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1. Introduction

The present thesis is about the ownership stratefygnchising networks. Therefore
we want to find out whether it is advantageoustiier franchisor to have franchisees
who own one outlet or more outlets in the franctubain. So, the objective of our
study is to point out the franchisor's choice betwaising single- and multi-unit

franchising.

As franchising is an important topic in global mess world we first give an over-
view about how franchising works, by presentingirdgbns, business procedures
and the different kinds of franchising in the seevsector. Subsequently we present a
review about the most important theories to find iauwhich situations the franchi-
sor should make use of what kind of ownership etpatFor this challenge we do not
only present the theory itself but we set up hypsés for the use of single- or multi-

unit franchising.

In the empirical part of our thesis we present base studies. One is about the Cof-
feeshop Company and the other is about Testa Riaféabar, both well established
Austrian service franchise systems. This secti@wshwhether the established hypo-
theses in theory are compatible with businesstyeatinot and, if it is the case, dem-
onstrate the differences between theory and peaetnd try to explain why the re-

sults do not align with those of theory.

Franchising in the service sector is a businessydorand thus an organizational
form. Franchising is a business relationship betwbe franchisor (headquarter) and
the franchisee (local store) that gives the fras@dithe right, opportunity and duty to
sell a product or service under a common brand naitiethe help of established
business procedures. Those characteristics aredolnéhe franchisor, assigned to
the franchisee and in return, the franchisor rexedv lump sum payment as well as a
royalty fee. The latter one is based upon salesenigdthe franchisee for a pre-

specified period of time (Rubin, 1978).

Due to Kaufmann and Dant (1996) franchising is @aagng sector in economies all

over the world. In general there exist only a fesearches and studies on multi-unit
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franchising whereas the main focus relies on singié franchising. Sorenson and
Sorenson (2001) state that franchising is a groviaginess format for firms that
seek for higher wealth creation. Due to Kaufmand Bant (1996) there exist two
reasons why franchising is the preferred orgaromati form in economical business.
They state that franchising helps to overcome thential scarcity problem. The
second point is that franchisees are seen to bermetinagers of their stores than the
managers of company-owned outlets. The authorsaatgee that multi-unit franchis-
ing is a kind of anomaly. Fact is that the previpusipplied research studies have
focused on single-unit franchising rather than antirunit franchising whereas to-
day’s business life is confronted a lot with notyosingle but increasingly with mul-

ti-unit ownerships.



2. Types of Franchising

This section is about the term franchising andlitierent meanings to get a wider
overview about what we are discussing. The termcfissing can be diversified into
several business arrangements (Burton et al., 200@yefore it is necessary to state

which term of franchising we are using in our teesi

Due to the discussion of Burton et al. (2000), bas to distinguish between first and
second generation franchising. In the first casefthinchisee receives a pre-specified
set of rights and resources for the production pfaaluct or a service via a contract,
for doing business under a special brand name. e mommon name for this kind
of franchising is licensing. Second generation ¢hasing involves a wider package
of rights and resources than the first possib#ihd involves not only contractible
assets but also assets with a tacit and intangieacter. Thus, the franchisee is
able to replicate business successfully. With #wosd definition in mind, we go on

with further kinds of franchising.
2.1. Single Unit Franchising

In a franchise relationship the owner of a singié@-outlet within the franchise sys-

tem is just allowed to run this single unit and matre (Garg et al., 2005).
2.2.  Multi-Unit Franchising

Kaufmann and Dant (1996) state that multi-unit &taieing is the type of franchising

that is of most importance. In this case the frisahallows the franchisee to open
up several outlets within the chain. This means tthe franchisee has the possibility
to establish own mini-chains in the main chain. f@nn and Dant (1998) explain

that that there exist two ways of doing so. Fitstre is the sequential acquisition. At
the beginning of the franchise relationship, trenthisee may have just one outlet.
With the ongoing acquisition of additional storesjsential franchising come into

effect. The other possibility of multi-unit fransimg is the corporate strategy of the
franchisor- also called area development francyisirhus, the franchisor transfers
rights and responsibilities to the franchisee terafe exclusively in a pre-specified
area.
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2.3. Master Franchising

