
Lesson A2–5

Using Franchises

Unit A. Introduction to Agribusiness

Problem Area 2. Understanding Business Management and Structures

Lesson 5. Using Franchises

New Mexico Content Standard:

Pathway Strand: Agribusiness Systems

Standard: I: Employ leadership skills to accomplish goals and objectives in an AFNR busi-

ness environment.

Benchmark: I-C: Apply management skills to accomplish general business activities from

production to public relations.

Performance Standard: 1. Identify management types. 2. Identify organizational struc-

tures. 3. Identify time management techniques. 4. Make business agreements.

Student Learning Objectives. Instruction in this lesson should result in students

achieving the following objectives:

1. Define franchises and explain how they work.

2. Describe the characteristics of franchises.

3. Explain the advantages and disadvantages of franchises.
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List of Resources. The following resources may be useful in teaching this lesson:

Recommended Resources. One of the following resources should be selected to accompany the

lesson:

Ricketts, Cliff and Omri Rawlins. Introduction to Agribusiness. Albany, New York:

Delmar Publishers, Inc., 2001. (Textbook, Chapter 5).

Other Resources. The following resources will be useful to students and teachers:

Dietz, Jim. The Franchise Doctor. www.franchisedoc.com. July, 2000.

Gibson, Jerry D., et al. Agribusiness: Management, Marketing, Human Resource De-

velopment, Communication, and Technology. Danville, Illinois: Interstate Pub-

lishers, Inc., 2001. (Textbook).

McDonald’s on the Internet: www.mcdonalds.com/corporate/franchise/index/html

List of Equipment, Tools, Supplies, and Facilities

Writing surface

Overhead projector

Terms. The following terms are presented in this lesson (shown in bold italics):

Franchise

Franchisee

Franchisor

Royalty

Interest Approach. Use an interest approach that will prepare the students for the les-

son. Teachers often develop approaches for their unique class and student situations. A possible

approach is included here.

Introduce the lesson by asking students to name as many local restaurants as possible. As they are named

record them on the board. Next, ask students to separate them into two categories: franchises and non-

franchises. If they are unable to do so, provide recommendations on which restaurants might be fran-

chises. After doing so, ask the class to describe some of the characteristics those in the franchise list have in

common. Use the discussion to move into the lessons’s first learning objective.
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Summary of Content and Teaching Strategies

Objective 1: Define franchises and explain how they work.

Anticipated Problem: What is a franchise and how do they operate differently from other busi-

nesses?

I. A franchise is a special form of business organization in which a firm with a successful prod-

uct enters into a contractual relationship that allows another party to sell its product under

the parent company’s name.

A. The franchisor is the parent company or entity that sells the right to use its name and

sell its products. In the case of restaurants, the parent company sells the right for its

established name and food products to be sold on the local level by a local proprietor.

B. The franchisee is the person on the local level who purchases the right to use the parent

company’s name and to sell its established product. In essence, the franchisee buys the

right to use a system of operation and line of products that have proven successful.

Use classroom discussion to begin to understand the different terms associated with franchises. Follow it

up with student reading of Chapter 5 in the recommended resource text. It provides a good section on the

principles of franchises.

Objective 2: Describe the characteristics of franchises.

Anticipated Problem: What are some common characteristics of a franchise?

II. In a franchise, the parent company or franchisor prepackages much of the business planning

that is used on the local level by the franchisee. The franchisee agrees to run the business as

stipulated by the franchisor. In return, the franchisee has access to a company and product

with a proven track record. Examples of the types of business planning offered by franchisors

include:

A. Management training—the franchisor offers training and guidance in the operation and

management of the franchise. The franchisee is trained in the successful practices used

by the parent company. This training is offered before the franchisee begins operation

and continues throughout the term of the franchise agreement.

B. Advertising and selling—the franchisor offers advice and expertise not available

to smaller operations. This includes national television commercials and print advertis-

ing, premium offers, and effective packaging.

