure that sufficient resources were planned and allocated
for the implementation of the strategy, and that the organization managed by them
implements strategic decisions in a motivated, disciplined and purposeful manner
and achieves the set strategic goals. Those future franchisor companies, managers of
which lack a responsible attitude towards franchising, do not engage actively in the
preparation of the franchisor business strategy, and later fail to support its implementation, usually do not achieve good results. Admittedly, sometimes it is enough to be
in the right place at the right time for a business to achieve short-term gains. However,
only strategic management and execution of exceptional quality can guarantee sustainable, long-term business success.
When planning a franchisor’s business, the first step is dedicated to approving the vision and mission of the franchisor business. After this step, the time comes for thorough
franchisor business environment analysis. The third step is defining the main franchise
parameters. The fourth step is to draw up typical financial models of the franchisee
and franchisor. All developed measures allow the franchisor business management to
fully assess the strategic decisions to be made and decide on the franchisor business
strategy. Finally, a one to two year action plan for implementation of the strategy is
formulated. The franchisor business planning steps are shown in Figure 9.
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of a short-term
action plan

Figure 9 Franchisor’s Business Planning

We would like to draw your attention to the fact that the franchisor business planning process may require many iterations. For example, it may be necessary, when
drawing-up the strategy, to return to the franchise concept and make adjustments to
its parameters so that the franchise conditions would be adequate for the approved
vision to be achieved. Each step in this stage and work that constitute them are described in this chapter.
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5.1 Approving the Vision and Mission of the Franchisor Business
Generally, the franchisor has its preliminary business vision and mission already formulated before starting preparation for development by way of franchising. For a
franchisor business to be able to develop systematically and smoothly, it is necessary
to ensure that the business vision and mission were known not only by the business
owner and the manager, but also by all employees whose daily action determines
whether the organization is approaching its vision or receding from it. The conveyance
of vision and mission inside an organization is possible only if they have been formulated precisely and clearly. The first franchisor’s business planning step is dedicated for
this particular action.
The organization’s mission should answer unambiguously the question, why and for
what the organization exists. It is wrong to think that making profits is the primary
business mission. Profit is merely a consequence or a result that can be achieved (or
not achieved) if a business organization fulfils its mission (or fails to do that). Thus, the
mission of a business should describe where, what and whose problems this business
is going to solve, or where, for whom and what value it is to create. The main features
of a good business mission are as follows:
• It indicates what value (product, service or solution) the business provides to customers and which customer needs it satisfies.
• It indicates the exceptional qualities that a business value proposition has.
• It indicates customer segments for which product, service or solution is provided.
As there are no strict rules for mission formulation, every organization may freely choose
words and phrasings to define its mission. In some cases, one of the above features may
be omitted or left between the lines for the better imagery and fluency of the mission
phrasing. Defining and approving the mission is an exclusive responsibility of top managers and even the founders. Ideally, the mission should be formulated before launching a
business and all business activities should be oriented towards materializing the defined
mission. A well-defined organization’s mission can only be changed if the organization
changes its activities substantially, starts orienting itself towards completely new customer segments, or begins serving completely different customer needs.
An organization’s mission is closely related to its vision. Although a business vision is
formulated for a long-term period (10 to 15 years), it is, as opposed to its mission, not
formulated for the entire lifetime of an organization. A business vision should determine the future direction and long-term goals of a business. A vision statement should
determine where the organization is going to operate (geographical markets, client
segments, etc.), what are its long-term goals (its place among its competitors, value
of a sales indicator or any other indicator, growth dynamics, etc.), and how (in general
terms) it is planning to prevail in the competition (competitive advantages, positionFranchisor Business Planning
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ing, exceptional customer value, etc.). An appropriate vision statement is characterized
by the five following features:
• It is ambitious. The vision should be ambitious enough so that it could stimulate
the organization’s energy and willingness to prove to the world that it is able to
achieve goals that seem impossible to achieve at first sight.
• It is achievable. The vision should not be unrealistic. Although it should be very
ambitious, people must believe that it is achievable.
• It is inspiring. The vision should indicate such a direction and aspiration that
would inspire people to ignore their short-term interests in order to achieve the
grand common vision.
• It is measurable. A vision statement should define parameters allowing the organization to assess whether the vision has already been achieved.
• It is for a defined time period. The vision should also define a time period during
which the organization is going to achieve its vision.
A well-formulated vision should present a clear picture of the future of a business that
would serve to inspire and clearly indicate the direction for movement. James Collins
and Jerry Porras, talking about an organization’s long-term objectives, have suggested
a peculiar vision building tool called BHAG – Big Hairy Audacious Goal). In their opinion, applying BHAG in the formulation of their vision, companies should achieve their
vision to be as follows:
• Creating a serious challenge for the organization;
• Directing the organization’s efforts towards one aim;
• Having a clear finish line;
• Engaging members of the organization into the process of its fulfilment;
• Not requiring too many explanations, self-evident;
• Long-term (10 to 30 years, depending on a sector);
• Creating a feeling that achieving the vision is not a secured thing and has only a
50% to 70% probability of success.
A franchisor business mission and vision are usually associated with long-term objectives and the goals of a franchised business, on the basis of which the franchise is
created. Having in mind that franchising is often described as a method and means for
business development, some doubts may emerge as to whether it is really necessary
to build a separate vision and mission for a franchisor business. However, when we
recall that a franchisor business has two customer segments – the franchisees and end
users – it becomes obvious that a franchisor business must have its own mission and
vision that would, including elements of the franchised business mission and vision as
well, define long-term business objectives in a broader context.
It is essential to ensure that the mission and vision of a franchisor business would
emerge due to the efforts of the top managers of this business and that they would be
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formally approved. It is also important that these strategic provisions are intensely and
publicly communicated by leaders in order to create trust within the organization and
engagement in their lives.
5.2	The Environmental Analysis
An approved franchisor mission and vision defines, among other aspects of the longterm development, the geographic scope of business expansion. In order to be able
to define an adequate strategy for pursuing the vision, conditions and factors of the
environment where the business operates or is about to operate must be well understood. Both the internal franchisor business factors and the external sectorial and
market factors. If a future franchisor has sufficient resources at its command, it is reco
mmended to perform a thorough analysis of the franchisor organization and every
franchisor network development market. However, if a future franchisor is only able
to assign limited resources for the analysis, the attention should be paid mostly to
the internal franchisor organization analysis, assessment of legal factors in the market
environment and evaluation of competition and consumer trends. The business environment analysis structure is shown in Figure 10.
THE MACRO ENVIRONMENT
Political, economic, social,
technological, environmental, legal
and other factors

THE MESO ENVIRONMENT
The intensity of competition,
bargaining powers of buyers
and suppliers, threats of the
new entries and substitutes

THE MICRO
ENVIRONMENT
Strengths and
weaknesses of
the business, the
business model, the
value chain