According to Burton et al. (2000), franchisors oftmake use of an intermediary in
franchising patterns. The one who is called masgerchisee recruits other franchi-
sees and offers trainings to them so that theynatze the franchisors concept in
order to do businesses efficiently (Shane, 1998 master franchisee (also known
under the term sub-franchisor) has the right tobagtond borders as the franchisor
itself, not in the home country but abroad, and selhthe business franchise format
to other franchisees (Burton et al., 2000). As 8hdr®98) states, the franchisor has
to supervise franchisee’s activities and has tamenthat franchisee agreements are
strictly adhered. The franchisees are recruiteainéd and supervised by the sub-
franchisors in the pre-specified area (Kaufmann lgima, 1995) but they do not run
businesses themselves (as with single-unit agresinand they also do not recruit
managers (as in the multi-unit case). The masaicfrise, thus, acts like a franchisor

and has additional characteristics of a multi-tnaibchisee (Garg et al., 2005).
2.4. Area Development Franchising

This kind of franchising, the area development agrent, is familiar to that of mas-
ter franchising. In this relationship, the franarislenominates the master franchisee
to compulsory open and conduct business in sewtoaés within a pre-specified
time frame (Kaufmann and Dant, 1996). Kaufmann Baaht (1998) characterize

area development franchising as a kind of multt-trainchising.

3. Theoretical Views on Single-unit and Multi-unit Fran-

chising

3.1. Transaction Cost Theory

The transaction cost theory of Williamson (Coase@37t Williamson 1973, 1975,
1985) is one of the heavily discussed approachescent economic history. It is the
first theory which we apply on franchising to urgtand the decision for choosing

multi-unit franchising or single- unit franchising.

The hold-up risk, which occurs through specificestments, is getting higher as the
level of the investments increases. Specific inmesits are these kinds of invest-
-10-



ments, which the franchisee has to conduct to astarbutlet and which cannot be
used in any other way. So if the franchisee wowddide to exit the franchise con-

tract, he would lose all the money he had speatgsecific investment.

Klein (1995) argues that designing the franchisetrast in an appropriate way can
overcome the hold-up risk, which occurs throughcEmeinvestments. He states that
a self-enforcement mechanism has to be implementedthe contract to give the
franchisee an incentive to run his business wittnial effort. To guarantee this, the
franchisor should announce a premium payment irfuhge which is more worth
than the extra profit a franchisee could get bynddess in the short term. So the
self-enforcement mechanism is a tool, which shaffdr a premium payment from
the franchisor to the franchisee or sufficient sefdesides the franchisor can make
use of his termination rights and threatens thechéee to perform well. Both things
together can create an incentive to the franchisemeet the agreed requirements
and make both better off in the long run as longhaspremium is bigger than the

short term gains.

Bercovitz (2003) also takes the hold-up risk intwaunt and discusses this issue
regarding franchising concepts, namely the effentsnulti-unit and single-unit fran-

chising. She argues that multi-unit franchising hasadvantage with downstream
rents and therefore a multi-unit franchisee haghedn incentive to create contracts
with a self-enforcement approach. Multi-unit fraisges are willing to act coopera-
tively with the franchisor, because they hope toagditional possibilities to open

further outlets in the future as their premium. iAgée-unit operator is not affected

by this incentive because he has no plans to openautlets. In this case the con-
tract would have to be set up with lots of detaisording the required performance
of the franchisee. Threatening on its own will beta motivation for the franchisee

to perform at his maximum.

In the following part, we will discuss the factovghich Williamson (1973) considers
to have an effect on the transaction cost theodyvea will further discuss these fac-
tors, which have a specific influence in the derismaking process of franchising

systems.
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3.1.1. Transaction Cost Factors Influencing Multi-Unit Franchising

The transaction cost theory is applicable on theisiten for choosing multi-unit
franchising or single-unit franchising. Howeverrag all factors have the same im-
pacts, we will only consider the most importanttéas regarding governance struc-
ture, which are specific investments on the one sidd environmental uncertainty
on the other side (Williamson 1973, 1975).