Assign students to read the Franchises section in the recommended resource text. Follow the reading up

with classroom discussion. Invite a local franchisee to visit class. Have the operator outline the general pa-

rameters of how their particular franchise agreement works.
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Objective 3: Explain the advantages and disadvantages of franchises.

Anticipated Problem: What are some advantages and disadvantages of franchises?

III. As with any type of business organization, franchises offer distinct advantages and disadvan-

tages. Examples of each are as follows:

A. Advantages of operating as a franchise include:

1. The franchise offers a nationally recognized name and reputation.

2. The franchisee is offered assistance in securing a location and designing a building.

3. The franchisee can depend on successful methods for controlling inventory and

operations.

4. The franchisor offers national advertising and promotional assistance.

5. Franchisees have access to initial and continuing training and counseling.

B. Disadvantages of franchises include:

1. The franchisee must invest a significant amount in set-up and franchise costs.

2. The franchisor may require that a portion of each month’s sales be paid back to it in

the form of a royalty. A royalty is a payment made for the use of property, such as a

franchise or patent. The amount of the royalty is based on a percentage of revenues

derived from the sale of the franchised product.

3. The franchisee may not have much say in the design of the building and its interior

decor.

4. Franchisors usually have a large number or rules and regulations that must be fol-

lowed. Some of these may be especially cumbersome to small franchisees.

5. The franchisee may have to deal with restrictions on pricing. Even if a local market

can bear a higher or lower price for a product, the franchisor may dictate that it be

sold for the price they set.

The recommended resource text has good information on the advantages and disadvantages of franchises.

Assign students to read the Franchise section in the text. Use PowerPoint® or classroom discussion to il-

lustrate some of the positive and negative aspects of franchises. Invite a local franchisee to visit class. Ask

the operator to provide a general overview of how their franchise agreement works. Use the discussion to

identify some of the common advantages and disadvantages of the local operator’s franchise.

Review/Summary. Use the summary section at the end of the chapter in the recom-

mended text to review the major content of this lesson. Through classroom discussion, identify

any areas that need to be covered in more detail.

Application. The activities at the end of the chapter in the recommended text will serve as

good opportunities for application. Another suggestion is to assign students the task of interview-

ing local franchisees. A standard interview form could be created by the class. Students could also

research franchise agreements and opportunities by visiting the web sites of national franchisors.
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Evaluation. The questions at the end of the chapter in the recommended text will serve as

good evaluation tools. A sample written test is also attached.

Answers to Sample Test:

Part One: Matching

1 = a, 2 = d, 3 = b, 4 = c

Part Two: Short Answer

1. Any three of the following are acceptable answers:

a. The franchise offers a nationally recognized name and reputation.

b. The franchisee is offered assistance in securing a location and designing a building.

c. The franchisee can depend on successful methods for controlling inventory and op-

erations.

d. The franchisor offers national advertising and promotional assistance.

e. Franchisees have access to initial and continuing training and counseling.

2. Any three of the following are acceptable answers:

a. The franchisee must invest a significant amount in set-up and franchise costs.

b. The franchisor may require that a portion of each month’s sales be paid back to it in

the form of a royalty.

c. The franchisee may not have much say in the design of the building and its interior

decor.

d. Franchisors usually have a large number or rules and regulations that must be fol-

lowed.

e. The franchisee may have to deal with restrictions on pricing.
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Sample Test Name_____________________________________

Test

Lesson A2–5: Using Franchises

Part One: Matching

Instructions. Match the term with the correct response. Write the letter of the term by the defini-
tion.

a. Franchise

b. Royalty

c. Franchisor

d. Franchisee

_______ 1. A contractual relationship involving a parent company allowing its product to be

sold by another party under the parent company’s name.

_______ 2. The person on the local level who purchases the right to sell the parent company’s

product and use its name.

_______ 3. A payment made for the use of property.

_______ 4. The entity that sells the right to use its product and name.

Part Two: Short Answer

Instructions. Provide information to answer the following questions.

1. List and explain three advantages that a franchise offers.

2. List and explain three disadvantages of a franchise.
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