Figure 10 Business Environment Analysis Structure

We shall describe in detail each dimension of the business environment analysis further in this chapter.
5.2.1 External Environment Analysis
The Macro, or external, business environment includes factors and forces affecting entities in all industries. The purpose of this analysis is to identify factors and trends of the
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Macro environment that can potentially impose a threat or provide an opportunity for
the business development. The external environment analysis includes the following
factors:
• Political factors – including a country’s political stability and the risk of changes,
bureaucracy, corruption, taxation policy, freedom of the press, general business
regulation, foreign and internal trade control and restrictions, tariffs, government’s
engagement in trade union activities, laws on education, consumer protection
regulation, labour law, work safety regulation, regulation of data and information
protection, etc.
• Economic factors – these include economic growth rates, inflation, interest rates,
currency exchange rates, unemployment trends, manpower costs, access to credit,
trade and investment flows, consumers’ purchasing power, fiscal and monetary
policies, fluctuations of prices, fluctuation of stock prices, seasonality, subsidies,
etc.
• Social factors – these include people’s care for their health and education; their
attitude towards imported goods and services; their attitude towards work, leisure,
career and pension; their attitude towards the quality of products and customer
service, their attitude towards saving and investment, lifestyle, consumer habits,
religious and other beliefs; their attitude towards “green” and organic products,
emigration and immigration, residents’ age and average life expectancy, consumption expenditure, social groups, minorities, family size and structure, etc.
• Technological factors – these include the basic infrastructure development stage,
technological change dynamics, dynamics of innovations, expenditure for scientific research and technological development activities, state incentives for innovation, the legal regulation of technologies, communications infrastructure, access to
the latest technologies, Internet proliferation and speed, etc.
• Environmental (ecological) factors – these include the climate change, environmental pollution control, the environmental pollution level, recycling, the reuse of
secondary materials, animal species under protection, renewable energy, popular
attitude towards the environment and ecology, etc.
• Legal factors – these include the legal regulation of franchising, the legal regulation of competition, the legal regulation of intellectual property protection, and
other kinds of legal regulation relevant to a specific business.
5.2.2 The Sectorial Environment Analysis
The Meso, or sectorial, environment is comprised of forces that directly affect a
business. For the analysis of these forces, a five competitive forces model created
by Michael Porter is usually invoked. When applying this model, a few important
reservations should be noted. First of all, this model should be applied to a strategic business unit as opposed to an organization as a whole, as organizations vary
in terms of the market they operate in and their activities. For example, an airline
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company may compete in several different markets at the same time (local and
international), as well as be oriented towards different consumer groups (tourists,
business, and freight transport). The effect of competitive forces on every business
unit will be different. It is important to take into consideration the link between the
competitive forces and the macro environment. For example, technological changes
can eliminate the competitive advantage and barriers safeguarding organizations.
In the public sector, such changes may be observed when changes of political forces
are taking place (a new government). The five forces are independent of each other. For example, potential competitors with no opportunities to enter the market can
find new ways of bypassing traditional distribution channels and selling directly to
consumers (i.e.,-commerce).
The sectorial environment analysis includes the following factors:
• The bargaining power of the customers (buyers). If there are many competing
goods or services in the market, and customers are able to choose freely, or if there
are very few customers, which makes their choice a significant influence over the
business, then it can be said that the buyer’s bargaining power is high. When assessing this sectorial environmental factor, it is necessary to identify the current
strength of the buyer’s bargaining power, as well as its potential threats and influence over the business.
• The bargaining power of suppliers. If there is a very small number of suppliers of
a specific good or service in the market, or there are very many businesses competing for the limited capacities of suppliers, it can be said that the supplier bargaining
power is high. When assessing this sectorial environment factor, it is necessary to
identify the current strength of the supplier’s bargaining power, as well as its potential threat and influence over the business.
• The threat of substitute products or services. Consumers of goods and services,
by most businesses, may switch to substitutes which, even though not competing
with those goods or services directly, virtually satisfy the same needs. When assessing this sectorial environmental factor, it is necessary to identify the substitutes, the
consumption of which can alter the consumption of products/services of a particular business, as well as their potential threat and influence over the business.
• The threat of new market entrants. The high profitability of businesses in a particular market sector will inevitably attract new players, the entry of which gradually decreases the general sector’s profitability. The entry of new players can be
impeded by the existence of barriers to entry. When assessing this sectorial environment factor, it is necessary to identify both the barriers to entry and the potential effect of new players on the business.
• The threat of an existing competitive rivalry. The presence of many strong competitors impose a threat when ensuring the competitive advantages of the business. By analysing the competitive advantages of competing businesses, the threat
posed by them and its effect on the business can be identified.
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We have already mentioned that it is the conclusions of the analysis of competitors
and buyer preferences and their bargaining power that is of the highest importance
to the franchisor. When performing the competition analysis, it is important to clearly
distinguish between the two dimensions of competition: traditional competition and
competition between franchises. If a future franchisor has sufficient resources at its
command, it should perform both the analysis of traditional competitors and that of
competing franchisors. The analysis of traditional competitors should provide a wellgrounded answer to the question of whether the business model, on the basis of
which the franchise is being built, is capable of standing out and competing successfully in the target markets. The analysis of competing franchises should provide the
future franchisor with the information on their value propositions (provided support
and services, transmitted know-how, strength of their trademark, expected payback
period, etc.), proposed franchise terms and conditions (initial fees and royalty, required
franchisee investment, the duration of the franchise agreement, etc.), and its strength
in the market (the number of units, the period of operation, etc.).
The analysis of buyers should be focused on the preferences of end-users in the target
market, and on their bargaining power over the franchised-based business units. The
purpose of this analysis should be to find out how much buyer needs in the target markets differ from those in the home market of the franchised business, and what is the
difference. Efforts should also be made to identify consumption peculiarities that can
influence the success of the units. For example, one of the world’s biggest franchise network, McDonald’s, before starting its expansion into new markets, performs consumer
research and modifies its menu or even service processes if the research results dictates
such a need. This is how McDonald’s had to modify its menu in India so that there were
no beef products on the menu, as the cow is considered sacred in India.
5.2.3 The Internal Environment Analysis
The Micro, or internal, environment consists of organization’s vision, mission, strategy,
business model, possessed resources and competencies, value chain, and its products
and services. The main purpose of the Macro and Meso environment analysis is to
identify the influence of the factors of the analysed environment and their dynamics
of change when pursuing the vision: the threats posed and opportunities provided by
them. The Micro environment analysis is intended to assess the internal strengths that
a company should use, as well as the weaknesses that could cause difficulties in the
pursuit of the vision.
A variety of tools and methods can be used for the internal business environment
analysis; however, the following are used the most frequently:
• Michael Porter’s business value chain method: primary and support activities are
assessed that are performed by a business in order to create value and gain profit.
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• An audit method of an organization’s unique competencies, presented by Alfred
Marcus. With this method, an organization’s possession of tangible and intangible
resources, abilities and competencies, necessary in pursuance of the mission and
vision, are assessed.
• A business model canvas tool by Alexander Osterwalder and Yves Pigneur. This
business model is split into nine interrelated blocks: customer segments and their
needs, channels, customer relationships, business value propositions, key activities, key resources, key partners, business revenue, business costs. We have discussed this tool in Chapter 4.1 of this book.
The results of a performed business environment analysis is one of three tools that will
be used when designing and assessing a franchisor’s strategic choices. The second tool
is the franchise concept, the preparation of which we shall discuss in the next chapter.
5.3 Preparation of the Franchise Concept
The Franchise is the key product sold by a franchisor business, and the franchise concept is the key means to define the parameters of this product and its consumers. The
franchise concept is comprised of four parts:
• a profile of the potential franchisee;
• the know-how transmitted and services and support provided to the franchisee;
• the elements of the corporate identity transferred for the franchisee to use;
• fees payable by the franchisee and other income of the franchisor.
The logical scheme of the franchise concept is illustrated in Figure 11.
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When preparing the franchise concept, the franchisor should refer to the conclusions
of the business environment analysis and results of the business franchisability analysis. Later in this chapter we shall discuss each part of the franchise concept.
5.3.1 Profile of a Potential Franchisee
In this part of the franchise concept the franchisor should define is the potential single unit franchisee. Requirements to its competencies, experience and other specific
characteristics that could influence the management of a franchise unit. A planned
need for franchisee’s capital should also be defined. Together with the established
requirements for competencies and capital, preliminary target segments of potential
franchisees are defined, into which franchise marketing and franchisee recruitment
efforts will be oriented.
The franchisor should also define, albeit in general terms, typical profiles of territory
development, multi-unit, and master franchisees. The franchisor should bear in mind
that different franchises should be sold to investors and entrepreneurs of a different profile. Two key requirements, the compliance with which serves in classifying
franchisees, are the need for the franchisee’s disposable capital and the need for the
franchisee’s advanced business management competencies. Of course, other criteria can and should also be used when classifying franchisees, but it is these criteria
in particular that reflects the best different types of potential franchisees and allows
franchisors to orient their franchise marketing and sales efforts appropriately. Types of
franchisees are shown in Figure 12.
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The purchase of territory development or multi-unit franchises require the most capital. Such franchisees must finance the equipment and operation of all units indicated
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in the agreement with their own or borrowed capital. The activity of the master franchisee requires less capital because it does not have to launch units and invest into
their equipment alone. A master franchisee, representing the franchisor, performs only
franchisee recruitment, support and control functions, which do not require so much
working capital. In comparison with the purchase of multi-unit and territory deve
lopment franchises, a single-unit franchisee also invests much smaller amounts, as it
manages only one unit that it has to launch and provide with working capital.
In terms of management competencies, the highest requirements are imposed on
master franchisees and territory development franchisees. They must not only have
excellent knowledge of a single unit management, but also possess systemic competencies of network management, marketing, finances, and other managerial
competencies necessary for management of a unit network. Single-unit and multipleunits franchisors usually do not have to be concerned about national marketing and
trademark positioning of a franchise network, or formal strategy development and
implementation. The need for their managerial competencies is limited to the effective and efficient management of units. It must be noted that the smaller need for
single-unit franchisee’s managerial competencies does not imply the need to not have
such competencies at all. Even the successful management of only one unit requires
basic managerial knowledge and skills.
5.3.2 Know-how Transmitted and Services Provided to the Franchisee
The franchised business development know-how gained by the franchisor is one of the
main sources of value for the franchisees. In the broad sense, the “know-how” concept
covers the whole intellectual capital of the franchisor, except for corporate identity elements and relational capital. We have discussed the components of intellectual capital
in Chapter 3.5 of this book. It was stated in the same chapter that during the whole lifecycle of the franchisor’s business, the franchisor must try to structure already owned
intellectual capital as clearly as possible, create new intellectual capital, formalize as
many of its elements as possible, and properly protect parts of intellectual capital by
turning them into intellectual property. It must be admitted that intellectual capital of
a beginner franchisor often is poorly structured, poorly defined and poorly protected.
In the context of franchising, the organization’s know-how can be of three forms:
• Formalized know-how includes objects of the franchisor organization’s intellectual
capital that are clearly structured, described, and are systematically applied in the
process of business value creation. It could be described procedures, instructions,
guides, standards, written organization values, competency matrixes, personnel
training programs, etc.
• Non-formalized know-how includes objects of the franchisor organization’s intellectual capital that are not described, but are known to the franchisor’s employees
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and are more or less systematically applied in the process of business value creation. It could be unwritten rules, not described sequences of steps, organization’s
traditions, customer service methods, etc.
• Non-structured know-how includes objects of the franchisor organization’s intellectual capital that are not clearly structured, described, and are not systematically
applied in the process of business value creation. It could be one-time problemsolving methods, unique competencies and the experience of different employees,
employees’ agreements regarding performance of processes that are unknown to
managers, etc.
Depending on its form, know-how can be transferred to a franchisee by different
means: in operations manuals, during training and methodical support and services.
Operations manuals are the key means for the franchisor to transfer the formalized
know-how to franchisees. They are grouped under the following categories:
• Pre-opening operations manual, the purpose of which is to transfer to the franchisee the franchisor’s know-how related to the implementation of the business
processes from the conclusion of a franchise agreement to the start of the unit’s
operation, to regulate respective actions of the franchisee and at this stage to comprehensively describe the interaction and mutual obligations between the franchisor and the franchisee;
• Franchised unit operations manual, the purpose of which is to transfer to the
franchisee the franchisor’s know-how related to the implementation of the business processes during the operations of the unit run on a current franchise basis, to
regulate respective actions of the franchisee and at this stage to comprehensively
describe the interaction and mutual obligations between the franchisor and the
franchisee;
• Employee operations manuals, which are aimed at transferring to employees of
the franchisee holding specific positions, the franchisor’s know-how in the area of
their direct responsibility, defining their standards of responsibilities and rights as
well as their efficiency, performance and quality standards.
Training is the prime means of transferring the non-formalized franchisor’s know-how
to franchisees. They are grouped under the following categories:
• Initial training that is aimed at developing initial competencies in business ma
nagement and performance of specific functions and at transferring the related
franchisor’s know-how.
• Recurrent training that is aimed at developing competencies in business ma
nagement and performance of specific functions and at transferring the related
franchisor’s know-how.
• Ad hoc training that is aimed at developing the franchisee’s competences in a
typical business situations.
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The methodical support and the services provided by the franchisor to the franchisee
are the key tools that help to transfer the franchisor’s accrued unstructured know-how
to the franchisee and ensure that the franchisee’s activities comply with the franchisor’s
requirements. The scope of the support and services may vary significantly depending
on a specific franchise; however, three main categories can be named:
• Methodical support that involves support at the beginning of an unit operation,
marketing and business management support as well as help in ad-hoc cases;
• Control and recommendations for improvement of quality and process stan
dards as well as financial planning and implementation of business plans;
• Other services that are often unique and dependent on a specific business model.
In general, at this stage the franchisor should define the tools for transferring the
know-how, the contents and frequency of services provided, their duration and form
as well as the amount of resources necessary to employ these tools.
5.3.3 The Elements of Corporate identity Transferred to the Franchisee
Together with the franchisor’s know-how, the elements of corporate identity are a part
of the franchisor’s intellectual capital. The elements of corporate identity are the main
business trademark, trademarks of separate goods and services, the brand style, design and so forth. The uniqueness and awareness of the corporate identity elements
are a huge part of the value transferred to the franchisee. At this stage the franchisor
has to define the elements of corporate identity that he is going to pass on to the franchisee, the terms of their use, the means of their protection in the target markets, and
how their popularity and awareness will be raised.
5.3.4 Fees Payable by the Franchisee and Other Income of the Franchisor
The franchisor’s income may come from the franchise fees, payments for services provided to franchisees, commission fees paid by the suppliers, and from other sources.
The franchise fees are most often the largest part of the franchisor’s income.
Franchise fees are paid by the franchisee for using the franchisor’s corporate identity
elements, the know-how, and the services provided by the franchisor. Franchise fees
fall into these categories:
• The initial franchise fee is usually paid right after the conclusion of the franchise
agreement. This fee grants the franchisee the right to join the franchisor’s network,
to start a franchisee’s business, to receive the franchisor’s know-how necessary to
manage the business, and to use the corporate identity elements of the franchisor.
Depending on the franchise business area, awareness of the franchise trademark,
the uniqueness of the know-how passed on by the franchisor and other factors,
the initial fee may vary from a just a couple of thousands Euros to a hundreds of
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thousands. The initial franchise fee has to be paid once and may only be charged
again if the franchisee opened a new unit or extended the expiring agreement for
a new period of time. Usually, the initial fee received by the franchisors covers his
costs of support provided during the establishment of the franchisee’s unit and the
expenditures on the initial training of the franchisee and its employees. Although
the general opinion of the world of franchising is that a “smart” franchisor should
not earn profit from the initial franchise fees; in reality, he is entitled to do so only if
the franchisees agree to pay a sufficient amount.
• The royalty is generally paid for the continuous use of the franchisor’s business
model, the know-how, and the elements of corporate identity as well as the services provided by the franchisor. It usually covers costs of the franchisor’s support
for the franchisee. The royalty is paid periodically (monthly, quarterly or annually)
and is calculated as a percentage of the franchisee’s income, profit or the quantity of goods/services sold. This fee may also be fixed; a set amount is then paid
regardless of the franchisee’s business results. Sometimes, a combination of these
methods is used: the franchisee is required to pay a percentage amount of, say, its
income, but the cost cannot be lower than a pre-set amount. The royalty paid as a
percentage of the income varies greatly depending on the business area. For businesses that require large investments and have a relatively low profit margin (e. g.
restaurants or retail businesses) this fee may vary between 2 to 8 percent. For businesses that do not require large investments and have a relatively high profit margin (i.e., management consulting or coaching businesses) this fee may be as high as
15 to 20 percent. When calculating the royalty amount, the franchisor should also
consider the level of its involvement in the franchisee’s business management. The
franchisor should set the royalty according to the level of support and liability that
it will have towards the franchisee. More support and higher liability mean a higher
royalty. In certain cases (most often – in trade) the royalty may not be charged at all.
In such scenarios, the fee is included into the price of the product supplied to the
franchisee.
• Fees for additional services and support provided by the franchisor. As already
mentioned, the franchisor often includes some costs of support provided to the
franchisee into the initial fee and the royalty. If the franchisee requires more services and support from the franchisor or the franchisor has to provide significantly
more assistance than anticipated due to the franchisees fault, the franchisor should
impose charges for the additional help, support and services.
• Other fees. Besides the initial fee and the royalty, other fees may be charged, such as
an advertising fee. The advertising fee is necessary as a part of a general marketing
budget of the franchise network. This budget covers general marketing activities
that are beneficial to the whole franchise network, i.e., promotions and marketing
tools that help to raise the general awareness of the franchise trademark. These
funds can be used in a centralized manner or allocated to the franchisees for implementation of marketing campaigns in respective markets. In certain franchise situ-
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ations, other franchise fees can include the so-called professional fee. Professional
fee usually covers third party services that the franchisee is obliged to acquire, such
as the services of lawyers, auditors, designers, and other experts.
Beside the fees, the franchisor can also charge other payments. For example, it may receive commission fees from the goods or services suppliers that serve the franchisee,
income from centralized advertising sales, a fee for premises subleased to the franchisee, and so on. In any case, at this franchise concept outlining stage the franchisor
should pre-define the structure of planned income and detail the sources of income,
their terms and time periods.
The parameters of franchise defined at this stage are not final. They have to be finalized
according to the franchisor’s business strategy – the compliance of the parameters
with the strategy and their relevance to context has to be evaluated. The prepared
franchise concept is the second of the three tools that will be used for designing and
assessing the franchisor’s strategic choices. The last (third) tool is the franchisor’s and
the franchisee’s financial models. Their preparation is discussed in the following chapter.
5.4 Preparation of Financial Models
Financial models that have to be prepared by the franchisor include the anticipated
investment, income and expenditure of a typical franchisee and franchisor as well as
the premises upon which these forecasts are based. Well-prepared financial models of
a typical franchisee and franchisor should include not only the anticipated activities,
but also the premises upon which the franchisor could make optimal business strategy
decisions.
At first, the financial model of a typical franchisee is prepared. This is done because
the financial model of a typical franchisee includes the anticipated investment, costs,
income and profit that serve as a basis for calculating the franchisor’s income and expenditure. The main link between the financial models of a franchisor and a typical
franchisee are the fees paid by the franchisee to the franchisor and the service payments. Chapter 5.3.4 of this book discusses the structure of the main franchise fees and
other sources of the franchisor’s income. Further in this chapter, a detailed definition of
the preparation of each financial model is discussed.
5.4.1 Preparation of the Financial Model of a Typical Franchisee
The financial model of a typical franchisee helps to anticipate the financial outcomes
of a franchised unit. This model is based on the historical data of the franchised
business unit and helps to foresee the franchisor’s activities. The financial model is
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defined as dedicated to “typical” franchisee for a reason. It shows that the financial
model is not customized according to a specific franchisee, but serves as a universal
model showing the general financial aspects of any franchisee’s business that belongs to the network.
In is important to mention, that the franchisor should not try to engage potential franchisees by putting forth the prepared financial model of a franchisee as a proof that
franchise acquisition will be paid back during the anticipated time period. Sometimes
the franchisors provide the prepared financial model in order to talk the potential franchisee into entering the franchise agreement as soon as possible. Most franchisees
see this as the franchisor’s promise or guarantee that the unit managed by the franchisee will reach the business results anticipated by the provided model. Naturally,
every franchisee’s business results mostly depend on a specific market environment as
well as the franchisee’s skills and commitment to business rather than the franchisor’s
plans for it. Therefore, by showing the foresight of a typical franchisee’s business, the
franchisor raises unreasonable expectations of the franchisee, which may cause a future conflict – if the franchisee fails to reach the anticipated results, it may demand the
franchisor to compensate for unfulfilled promises.
Although the franchisor should not disclose every detail of a typical franchisee’s financial model to the potential franchisees, it may use certain information of the model for
the purpose of the franchise marketing or assessing franchisees. For example, most
franchisors demand the potential franchisee to prepare the business plan of a unit.
To facilitate this task, the franchisor may present the franchisee with the structure of
the franchisee’s main business costs and income, but should not reveal any numbers
or specific forecasts regarding certain costs or income. The financial model of a typical franchisee may also help to evaluate the business plan prepared by the potential
franchisee and to identify the flaws of the plan.
Now that the purpose of a typical franchisee’s financial plan has been explained, it is
possible to look into its preparation process in detail. In essence, such model is based
on the structure of a traditional business financial forecasts. It should include the following aspects:
• Evaluation of the franchisee’s investment in establishing the unit:
o Evaluation of the long-term investment costs (the land, buildings, equipment,
repair, licenses, patents, other investments that have to be made before the
start of business, and so on).
o Evaluation of the necessity of a working capital (money, debit debts, stock,
credit debts, renewal of short-term assets, and so on).
o Evaluation of the calculations of the residual value at the end of the period (the
estimation of the value is based on the actual market value at the end of the
period).
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• Sources of financing:
o The franchisee’s capital investments,
o Subsidies,
o Loans and their return schedule,
o Other sources of financing.
• Forecasts of the volume of production, sales or service provision:
o The range of goods or services,
o Production, sales or service provision capacity,
o Factors that influence the capacity (seasonality, higher awareness, growing
number of customers and their growing loyalty, and so on).
• Predictions regarding the personnel:
o Organizational structure,
o Planning the necessary personnel,
o Planning the changes of salary of specific positions.
• Forecasts of operational costs:
o Sale cost price (raw materials, salary and other parts of the cost price);
o Overhead costs (salaries of administrative personnel, electricity, heating, public
utilities, maintenance, administrative, marketing and repair costs, payable interest, and so on);
o Non-monetary and returnable costs (deprecation, VAT and so on).
o The initial franchise fee, the royalty and other payments to the franchisor.
• Forecasts of income:
o The price formation of goods or services,
o The sales volumes of goods or services,
o Other income.
• Planning of financial reports:
o Profit (loss) report,
o Balance report,
o Cash flow report.
• Financial analysis:
o Sensitivity analysis – the optimistic, actual and pessimistic forecasts,
o Calculation of the break-even,
o Calculation of the payback period.
When preparing the financial model of a typical franchisee, the franchisor should retain the possibility to easily alter the premises, so that the model could be used to
anticipate a typical franchisee’s financial results in different markets.
5.4.2 Preparation of the Financial Model of the Franchisor
The financial model of the franchisor helps to plan the franchisor’s business finances.
The structures of the financial models of the franchisor and typical franchisee are esFranchisor Business Planning
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sentially the same, but the franchisor’s model has investment, expense and income
types that are specific only to the franchisor’s business.
One of the key parts of the franchisor’s financial model are the plans of the franchisor’s
business establishment and development of the franchise network. They influence the
forecasts of investment, expenses and income. The franchise network development
plan should be medium-term, i.e., 5 to 7 years. The creation of the franchise network
development plans has to start with the definition of the development stages and the
strategies for engaging a growing number of franchisees at the target markets. The
development of the franchise network can be divided into several main stages:
• The initial development stage, during which the franchisor fine-tunes the franchise and learns the practical basics of franchise business. This stage can last 1 to
2 years. During this time period, the franchisor should concentrate on the quality of cooperation with the franchisees rather than the quantity of sold franchises.
The franchisor should strive to become a strong partner with the first single-unit
franchisees, so that the franchisees would help it to improve franchise documentation, parameters and terms. Although it is not possible to reasonably evaluate
the number of new franchisees that should join the network at the initial stage,
in practice this number usually does not exceed 5 to 10 franchisees. At this stage,
the franchisor is advised to sell franchises of only single unit and only in several
markets (including the home market) that it knows well and that are easily and
quickly accessible. This is because at the first stage of franchise improvement the
franchisor will probably have to frequently visit the units of the first franchisees.
Also, the franchisor should concentrate on the marketing of the franchise at the
current stage, as this helps to pave the way for engaging new franchisees at the
following stage.
• The accelerating development stage, during which the franchisor enhances the
franchise network support infrastructure and improves the skills of network management. This stage can last 2 to 3 years. During this period, the franchisor should
strive to increase the selling rates of the franchise. At the initial stage, it is completely acceptable to sell 3 to 5 franchises annually; at the accelerating development stage, this rate should reach 15 to 25 new franchises sold each year. By now,
the franchisor should stop testing the parameters and terms of single-unit franchise and start learning to work with the multi-unit franchisees and concentrate on
regional development. Although it is recommended for the franchisor to continue
development at the markets where it already engaged the single-unit franchisees,
with a sufficient financial reserve it is possible to research other markets that are
not so familiar and are more distant. The choice of markets may depend on the
franchisor’s criteria; however, it is reasonable to choose larger markets where the
network may be further expanded. At the stages of initial development and accelerating development, the franchisor is advised to adopt a proactive development
strategy, i.e., the franchisor should choose the markets for network expansion by
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itself and put on hold the offers to sell the franchise to the markets that are not included in the development plan. Such proactive point of view helps to concentrate
the few available resources and efforts into succeeding in several markets.
• The rapid development stage, during which the franchisor continues to improve
and develop the franchise network support infrastructure and broadens the skills
of network maintenance and management. This stage may last for as long as the
franchisor is able to maintain it. At this time, the franchisor may decide to stop
selling the single-unit franchises and concentrate on regional development and
master franchises sales only. It is important to note that some franchisors adopt
the strategy of development by selling only single-unit franchises. At the rapid
development stage, the franchisor may combine the proactive and reactive network development strategies. By adopting the reactive development strategy,
the franchisor responds to every valid request sent from any country and has to
evaluate the market’s suitability for development in a rapid manner; if it finds the
market appealing, it has to decide whether it is going to start development in it.
The combination of proactive and reactive development strategies and sales of
regional development and master franchises may help the franchisor’s network to
grow at an extraordinary rate. For example, in the time period from 2007 to 2010
the company Choice Hotels International managed to expand its network from approximately 5,470 to approximately 6,070 units, with more than 2.8 units opening
each week. Subway, a well know chain of restaurants, has demonstrated an even
higher growth rate. From 2007 to 2010, it opened more than 5,200 new units, with
a growth rate of approximately 3.6 units opening every day.
As the number of franchisees continues to grow, the franchisor’s organization should
employ more specialists and increase the budget for marketing, franchisees’ maintenance and network management. Having the anticipated growth rates of the franchise
network in mind, the franchisor should make plans for the development of the franchise network support infrastructure and consider the necessary investments.
As any other business, the franchisor’s business is dependent upon investments.
Although the development of the franchise network is significantly less investmentdemanding than, say, the development of a network of owned units, it still requires
certain expenses. At the beginning of the franchisor’s business, there may be a need to
invest into long-term tangible property; however, it will not be discussed any further,
because the need for such property depends on the specifics of a certain franchisor’s
business. The franchisor will also need to make investments into long-term intangible
assets; some of these investments are specific to the franchisor’s business. The categories of investments will be discussed in more detail:
• The value of the intellectual capital that serves as a basis for the franchised business.
• Investment in the creation of the franchise and its network support infrastructure.
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• Investment in the improvement of the franchise, its network support infrastructure
and business model.
The first category of investment includes the intellectual capital of the franchised business, which was discusses in Chapter 3.5 of this book. Assets that will serve as a basis for
the creation of the franchise – all of the franchisor’s accumulated know-how, business
procedures, standards and other elements of the intellectual capital may be included
in the list of the franchisor’s investments, but investments still needs to be assigned a
monetary value one way or another. This can be done by methods of evaluating the
market value of the intellectual capital (there are numerous methods, but all of them
are quite complicated) or by evaluating the residual value of the expenses needed to
create the intellectual capital (this method is easier).
The second category of the franchisor’s investments are all of the investments in the creation of the franchise and its network support infrastructure. At this stage, the franchisor
usually does not make investments in a long-term tangible property; however, many
franchisors choose to create long-term intangible assets, i.e., the training programmes
of the franchisee’s business managers, other methodologies, trademark protection and
so forth. Expenses for these long-term intangible assets may include the franchisor’s
personnel labour costs, the costs for the deprecation and use of tangible and intangible
assets, communication and travel expenses, payments to consultants and other third
parties and so on. The investments of the third category cover the improvement of the
franchise, its network support infrastructure or the franchised business model. These
investments may include expenses for goods or services innovation, the implementation of management systems, creation of new training programmes, the improvement
of business managers’ skills, the implementation of customer relations management
information system and so forth. Depending on the accounting terms applied in the
franchisor’s company, it may treat the aforementioned expenses as business costs and
charge them off, or consider them to be the costs of creation of long-term intangible
assets and include the amount into the category of long-term intangible assets.
The operating expenditure of the franchisor can be divided into these categories:
• The franchise network development expenditure.
• Operating expenditure for the creation of the franchise network support infrastructure.
The franchise network development expenditure includes expenses needed to
strengthen the franchise trademark and to attract new franchisees to join the network.
This category may involve expenditure for:
• Research of new markets, creation and adaptation of the marketing strategy, building marketing tools, support of the franchise webpage, implementation of marketing campaigns and actions and so forth.
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• Adaptation of the franchise to new markets, participation in events where it is possible to meet the potential franchisees, evaluation of potential franchisees, legal
aid during the franchise agreement signing process and so on.
The operating expenditure for the support of the franchise network infrastructure
covers the deprecation of long-term assets, their operation and use, purchase of shortterm assets, salaries of the personnel, their professional development, communication,
travel and other expenses. These expenses may be assigned to one of the three groups:
the administrative expenses of the franchisor’s organization, the franchise network
maintenance costs and the expenses for the management of the franchise network.
An additional group of the expenses for the franchise network support should include
the costs for purchasing or manufacturing the goods supplied to the franchisee, the
expenditure on third party services, costs of searching for new suppliers and partners
as well as business relationship building and so on.
Once the franchisor plans the volume of services and support provided to the franchisees and the funds for investments and working capital, it can define the weight
of the franchise fees. As a reminder, the franchisee’s payment structure is discussed
in Chapter 5.3.4 of this book. Note that in practice there are numerous methods of
franchise fees calculation:
• The following are the most common methods of calculation of the initial franchise
fee:
o The costs evaluation method. The initial franchise fee is calculated so that it
would cover the franchise creation expenses (the proportion that each franchisee has to cover) as well as the money spent to attract the franchisee and
to support it until the start of business at the unit; the fee also has to cover the
initial costs of the training provided to the franchisee and its personnel and
help to receive the desirable profit.
o The investments evaluation method. The initial franchise fee is calculated according to the franchisor’s investments necessary to open a new unit. If this
method is applied, the initial franchise fee can cover 10 to 25 percent of the
investment amount that the franchisor has to spend to open a new unit. The
bigger the investment, the smaller the percentage.
• The following are the most common methods of calculation of the royalty:
o The costs evaluation method. The royalty has to cover franchisor’s current expenditure allocated to one franchisee and help the franchisor to receive the
desirable profit.
o The profitability evaluation method. The royalty is calculated according to
the anticipated profitability of the franchisee. If this method is applied, the ro
yalty can be 20 to 35 percent of the franchisee’s income profitability. If the profitability of the franchisee’s income is low, the percentage that is calculated as
the royalty should not be high.
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o The return on the investment evaluation method. The royalty is calculated
according to the difference between the franchisee’s expected return on investment and its anticipated profit for the duration of the contract. Depending on the business sector, the franchisees may expect to see the return on
the franchise unit opening investment in 3 to 5 years. By dividing the planned
investment amount by the expected period of the return on investment one
would get the franchisee’s desired annual return on investment. The difference
between the desired annual return on investment and the realistic anticipated
annual profit indicated in the financial model of the typical franchisee can be
treated as the base for the royalty amount.
The franchisor may adopt any of the aforementioned methods to calculate marketing
costs and fees for services provided to the franchisees, although the costs evaluation
method is the most recommended. The franchisor’s financial forecasts and calculations
of franchise fees should not be overly optimistic. It needs to remember that the costs
for maintenance of one franchisee’s unit will be higher and the average income from
one franchisee will be lower at the beginning of the franchise network development
as compared to later stages. Bearing this in mind, the franchisor must retain monetary
reserves that would be sufficient to maintain a high quality of services provided to the
franchisees at the initial network development stage or to continue the development
at an expected rate.
When calculating the franchise fees, the franchisor should bear in mind that their
payment should not cause the franchisee’s return on investment period to extend unreasonably or lead the franchisee’s business to incur losses. The franchisor also needs
to consider the fact that even the most successful franchisors see the return on investment over a longer period than the franchisees. If a typical franchisee expects to see
the investment made to start the business to pay off during 3 to 5 years, the franchisor
should plan for a period of 5 to 8 years or more. The franchisor should note that its
business is long-term, so the more important goal is to increase the value of the franchisor’s business at a long term rather than to earn a current profit in a short term.
Once the third (last) tool for designing and evaluating the franchisor’s strategy is prepared, it is time to start preparing the strategy itself.
5.5 Preparation of the Franchisor’s Business Strategy
Some aspects of the theoretical framework for the preparation of a business strategy
were discussed in Chapter 3.3 of this book. As a reminder, a strategy is defined as an
integrated collection of choices or decisions that allows the company to take up a position in a particular sector, which will allow to earn more profit than the competitors
would earn in the long term. In this chapter, an overview of the strategy preparation
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process is provided along with specific strategic decisions that a franchisor has to
make.
5.5.1 The Strategy Preparation Process
Before a strategy can be formulated, the duration of the strategic planning period
has to be determined. The strategy’s lifespan is highly dependent upon the business
sector and the business’ position in its life cycle. If the sector’s environment is highly
dynamic and changeable, the strategy’s lifespan should be shorter. Also, a strategy
with a shorter lifespan is necessary if the business is new. If the business sector is stable, the strategic plan can be prepared for a longer time. For more mature businesses,
it is possible to prepare a business strategy with a longer lifespan. At the beginning of
business, the franchisors are recommended to prepare a strategic plan for 5 to 7 years.
The strategy preparation process consists of multiple sequential steps; some of them
have already been discussed in this book. The integrated process of a strategic plan
preparation is shown in Figure 13.
The approval of the mission and vision
The Environmental Analysis
The adoption of strategic solutions
The preparation of the strategy map
Definition of measures and targets