Environmental Uncertainty

Environmental uncertainty describes a situationretitbe location of an outlet suf-
fers from changing market conditions. This makedifficult to run a shop at this
place, because the shop keeper has to adopt &isgstron a regularly base to con-
quer the changing conditions. Doing this require®taresources and experience.
Campbell et al. (2009) describe in their paperetfiects of this uncertainty accord-
ing to the choice of franchising. They have chasenconvenience store industry for
their testing purpose. Two major observations Haen made by the authors. On the
one hand they have figured out that different lawaiditions have led to monitoring
issues of the store manager and on the other Heindrésult has shown that there
has been a positive relationship between wide-rangonsumer base, which could
have been considered as an environmental uncegrfaicior, and the need of an in-
creased amount of local know-how. Know-how, whicllydhe person, who runs the
shop on site, has and who can react to environeh#ages in a quick and effec-
tive way. Hence franchising is preferred to undersituations, because the franchi-
sor would not be able to focus only on one speaiittet. Instead of that the franchi-

see can take all his effort to focus on a succeksfal market orientation.

The final question is how environmental uncertainfjuences the franchisor’s deci-
sion in choosing multi-unit franchising or singlaiufranchising. As Campbell et al.
(2009) have stated high levels of uncertainty egrain location require lots of local
knowledge a multi-unit franchisee will not be atdemeet these requirements. Being
busy with several outlets at once will lead to ¢aists in paying attention to each
location. Therefore we assume that single-unitdngsees will be the ideal partners
to cope with locations which are characterized bwirenmental uncertainty. A sin-
gle-unit partner can monitor and react to environtaleuncertainties better than a
multi-unit franchisee.
-12-



We derive following hypothesis with these assumpim mind.

H1: If the level of environmental uncertainty atacation is high, the

franchisor will tend to use single-unit franchising

After discussing environmental uncertainty, we wilbve further to the second fac-
tor related to the transaction cost theory, whilabout transaction specific invest-
ments.

Transaction Specific Investments

Specific investments are characterized by the tfat they only have a single pur-
pose and cannot be used in any other way. Ther#ieselock in the investor and
can give the receiver an opportunity to act oppustically (Williamson, 1985). It

has been discussed in the literature if these fipacvestments influence the rela-
tionship between the franchisor and the franchibiegde et al. (2003) have tested if
there is a connection between the height of theifipénvestments and the bonding

effect between these partners.

In terms of multi-unit franchising we can apply thHenchisees, who decide to do
multi-unit franchising, have to undertake higherastments, because of the certainty
that these investors have to set up multiple autietd not only a single one. How-
ever it has to be pointed out that the one on @stscof each outlet decrease due
economies of scale. It is likely that franchiseathvhigh investments and higher
risks will claim to get future benefits, like themmission to open further outlets to
compensate the costs of the specific investmenis Would also be in line with
Klein’s (1995) argument that announcing premiumsoeinage the self-enforcing

mechanism of franchise contracts.

So the second hypothesis regarding the transactisttheory is the following one.

H2: Higher specific investments lead to higher bogdeffects between
the franchisor and the franchisee and as an efi€that multi-unit fran-

chising is preferred in comparison to single-unatrichising.
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3.2. Agency Theory
Ross (1973, p. 134) defines agency theory in theviong way:

“An agency relationship has arisen between twortmre) parties when
one, designated as the agent, acts for, on belalircas representative
for the other, designated the principal, in a pantar domain of decision

problems.”

Pratt and Zeckhauser (1985, p. 2) presents andéigrition for the principal-agent-

theory in a much wider perspective:

“Whenever one individual depends on the action radther, an agency
relationship arises. The individual taking the actiis called the agent.

The affected party is the principal.”

