Worksheet number 8 – Franchising 

Task 1: Read the text and answer the questions below:
Franchises Moving into Diversity Challenge
Taco Bell, an iconic Mexican-style fast-food chain with locations across the globe, is starting a Taco Bell Business School in 2022—a six-week boot camp to teach future managers and franchisee owners the ins and outs of fast-food management and to increase diversity among Taco Bell franchisees. The initiative started when Taco Bell's parent company Yum! Brands created the Yum! Center for Global Franchise Excellence, which partnered with the University of Louisville in 2021. "Franchising is one of the best paths to entrepreneurship, creating an opportunity to build generational wealth," said Kathleen Gosser, PhD, executive-in-residence at the University of Louisville College of Business. However, this approach to become an entrepreneur and carve an independent financial path is rarely taken by people of color and women, which is what Taco Bell is hoping to change. "Our goal is to uncover and reduce barriers to franchise ownership, starting with education," explained Gosser. Participants will receive accredited training with classes ranging from finances to human resources, marketing, and entrepreneurship.
Another franchise giant, McDonald's, is going even further to address the diversity in the franchise community, believing that limiting its focus on nurturing an inclusive environment to just one time will not create a permanent change. McDonald's believes that cultures need to be nurtured on an ongoing basis, which is why they put together a long-term investment to address its multipronged Diversity, Equity, and Inclusion Initiative announced in 2020. Ninety-three percent of McDonald's restaurants are owned and operated by franchisees, making them a crucial part of McDonald's business that serves diverse and vibrant communities all over the world. Yet franchisee owners do not currently reflect that same diversity. Indeed, starting a franchise is often a great financial burden. McDonald's found that up-front entry costs are a barrier for many entrepreneurs with limited access to capital, especially for entrepreneurs from historically underrepresented groups. The company committed $250 million over five years to provide alternative financing options in the hopes of tackling this challenge.
Besides tackling the barriers to entry into franchise owner- ship, McDonald's is also significantly expanding its recruiting and training efforts and implementing a mentorship program from experienced owners for new franchisees. This increased interconnectedness should facilitate knowledge sharing and improve the chances of success for all franchisees with the ambition of running their own McDonald’s business regard- less of their background. It is not enough to just enable more underrepresented groups to enter into franchise community; it is equally important to support them in the running of their business, as they may not by themselves have access to this type of network and knowledge, which can be crucial for the success of a business.
What is even more significant is that McDonald’s is tack- ling diversity challenges throughout its value chain. The company has committed to a 10 percent increase in spending with underrepresented suppliers, which will bring the total number to $3.5 billion in annual spending by 2025. In marketing, it aims to increase its marketing spending with diverse-owned media from 4 to 10 percent and with Black-owned media from 2 to 5 percent of the total national advertising budget by 2024. McDonald’s is also tackling diverse representation in leadership roles by linking these targets to executive compensation. Finally, with the implementation of the new Global Brand Standards in all 40,000 restaurants and corporate offices around the world, it seeks to further a culture of physical and psychological safety through the prevention of violence, harassment, and discrimination.
It is certainly exciting to see big franchise names get on board with diversity, equity, and inclusion in a more meaningful way. They need to take ownership of the diversity issue and take proactive steps in order to make an impactful difference. To do nothing equals contributing to the existing problem that has, throughout history, become ingrained into our daily lives and that will require a systemic change. Only time will tell how effective these initiatives will be in truly diversifying the franchise community.
Source: Adapted from Michael Gonda, "What McDonald's Is Doing to Promote Minority-Owned Franchisees," Inc., January 2022, and "The Real Reason Taco Bell Just Launched Its Own Business School," Mashed, January 2022.
 
1. What is meant by the term franchise?
2. What are some of the major advanteges of franchising? Cite and explain two. 
3. What are some of the major disadvanteges of franchising? Cite and explain two. 
4. How can a prospective franchisee evaluate a franchise opportunity? Explain.
5. What specific steps is McDonald's taking, in addition to financial support, to improve diversity within its franchise community? 
6. What are the key challenges and opportunities for large franchise companies, according to the author of the text? 

Task 2: Identify the Franchise Disclosure Document. Explain why it is important in franchising:
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Task 3: 
Describe the Marriott International/ Starbucks/ Subway company, which uses a franchising model, and find out:
1. What is its area of focus?


2. What is the company's history?


3. In which markets does it operate and in how many countries can Marriott International/ Starbucks/ Subway be found?


4. How many branches does it have in total?"
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The Franchise Disclosure Document

In 1979, the Federal Trade Commission (FTC) established a
Franchise Disclosure Rule that required franchisors fo make full
presale disclosure nafionwide. This was amended in 2007 by
the FTC o enact greater disclosure requirements from franchi-
sors. From that amendment, a legal disclosure document fifled
the franchise disclosure document (FDD) must now
be presented fo prospecive buyers of franchises in fhe presale
disclosure process in the United States. It was originally known
as the Uniform Franchise Offering Circular.

The FDD underlies the franchise agreement (the formal
sales contract] between the parties af the fime the contract
is formally signed. This franchise sales confract governs the
long-term relationship and contains the only promises and
obligations of the parties to each other that will remain in
effect over the sfated fime term of the contracts—the terms
of which generally range from 5 fo 20 years. The con-
fracts cannot be changed unless there is agreement of both
parties.

Under the Franchise Rule, which is enforced by the FTC,
a prospective franchisee must receive the franchisor's FDD of
least 10 days before they are asked fo sign any contract or
pay any money to the franchisor or an affiliate of the franchi-
sor. The prospective franchisee has the right fo sk for (and gef)
a copy of the sample FDD once the franchisor has received the.
prospective franchisee’s application and agreed fo consider it
The franchisor may provide a copy of its FDDs on paper, via
email, over the Web, or on a disc.

There are 23 categories of information that must be pro-
vided by the franchisor fo the prospeciive franchisee prior fo

the execution of the franchise agreement. These categories
include the following:

1. The franchisor, its predecessors, and affiliates

2. Business experience of key persons

3. lifigation history

Bankruptey

Initial franchise fee

Other fees

Initial investment

Restrictions on sources of products

Franchisee’s obligations

10. Financing arrangements

11. Franchisor's obligations

12. Teriitory

13. Trademarks

14. Patents, copyrights, and propriefary information

15. Obligation fo participate in the actual operation of the
franchised business

16. Resfrictions on what the franchisee may sell

17. Renewal, termination, transfer, and dispute resolution

18. Public figures

19. Financial performance representations: sales, profits, and
earnings claims

20. List of franchise outlets

21. Financial statements

22. Contracts

23. Acknowledgment of receipt
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Source: Adapted from the Federal Trade Commission (2015),