Definition of strategic initiatives
Figure 13. The Strategic Plan Development Process

The first step of the strategic plan development process is the formulation of the mission and the vision. This step was discussed in high detail in Chapter 5.1 of this book.
The second step of the strategic plan preparation is the analysis of the environment;
this step was also described in Chapter 5.2 of the book. Later in this chapter, the remaining steps of strategic planning will be discussed.
In general, to formulate a strategy, a business has to make the following five choices
or strategic decisions:
• What will be our business economic model?
• What customers will we serve and where and what goods or services will we provide them?
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• How will our business create a value for customers?
• What resources and competencies must our organization have?
• What strategic initiatives are necessary for us to implement the strategy?
The answers to these questions may be laid down in a structured scheme, prepared
according to Robert Kaplan and David Norton’s strategy map model. In this model,
the strategy is defined by four main aspects – finances, customers, processes as
well as the learning and growth. An example of a unified strategy map is shown in
Figure 14.
Long term business
value

The financial
approach

New sources
of income

Greater
customer value

Optimised
structure of
costs

Optimised
usage of assets

The business value proposition

2

Price
Quality

Timeliness
Exclusive features

Service
Relationships

Trade
mark

The process
approach

The innovation
process

Customer
relationship
management
process

The process of
manufacturing,
service provision, sale

Social
responsibility
management
process

Learning
and growth
approach

Strategic
competencies

Strategic
technologies

The
organisational
climate

Leadership
and corporate
governance

The customer
approach

Strategic
initiatives

1

What will be
our business
economic
model?
What customers
will we serve
and where and
what goods or
services will we
provide them?

3

How will our
business create
a defined value
for defined
customers?

4

What resources
and competencies
must our
organisation
have?

5

What strategic
initiatives are
necessary for us
to implement the
strategy?

Figure 14. Typical Strategy Map

The shown strategy map can be used to lay out and interconnect the main strategic
goals of an organization. The first step of this process is the definition of financial goals;
if a business successfully implements these objectives, it will increase the business
value and achieve its vision. Later, customer-related goals and the value proposition
need to be defined; achieving these goals allows to reach financial objectives. Then,
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it is necessary to define the objectives for improvement of value creation processes;
this is important in order to achieve customer-related goals. Finally, the goals of the
organization’s resources and the competencies of the personnel have to be specified,
as they are important in order to reach the value creation objectives.
Once the organization’s strategic goals are defined according to the four aspects and
interconnected, their numeric value has to be determined. This can be achieved by
following these steps:
• Identify a specific objective (or objectives) that will help to achieve the goal. It
should be a very specific and perfectly clear step of the strategy implementation
process that the organization has to do in order to accomplish the strategic goals.
• Assign the most appropriate measure or the driver of implementation for every
objective. The measure is necessary to drive, monitor and evaluate the progress of
goal attainment and strategy implementation.
• Then, define the current value of the measure and the target expected to achieve
at the end of the strategic planning period. Comparison of the current and the target values of the measure clearly demonstrates the gap that needs to be bridged
or closed by employing the strategy.
• Finally, define the strategic initiatives that would help to change the current criterion value of a specific objective to a target one during the strategy implementation period. In other words, understand how a specific strategic gap can
be bridged. The defined strategic initiatives have to be described in detail; it is
necessary to appoint a top-level manager who will sponsor the implementation
of the initiative and an employee who will be responsible for the implementation, choose the exact start and end dates of the initiative, clearly define the result of initiative implementation and the initiative’s anticipated impact on the
change of the respective measure value as well as the budget and resources for
the implementation of the initiative. Once all of the strategic initiatives are described in detail, they have to be prioritized. Bearing in mind that organizations
have limited resources and competencies, it is usually not possible to implement
all and every strategic initiative together in the best possible manner. Therefore
the initiatives have to be prioritized according to the importance of the strategic
measure that they have an impact on and the impact the initiative has on bridging the strategic gap. Note that strategic initiatives are essentially different from
the organization’s everyday activities. Initiatives are unique sets of activities that
help to achieve the strategic rather than the operational objectives. For example,
training the business managers and building the customer relations management information system are strategic initiatives, while opening units and fostering customer relations are operational activities.
Table 1 below illustrates how a couple of objectives can be defined.
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Table 1. Detailed Definition of Strategic Goals

Objective

Measure

Current
value

Target
value

Strategic initiatives

Attracting the
franchisees
more
effectively

The percentage
ratio of signed
franchise
agreements
and requests

2 percent

10 percent

Training and
employment of the
franchisees’
engagement
manager

Accelerating
the process of
opening new
units

Average time
needed to
open a unit
(days)

185 days

120 days

Building the unit
opening team’s
project management
competencies

The target values of the measures should then be divided into parts so that it would
be possible to determine their values for a shorter period. This way the ambitious
targets of the strategic objectives are split into yearly, monthly and weekly targets
that become tactical activity indicators. The objectives can also be split and assigned
to the lower levels of the organization. Also, it is necessary to define the measure as
well as current and target values for each objective assigned to a lower level. This
process is called strategy cascading. The successful implementation of a strategy
cascading process allows each employee to understand what input into the organizational strategy implementation is expected from them at the start of a working day
and to evaluate their results and contributions towards achieving the organizational
strategy goals at the end of the day. Organizations with innovative strategy management systems can ensure the effectiveness of the strategy cascading process and a
constant upwards flow of information regarding the strategy execution progress. By
receiving such information in a dynamic manner, the leaders of the organization can
quickly see the deviations of the strategy implementation process and collect operational data, which can be used to form new hypotheses and to improve permanent
strategic decisions. The systematic strategy management process, shortly described
here, is based on the methodology of integrated strategy management created by
the aforementioned authors Robert Kaplan and David Norton. This methodology is
broadly applied worldwide and allows companies to achieve extraordinary results in
strategy execution.
5.5.2 The Strategic Decisions of the Franchisor
This chapter briefly describes the strategic decisions that have to be made by the franchisor when forming a long-term development strategy.
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The starting point of the franchisor’s strategy formation are the franchisor’s approved
mission and vision. The provisions of the mission and vision, the identified opportunities and threats of environment, and the internal strengths and weaknesses of the
franchisor’s business should serve the franchisor as guidelines for choosing one strategy (operational excellence, product differentiation or service differentiation) that
would help to gain and sustain the competitive advantages. Once the franchisor identifies the competitive advantages that it will strive to create, it needs to make strategic
decisions and set strategic objectives at the following levels:
• At the franchise concept level, it needs to decide upon the franchisee’s profile, the
tools for transferring the know-how and the volume of services provided to the
franchisee, the corporate identity elements transferred to the franchisee and the
fees that the franchisee will be charged with.
• Regarding the franchise network development level, the franchisor has to decide
upon the geography of the franchise network expansion, the means of its development, the franchise marketing and the recruitment of franchisees.
• When considering the franchise network support infrastructure development,
the franchisor has to make decisions regarding the franchisor organization, the
franchise network service infrastructure and the development of the franchise network management infrastructure.
Part of the initial hypotheses that serve as a basis for decision-making were formulated in previously prepared documents – the franchise concept and the franchisor’s
financial model. At this stage of strategic planning, the hypotheses for each remaining
strategic decision have to be constructed.
The formulated hypotheses regarding each strategic decision have to be tested,
combined and then they can serve as a basis for final strategic decisions. Ideally, the
strategic decisions in their entirety should guarantee a balance between these groups
of key factors that determine the franchisee’s business prosperity:
• The needs and capabilities of the franchisees. By purchasing a franchise, a
typical franchisee expects to set-up a profitable and sustainable business within
a shorter time period and with lower risks and develop it more effectively than it
could be done independently, without the franchisor’s support. At the same time,
the franchisee has to have the capital, competencies and personal traits required
by the franchisor.
• The needs and capabilities of the franchisor. When creating a franchise and developing the franchise network, a typical franchisor expects to increase the longterm value of its business and have the anticipated return on investment with the
help of the franchisees. However, the franchisor has to have the resources and competencies necessary to achieve its goals.
• Market conditions. A business has to take advantage of the opportunities avai
lable in market environment and either neutralize its risks or mitigate them.
Franchisor Business Planning

93

The franchisor’s business can only succeed in the long term if the franchisor manages
to maintain the balance between the three groups of factors. Naturally, the indicated
factors are dynamic and constantly change. Therefore, the franchisor must always
monitor the changing factors, re-test the hypotheses that are the basis for strategic
decisions and, if necessary, alter the decisions so that the business can sustain the required balance. The management process of this strategy is shown in Figure 15.
Needs and possibilities
of the franchisor