Agency theory explains two perceptions that ansagdency relationships. The first
problem that can be solved by the agency theotli@gsn the majority of cases di-
verge goals of principal and agent. The secondlgmoldeals with the difficulty for
the principal of verifying the agents’ activity.it hard to measure whether the agent
behaves appropriately or not. Another issue isdifferent attitude toward risk be-
tween principal and agent. This disagreement léadbe situation that there is no
congruency of steps taken and the principal hapémnd resources to align their in-
terests (Eisenhardt, 1989a; Jensen and Mecklirk)19

3.2.1. Agency Theory in Franchising

A very common agency relationship is the one betwieanchisor and franchisee.
Agency theory includes the delegation of work amel process of decision making
(done by the principal) transferring the outcomesanother person (requirements
received by the agents). In the case that infomnaisymmetries exist moral hazard
appears. This is the case if the agent (franchiges$esses special knowledge that
the principal (franchisor) has not (Garg et al.020 In such a situation the goals of
the principal and agent may not be congruent aisdghhe reason why the principal

has justified doubt that the agent’s behavior dedead to achieving the principal’s
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goals. Actions taken by the agent are used to eelileeir own goals rather than to
achieve the principal's ones, used the assumptfoseli-interested behavior. To

avoid this possible outcome, the principal has nior the agent with increased
advertence or/and he has to align the agent'sesiterto those of himself by using
incentives (Eisenhardt, 1989b). Both parties offthachise contract have the occa-

sions to put upon the other (Williamson, 1983).

Lafontaine and Slade (1997) state that agency yhexplains franchising as inactive
device. One reason why firms tend to use franchifam their growth strategy with

the background of agency theory is that firms ceowgfaster than the monitoring
costs increase during growth (Norton, 1988a). Malig Bradach (1995), franchisors
that want to denote fast growth in their franctgsaomains tend to use multi-unit fran-

chising instead of single-unit franchising.

Many authors argue that the use of multi-unit frasing has several negative out-
comes compared to single-unit franchising (Kalrang Lafontaine, 2004; Garg and
Rasheed, 2003). One of them is the increasing langapower of the franchisee
when he possesses a multi-unit ownership and émidead to opportunistic behavior
of the franchisee against the franchisor. If tleéhisee controls many stores in the
multi-unit chain he can use his power to weakenftaechisors’ one (Kalnins and
Lafontaine, 2004).

On the contrary, Kalnins and Lafontaine (2004) asgue that the use of multi-unit
franchising leads to less agency problems than aoadpwith single-unit franchis-
ing. Although some discussions argue that a fraeehwho owns many outlets in the
franchise system can use his power against thetisor there are also arguments
that favor the use of multi-unit franchising. Ordvantage for the franchisor is if the
franchisee possesses special knowledge of how doatepstores in specified mar-
kets. This knowledge includes inter alia the knawhabout the local market condi-
tions and customer taste. To denote a reductithercase of free riding at the local
stores, the franchisor prefers multi-unit franafgsinstead of single-unit franchising
(Bercovitz, 2004). Following Bradach (1997), fraisges of multi units facilitate
control patterns of the franchisor because theyemade of the franchising standards

offered by the franchisor.
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To find a franchisee who entails this special krfaaw is not that easy and of course
very costly (Bradach, 1998). With multi-unit fransing, the franchisor can most
efficiently use the know-how of the high-qualityafichisee (Kalnins et al., 2004).
According to Darr et al. (1995), franchisees of tnuhits do denote more produc-
tiveness than franchisees of single units becahese dan benefit from other outlets
due to production experiences. According to Bafe398) new outlets of already
operating franchisees have more chances to suovithe market than outlets from
new franchisees. This outcome strengthens the aguthat existing franchisees do

possess better knowledge about procedures and higher quality than new one.

With the help of a well-known franchising brand reafranchisors are able to pay the
franchisees quasi-rents that are higher than redjuir order to tie franchisees to their
contracts more than with just paying opportunitgtsoln the case that the franchisee
failures to comply with the rules he sustain damageause he will not receive those
quasi-rents. To summarize, those quasi-rents #ignnterests of the franchisee and
franchisor (Klein, 1995).

