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INTRODUCTION

Franchising is “a business opportunity by which the
owner (producer or distributor) of a service or a trade-
marked product grants exclusive rights to an individual
for the local distribution and/or sale of the service or
product, and in return receives a payment or royalty and
conformanceto quality standards. Theindividual or busi-
ness granting the businessrightsiscalled the franchisor,
andtheindividual or businessgranted theright to operate
in accordance with the chosen method to produce or sell
the product or serviceiscalled thefranchisee.” (Justis &
Judd, 2002)

In his best seller, Business @ the Speed of Thought,
Bill Gates (1999) wrote: “Information Technology and
business are becoming inextricably interwoven. | don't
think anybody can talk meaningfully about one without
talking about the other.” Thus, to see how information
technology (I1T) isusedinfranchising, oneneedsto know
how franchising really works.

BACKGROUND

Understanding the Franchisor

The activities of the franchisor can be described using
Figure 1 withfive categories, having many sub-activities
(represented by rectangles) in each of them:

. Franchisor Headquarters, including: (1) Support,
helping business units; (2) Marketing, selling to
prospective franchisees; (3) People, performing
support and development; and (4) Money, dealing
with financial/accounting issues. It also supports
thefollowing four different categoriesof activities.

. Business units, including company units, startup
franchisees, established franchisees, master fran-
chisees, and cobranded units. Among thesefivethe

franchisor should do the best to support startup
franchisees, since good beginning is half done.
Established and master franchiseesarethe onesthe
franchisor needs to provide incentives (e.g.,
cobranded units) to encourage expansion. Com-
pany unitsaretypically used as role modelsfor the
franchisees.

. Prospective franchisees, contacted through sev-
eral ways: (1) leads from marketing channels; (2)
referrals from, for example, happy customers; (3)
customerswho love the products/services so much
and would like to own the businessthemselves; (4)
community and media relationships, helping deal
withissuessuch aschildren’ seducation; (5) public
services like recruiting veterans; and (6) interna-
tional contacts generated from master franchisees.

. Suppliers, including products and goods distribu-
tors and business service providers such as real
estate agents, human resources providers, uniform
vendors, marketing and advertising agents, trade
shows/expos organizers, accountants, information
systems vendors, insurance providers, attorneys,
language translators, and many others.

. Government, including (1) federal, state, and inter-
national taxes; (2) local, region, and global laws; (3)
insurances such as worker compensation; (4) pos-
sibilitiesof litigationsfrom government, customers,
and franchisees; and (5) supports for international
expansions.

AswecanseefromFigure 1, thefranchisor hasto deal
with many issues to grow the system. The learning pro-
cessof thefranchisor isincrementally developed through
thefollowingfivestages(Justis& Judd, 2002): (1) Begin-
ner —learning how to doit; (2) Novice— practicing doing
it; (3) Advanced — doing it; (4) Master —teaching others
todoit; and (5) Professional —becoming thebest that you
canbe. At ahigher stage of the development, most of the
problems in the previous stages have been dealt with.
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Figure 1. Understanding how the franchisor works
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However, more complicated and challenging questions
will arise asthe franchise continues the expansion. This
is especially true when the system reaches the stage of
professional, when many unforeseen and difficult prob-
lems could happen all of asudden. Bud Hadfield (1995),
thefounder of Kwik K opy franchiseand thelnternational
Center of Entrepreneurial Development, said it the best:
“Themorethecompany grows, themoreit will betested.”
To capture the learning process in Figure 1, a counter-
clockwiseround arrow isused in each of thefive catego-
ries. It depictstheincreasingintensity of learningin every
area of the sub-activities (represented by rectangles) as
the franchise continues surviving and thriving. For ex-
ample, asthe system expands, thereal estate sub-activity
becomes much more complicated sincetheissue of terri-
tory encroachment becomes more significant and harder
to deal with.

Understanding the Franchisee

The activities of the franchisee can be described using
Figure2withfive categories, having many sub-activities
(represented by rectangles) in each of them:

. Franchisee outlet, consisting of making sales to
customers, marketing and advertising, dealingwith

Trade Shows/Expos

financial/accounting issues, and managing
people who make sales.

. Customers, includingfivetypes: potential, infre-
guent, frequent, online, and cobranded.

. Franchisor headquarters, providing supports to
thefranchisee, demonstrationsfromfield repre-
sentatives, training and continued education
from themanagement group, discussion forums,
and distance learning.

. Suppliers, similar to thelist shownin Figure 1.

. Government, similar tothelist showninFigurel.

The franchisee al so goes through previously men-
tionedfive-stagelearning process(i.e., beginner, nov-
ice, advanced, master, and professional) represented
by acounter-clockwiseround arrow used in each of the
five categories in Figure 2. Once again, the arrow
depicts the increasing intensity of learning as the
franchisee continues growing the business and many
unforseen problems/issues may rise up to challenge
the practices.

Understanding the Franchisor/
Franchisee Relationship

Developing agood “family” relationship between the
franchisor and thefranchiseeisbelievedto bethe most
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