Strategic
decisions
Improvement
Optimal
strategic
decisions

erov
Imp ent
m

Imp
ro
me vent

Strategic
decisions

Strategic
decisions
The needs and
possibilities of
franchisees

Market
conditions

Figure 15. The Management of the Strategy of the Franchisor’s Business

The following is an example that shows the importance of the three groups of factors
towards the success of a franchise. Let’s imagine a franchisor’s company Kappa, whose
managers unilaterally decided to satisfy the shareholders by increasing the royalty of
the franchise from 4 to 8 percent of the franchisees’ sales. In the first financial year,
Kappa managed to earn a 54 percent higher profit, so the managers received gene
rous bonuses. However, in the second year after the increase of the franchise fees, the
profit decreased more than twice. In the third year, for the first time Kappa did not
manage to earn any profit. Also, some of Kappa’s most successful franchisees moved to
a competitor’s franchise network. Rumours about Kappa network’s dreadful franchise
conditions began to spread in the market; therefore, fewer interested persons and potential franchisees showed interest in the network, as it did not seem favourable for
a profitable business of a franchisee. At the same time, the competitors saw a great
opportunity: they actively reached out to Kappa’s franchisees and managed to take
over more than a third of the remaining ones. In the fourth year, after two unprofitable
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years of business, Kappa’s shareholders had to sell the shares of the network that had
decreased almost twice, to the competitors. Another examples that shows the need to
monitor the business environment and adjust the business accordingly can be found
in Chapter 3.2 of this book.
Some strategic decisions have to be made according to the chosen strategy type. For
example, if the franchised business sells unique, patented products and does not have
direct competitors, the franchisor may choose the product differentiation strategy to
develop the franchise network. Having chosen this strategy, the franchisor has to ensure that each decision regarding the franchise and its network development complies
with the principles of the strategy. If a business sells a unique product to end users at
exclusive locations with exceptional design and the business margin is exceptionally
high, the franchise fees, investment for the start of the franchisee’s business and requirements for the franchisee should also be exclusive. Respectively, the franchisor
has to choose a unique franchise marketing scheme, provide extremely high quality
customer service and support and so on. If a franchisor chooses the operational excellence strategy, which is very common in the franchise business, it has to strive to
achieve the optimum costs structure not only when preparing the franchised business’
model, but also when creating the franchise marketing as well as supporting and ma
naging the franchise network. The parameters of the franchise should be suitable to
the franchisor’s strategy and the markets that the strategy is implemented in.
When testing the hypotheses, inter-adjusting them and making strategic decisions,
the franchisor has to consult the documents that were previously prepared. Environment analysis results help to formulate strategic results that would ensure competitive
advantages in current market environment and could help to maintain these advantages during predictable changing market conditions.
A typical franchisee’s financial model can be used to ensure that the decisions regarding the franchise concept will help to see the return on investment made to develop
a franchise-based business during a reasonable period of time. The franchisee may
not be satisfied with, for example, high franchise fees, low volume of support provi
ded for these payments, huge commission fees paid to the franchisor by the suppliers
that serve the franchisee’s, tight marketing budget, a franchisor’s control that is too
strict and petty, unreasonably high or very modest ambitions of the franchise network
growth and so forth. It is necessary to acknowledge that a franchisor that lacks experience of cooperation with franchisees may find it difficult to perform a franchisor’s
tasks at the beginning of the franchise creation process and justly evaluate the impact of strategic decisions on the businesses of future franchisees. In such a case, the
franchisor can run additional hypotheses› tests by consulting the information received
from working franchisors and their franchisees.
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The franchisor’s financial model can be used to accurately evaluate the investment
necessary to create a franchise and develop its network as well as other resources and
ensure that the strategic decisions made at each level help the franchisor to realize its
vision. The franchisor has to make sure that the financial predictions based on strategic
decisions serve the shareholders’ interests; also, the evaluated investments necessary
to develop the network should not be too high or have a low chance of return; the
volume of services and support provided to the franchisees should not be too big for
the franchisor’s developing organization to handle; the fees have to cover the current
expenditure of the franchisor’s business and ensure the expected return on investment; and so on. Also, the franchisor has to verify that the strategic decisions ensure
the consistency of the franchised business model, help to maintain the sufficient level
of quality at each unit, preserve the franchisor’s standing in spite of its franchisees’
inappropriate activities and so forth.
When making strategic decisions regarding the franchisor’s business, it is important
to remember that each decision has an influence on many others and can cause the
main strategy to become unfit for the franchise market and the franchisor’s or the
franchisee’s needs and capabilities. For example, a higher initial franchise fee increases
the franchisor’s anticipated income and profit, but decreases the franchisee’s income
and profit; in current market conditions, this may cause potential franchisees to show
lesser interest in the franchise, which, in turn, slows down the franchise network development and decreases the franchisor’s income and profit. Hence, in order to avoid
a situation where a higher initial franchise fee decreases both the franchisor’s and the
franchisee’s profit and makes the network unattractive to potential franchisees, it is
necessary to evaluate each strategic decision thoroughly and closely, and ensure that
the decisions are consistent with the main parameters of the franchisor’s business.
Once the franchisor prepares and verifies its business strategy, it needs to prepare a
short-term action plan. The drafting of this plan is discussed in the following chapter.
5.6	The Drafting of a Short-Term Action Plan
The purpose of the short-term action plan is to describe the actions and tasks that
have to be completed in a short period in order to ensure the effective implementation of the franchisor’s strategy. Usually, such plan is drafted for a period of one or two
years.
The short-term action plan has to include two types of activities:
• Operational or everyday activities. These activities are directly related to everyday tasks of the franchisees’ recruitment, franchise marketing, franchisees’ support
and so on. Effective performance of these activities should help to achieve the organization’s strategic financial objectives.
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• Strategic activities. These activities are directly related to the implementation of
strategic initiatives. Effective performance of these activities essentially helps to
complete the strategic objective that are necessary to complete the operational
activities in a more efficient and productive manner. The strategic objectives and
initiatives have been defined more broadly in Chapter 5.5.1 of this book.
action plan has to be detailed and contain clearly defined implementation criteria of
activities as well as their expected results; also, it is important to assign persons that
will be directly responsible for completing the activities and ensuring that they are
completed according to schedule. The franchisor also has to have a budget drawn up
according to the activities plan and its financial model; the budget has to show exactly
how many expenses will be necessary to implement the activities. Respectively, the
franchisor’s organization has to have all the resources necessary to implement the action plan.
The franchisor’s business planning stage ends with the preparation of the action plan
and the budget. Later, the actions and tasks of franchise creation, franchise network
support infrastructure development and franchise network development have to be
planned. It is then time to start implementing them. The franchise creation process is
discussed in other chapters of this book.
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6	Franchise Creation

As already discussed, a franchise consists of intellectual property (that includes the
franchised business model created by franchisor and the know-how) and additional
services and rights to corporate identity elements; a franchise is temporarily transferred to the franchisee for a defined fee and allows the franchisee to replicate the
franchised business model and use it for profit earning. To start a franchisor’s business,
a businessman has to create a franchise and the tools for developing and maintaining
the operating franchise network. The stages of franchise creation process are shown
in Figure 16.
The preparation of tools for
transferring the know-how

The development of corporate
identity transfer measures

The drafting of the franchise
legal documents

Figure 16. The Franchise Creation Stages

Franchise creation should be based on the franchisor’s business strategy and the parameters of franchise concept defined in the strategy. Depending on the franchised
business model, initial franchise creation can take 3 to 9 months or even longer. Although it is a common practice to employ professional advisors that help to create the
franchise, it is necessary to ensure that the franchisor’s personnel is actively involved
in the process. The franchise and its components are not static and have to evolve together with the growing business of the franchisor. If the franchisor’s personnel is left
out of the franchise creation process, it is likely that the employees will have difficulties
ensuring that the quality of the franchise components constantly improves to match
the growing demands of the franchise network.
This chapter discusses each of the aforementioned stages and the steps of their implementation; also, the tools and practical advice are provided to ease the franchise
creation process.
6.1	The Preparation of Tools for Transferring the Know-How
As already mentioned, the franchisor’s accumulated know-how transferred to the franchisee is a huge part of the franchisee value. In a broad sense, the “know-how” concept
covers the whole intellectual capital of the franchisor, except for corporate identity
elements and the relational capital. The integral parts of the intellectual capital have
been discussed in more detail in Chapter 3.5 of this book. The franchisor’s know-how is
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transferred in the form of the franchisee’s operations manuals, trainings and methodical support as well as services. These tools for transferring the know-how have been
defined more broadly in Chapter 5.3.2 of this book.
The process of developing measures for the transfer of the franchisor’s know-how,
which should have already been defined in the franchise concept, is divided into four
steps that are illustrated in Figure 17.

The development of
know-how matrix

The preparation of
operations manuals

The development of
training programmes

Developing methods for the
provision of support and
services for the franchisee

Figure 17 Steps of the development of the measures for the transfer of the franchisor’s know-how

Later in this chapter, we shall discuss in detail each of the identified steps.
6.1.1 The Development of the Know-How Matrix
The so-called know-how matrix is used in inventorying know-how accumulated by the
franchisor, identifying its volume and form and defining the measures for its transfer to
franchisees. On the basis of data contained in the know-how matrix, all measures for
the transfer of know-how to the franchisee are developed. The logical scheme of this
matrix is illustrated in Figure 18.
The process category
The structure of the
processes

A

B

C

The know-how form

Formalised

Nonformalised

Unstructured

The know-how transfer
measure
Operations
manual

Training

Methodical
support
and
services

1. Process
1,1. Procedure
1.1.1. Action
1.1.2. Action
...
2. Process
2,1. Procedure
2.1.1. Action
2.1.2. Action
...
3. Process
3.1. Procedure
3.1.1. Action
3.1.2. Action
...
4. Process
4.1. Procedure
4.1.1. Action
4.1.2. Action

Figure 18 Know-How Matrix
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The development of the know-how matrix begins with defining and classifying the
processes of a unit run on a franchise basis, as well as the procedures, which make up
these processes, and the actions, which make up these procedures. We should note
that later in the text we will refer to processes, the procedures embodied in them and
the actions that make up the procedures by the general term “processes”.
Firstly, we have to identify business processes, which will be carried out in the activities
of a franchise-based unit. The franchise-based unit processes consist of two types of
processes that are aimed at:
• Creating value for end users,
• Creating value for the franchisee and the franchisor.
The definition of processes designed to create value for the end users is usually carried out by using the top-down approach. First of all, large-scale processes that create
business value are to be defined. For example, the value chain methodology created
by Michael Porter may be used for that purpose. Figure 19 demonstrates the typical
process framework of a restaurant and a retail clothing shop.

The typical process framework of a retail
clothing shop

The typical restaurant process framework

•
•
•
•
•
•
•
•
•
•

Supply and management of inventory and raw materials
Management of the product assortment
Food and drink production process
Hygiene and food safety
Service of guests
Daily procedures
Management of human resources
Business management and service
Marketing
Additional value creation processes

•
•
•
•
•
•
•
•

Supply and management of inventory
Management of the product assortment
Service of customers
Daily procedures
Management of human resources
Business management and service
Marketing
Additional value creation processes

Figure 19 Typical process frameworks

Further, each process is broken down to the level of procedures. The procedures are
broken down into activities, and the activities – into tasks. The extent of the breaking
down of the processes to a large extent depends on the significance of the process
in gaining and sustaining competitive business advantages. The more significant a
process is, the more detailed the break down into its constituent parts has to be. Different supporting tools may be used for the breaking down processes. For example,
typical Process Classification Frameworks for classifying processes in individual fields
of business, developed by the American Productivity and Quality Center (APQC), may
be used. Processes may also be represented graphically as process maps; however, it is
recommended to write down a list of processes, procedures and actions. This list will
serve as the basis for the know-how matrix.

100

Franchise Creation

After the processes inventory, which is aimed at creating value for both end users and
for the franchisee and the franchisor, their classification is performed. Processes are
divided into three main categories:
• Category A includes processes, which the precise and consistent reproduction in
a unit run on a franchise basis is a precondition for recreating and sustaining the
competitive business advantages. It is assumed that the underlying value created
by a business that enables the business to compete successfully in the market is
concentrated precisely in these processes.
• Category B comprises those processes that are significant for recreation, and the
sustaining of the competitive business advantages, yet they can be adapted to
some extent by each particular franchisee.
• Category C comprises processes that do not have a significant impact on ensuring
a competitive business advantage. It is assumed that these processes are needed
for the overall operation of the business model; however, they are not directly related to the creation of exclusive value due to which a business is able to successfully compete in the market.
After the comprehensive processes framework has been developed and all the processes have been classified, it is time for the analysis of the existing know-how. It
should be noted that the know-how of an organization may be formalised, non-formalised and non-structured. The forms that know-how can take are discussed in more
detail in Chapter 5.3.2 of this book.
The analysis of the existing know-how is carried out on the basis of the developed process framework. The know-how forms can be transferred to the franchisee by different
means – in the operations manual, through training and methodological support or
in other ways, for example, conclusions of a performance audit conducted in the franchisee’s unit and recommendations for improvement.
In the course of this stage, the know-how of the implementation of each identified
process should be inventoried, its category should be determined and it should be
decided to what extent and by what means this know-how will be transferred to the
franchisee.
The comprehensive analysis of the know-how enables one to develop the final knowhow matrix. The data of this matrix serves as a basis for developing measures for the
transfer of the franchisor’s know-how to the franchisee.
6.1.2 The Preparation of Operations Manuals
One of the key measures for transferring know-how accumulated by the franchisor to
franchisees is the operations manuals. The operations manual is aimed at imparting
Franchise Creation

101

know-how accumulated by the franchisor to the franchisee and to define its conditions
for use through the use of described instructions, recommendations, requirements
and examples of good practice. The most common types of operations manuals are
as follows:
• the pre-opening operations manual,
• the franchised unit operations manual,
• the employee operations manual.
The operations manuals describe the consistent implementation of the processes,
procedures and actions as well as the related recommendations and advice, qua
lity standards and requirements for results of the individual processes. Document
templates, charts, check lists and other documents complementing the text of the
operations manuals are provided in appendices. Processes are described on the basis
of the know-how matrix: processes belonging to category A are described in greatest
detail, the category B processes – with less detail, and the category C processes – in
the most general way.
The purpose of the pre-opening operations manual is to transfer to the franchisee the
franchisor’s know-how related to implementation of the business processes from the
conclusion of a franchise agreement to the start of the unit’s operation, to regulate
the respective actions of the franchisee and at this stage, to comprehensively describe
the interaction and mutual obligations between the franchisor and the franchisee. A
well prepared and detailed pre-opening operations manual enables one to open a
new unit in an effective, efficient and timely way and guarantees its compliance with
the franchisor’s standards and requirements. It also allows the franchisor to reduce the
volume of resources (time and monetary resources) invested in the direct assistance
provided to the franchisee during the opening of a new unit. The pre-opening operations manual is usually based on the following typical structure:
• The planning of installation and opening activities of a unit,
• The search for and rent of the premises,
• Obtaining licences and permits,
• Interior and exterior design,
• Construction and repair,
• The installation of the unit,
• Insurance,
• The organization of settlements, accounting and business management,
• The installation of internal and external corporate identity elements,
• Initial organization of supply and management of the inventory,
• Initial creation of assortment,
• Initial staff recruitment, selection and placement,
• Staff training,
• The development of long-term marketing tools,
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•
•
•
•
•

The marketing plan prior to the unit opening,
The planning of activities for the period of 2 to 4 weeks before the grand-opening,
The planning and implementation of grand-opening of a unit,
The planning of activities for the period of 2 to 6 weeks after the grand-opening,
Support provided by the franchisor.