3.2.2. Monitoring Costs

An important issue in franchising is the matternednitoring costs. Whenever an
institution wants to grow in size monitoring hash® kept in mind. Due to the in-
creased work of the owner supervisor he can himeragupervisors who are respon-
sible to check all day-to-day activities. Facthattno hired supervisor has exactly the
same sentiments and incentives about actions tak#re business than the owner
himself. The theory of firms argues that ownershi ‘efficient’ monitoring are
implicitly linked. The problem discussed in thisrpgraph can be defined as entre-
preneurial capacity constraints (Norton, 1988b)e Térm entrepreneur has different
meanings and therefore the entrepreneur has it tlifferent task to live up to his
name. One of the most common explanations is the afnAlchian and Demsetz
(1972), which states that the entrepreneur as atomdmas to observe whether the

workforce tries to work as they have promised drama thus minimize shirking.

If the firm grows the entrepreneur’s function isntmnitor activities more than be-

fore. This situation cannot be moderated by empdkisrtask to other supervisors or
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managers because of the divers incentives and atios of the participators. The
problem of shirking, however, can be kept at a loleegel with the use of franchis-

ing. Therefore the incentives of the franchiseeadbcal store have to be set in a
compatible way with those of the franchisor. Thisigates the problem of entrepre-
neurial capacity constraints. The franchisor comicates in a franchise contract to
the franchisees the status of residual claimante fesult is that the franchisees
avoid shirking because otherwise the revenues ttair local stores will decline.

Due to Weaven and Frazer (2007), multi-unit frasitlyy overcomes the problem of
high monitoring costs. The reason therefore isiticeeased motivation of the fran-

chisees of doing business.
Geographical Distance

Fladmoe-Linquist and Jacque (1995) argue that theitoring costs decline with an
increasing degree of the franchisee’s self-enfoez@mThose monitoring costs rise
the higher the cultural and geographical distasceseographical distance appears
whenever the outlets are far away from the corpohstadquarters. In the case of
international business, this distance leaves tintepace for incomplete information
between the franchisor and franchisee. Althoughtéiohnology is nowadays well
elaborated, the costs of sending and receiving t&mpnformation about foreign
transactions are still too high and time-consumirtgs is the reason why franchisors
want to align the goals of the foreign franchisesth those of them. Therefore the
costs of moral hazard and self-selection are tearesi to the franchisee. If the fran-
chisee shirks he bears the costs of doing so threugeduced net income. This is
called to be a financial incentive for the franeleigo behave in the way the franchi-
sor wants to. According to Combs and Ketchen (2008) higher the geographic

distance the more attractive franchising seemto b
Cultural Distance

The cultural distance, also discussed by Fladmaoetist and Jacque (1995), is
another factor that drives up the monitoring co$tsey point out the difference of
operating outlets beyond national boundaries. Theslets have to be managed dif-

ferent from those of the franchisor's domestic orfdanagement systems (for in-
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stance trainings) and service concepts both habe sdopted according to the loca-
tion where businesses are practiced. Both habe toanslated not only into the for-
eign language but also into the cultural standarmtsnorms. Whereas equity owner-
ships bear all the costs of modifications, in tlasec of franchising, the franchisor
shifts those responsibilities to the franchisees Wien have to deal with the risk of

adaptations.
3.2.3. Shirking and Free-riding

According to Rubin (1978), franchising allows sl free-riding and opportunistic
behavior. In franchising relationships, the fraseki is the owner of the assets and
receives profits generated by his franchise stdfesthis reasons it is in the interest
of the franchisee to keep the value of the asdgts dnd to generate sales whereas
costs are low. Profits are often maximized at tkpease of their franchisee col-
leagues of other outlets or the whole franchisenchighis is performed through us-
ing lower quality and minimized advertising costand both methods lead to a
weaker brand name value. Another way to strengtherfranchisee’s position in a
self-interested way is to offer modified productgheir markets that would fit better
to the local demand. Further, the franchisee cgacttré¢he implementation of new
processes or services although the new and invevaérformance would allow oth-
er stores to generate benefits. The explainedrgelfested behavior of the franchisee
has consequences on the extent of standardizatitme iwhole chain and violates the
parameter of doing business under a common brargigificant decision part of
becoming a franchise partner in a specific fraretukain is the brand. Profits ga-
thered by franchisees depend on decisions madeehyther franchisees in the chain.
On the one side, franchisees benefit from the brearde — if it has a good reputa-
tion. On the other side, a valuable brand namedesldree-riding (Lafontaine and
Shaw, 2005).