The typical structure of the pre-opening operations manual may be shortened or
extended depending on the business model and the know-how transferred to the
franchisee. It is often the case that the unit opening operations manual is not drafted
as a separate document, but is integrated into the franchised unit operations manual.
The purpose of the franchised unit operations manual is to transfer to the franchisee
the franchisor’s know-how related to implementation of business processes during
the operation of the unit, run on the current franchise basis, to regulate the respective activities of the franchisee and at this stage to comprehensively describe the
interaction and mutual obligations between the franchisor and the franchisee. A well
prepared and detail franchised unit operations manual enables the smooth and profitable operation of the franchisee’s business and its compliance with the performance
and quality standards of the franchise network. It also allows the franchisor to reduce
the extent of current support and of the active involvement in the business of each
franchisee. The structure of the franchised unit operations manual is identical with the
process framework provided in the know-how matrix.
The prepared pre-opening and franchised unit operations manuals usually are intended for the franchisee himself and its senior managers that must have a holistic
understanding of the organization as well as the activities of the unit run on a franchise basis. The operational staff of the unit run on a franchise basis does not need to
read and know the whole content of the franchised unit operations manual. Only the
provisions that are related to their direct functions and work carried out should be
relevant to them. Employee operations manuals are designed for such a staff.
Employee operations manuals are aimed at transferring to the franchisee’s employees
holding specific positions the franchisor’s know-how related to their direct responsibilities; defining their work and functions, the standards of responsibilities and rights
as well as their efficiency, performance and quality standards. A separate employee
operations manual should be prepared for each position. These manuals are prepared
on the basis of a franchised unit operations manual. The simplest form of employee
operations manuals are manuals simply composed of the implementation instructions
of individual procedures and actions. More advanced manuals may be comprised
of provisions for employee professional development, certification, assessment of
achievements, and other provisions.
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Operations manuals may be provided to franchisees in a classic paper format or
through the use of information technologies. The exploitation of the potential of
modern technologies enables not only to improve the information structuring of
operations manuals, facilitate their use, increase their accessibility and usability,
but also to simplify updates and the protection of the confidential information contained in them. Before starting the use of operations manuals in a new market, the
conformity of their provisions to the specifics of this market must be assessed. If it is
obvious that the processes, procedures and standards described in the operations
manual do not conform to the specifics of the new market, they must be adapted
accordingly.
The prepared operations manuals serve as a basis for developing training programmes.
These programmes will be discussed in the following chapter.
6.1.3 The Development of Training Programmes
The training of franchisees and their employees is the best way not only to effectively render the formalised know-how contained in the operations manuals, but
also to share the non-formalised know-how, to demonstrate in practice how different procedures and actions are implemented. Training is grouped under the following
categories:
• Initial training that is aimed at developing competencies in initial business ma
nagement and the performance of specific functions and at transferring the related franchisor’s know-how.
• Periodic training that is aimed at developing competencies in the day-to-day
business management and performance of specific functions and at transferring
the related franchisor’s know-how.
• Ad hoc training that is aimed at developing the franchisees’ competences in atypical business situations.
Firstly, it has to be defined which programmes of initial and periodic training are to
be planned. Usually training programmes are developed according to the process
framework indicated in the franchised unit operations manuals. Training programmes
should be designed for specific positions – for the franchisee’s business managers,
production staff, customer service staff and employees performing other functions.
Training programmes consist of the following components:
• The purpose and goals of training,
• The content,
• The competences to be acquired by the persons who have undergone training,
• Learning/teaching methods,
• The ways to evaluate acquired competences,
• Training material and technical facilities,
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• The expertise and competences of lecturers,
• The requirements for participants.
The franchisor should ensure that training for the franchisee’s employees is conducted
by persons highly experienced and suitably qualified in the field of training. It often
happens that the most experienced employees of the franchisor, who could be able to
conduct training, do not have the appropriate andragogic qualification. In such a case
the franchisor should provide additional training for such employees.
Training may be organised both in the franchisor’s and the franchisee’s units. Training
tools – slides, case studies, assignments and hand-outs – have to be prepared in accordance with the provisions of operations manuals. Thus, additional preconditions
for compliance of the franchisee’s operations with the requirements imposed by the
franchisor are created. Training must give a considerable amount of time to practical assignments and experiments. It is also recommended that persons who have
undergone training be tested in order to assess their readiness to perform their job
functions. Often distance learning tools – video lessons and hybrid teaching metho
dologies – are also used.
Usually, the franchise agreement determines the volume of training that will be provided at no extra cost. Additional training for an extra charge may be organised, if
requested by the franchisee, or if the franchisor considers that it is necessary after assessing the franchisee’s performance.
6.1.4 Developing Methodology for the Provision of Support and Services for the
Franchisee
The provision of support and services for franchisees is an indispensable part of the
franchising relationship. These measures enable the transfer of non-formalised and
unstructured know-how to franchisees. They also allow the franchisees to obtain
expeditious answers to inquiries from the competent franchisor’s specialists. The
franchisors provide methodological support to the franchisees, exercise control, offer
recommendations for improvement and provide other services.
Methodological support is usually provided in the following areas: the installation and
opening of a unit, the implementation of a unit’s processes and business management.
Support may be provided in different ways: it can be remote consulting (by phone,
email, intranet or by other means), face-to-face consulting in the franchisee’s unit or
the franchisor’s headquarters. In most cases, the franchise agreement determines the
minimum scope of support to be provided to the franchisee at no extra pay. Additional
support for an extra charge may be provided, if requested by the franchisee, or if the
franchisor considers that it is necessary after assessing franchisee’s performance.
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In order for methodological support to be provided effectively and efficiently, the
franchisor must be prepared to provide it and constantly improve measures for its
provision. Firstly, the franchisor should ensure that the franchisee has the ability to
receive the support when it is needed. For this purpose, hot lines that are accessible
to franchisees during working hours may be arranged. In order for the support to be
not only timely, but also useful, the franchisor must ensure that the informal and unstructured know-how elements or solutions to specific problems are systematically
collected, analysed and stored. One of the best support measures for the provision of
methodological support are the decision support systems. A decision support system
is a set of tools that allows in a particular case to access the necessary information
sources, to receive, process and submit this information in the required form. It should
be noted that systems do not take decisions themselves, but they provide possibilities
for a person using them to conveniently evaluate the possible alternative solutions.
The franchisor has a right and an obligation to control the operation of each unit
managed by the franchisee. The purpose of this control is to ensure the unit’s compliance (managed by the franchisee) with the franchisor’s standards and the constant
improvement of this compliance. The control exercised by the franchisor over the
franchisee is targeted at the prevention, identification and elimination of irregularities
within the operations of the unit managed by the franchisee. We would like to draw
your attention to the following deviations from the standards of process organisation
and implementation defined in operations manuals that are considered to be irregularities:
• for the category A processes, both failure to achieve the established outcome of
the process and non-compliance with the defined procedure for its achievement
are considered irregularities;
• for category B and C processes, the failure to achieve the established outcome of
the process is considered to be an irregularity.
In order for the franchisor to prevent irregularities and to ascertain irregularities already committed, it has to actively apply a variety of control measures. The most
frequent franchisors’ control measures include the following:
• Audit of the unit managed by the franchisee. The audit examines whether processes taking place in the franchisee’s unit are organised and performed in accordance with standards laid down in the operations manuals. The audit may also
inspect any documentation stored at the unit managed by the franchisee. The audit may be of two types: routine and non-routine. The date and time of a routine
audit is agreed upon with the franchisee in advance, whereas the date and time of
a non-routine audit is not agreed upon with the franchisee.
• A mystery shopping survey in the unit operated by the franchisee. The mystery
shopping survey verifies the quality of customer service, assortment management
and other processes noticeable to clients in the unit operated by the franchisee.
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The date and time of the mystery shopping survey are not agreed upon with the
franchisee.
• Knowledge testing of staff working in the unit operated by the franchisee.
Knowledge testing examines whether employees of the franchisee’s unit have sufficient knowledge necessary for the organisation and execution of processes taking place in the unit operated by the franchisee in compliance with the standards
established in operations manuals. The date and time of employee knowledge
testing are agreed upon with the franchisee in advance.
• A customer requests and complaints system. The availability of a centralised client
requests and complaints system allows the franchisor to directly obtain first-hand
information on irregularities present at franchisees’ units. The system should allow
customers to report an irregularity at any time of the day by using the most convenient means for them (phone, email, feedback form on the franchisor’s website, etc.).
• Indirect control. Indirect control is executed by analysing data received from franchisees and other information sources (for example, suppliers or public authorities). The aim is to identify atypical data arrays that contradict each other and carry
implications that an irregularity has occurred. Most often such control is executed
through the use of powerful information systems, which are able to analyse large
amounts of data according to the set algorithms.
Irregularities with regard to the standard of organisation and execution of processes,
which are established during the application of control measures, are divided into
three or five levels. For example, the three-level irregularities are as follows:
• Level 3 irregularities are of a minor significance,
• Level 2 irregularities are significant irregularities,
• Level 1 irregularities are critical irregularities.
Insufficient knowledge of the employees of the unit operated by the franchisee is also
considered equivalent to irregularities in the organisation and execution of processes:
• Level 3 irregularities – irregularities of a minor significance: the average level of
knowledge of the unit’s employees amount to 80 percent of the desirable level;
• Level 2 irregularities – significant irregularities: the average level of knowledge of
the unit’s employees amount to 50 percent of the desirable level;
• Level 1 irregularities – critical irregularities: the average level of knowledge of the
unit’s employees amount to 30 percent of the desirable level.
The imposition of sanctions is necessary in order to ensure compliance of the franchisee’s operations with standards established by the franchisor. Where irregularities
are found, the franchisor may impose on the franchisee the following sanctions:
• Level 3 irregularities – irregularities of a minor significance. Having established an
irregularity of Level 3, the franchisor issues the franchisee a warning and indicates
a time limit within which the franchisee is obliged to eliminate the established
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deficiencies in the improperly organised or executed process. Three irregularities
of Level 3 occurring during the reporting period, for example, one year, may be
treated as one irregularity of Level 2.
• Level 2 irregularities – significant irregularities. Having established an irregularity
of Level 2, the franchisor issues the franchisee a warning and indicates a time limit
within which the franchisee is obliged to eliminate the established deficiencies in
the improperly organised or executed process and may impose financial sanctions
provided for in the franchise agreement. Three irregularities of Level 2 occurring
during the reporting period, for example, one year, may be treated as one irregularity of Level 1.
• Level 1 irregularities – critical irregularities. Having established an irregularity
of Level 1, the franchisor may impose on the franchisee a financial sanction and
obliges the franchisee to immediately eliminate the established deficiencies in the
improperly organised or executed process. In exceptional cases, the franchisor may
also consider terminating the franchise agreement.
The application of control measures is inseparable from the submission of proposals
for improvement. When the franchisee is unable to remedy the established irregularity on its own, the franchisor should ensure on its own initiative that the irregularity is
remedied and not repeated. This can be done by organising ad hoc training of staff or
by providing methodological support.
The range of other services that may be provided by the franchisor for the franchisee
may be very broad. This range of services is dependent upon the franchised business
model and provisions of the franchise concept. It often happens that the franchisor
provides for franchisees centralised staff recruitment and selection, marketing, supply
chain management and other services.
6.2	The Development of Corporate identity Transfer Measures
Corporate identity measures include the main business trademark, ancillary trademarks of products or services and identity elements, such as designs, characters, etc.
In Chapter 3.4.3 of this book we have noted that corporate identity elements in the
long term may become sources of an exceptional competitive advantage. In order for
corporate identity elements to become a key part of business value, the franchisor has
to make targeted investments in the enhancement of its identity elements, increase
their awareness and improvement their reputation. It is also necessary that these identity elements are properly protected.
The development of measures for the transfer of identity elements to franchisees is
not complicated, although may require quite a lot of time. The main tasks to be done
by the franchisor are as follows:
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• The verification of the suitability of corporate identity elements. The franchisor
must verify whether in the targeted development markets, corporate identity elements and words or phrases used in them do not evoke negative associations to
the local populations, whether such corporate identity elements are not already
used, and whether they will have to be adapted for the new market.
• Legal protection of corporate identity elements. All corporate identity elements
that may be clearly defined and are valuable for business should be patented or
protected by other legal means. It is a necessary condition for business development by means of franchising. The registration and patenting of trademarks is a
specific process; thus, for its execution it is advisable to consult with patent agents
and other experts in the field.
• The preparation of corporate identity application manuals. For franchisees
to be clear about how they can and cannot use the franchised corporate identity elements, detailed and visual corporate identity application manuals must be
prepared. Most often the following manuals are: business style guides, a business
trademark application manual, the unit’s interior and exterior design guides, etc.
Certain countries have strict rules requiring that words appearing in trademarks that
are publicly displayed are also provided in a local language. The franchisor must be
ready to adapt its identity elements in this way so that they satisfy local requirements
without losing their exclusivity and value at the same time.
Easily remembered and protected identity elements, which are comprehensively regulated in relevant manuals, allow the franchisor not only to conveniently transfer them
to franchisees, but also to ensure that they do not appropriate or use identity elements
not for the intended purpose.
6.3	The Drafting of the Franchisor’s Legal Documents
When searching for assistance in the field of franchise creation, future franchisors often, first of all, approach lawyers who, as sometimes happens, recommend to begin
franchise creation with the drafting of the franchise agreement. Some of them even
manage to present the franchise agreement as the main and only necessary element
of the franchise. Of course, a well prepared franchise agreement reflects all essential
franchise terms and conditions; however, it is only possible to properly model them
and to take reasonable decisions about their parameters only if the future franchisor
has done extensive homework and has prepared the franchise development and
franchise network development plan and the entire package of documents aimed at
transferring its accumulated know-how to the franchisees. If future franchisors start
drafting franchise agreements from scratch without having done their homework,
they will get a useless document and guaranteed disputes with franchisees in the
future.
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Thus, the drafting of franchising legal documents, as well as all other franchise creation
stages, is clearly structured and is systematically incorporated into the overall process
of franchise creation. The drafting of the franchise legal documents steps are shown
in Figure 20.

Preparation of the legal
franchise sale-purchase
algorithm

Preparation of the
summary of terms and
conditions of the franchise

Preparation of a
non-disclosure
agreement

Preparation
of the franchise
agreement

Figure 20. The Drafting of Franchise Legal Documents

The drafting of franchise legal documents should start with the preparation of a detailed legal franchise sales-purchase algorithm. This algorithm is intended for the legal
definition of the interaction of potential franchisees and the franchisor from the first
interest in the franchise to the signing of the franchise agreement and the payment of
respective initial fees. This algorithm is later integrated into the franchisee recruitment
methodology, and the relevant franchise marketing tools are coordinated with this algorithm. This algorithm is a kind of plan designed to ensure that the transformation of
interested persons into franchisees is taking place systematically and without creating
preconditions for adverse legal outcomes.
The preparation of the franchise sales-purchase algorithm is followed by the preparation of the summary of terms and conditions of the franchise. The purpose of this step
is to define all the general terms and conditions in the franchise relationship between
the franchisor and the franchisee in a brief and structured way, including obligations,
rights and liability of both parties. This document is a kind of bridge between the
managerial part and the legal part of franchise. It should ensure that lawyers, who will
draft non-disclosure and franchise agreements, will properly include in these documents all franchise terms and conditions, provisions and parameters identified in the
already drafted managerial documents. This document is prepared on the basis of the
following documents: the franchise concept, the franchisor’s business strategy, the operations manuals, the training programmes, and the methodologies for the provision
of support and services for the franchisee. The preparation of such a summary is particularly useful for those franchisors who are planning development in different parts
of the world, because it allows them to quickly and easily harmonise general franchise
terms and conditions with any legal and legislative framework of a particular country.
The prepared summary of terms and conditions for the franchise and the legal franchise sales-purchase algorithm form a solid basis for the drafting of non-disclosure
and franchise agreements. It is recommended to assign these tasks to legal professionals. The purpose of the non-disclosure agreement is to ensure that the franchisor’s
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confidential information, which is disclosed to the potential franchisee prior to signing
the franchise agreement, is duly defined and protected. We shall remind you that the
franchise agreement is a formalised agreement under which the franchisor grants the
right to temporarily use the entirety of its name, goods and/or services’ trademarks,
the marketing system, the production or services provision technologies, and business
management methods to the franchisee for a certain fee.
When drafting the franchise agreement and related documents it is particularly important to ensure their compliance with the specifics of the legal regulation of the country
under whose jurisdictions the franchise agreement will be signed and the activities
of the franchise network will be undertaken. In the next chapter we will provide an
overview of the legal regulation of franchising in Lithuania, Latvia, Estonia and Belarus.
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7

The Legal Regulation of Franchising
in the Baltic Countries and Belarus

The composition of this chapter was initiated by the law firm Varul offices in Latvia,
Lithuania and Estonia together with the law firm Peterka & Partners in Belarus.
7.1	The Legal Regulation of the Franchise in Lithuania
When signing the franchise agreement it is important to make complex decisions that
require the consideration of different legal aspects. In addition to this, during the decision-making process it should be kept in mind that the franchise’s relationship has
more to do with specific contractual provisions (terms and conditions) rather than the
combined information received from the franchisor and the existing franchisees, as
well as other sources.
7.1.1 The Main Legal Documents Regulating Franchising
The franchise relationship in Lithuania was not regulated for quite a long period of
time. Earlier, franchise agreements used to be concluded and executed in accordance
with the general principles of the civil and contract law. Everything changed when the
amended Civil Code of the Republic of Lithuania (hereinafter – the Civil Code) came
into force on the 1st of July 2001, which established the legal regulation of the franchise. Currently, the Civil Code contains the entire chapter devoted to franchise – it is
Chapter XXXVII “The Franchise” in Book six of the Civil Code.
In addition to the Civil Code, franchising in Lithuania is also indirectly regulated by
many laws and regulations:
• Laws and regulations on taxes (the Law on Corporate Income Tax, the Law on Income Tax of Individuals, the Law on Tax Administration, etc.);
• Laws and regulations in the field of competition (the Law on Competition, etc.);
• Laws and regulations on the protection of intellectual property (the Patent Law,
the Law on Trademarks, the Law on Designs, the Law on Copyright and Related
Rights, etc.).
Typically, franchise agreements are complex and include a variety of different problems. Thus, the aforementioned list of laws, without any doubt, is comprehensive.
Depending on the franchise model (i.e., the model of provided goods or the franchised
business model), the franchise object (i.e., the franchise of restaurant services or of a
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certain medical preparations trade), other exclusive conditions for granting a special
franchise, it may be necessary to consider other conditions of the laws and regulations.
It is also necessary to keep in mind that on the 1st of May 2004, when Lithuania joined
the European Union as a full member, the legal regulation of franchises also started to
be regulated by European Union legal documents (acts), some of which are directly
applicable.
The European Union competition law is closely related to the franchise agreements. For
example, the Treaty on the Functioning of the European Union provides for common
regulation of competition issues; on the 20th of April 2010, the Commission Regulation
(EU) No 330/2010 on the application of Article 101(3) of the Treaty on the Functioning
of the European Union to categories of vertical agreements and concerted practices
was adopted, as well as guidelines of their application to vertical restrictions,
which provide for certain exemptions applicable to the so-called vertical agreements. The guidelines provide the description of special conditions and requirements
set out to be fulfilled in franchise agreements between companies operating in different product production and distribution/supply levels.
7.1.2 The Concept of Franchising and the Franchise Agreement (Definition)
The laws of the Republic of Lithuania do not provide for a legal definition of franchising.
However, the franchise agreement is defined as a type of contract in which one party
(the franchisor) shall take an obligation to grant to the other party (the franchisee) for
remuneration, for a certain period or without specifying the period, the right to use in
the business activity of the franchisee a complex of exclusive rights which belong to
the franchisor, while the other party (the franchisee) shall be obliged to pay for that the
remuneration determined in the agreement (Article 6.766(1) of the Civil Code).
In other words, the franchise is understood as a special agreement (a type of contractual authorisation), where the franchisor grants the franchisee the right to use its
industrial and intellectual property package, which may consist of the following elements:
• trademarks;
• the company name and signs;
• industrial designs;
• copyright;
• patents;
• useful business and management models and techniques/methodologies;
• know-how accumulated by the franchisor;
• other industrial and intellectual property, for example, important aspects used in
the sale of goods, provision of services or carrying out work for end users.
Franchise Creation

113

Besides, the parties may provide for restrictions in a franchise agreement, such as territory or type of commercial activity, when the franchisee may use the franchise object
(industrial or intellectual property, for example, exclusive rights, business reputation
and commercial experience). Before providing for such restrictions, the parties must
always comply with the requirements of the Law on Competition.
However, it must be remembered that the entire industrial and intellectual property
accumulated by the franchisor does not become permanent property of the franchisee on the basis of the franchise agreement. Under the franchise agreement, the
franchisee acquires the right to temporarily use the industrial and intellectual property of the franchisor for the adequate remuneration and must cease any use of it
immediately after the termination of expiration of the agreement. Failure to satisfy the
requirements may lead to the imposition of serious sanctions by the franchisor on the
basis of the terms and conditions of the franchise agreement.
7.1.3 General Legal Terms and Conditions of the Franchise Agreement
As already mentioned, the Civil Code is the basic code of law that exhaustively discusses the conclusion of the franchise agreements, i.e., the conclusion itself, the
amendments, the termination, form and content. Although the Civil Code does not
include the comprehensive list of terms and conditions of the franchise agreement,
it explains in detail or at least mentions the necessary requirements applicable to the
franchise agreements.
The Parties to the franchise agreement. The Civil Code prescribes that in Lithuania
only enterprises and entrepreneurs may operate as parties to the franchise agreement,
i.e., only enterprises and natural persons engaged in business activities may conclude
franchise agreements (Article 6.766(3) of the Civil Code).
The form, remuneration and registration of the franchise agreement. One should
pay attention to the main mandatory requirements for the form, content and registration of the franchise agreement:
• Franchise agreements must be concluded in writing. The failure to comply with this
requirement shall render the franchise agreement null and void (Article 6.767(1) of
the Civil Code).
• The franchise agreement must be remunerated (Article 6.769(1) of the Civil Code).
The parties are free to agree on the calculation of remuneration and payment procedures; however, remuneration shall be paid in all cases (Article 6.767(2) of the
Civil Code).
• The fact of forming a franchise agreement must be entered in the Register of
Legal Entities where the franchisor’s business is registered. When the franchisor’s
business is registered in a foreign country, an entry of forming a franchise agree-
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ment must be filed in the Register of Legal Entities in the country, in which the
franchisee is registered (for example, if the franchisee is a company registered in
Lithuania, the entry of forming the franchise agreement must be filed in the database of the Register of Legal Entities of the State Enterprise Centre of Registers).
Such registration is obligatory and the failure to register will result in the forfeit of
the right to use the franchise contract against a third parties in cases of dispute.
(Article 6.767(2) of the Civil Code).
• Where under the franchise agreement industrial property rights (trademarks, designs, patents, etc.) are transferred, the fact of forming a franchise agreement must
also be registered in the State Patent Bureau of the Republic of Lithuania (Article
6.767(3) of the Civil Code).
7.1.4 General Rights and Obligations of the Parties to Franchise Agreement
The franchisor’s obligations under the franchise agreement. The Civil Code also provides for the following franchisor’s obligations under the franchise agreement:
• The franchisor’s obligations which are binding in all cases (Article 6.770(1) of the
Civil Code):
o to transfer to the franchisee technical and commercial documentation and submit other information necessary to the franchisee in order to implement the
rights granted to him under the franchise agreement; train the franchisee and
his employees with regard to the questions related to the implementation of
the transferred rights;
o to issue to the franchisee licences provided for by the franchise agreement and
ensure their formalisation in accordance with the established procedure.
• The franchisor’s obligations, which are binding if the parties have not agreed otherwise (Article 6.770(2) of the Civil Code):
o to ensure the registration of the franchise agreement;
o render to the franchisee permanent technical and consultative assistance and
assistance in training of the franchisee’s employees;
o to control the quality of goods produced by the franchisee, work performed or
services rendered under the franchise agreement.
The franchisee’s obligations under the franchise agreement. The Civil Code provides
for the following franchisee’s obligations under the franchise agreement (6.771 Article of the Civil Code) (however, the franchisee must take into account the character
and peculiarities of the activities, deadlines and conditions of the franchise agreement):
• to use the firm’s name, trademark and service mark of the franchisor in the manner
specified in the franchise agreement;
• to ensure the quality of products/goods produced, work performed or services
rendered under the franchise agreement;
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• to comply with the directions and instructions of the franchisor in respect of the
use of the rights, the external and internal designing of the business premises of
the franchisee, as well as to any other conditions of activity specified in the franchise agreement;
• to render to purchasers (customers) any additional services, which they could reasonably expect in acquiring goods, work, services directly from the franchisor;
• not to divulge to other persons any commercial (industrial) secrets or any other
confidential information received from the franchisor;
• to conclude a sub-franchise agreement in the event of such an obligation being
provided for in the franchise agreement;
• to inform purchasers (customers) by the most obvious means for them that the
franchisee is acting under a franchise agreement and is using the firm’s name,
trademark and the service mark of the franchisor or any other symbols of individualisation thereof.
The Civil Code is more favourable to the franchisee rather than the franchisor; in a
way, it provides for the franchisee who has duly fulfilled his obligations under the franchise agreement the right to conclude a new agreement for a new term under the
same terms and conditions on the basis the established expiry date of the franchise
agreement (Article 6.774(1) of the Civil Code). Where the franchisor refuses to renew a
franchise agreement with the franchisee before the expiry of the period of three years
and wants to grant the same rights to other persons, the franchisor is obliged to propose a new franchise agreement to the franchisee or compensation for all the losses
incurred as a result of this (Article 6.774(2) of the Civil Code).
Since the Civil Code norms with respect to the conclusion of franchise agreements are
more favourable to the franchisee rather than the franchisor, presumably, the franchisor, as the stronger party in the franchise relationship, will try to find all the possible
ways to avoid the aforementioned obligations that would cause additional time and
monetary costs; the franchisor may try to formulate its obligations or the procedure for
their fulfilment in detail or in abstract terms, which would have an impact on narrowing its obligations or minimising them as much as possible in the franchise agreement.
In such a case, the main task of the franchisee is to ensure that the terms and conditions agreed on with the franchisor are clear and precise and provide for special and
adequately defined obligations of the franchisor, rather than only general statements
that are complicated or impossible to put into practice. It means that during the initial
stage of the franchise conclusion (or when making the proposed amendments to the
draft franchise agreement, which have been formulated by the franchisor, which is a
likely) the franchisee is obliged to capture the essence and characteristics of franchising very clearly and to have a sufficient amount of awareness and knowledge in order
to be able to apply them to the relevant terms and conditions of the franchise agree-
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ment or to get help from qualified lawyers – professionals who are doing this on behalf
of the franchisee.
7.1.5 Fees
Royalties Article 6.769(1) of the Civil Code provides for one very special condition of
the franchise agreement – the obligation of the franchisee to pay the franchisor royalties. The Civil Code does not prescribe any requirements for the form and type of
royalties and provides only the following examples; i.e., in accordance with the Civil
Code royalties may be determined in the form of a fixed lump sum, payable in instalments or deductions being made from the receipts of the franchisee. The parties may
agree that royalties under the franchise agreement will be paid in one of the forms
prescribed in the Civil Code or the parties may agree on other payment ways (Article
6.769(2) of the Civil Code).
7.1.6 The Liability of Parties
Joint liability of the franchisor and franchisee Joint liability of the franchisor and the
franchisee is regulated by general provisions and rules of the contract law. For example, the defaulting party is obliged to compensate the other party for losses incurred,
losses must be compensated in full, etc.
The liability of the franchisor in relation to claims brought to the franchisee There are
two special situations when certain provisions of the franchise agreement are different
from the general provisions of the contract law (Article 6.773 of the Civil Code).
• The franchisor shall be subsidiary liable for claims brought by third parties to the
franchisee concerning the quality of the products/goods, work and services sold
by the franchisee under the franchise agreement. This means that when the franchisor does not compensate the third party for all losses incurred, the franchisor is
liable for compensation of losses to the said party.
• The franchisor and the franchisee are jointly and separately liable to the third parties for all claims brought against the franchisee as the manufacturer of goods
(products).
7.1.7 Terms and Termination of Franchise Agreements
The expiry date of the franchise agreement may be established by the parties or the
agreement may be of an indefinite duration.
An important difference from the general contract law provisions of the Civil Code is
that the termination of the franchise agreement of indefinite duration requires a prior
notice before six months (Article 6.776(1) of the Civil Code). The parties to the agree-
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ment may agree on an even longer period. This requirement is also provided in order
to protect the interests of the franchisee and to provide the franchisee with enough
time (after they have been informed about the franchisor’s intentions to terminate
the franchise agreement) to take appropriate actions and to avoid unreasonably high
losses possible due to the termination of the franchise agreement.
However, the law does not elaborate on the notice period for termination of fixed-term
franchise agreements. Thus, if the fixed-term franchise agreement does not provide for
the notice period, but the parties are granted the right to terminate it before the expiry,
an appropriate term in relation to the notice of termination must be applied. In order to
avoid any doubt about the appropriateness of the term in certain situations it is advisable to establish the precise term of notice of termination in the franchise agreement.
7.1.8 The Competition Law and Franchising
The franchise law and the Law on Competition are closely related. Due to their characteristics the franchise agreement is often on the verge of violating the Law on
Competition. Thus, attention needs to be paid to the detailed examination of the context and the precise wording of franchise agreements.
The most general restriction provided for in the Law on Competition is that when
concluding franchise agreements the parties may provide for only such terms and
conditions for limiting competition which are not prohibited by the Law on Competition (Article 6.772(1) of the Civil Code).
The Civil Code also explicitly provides for two cases in which terms and conditions of
the franchise agreement are automatically regarded as violating the Law on Competition and are automatically rendered or deemed invalid (Article 6.772(4) of the Civil
Code):
• general conditions that entitle the franchisor to set prices of the goods/products
produced, work performed or services rendered by the franchisee or to set a lower
price range;
• general conditions granting the franchisee the right to sell goods/ products, to perform work or to render services exceptionally to a particular category of purchasers (customers) or exceptionally to purchasers (customers) situated in the territory
specified in the franchise agreement.
Besides, the Civil Code sets out certain limitations of the franchise agreement, which,
nevertheless, can be justified with regard to the Civil Code; however, both parties under the franchise agreement are obliged to ensure that in any such case the limitations
are consistent with the prohibitions of the Law on Competition (Article 6.772(2) of the
Civil Code), for example:
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• the franchisor takes on the obligation not to grant to other persons analogous
complex or exclusive rights for the use thereof on the territory consolidated for the
franchisee, or refrain from own analogous activity on the same territory;
• the franchisee is prohibited from concluding franchise agreements related to analogous rights from competitors (potential competitors) of the franchisor.
The regulation of franchise relationship in Lithuania came into force in 2001 after the
Civil Code provisions for the conclusion, execution and termination procedures of the
franchise agreement and regulation of other important aspects were adopted. Only
enterprises and/or entrepreneurs may be parties to the franchise agreement. Franchise
agreements in Lithuania must be concluded in writing; they must be remunerated,
and the fact of their conclusion must be entered in the state registers. The franchisor
together with the franchisee assumes joint liability or several (joint) or several obligations to third parties. It is very important to ascertain that the franchise agreement
does not violate the Law on Competition, because the violation of such binding obligations renders the agreement null and void, in case of attempts to regulate prices or
the failure to fulfil obligation to sell the products exclusively to the purchasers situated
in the territory specified in the franchise agreement.
7.2	The Legal Regulation of Franchise in Latvia
7.2.1 The Main Legal Documents Regulating Franchising
In Latvia franchising is regulated by the following legal documents:
• As of the 1st of January 2010, the franchise agreement is regulated by Chapter
7 “Franchise Contract”, Division XXI “Special Provisions for Certain Commercial
Transactions”, Part D of the national Commercial Law. The regulation of the trade
agreement is applicable to all types of franchise agreements and includes the
regulation of franchise publication, determines rights and obligations of both
parties and provides for exclusive rights for the parties to terminate the agreement unilaterally.
• The Civil Law establishes general rules of the franchise agreement regulating the
termination of the agreement and obligation of written form.
• According to reference given in Article 480 of the Commercial law, the regulation of the Competition Law is applicable to cases related to the relevant legal
field.
• The International Accounting Standard No 18 “Revenue”, which is applied in Latvia,
prescribes that the franchise agreement is the basis for payment and also it regulates the revenue entries in the accounting system.
The regulation of franchising in the European Union, also relevant to the Latvian people, determines the competition law norms with respect to basic rules and minimum
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obligations. The regulation of civil liability is defined in the public legal documents. According to the information provided by the European Franchise Federation4, franchising
in the European Union is regulated by the following documents:
• Commission Regulation (EC) No 2790/1999 which defines vertical franchise agreements and the competition law.
• Commission Regulation (EC) No 1/2003.
You may choose an alternative solution in accordance with the European Code of Ethics
for Franchising. Its purpose is to promote a self-regulatory set of ethical standards by
which the actors of the industry themselves define the means by which to protect its
practice from behaviour which could otherwise be detrimental to its image and ultimately to its business development.
7.2.2 The Concept of Franchising and the Franchise Agreement (Definition)
The Franchise is legally defined as rights granted by the holder (the franchisor) to the
user (the franchisee), in exchange for direct or indirect financial consideration to undertake the activities of selling goods/products and services under the framework
established by the franchisor. It usually includes know-how and support, specifies in
which important part and how the franchised business should operate, includes important and ongoing operational control executed by the franchisor and is essentially
linked with the franchisor’s5 trademark, service mark, trade/industry name or logo. Article 474 of the Commercial Law provides a broad definition: the franchise is defined
as a contract by which a merchant (the franchisor) grants another contracting party
(the franchisee) the right to use a trademark, other intellectual property rights, selling
activities, information of the firm on production or provision of services in order to sell
goods/products and/or provide services in accordance with the concluded franchise
agreement and the work procedure developed and approved by the franchisor. There
are three models of franchise agreements:
• The franchisor grants the rights to the sub-franchisor – master franchise agreement;
• The sub-franchisor grants the rights to the sub-franchisee under the sub-franchise
agreement;
• The franchisor grants the other party rights under a development agreement.
The franchise agreement is a bilateral agreement for pecuniary interest. Components
of the franchise agreement are as follows:
• Subject of the agreement;
• Payment;
• Agreement form.
4
5
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The most important component that distinguishes the franchise agreement from
other liability agreements is the inclusion of know-how. Thanks to know-how, franchising now is one the most marketable business models.
7.2.3 General Legal Terms and Conditions of Franchise Agreements
In Article 475 of the Commercial Law there is an obligation regarding the conclusion of
the franchise agreement in writing. Upon infringement of this obligation, a franchise
agreement becomes void in accordance with Section 1488 of the Civil Law – it does
not comply with the law. There exists no special rules for content of the agreement;
however, the whole content mentioned above (know-how, technical support, etc.)
should be laid out in detail in order to avoid future disputes related to issues of trade
secret.
7.2.4 Terms and Termination of Franchise Agreements
Any of the parties can terminate an agreement unilaterally in case its fulfilment has
become too burdensome (in accordance with Article 478 of the Commercial Law):
• Impartial circumstances have emerged;
• The franchisor or the franchisee has provided false information to the other party,
which is essential for further execution of the agreement.
The impartial circumstances have emerged after entering into the franchise contract;
the party could not have predicted the event, or the party has not undertaken the
risk that may emerge. If an agreement is terminated based on impartial circumstan
ces faced by one of the parties, the law prescribes acting without a trial, by invoking
negotiation and impartial criteria for assessing the circumstances of the termination
of the agreement. The Baltic Franchise Association (BFA) suggests solving disputes
by applying mediation as an additional means of dispute solving (ADR). In this process, mediation is valuable to both parties, considering the fact that franchising is
a business model, and prolonged civil proceedings could potentially be harmful to
business.
7.2.5 Competition Law Implications
Before signing a franchise agreement, parties should discuss terms and conditions
of the non-disclosure of know-how and other special commercial information. Upon
termination of the franchise agreement, the parties should establish restrictions on
competition. The rules of the Competition Law of Latvia are the same as European
competition rules. In accordance with the Competition Law, the Cabinet of Ministers
of Latvia is responsible for laws related to franchise agreements. In Latvia, the franchise agreement and actual analysis and interpretation by the Competition Council
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of Latvia are based on the following documents by the European Commission relating to the Competition Law: (EC) No. 330/2010 and 2000/C291/01 (guidelines).
Franchise agreements, just like any other cooperation agreements, are assessed in accordance with the Competition Law (Section 11), the first paragraph of which states
that any agreements, the purpose or consequence of which is hindrance, restriction or
distortion of competition, are null and void from the moment of being entered into.
In accordance with the definition of the franchise agreement, the franchisor grants
the franchisee intellectual property rights. Provided that neither of the parties has
a market share of more than 30%, in accordance with the franchise agreement, the
Block Exemption Regulation is applied to vertical restrictions on the purchase, sale
or resale of goods/products or services. However, if exclusive supply is provided for
in the agreement, this is not a basis for prohibition, provided that the buyer shares
the franchisee market in a respective market where it purchases goods indicated in
the agreement without exceeding 30%. In practice, there exists cases where vertical
agreements, including franchise agreements, are concluded between competitors. In
such case, following the provisions of the agreement, it does not form a basis for a
prohibition for the Cabinet of Ministers of Latvia if no mutual distribution/supply is
performed and a set of criteria is provided.
Vertical restrictions can affect market both in a positive and negative way. Applying
the recommendations provided in the 2000/C291/01 (guidelines), the analysis of vertical agreements is performed following the criteria set forth in the 2000/C291/01
(guidelines).
7.2.6 General Rights and Obligations of the Parties
The franchisor’s obligations:
• Prior to executing a franchise agreement, the franchisor must provide the franchisee with the following information:
o A general description of the franchise and data representing the actual situation;
o The terms and conditions of the franchise agreement and option of renewal of
the agreement;
o Payment amounts and rules for the franchisee;
o Any other information that is relevant to the franchisor at the time of entering
into the agreement.
• The franchisor undertakes to ensure that intellectual property rights indicated in
the agreement are protected at the time of franchising.
• The franchisor undertakes to cooperate with the franchisee and provide all necessary information, as per the agreement.
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• The franchisor transfers all documentation for unlimited use to the franchise (licenses, instructions, technical documentation and descriptions).
• In case the franchisee is obliged to receive goods from the franchisor, the latter
must perform the supply of goods/products as indicated in the agreement, or inform about a suitable time limit for the supply.
• Marketing is franchisor’s responsibility, as per the agreement.
The franchisee’s obligations:
• The franchisee undertakes to provide the franchisor with information on the actual
facts and conditions that could be relevant when signing the agreement.
• The franchisee undertakes to use the franchise under the terms/conditions provided for in the agreement, and taking into consideration the franchise trademark
and other aspects of intellectual property.
• The franchisee undertakes to use the franchise in accordance with its intended purpose indicated in the agreement. Trade secrets must be kept confidential for five
years after the termination/expiry of the agreement.
Latvia applies differentiated tax rates to the franchisor’s income. The rates fall within
a range of 9 to 24 percent, depending on legal entity’s income from franchise income, legal status and form. It is indicated that franchise is merely an instrument,
the actual mechanism being the franchise agreement. The laws of Latvia provide for
many liberties relating to content of franchise; however, the explanations of mandatory franchisor’s obligations are much more detailed and their regulation is much
clearer. Legal regulation of the franchise in Latvia is useful for the growth of the
business sector, but the main problem here is that credit institutions fail to provide
favourable credit conditions for franchisor business. It is likely that the lack of favourable credit and financing conditions is one of the reasons why franchise business is
not widely spread in Latvia.
7.3 The Legal Regulation of Franchising in Estonia
The following overview presents the key laws and regulations regulating franchise
agreements in Estonia. The regulation in Estonia provides a comprehensive set of rules
relating to various types of agreements that can be included in a franchise agreement.
Generally speaking, the legal regulation of franchising in Estonia is good; it provides
for both franchisor and franchisee protection.
7.3.1 The Main Legal Documents Regulating Franchising
First of all, franchise agreements in Estonia are regulated by the Law of Obligations Act.
Estonia’s regulation is derived from the Civil Code of the Russian Federation, UNIDROIT
Model Franchise Disclosure Law, and the European Code of Ethics for Franchising.