Klein (1995) argues that doing business under ancombrand name is attractive for
franchisees to reduce costs via offering inferioaldy of products because they do
not have to bear the consequences on their owthbutare partly passed on all the
other outlets in the chain. So, not only the shigkfranchisees are affected on the

negative future demands due to the inferior qudlity also the other franchisees that
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may try to work in a way the franchisor appreciatdein and Saft (1985) mention
that a service providing outlet can benefit of tfeins brand reputation without

meeting the standards themselves.

Consumers who buy products of inferior quality béathe whole franchise chain
trading under the same brand name and not onlystibre where they bought the
product of less quality. A consumer buying a prdcdefdnferior quality will reduce
his demand for other stores operating under thedoname. This is because the con-
sumer now has more information about the franchigialicy and is of the opinion
that the franchisors monitoring efforts are bado-nmatter which outlet (Klein and
Saft, 1985).

In order to soften the free-riding problem the fiaisor has to supervise the franchi-
sees actions through monitoring efforts. This isal@ia a franchise contract that
includes several arrangements like forfeits indhent of defaults, for instance a pre-
specified level of service cannot be reached aerktbre the franchisee is motivated
to behave appropriately. The franchisor has thaipihsy to denounce the franchis-

ing relationship due to detected shirking on the phthe franchisee and hence, the
franchisee is activated to perform according to dh@ngements listed in the con-
tract. This is said to eliminate the free-riderkgemn in theory, but in practice the

monitoring aspect plays a much more important tbén the use of large penalties
(Lal, 1990).

In the service sector the brand name is inter aheery important intangible asset.
This asset has to be protected against hazardsra8d name and aligned with it its
reputation as intangible has to be preserved ddrdes kinds of hazards (Fladmoe-

Linquist and Jacque, 1995).

Bercovitz (2003) argues that the use of multi-@maibchising in franchising networks
mitigates the problem of self-interested behavidre reason therefore is that the
franchisee has the opportunity to get an additistale in the future as a result of
good work. In the case of single-unit franchisihg franchisee will have interests
that are not aligned with those of the franchiswd &herefore the franchisee’s self-

enforcement is weaker. According to the finding®aint and Nasr (1998), franchi-
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sees of multi units rather deliver information ke tfranchisor than franchisees of
single units. This is because they do not have rthath incentive than their single
unit combatants to make use of free-riding andhntthey feel more save in the
franchise relationship with the franchisor. Also &/en and Frazer (2007) state that
multi-unit franchisees have lower incentives tcefrale on the franchisors belong-
ings because if they do they will denote negati¥eces in their own mini-chains as

their single-unit counterparts.

The previous chapter discusses the agency thedrgescribes the problems of free-
riding and shirking especially in the case of flaismg. Therefore we set up a hypo-
thesis to find out in which situations it is advegeous for the franchisor to choose

multi-unit franchising instead of single-unit frdmsing.

H3: The higher the behavioral uncertainty due tolshg and free riding

is, the higher is the franchisors tendency to ckoosilti-unit franchis-

ing.
3.3. Resource Scarcity View

Now we will move forward to the resource scarcitgw. Teece et al. (1997) de-
scribe that getting an advantage over competiteonlee achieved by having greater
resources. The advantage is bigger if the resouvdeish are the firm specific as-
sets, are difficult to imitate by the rival firmis.is hard to imitate if for example the
company has secret know-how or specialized profweidlities. Besides, tacit know-
how is also an asset, which is hard to transfertheefore difficult to imitate. Being
the only one having a competitive advantage owailsiis a guarantor to get an edge
in the market.