Franchise Creation

123

Franchise contracts are in essence mixed contracts that almost always include an intellectual property license in a particular form, and hence the Estonian Copyright Act,
Trademarks Act, and sometimes Patent Act are applied.
7.3.2 The Concept of Franchising and the Franchise Agreement (Definition)
In accordance with the Estonian laws, the franchise agreement is an agreement
where one person (the franchisor) undertakes to provide another person (the
franchisee) with a set of rights and information that is intended for the franchisor
to apply in economic or professional franchise activity, including the right to the
franchisor’s trademark, commercial identification documents, and know-how. All
franchise agreements are mixed type agreements that combines features of license,
sale, rental and other agreements. The Supreme Court of Estonia defines franchise
agreements as service provision agreements.6 Following its legal definition, the franchise agreement is related to economic or professional activities, thus, it is likely
entered into for a reward.
7.3.3 General Legal Terms and Conditions of the Franchising Agreement
In accordance with Estonian laws, there is no obligatory form for a franchise agreement
as a whole. Estonian Circuit Court have even approved the validity of verbal franchise
agreement.7 However, as franchise agreements are mixed, some of their parts may
require a certain format. Most often franchise agreements incorporate clauses of intellectual property rights (hereinafter – IPR). Such clauses are license agreements by
which owners of IPR licenses transfer their intellectual property to another person.
License agreements of copyright works must be concluded in writing or signed by
electronic means. Although such a strict obligation does not apply directly to the licensing of trademarks, the Trademarks Act stipulates that applications for transfer or
licensing of a trademark must be made to the Patent Office in writing. Thus, concluding
trademark transfer and licensing agreements in writing is recommended. The grant of
non-exclusive license to copyright works may be performed in a form that can also be
performed in writing. There is no state register in Estonia for registration of franchise
agreements or copyright agreements.
7.3.4 General Rights and Obligations of the Parties
The main obligation of the franchisor is to grant the franchisee a set of rights essential
in establishing a franchise. The franchisor may make any efforts to protect intellectual
property rights (IPR), including trademarks that are licensed for the franchisor. A violation of this obligation, i.e., the inability to avoid the deregistration of a trademark, is
considered to be a fundamental violation of a franchise agreement.
6
7
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When the franchisor transfers or licenses the set of rights forming the core of its business, the main right of the franchisor is to audit the franchisee with regards to the
proper usage of trademarks and the quality of its products.
The franchisee has four main obligations: 1) Using the franchisor’s business identification, i.e., using the franchisor’s trademarks, shop names, domain names, emblems,
etc., in the franchisee’s activity; 2) Ensuring product/service quality of the same level
as that of the franchisor; 3) Following the franchisor’s instructions; 4) Being able to
provide additional products/services that are provided by the franchisor. Finally, although not provided directly by the law, the franchisee is obliged to pay for the
franchise.
Both parties undertake to provide information to each other. Such an obligation arises
before signing the agreement. The parties must inform each other about circumstan
ces pertaining to the franchise, as well as about other competitive legal entities and
products, and violation of intellectual property rights experienced due to third parties.
The franchisee undertakes to inform the franchisor about a violation of intellectual
property rights (IPR), as well as to take measures to prevent violations.
For the duration of the franchise agreement, the parties are obliged to keep confidentiality regarding know-how and business secrets. The obligation of confidentiality is
usually related to the intellectual property license included in the agreement.
7.3.5 Fees
As explained above, there is no format requirements for the franchise agreement
which would, for example, provide for notary fees. Moreover, as there is no state re
gister for either franchise or copyright agreements, no state fees are imposed when
signing a franchise agreement. However, for the franchisee to be allowed to use the
franchisor’s trademark, a written request must be presented to the trademark register,
which shall constitute grounds for inclusion of such authorization in the register. The
state imposed fee for the registration of a trademark is EUR 140.60. Additional fees apply for correction of a request or other procedures.
7.3.6 The Liability of Parties
The liability of the franchisor derives from the obligation to provide information.
When concluding a franchise agreement, there is financial risk that failure of the
franchisee and the franchisor to provide information may lead to the economic
bankruptcy of the franchisee. In addition to this, information retention and providing false information is considered to be a violation of the agreement. The obligation
to provide information is usually discussed in detail in the franchise agreement; the
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violation of the agreement is defined in the agreement as well. There is a common
practice to impose financial fines to the franchisee in case it violates confidentiality
terms and conditions or obligations related to using of intellectual property rights
(IPR) as prescribed by the franchisor.
The franchisee has more liabilities than the franchisor. The first set of liabilities arises
from the obligations in front of the franchisor. As the franchisee represents a created product which is well-known, it must meet customer expectations relating to the
franchise. The second set of responsibilities arises in relation with the customers, i.e.,
third parties. In accordance with the Estonian regulations, the interests of third parties
are secured by the franchise agreement, and, in case of losses, they can take actions
against the franchisee when it does not meet the franchise standards.
7.3.7 Terms and Termination of Franchising Agreements
In practice, franchise agreements are signed for an indefinite period. An agreement
concluded for an indefinite period usually may be terminated by either of the parties
by presenting a prior grounded notice, if not provided otherwise in the agreement.
Each party can terminate the agreement without a prior notice if it indicates a proper
reason; that is, when, taking into account all circumstances and common interests of
the parties, it cannot be reasonably expected from the party terminating the agreement to continue execution of the agreement. However, it should be taken into
account that the franchise agreements are mixed type agreements, in which different
termination rules may be set, for example, an open-ended license agreement can be
terminated by a written notice to the other party a year in advance. However, the parties may agree upon a shorter period of notice.
7.3.8 The Competition Law and Franchising
The regulation by the Competition Act of Estonia complies with the European competition rules. The Estonian Competition Act provides for prohibition of agreements that
restrict competition. Franchise agreements usually establish a combination of different
vertical restrictions. These restrictions, however, may not be illegal, as the regulations
gives a block exemption from the general prohibition on agreements which restrict
competition. Provided that neither of the parties to the agreement has a market share
of more than 30%, the Block Exemption Regulation is applied to vertical restrictions
of purchase, sale or resale of goods/products or services. The block exemption applies
to licensing and intellectual property rights (IPR) in franchise agreements when the
following criteria are met: a) the intellectual property rights should be transferred or
licensed for the buyer to use; b) the intellectual property rights (IPR) cannot be the key
subject of the agreement; c) the intellectual property rights (IPR) should be directly
related to goods/products or services of the buyer or its customers; d) the intellec-
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tual property rights must not imply restrictions to competition with regards to the
same subject as vertical restraints that are not exempted in accordance with the Block
Exemption Regulation. If the Block Exemption Regulation is not applied, the restrictions must be adjudged following the general prohibition provision and an individual
exemption provision for situations where the positive effect on an agreement overbalances the negative. Anti-competitive agreements are classified as a criminal offence
in Estonia.
The legal regulation of franchise agreements in Estonia allows a relatively easy signing
of an agreement. Rights, obligations and liabilities (duties) of the parties are defined
by the law in order to provide additional protection to the agreement. The regulation
in Estonia creates a secure and stable franchising environment.
7.4 The Legal Regulation of Franchising in Belarus
7.4.1 Historical Development
In 1998, the term franchise was used for the first time in laws of the Republic of
Belarus, as a new edition of the Civil Code of the Republic of Belarus was adopted,
which now included Chapter 53, related to complex entrepreneurial licensing (franchising). This chapter only had Article 910. The first section of this article provided a
definition of franchising. The second section defined relations with additional laws
and set forth that the franchising agreement may only be concluded in cases where
it is explicitly allowed by law (specific cases indicated in an additional law to be
passed.
But as there was no additional law related to franchising and also there was no law
to properly determine cases in which franchising agreements may be concluded, the
possibilities to conclude such an agreement did not exist. In 2004, the Civil Code was
amended and provisions were established that permitted a limited amount of cases
when a franchise agreement could be concluded. Due to this legal change, opportunities to conclude franchising agreements began to occur. In 2005, the first franchising
agreement was concluded in the Republic of Belarus. Up to now, there are more than
100 franchise agreements concluded.
7.4.2 Current Legal Regulation
Currently, the Civil Code of the Republic of Belarus is the main legal document re
gulating franchising in the Republic of Belarus. After the coordination of important
laws related to franchising in 2004, the chapter of the Civil Code regulating franchising agreements now constitutes 12 Articles. In addition to the Civil Code, franchising
agreements are substantiated by the following legal acts/documents:
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• Resolution No 346 of the Council of Ministers of the Republic of Belarus dated
March 21, 2009 establishes the mandatory registration of franchising agreements
related to the territory of the Republic of Belarus;
• Decision No 6 of the State Committee of Science and Technologies dated April 15,
2009 approves the procedure of the registration of franchising agreements;
• Resolution No 156 of the Council of Ministers of the Republic of Belarus dated February 17, 2012 establishes the list of documents required for the registration of
franchising agreements, and the period of time during which the registration shall
be completed;
• The Tax Code of the Republic of Belarus specifies amounts of patent fees payable
for the registration of franchising agreements (the patent fee is a commonly used
title of fees of all types, related to trademarks, patents, inventions, franchising, etc.).
7.4.3 The Term (Definition) of Franchising and the Franchise Agreement
According to Article 910 of the Civil Code, under the agreement of the complex entrepreneurial license (hereinafter referred to as the franchising agreement) one party
(the franchisor) undertakes to grant for a fee to the other party (the user) the right to
use the owner’s trade name, other objects of intellectual property granted under the
franchising agreement and the right to use the know-how in the respective business
activities for the term indicated in the franchising agreement (or without specified
terms) in the licenced territory.
The franchising agreement may authorise other persons to use the licence granted to
them (a comprehensive business sub-licence). The franchising agreement may establish the user’s obligation to grant a certain number of business sub-licences within the
certain period of time. The agreement of complex entrepreneurial sub-license may not
be concluded for a period longer than the franchising agreement.
7.4.4 General Legal Terms and Conditions of Franchising Agreements
The franchising agreement shall be concluded in writing. The agreement shall be registered at The National Centre of Intellectual Property (hereinafter referred to as the
Registration Institution). Amendments to the agreement or its termination or expiry also
constitutes grounds for registration. The following items shall be submitted for registration in the agreement in the Registration Institution:
• A Registration request;
• an agreement in three copies (two original copies and one copy approved by the
applicant);
• Power of Attorney granted to the person filling in the request (if filled in by a representative);
• documents proving the payment of the patent fee.
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The patent fee is specified in Annex No 23 of the Tax Code and it is 100 US dollars for
the registration of the agreement and 50 US dollars for its termination or amendments.
Belarus has specific rules to all trading agreements with foreign countries (the franchise agreement between a Belarussian citizen and a person who is not permanently
residing in the country, is considered to be foreign trade agreement); in addition, such
agreements must be registered with the bank, also there are special norms related to
payment terms and accounts from which and to which payments should be made, etc.
If the franchisor transfers some exclusive intellectual property rights (included into the
agreement and provided to the user) to some other person, this does not constitute
the grounds for amending or terminating the franchise agreement. The new owner
becomes part of the agreement together with the rights and obligations related to the
granted exclusive intellectual property rights.
7.4.5 General Rights and Obligations of the Parties
Under Article 910-3 of the Civil Code, the franchisor shall transfer to the user technical,
trading and other information required for the use of the overall licence granted to the
user, also it shall instruct the user and its employees on matters related to the use of
such an overall licence.
Unless otherwise provided for by the franchising agreement, the franchisor shall
provide continuous support and advice, including assistance with the training of employees and controlling the quality of goods/products (works and services) produced
by the user on the ground of the franchise agreement. Under Article 910-4 of the Civil
Code, (that describes the grounds and characteristics of activities performed by the
user), the following user’s obligations shall be highlighted:
• to use franchisor’s name duly, as described in the agreement;
• to ensure that the quality of goods/products (works and services) would be the
same as the quality of goods/products (works and services) produced by the franchisor;
• to follow the franchisor’s instructions used by the franchisor (including the external
and internal appearance of the premises used for the performance of the franchising agreement) in order to ensure their compliance with the fundamental grounds,
methods and conditions of use in the licenced territory;
• not to disclose the received confidential information and trade secrets (know-how);
• to pay the agreed amount for comprehensive business sub-licences;
• to inform buyers (customers) that it uses the name and trademark of the franchised
company;
The franchising agreement may provide restriction of parties’ rights by establishing:
• the franchisor’s undertaking not to grant a franchise to other persons in the same
territory;
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• the obligation that the user shall not compete with the franchise holder in the te
rritory indicated in the agreement;
• the prohibition for the user to acquire similar licences from the franchisor’s competitors (or potential competitors);
• the user’s undertaking to agree with the franchisor on the location of the premises
to be used in the course of activities under the franchise agreement, as well as on
the external and internal design of the premises.
Restrictions of parties’ rights may be declared by the court to be void under a request
of competition agencies or other interested persons, if these restrictions are substantiated by the status of the respective products’ market and economic situation of the
parties in contrary to the antitrust law.
7.4.6 The Parties’ Liability and Obligations
The Civil Code establishes that the franchisor has subsidiary liability for the claims
against the franchisee regarding non-compliance in the quality of goods/products
(works and services) sold by it with the quality of goods/products (works and services)
sold by the franchisor as established by the franchising agreement.
7.4.7 Terms and Termination (Expiry) of the Franchising Agreement
The franchise agreement may be concluded for a fixed or indefinite period of time.
Every party to the franchising agreement concluded without an adjusted expiration
term, has a right to void the agreement at any time by informing the other party, unless
the agreement provides for a longer notice period. Such termination of the agreement
is possible without any consent of the other party or the signing of any additional
documents. The franchising agreement concluded for a fixed term may be terminated
only by the agreement of both parties or in cases established by laws, as in the general
rules of agreements of all other types.
An early termination franchise agreement with the indicated term, as well as the termination of the agreement without an indicated expiration period, constitutes grounds
for registration following the registration procedure of the franchising agreements.
7.4.8 Taxation
If franchisor does not reside in the country, the amount of its franchise remuneration
constitutes the grounds for the taxation of income of foreign companies that do not
perform any activities in the territory of Belarus.
Unless otherwise provided in the Agreement of the Elimination of Double Taxation,
the tax tariff for the payment of periodic taxes (this includes payment for the granting
of the licence to the franchisee) is 15 percent. Following the Agreement of Elimination
of Double Taxation, the tariff of this tax may be reduced.
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The user residing in the Republic of Belarus shall hold and transfer this tax to the bu
dget from the amount of franchise remuneration payable to a foreign organisation.
Due to short period of the legal regulation of franchising in the Republic of Belarus (in
fact, from 2004) franchising agreements are not very popular as of yet. There are many
cases when the relationship between the parties is based on transfer of the use of a
trademark or on the grounds of a few agreements (a licensing agreement related to
the use of a trademark and the exercise of rights; an agreement related to the transfer
or rights and information not to be disclosed).
Moreover, there is no case-law related to such agreements (it is more than likely that
there is no judicial experience at all). However, franchising agreements are growing in
popularity; therefore, it may be expected that in the nearest future, such a practice will
expand among Belarussian companies.
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8 Preparation for Franchise Network
	Development

Franchise network development is directly related to the increase of the number of
franchisees belonging to the network. In order to create preconditions for a rapid
and effective network development, the franchisor must perform preparatory work.
Preparation for franchise network development includes two aspects: preparation for
franchise marketing and preparation for franchisees recruitment. We will discuss these
two stages further in this chapter.
8.1	The Preparation for Franchise Marketing
Although franchise marketing and the marketing of franchised business and its goods
or services are related and may supplement each other, they should be planned, implemented and evaluated separately from one another. The main purpose of franchise
marketing is to raise the awareness of the franchise between potential franchisees, to
induce their interest in a franchise and encourage them to acquire it. Preparatory steps
of franchise marketing are shown in Figure 21.
Preparation of the franchise
marketing strategy

Preparation of the franchise
marketing action plan

Preparation of the franchise
marketing measures

Figure 21. The Preparation for Franchise Marketing

When starting franchise marketing planning, every franchisor should not forget that it
is implemented in the “business to business” segment and it must have features characteristic to this segment; in the meantime, competences and the experience of the
franchised business in the “business to consumer” marketing, accrued by implementing successful marketing campaigns of products or services sold by businesses, may
be only partially used in franchise marketing. Accordingly, franchise marketing planning starts with the preparation of the franchise marketing strategy.
In the business world, there are various methodologies and tools for preparing a
marketing strategy. The franchisor may choose any of them provided that it will
allow defining the following basic elements of the franchise strategy fully, effectively and clearly: the conclusions of an environmental analysis, strategic choices
(goals, type of strategy, target segment, differentiation and competitive advantag-
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es, positioning, etc.), the marketing complex (products or services, place, pricing,
promotion, process, people and physical obviousness) and tools of monitoring and
evaluation.
The fundamentals of preparing a franchise marketing strategy were established in
the previous stages of the creation of the franchisor’s business – when preparing the
franchise concept, the franchise marketing’s target segment was defined. Marketing
strategy is usually prepared for the medium to long term, and its practical implementation in the short term is defined by a marketing action plan. In the plan, particular
marketing activity shall be clearly defined, as well as measures and channels used in
the course of their implementation, the responsible people and the resources required
for their implementation, a time plan and the targets to be achieved. A well-formed
marketing action plan should not only clearly define the implementation of the marketing activity, but also show the relation of every activity and measures with the
provisions of the marketing strategy.
The prepared marketing action plan should define the need to prepare particular marketing measures. Although depending on the franchisor, such measures may differ;
however, the following are the most common: a brief franchise brochure, a detailed
franchise brochure, a franchise exhibition stand, a website, etc. It may be stated that
the mentioned measures constitute a minimal set of essential franchise marketing
measures, which if needed, may be supplemented by other measures.
Later in this chapter, we will discuss more about the basic channels of franchise marketing.
8.1.1 Franchise Marketing Channels
Although in franchise marketing as in usual business marketing, new channels and
measures used in them constantly appear, there are certain channels and measures
which are very popular in franchising. These channels are:
• The Internet. The importance of the Internet as a marketing channel has rapidly
grown in the modern world. The franchisor should be able to use opportunities
provided by the Internet. It is common these days that potential franchisee find
and research most of their information about a potential franchising opportunity
on the Internet. The franchisor must offer exhaustive information about all aspects
of the franchise and ensure this information would be available on its website so
that search engines would provide links under set searching parameters, and that
the links to the website would be placed on related websites possibly visited by
future franchisees, etc.
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• Social networks. Social networks are rapidly getting popular. The franchisor
should ensure that franchise profiles would be created on social networks, messages would be distributed rather regularly and attractively, communication
with visitors would take place, they would be included into discussions, games,
etc.
• Franchises exhibitions and other similar events. Franchises exhibitions,
presentations and other events oriented towards the creation of direct contact with potential franchisees still manage to ensure sufficient efficiency in
the context of franchising marketing. Having in mind that the acquisition of a
franchise means rather long-term obligations to the franchisee, a majority of
franchisees still request communication with representatives of selected franchises in person.
• Franchises catalogues. Printed franchise catalogues have been almost completely
replaced by internet catalogues. Although the inclusion of a franchise into such a
catalogue may not guarantee the successful generation of interested persons and
enquiries, it often becomes a mandatory attribute of a strong franchise. If a potential franchisee will not find a franchise description in one of the main catalogues, it
may start questioning the franchise’s reliability and stop any further evaluation of
its proposal.
• Franchisees belonging to the franchisor’s network. The use of contact network
of existing franchisees for the generation of new enquiries is a particularly effective measure. Trust created by the recommendation of current franchisee may
strengthen a potential franchisee’s wish to acquire a franchise.
• Franchise brokers and sales intermediaries. Franchise brokers and sales intermediaries acting on commercial grounds are a rather effective tool for sales promotion. Brokers successfully working in the market for a long time may generate
a high flow of qualified leads within a very short period of time thanks to contacts
alone that they have.
• Franchising associations. Franchising associations and other equivalent organizations exist in almost every country. Entrance to such an association or becoming
its partner enables the use of its communication channels for the marketing of
one’s own franchise and the generation of potential franchisees.
The described list of marketing channels is indefinite. Every franchisor may use various
other channels for communication of its franchise value proposition to a target segment of potential franchisees. The choice of marketing channel shall be evaluated in
the context of the franchisor’s business and marketing strategies. After choosing the
marketing channels, the franchisor shall create appropriate marketing measures and
effectively implement marketing activities. Successful marketing should create preconditions for the growth of a number of enquiries and an increase in the quality of
sales leads.
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8.2 Preparation for franchisees’ Recruitment
Having in mind that success of the whole franchise network depends not only on the
franchisor’s efforts, but also on commitment and the results of every franchisee in the
network, franchisees’ recruitment becomes particularly important.
When evaluating the efficiency of franchisee recruitment, a ratio of conversion of the
leads to franchise agreements is used. Many franchise experts state that it must be
taken into account that only 1 of approximately 100 interested persons will become
a franchisee. It is natural that every franchisor seeks to increase this ratio as much
as possible, to accelerate the growth of the network and use less resources for the
marketing of the franchise, as well as franchisee recruitment, evaluation and communication with them. However, in terms of franchisee recruitment quality, another
ratio of franchise network should be kept in mind, i.e., the net growth of number of
franchisees in the network. This ratio is calculated by deducting the franchisees that
have left the network during the reference period from all the new franchisees. The
larger is the said ratio, the healthier and more attractive the franchise network is. So,
in order to achieve the long term stability and success of the franchise network, the
franchisor must construct such a franchisee recruitment process that balances the
values of both the conversion ratio and the net franchisee growth in the network
ratio.
The main methodical tool for the management of the franchisee recruitment process is the franchisee recruitment operations manual. The aim of this operations
manual is to regulate in detail the actions of the franchisor from the generation
of initial enquiries to the signing of franchise agreement. This manual is usually
prepared on the basis of the legal franchise sale-purchase algorithm. A typical franchisee recruitment manual regulates the implementation processes, procedures
and actions and related documents, templates and forms of the following franchisee recruitment steps:
• The receipt of the enquiry,
• The registration of the candidate,
• The filling in the candidate application form,
• The assessment of the suitability of the candidate,
• The sending of presentations – franchise brochures,
• Meeting the candidate,
• The signing of a non-disclosure agreement,
• The disclosure of more detailed information about franchise,
• The initiation of preparatory works of the candidate,
• The evaluation of premises proposed by the candidate,
• The evaluation of business plan prepared by the candidate,
• The evaluation of the reliability and financial capacity of the candidate,
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• The coordination of a franchise agreement,
• The approval of the sale of the franchise,
• The signing of a franchise agreement.
In addition to the description of processes, this operations manual should also include a detailed profile of the franchisee prepared on the basis of profile defined in
the concept of the franchise. This profile is used both to define the criteria of assessment and selection of interested persons and to specify franchise marketing actions
and measures in such a way that they could have the greatest influence on the future
franchisees.
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The Creation of the Franchise Network
Support Infrastructure

The Franchise network support infrastructure consists of the franchisor’s company
ensuring the service of the franchise network, related external subjects (suppliers,
buyers, partners, etc.) and relations with them. The creation of this infrastructure, as
well as of the franchise itself, is not a finite process. After the franchisor creates the initial network support infrastructure, it must be constantly and continuously developed
and improved in such a way that it would correspond with changing market conditions and the needs of franchisees and would become the competitive advantage of
the franchise. The steps of the creation of initial franchise network support infrastructure are shown in Figure 22.
The creation of the franchisor
company

The creation of the franchise n
etwork service infrastructure

The creation of the franchise
network management infrastructure

Figure 22. The Creation of the Franchise Network Support Infrastructure

The basis of the franchise network support infrastructure is the franchisor company.
We have already mentioned that business development by way of franchising is, in
principle, a new business which must be clearly separated from the basic franchised
business, on the basis of which the franchise is created. A separate company should
be created for the development of this new business. In the beginning of the franchisor operation, such a company is usually very small and closely intertwined with
the company, which develops the basic franchised business. With the growth of franchise network, the franchisor company will also grow – the number of employees will
increase and a unique culture will emerge in it – and it will become ever more remote
from the head company. The particularities of the creation of the franchisor company
will largely depend on the provisions of the concept of the franchise and franchise
development and the franchise network development plan. They will not only define activities for which this company will be responsible but will also list objectives
raised for it and resources allocated for the achievement of these objectives. It is very
important to emphasise that from the very beginning of its existence, the franchisor
company must have all necessary financial, human, tangible and intangible resources.
If these resources are not ensured in the required scope, this company cannot be expected to implement, properly and on time, the objectives raised for the development
of the franchise and the expansion of the franchise network.
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After the franchisor company is created, it should itself take over the coordination of
the franchise creation work described earlier in this book as well as of the franchise
network support infrastructure development work and move on to the creation of the
franchise network service infrastructure. The franchise network service infrastructure
includes elements, which are necessary for the continuous and successful functioning
of the unit acting on the basis of the franchise and the meeting of end users’ needs.
These elements can vary in different franchise networks depending on the franchised
business model but they usually consist of the entirety of the suppliers providing
various goods and services necessary for the functioning of the business model, and
other strategic partners. When constructing the concept of franchise, the franchisor
must decide what goods and services it will supply to its franchisees in a centralised
way and what goods and services it will allow to be purchased from external suppliers and what requirements it will pose for them. The franchisor must also model its
relationships with the main partners and decide whether it will delegate the making
and maintaining of these contacts to the franchisees or whether it will manage them
in a centralised way from the franchisor company. In most cases, even before starting
the creation of the franchise in its home market, the franchisor usually has an already
developed infrastructure, which supports the functioning of the network of its own
units. In such a case it is highly likely that franchisees in the home market will simply
use the existing infrastructure. However, in new markets, where the franchisor does
not have any of its own or franchised units, such infrastructure will have to be created
from scratch.
When the franchisor has finished creating the franchise network service infrastructure,
it should focus on the creation of franchise network management infrastructure. The
franchise network management infrastructure includes elements, which are necessary for the continuous and successful functioning of the franchise network and the
meeting of the franchisees and franchisor’s needs. In the beginning of the franchise
network functioning, a typical franchisor does not give too much importance to its
internal procedures and steps directed to the management of the network. While
the franchise network connects a small number of franchisees, the franchisor’s employees are able to handle them without any additional instructions or regulations.
However, with time and the growth of the franchise network, the need for the systemic
management of the franchisor company and its actions directed to the subjects of
the franchise network increases. When the company grows, not only the scale of existing challenges increases but also totally new challenges arise, which the company
has never faced before. The franchisor should respond to the challenges caused by
the growth of the franchise network by developing franchise network management
methods and technological solutions supporting their implementation, which are the
elements comprising the franchise network management infrastructure. The main
franchise network management methods regulate the accountability of franchisees,
quality control and its constant improvement, internal network communication, infor-
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mation management, information technology management, services and support for
the franchisees, the training of franchisees and help to the franchisees wanting to sell
or transfer their business based on the franchise, etc.
After the franchisor has created the franchise network support infrastructure, has
prepared marketing and franchisee recruitment measures, legal documents of the
franchise and the means of transferring the know-how to the franchisee, it is fully prepared to make it public that it will start expanding its business by way of franchising
and to start the marketing campaign, generate the flow of interested persons, perform
candidate evaluation and the selection and sign franchise agreements.
The franchise network support infrastructure creation stage completes the franchisor
business set-up stage. As we have already mentioned, in successful franchise networks, franchise improvement and development does not stop at the end of the stage
of the franchisor’s business’ set-up but it is constantly implemented. Among the most
important participants of this process and the sources of improvement ideas is every
franchisee in the network, whose daily business success depends not only on its own
efforts, but also on the actions of the franchisor. In order for the franchisor to create
an attractive franchise and successfully develop the franchise network, it must have
excellent knowledge and understanding not only of the end users of its business pro
ducts or services, but also of the franchisees.
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10 The Further Operation of the
Franchisor Business

The creation of the franchise, the preparation of the franchise network development
tools and the construction of the franchise network support infrastructure are only
the first steps in the long journey of the successful franchisor. In this book, we have
limited ourselves to the description of the set-up of the franchisor’s business and have
discussed the aspects of the franchisor’s business expansion only superficially: the
franchise sale process was described in Chapter 2.3.3 and the franchise network development was described in Chapter 2.3.4 of this book. We plan to dedicate our next
book to a more detailed description of the development of the franchisor’s business
and franchise network expansion.
So we wish you success in the creation of your business as the franchisor and we hope
that our new book will be published right on time when your franchise network will
have grown and you will feel a demand for knowledge on the successful management
of your franchise network.

140

The Further Operation of the

11 About the project

This book has been prepared within the framework of the European Neighbourhood
and Partnership Instrument for 2007-2013 Cross Border Cooperation Programme
Latvia-Lithuania-Belarus LLB-2-168 “The Creation of the Franchising Co-operation Network in the Latvia-Lithuania-Belarus Cross-border Region” (short title F.A.R. Network)
The project executor is the Lithuanian Business Employers’ Confederation together
with their partners: The University of Latvia and The Belarussian Republican Confederation of Entrepreneurship. The goal of the project is to create preconditions in the
border regions of Latvia, Lithuania and Belarus for a more active franchising as a business model and to establish a constantly operating network of organizations, which
cooperate in development of franchising, thus accelerating the economic growth of
these regions.
For the period of 2007 to 2013, the Cross Border Cooperation Programme LatviaLithuania-Belarus within the European Neighbourhood and Partnership Instrument
replaces the Baltic Sea Region INTERREG IIIB Neighbourhood Programme Priority
South IIIA programme. The overall strategic goal of the Programme is to enhance the
territorial cohesion of the Latvian, Lithuanian and Belarus border region, secure a high
level of environmental protection and provide for the economic and social welfare as
well as promote intercultural dialogue and cultural diversity. The programme involves
the Latvian Latgale region, the Lithuanian counties of Panevėžys, Utena, Vilnius, Alytus
and Kaunas and the Belarussian regions of Vitebsk, Mogilev, Minsk and Grodno.
The Joint Managing Authority of the programme is the Ministry of the Interior of the
Republic of Lithuania. The website of the programme is www.enpi-cbc.eu.
The European Union is made up of 28 Member States who have decided to gradually
link together their know-how, resources and destinies. Together, during a period of
enlargement of 50 years, they have built a zone of stability, democracy and sustainable
development whilst maintaining cultural diversity, tolerance and individual freedoms.
The European Union is committed to sharing its achievements and its values with
countries and peoples beyond its borders.
The contents of this book are the sole responsibility of its authors and Lithuanian Business Employer’s Confederation and can in no way be taken to reflect the views of the
European Union.
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12 About the Project Partners

The Lithuanian Business Employers’ Confederation (LBEC) is a non-governmental, nonprofit organization. The LBEC was established on 24 April 1999 as a result of the merger
of the two largest confederations representing Small and Medium Business (SMB): The
Lithuanian Entrepreneurs Employers’ Confederation and the National Confederation
of Businessmen. Currently, the LBEC unites more than 1,800 companies and regional
and sectorial business associations. It is the largest organization in Lithuania representing Small and Medium Business. The members of the LBEC are companies of various
sizes: from individual companies with 1 or 2 employees to business concerns with up
to 3,000 employees. The confederation unites companies from various business sectors, including foreign-owned companies, state enterprises and public institutions.
The main task of the confederation is to strive for favourable economic, legal, social
and ethical business environment in the country. The LBEC directs its activities to the
creation of democratic and favourable business environment that would promote the
creation of new jobs, initiative and creativity in business, investments in the Lithuanian
economy and would guarantee their security. The LBEC represents the interests of its
members in state authorities, organises training, and maintains contacts with organizations providing aid for the SMB and Lithuanian embassies in foreign countries. The
LBEC is the founder of the Lithuanian Franchise Centre.
The Belarussian Republican Confederation of Entrepreneurship (BRCE) is the largest
business confederation in Belarus. The BRCE was established in 2007. Its main foun
ders are: The Minsk Association of Entrepreneurs and Employers, the regional business
associations of Brest, Vitebsk, Grodno and Mogilev and The Republican Trade Union.
Since the beginning of its operation, the BRCE is the largest business association in Belarus. Currently, the BRCE unites the total of 143 organizations in the country including
92 companies of various sizes, 28 regional business and industry associations as well
as several scientific bodies,
investment funds and other organizations. The main goal of the confederation is to improve the business environment of small, medium and large companies in Belarus and
promote active participation of citizens in business and economic development. The
BRCE provides legal services, advises on business administration issues and provides
training services to companies and organizations of the country.
The University of Latvia is one of the oldest and largest educational, training and scientific research bodies both in Latvia and in the whole Baltic region. The University
of Latvia was established in 1919 and is currently operating in Riga, the capital city
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of the country. At the moment, the University has more than 15,000 students. The
University consists of 13 faculties of different fields: Biology, Chemistry, Physics and
Mathematics, Economics, Psychology and Educational Sciences, Geography and Geology, History and Philosophy, Law, Medicine, Philosophy, Philology and Arts, Social
Studies, Theology. Students can choose between more than 130 state accredited academic and professional programmes of study. The mission of the University of Latvia
is to promote further development of Latvia and its citizens. The University of Latvia
integrates diverse fields of research and studies with creative initiative to provide the
higher education to the European standard, to cultivate traditions of cultural cooperation and the Latvian language and culture.
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13	Franchise Hub – Everything about
	Franchising in the Baltics and Belarus

www.FranchiseHub.eu – everything about franchising in the Baltics and Belarus. It is
also the most comprehensive information source for everyone interested in franchising in this rapidly growing region.
The Franchise Hub team believes in a bright future of franchising in Lithuania and other
countries of this region with even more successful businesses, new jobs and economic
prosperity. The Franchise Hub invites you to join and pursue these goals together.
What can you get from the Franchise Hub?
•
•
•
•
•
•
•
•

Knowledge on franchising
Franchising news
List of franchises for sale in the Baltic region and Belarus
Franchising events in the Baltic region and Belarus
Information about the nearest events, both Lithuanian and global
Data about consulting services providers
Comprehensive statistics about the situation of franchising in the region
Free educational material for downloading

What makes the Franchise Hub unique? Until its creation, there was a lack of a systematised and constantly updated franchising database on business possibilities in
the Baltics and Belarus.
The main goal of the Franchise Hub is to increase the awareness of the franchising
model in the Baltic countries and Belarus. Also, to present the most successful foreign
franchises to regional businessmen and investors. The Franchise Hub unites franchisors
and potential franchisees both within the region and outside it.
Under the flag of the Franchise Hub, a franchising exhibition and conference “The
Franchise Hub Expo”, the largest in the Baltics states and Belarus, is being organised.
Please visit www.franchisehub.eu for full information on franchising.
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