Firm’s Resources

Barney (1991) states that firms resources includefaheir assets, capabilities, in-
formation, knowledge etcetera, which are controbgdhem. It is crucial that these
factors have a positive impact on the firm’s e#fiwty and effectiveness. A company
with these advantages will be able to outperfosmiitals. The advantages have to be

implemented into a value creating strategy, whiernBy (1991) summarizes in a
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framework including four attributes, which will lmBscussed in the next section of

this paper.

Valuable Resources

A resource can only be useful and thus an advarftage firm, if it creates value.
Value is difficult to measure but if the firm getgperformance boost with the help of
this resource, it can be defined as value crea@mgthe other hand it can also create
value by defeating competitors by neutralizing étseor opportunistic behaviour of
other firms. Protecting the company from other exio the market is also value

creating (Barney, 1991).

Rare Resources

Valuable resources lose their value creating gbifithey are available in a large
amount to many companies. There might be a firstanadvantage for the one, who
takes advantage of it at first but rivals will keep eye on each other, catch up
quickly and eliminate the benefit until all playersthe market will have the same
gain. There might not be many resources, held ity arsingle firm but if a small
number of players have access to it, it will prdpdie still a value creating asset
(Barney, 1991).

Imperfectly Imitable Resources

Due to Barney (1991) imperfectly imitable resouraes defined as resources, which
guarantee a sustained competitive advantage. Jloisly possible if rivals can never
get the benefit of this advantage. So there isondt a first mover advantage until
others start to copy this idea but a gain for thére lifetime of the firm. Barney
(1991) indicates that an imperfectly imitable reseucan occur if it is dependent
upon unique historical conditions, if there is aigaly ambiguity between the pos-
sessed and the advantageous sustained resourdetlamdaesource is socially com-

plex.

Non Substitutable Resources

Another factor which is crucial to create valu¢his substitutability of resources. If a

company implements a unique resource to a beneficgegy, no other firm will be
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able to use the same strategy because of the fatisaesource. However it might
be able to overcome this problem by using a differesource with similar qualities.
So with the help of a substitutable resource, @l mill be able to replace a unique or

inimitable resource (Barney, 1991).

To sum up, factors or resources of a firm haveutbl the mentioned conditions to

create value to the company in the long term. ¥ ofi these attributes cannot be
guaranteed, a sustained competitive advantagenatilbe able to give an edge over
competitions. In this case rivals will catch up awbner or later the initial benefit

will fade away.

Franchising and the Resource Based Theory

Franchising has often been a discussed topic ifitdmature regarding to the re-
source based view. Kaufmann and Dant (1996) a@dhes characteristics of multi-
unit franchising towards growth capabilities andnagement issues. They argue that
franchising in general can speed up the growthhef gystem’s network and that
multi-unit franchising will even increase the growtte further. Reasons for this are
that multi-unit franchising provides better protegteffects against moral hazard in
form of shirking or free-riding. Capital has beamsidered as mandatory to grow.
However financial restrictions can hinder the plahggrowing and therefore fran-
chising is an alternate way to overcome this issue@ let the system grow without
the need of the amount of money when it would hHaeen done without franchise
partners. Due the fact that franchisees have teenrakal investments at the begin-

ning of the contract, the franchisor is financialigcharged.

Multi-unit franchising will probably accelerate tigeowth rate of a franchise system
for several reasons (Bradach, 1995). Multi-unitmens usually have higher capabili-
ties to raise money for investments. Therefore teay build up outlets in a faster
way and profit through economies of scale. Cont¢ramtly have to be negotiated
once between the franchisor and the franchise@ea op new shops. At single-unit
franchising, each new location needs a new framcp&tner with an own contract.

This is slowing down the growth speed and mitig#tesgrowth rate.

As a result, we can formulate the following hypailke
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H4: Financial restrictions of the franchisor can better overcome with

the use of multi-unit franchising than single-urénchising.

The next factor that is considered now is know-hewhjch is needed to conduct
franchising. As know-how is a broad and generainfewe will specifically talk
about the local know-how (Norton, 1988). Local knbaw is the knowledge that a
franchisee needs to run the business successfuilg apecific outlet. Environmental
settings are different from location to locatiordaherefore an owner of an outlet
has to adopt his business plan to these circuneseaared can benefit with the help of
this knowledge (Hayek, 1945). If these circumstanaee stable, it is easy to deter-
mine them but in case that they are changing freityyethe shop manager will be
busy adjusting the strategy to the local marketltiMunit franchisees in unstable
environments will struggle to supervise each arehewf their outlets. However, to
keep up with these environmental changes, theyhaie to ask their employees or
shop managers to conduct this task. The franchiasenot enough resources to do
this. The problem is that employees usually lacknotivation. According to Caves
and Murphy Il (1976) the level of motivation of jrgetors is higher than the moti-
vation of employees. The reason for this is thanhdhisees, who are entrepreneurs,
have higher risks than the hired employees. Thechigees want to get back the in-
vested money as soon as possible and thereforentheya higher motivation to run
their outlets successfully. Employees on the oftaerd do not bear the risk of losing
money. They get paid their salary at the end oheaonth independent on the past
performance. There can be set some incentivesrtorpebetter but they are never in
the same risky position as the proprietors. Thelrement of high investments leads
to risks in the part of the owners of the outlé&tsrton, 1988). So single-unit franchi-
sees can acquire local know-how in a more effestizg than multi-unit franchisees.
They have the advantage of running only one oatbek therefore they can focus on
the environmental changes at their site. The single franchisee as a residual
claimant is interested to increase profits constste Single-unit franchising has an
advantage over multi-unit franchising in terms ofjairing local know-how. Envi-

ronmental uncertainty as a crucial factor giveglsiunit franchising the edge.

This assumption leads to following hypothesis.
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H5: Acquiring local know-how is more effective laygée-unit franchis-
ing than by multi-unit franchising. In this casearichisees tend towards
single-unit franchising. The smaller the amounkmdéw-how of a certain
place for the franchisor is, the higher is the likeod of choosing single-
unit franchising.

We have given an overview about different kindsedfources and have discussed
franchising under the prospect of the resourcedodsory and pointed out the most
important factors affecting the choice betweenlsiuit franchising and multi-unit
franchising. The next section will be about the amigational capabilities theory
based theory and how it affects the ownershipesisat

3.4. Organizational Capabilities

This section discusses the organizational capisilitiew that is closely related to
the resource-based view. With the help of orgammat capabilities, sustainable
competitive advantage can be generated. Those inagi@mmal capabilities can be
valuable or not and are thus not always a sounceustainable competitive advan-
tage. This means that those capabilities are mosdle source for advantage (Collis,
1994).

There exist several definitions on organizatiorababilities that can be classified
into three overall categories. The first deals i ability to conduct the most basic
operations of a firm. Examples therefore are plapput and marketing campaigns.
The second category is about dynamic improvemdrdadion and includes inter alia
the learning process of dynamic routines. Thedast third category explains that a
firm is able to capture new strategies before tbempetitors do. This means that the
organization has the capabilities to design andampnt strategies earlier than their
competitors. In practice those categories havestallsseen as one big category (Col-
lis, 1994).

3.4.1. Exploration and Exploitation

Due to March (1991), the organization of a firm bagope with two tasks. On the

one hand there is the exploration of new knowleafug on the other hand the exploi-

tation of already existing knowledge. Exploratioeans the search of dynamic ca-
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pabilities, risk taking, flexibility, innovation @hexperimental activities. Exploitation
denotes that given knowledge becomes enhancedptieuss taking about capabili-
ties in monitoring or knowledge transfer as welledficiency. It is necessary that
both factors — exploitation and exploration — aothbseen as to be of same impor-

tance. This means that there have to be a kindlahbe between them.

As described previously, monitoring capabilitiedobg to exploitation of given
knowledge (March, 1991). We have also discussediidwachisors tend to use multi-
unit franchising to overcome the problem of toohhigonitoring costs because of
their higher motivation in reducing those costs pamed to their single-unit counter-
parts (Weaven and Frazer, 2007). Another aspettfélvars the use of multi-unit
franchising instead of single-unit franchising irder to keep monitoring costs low
and thus monitoring capabilities high concernsreq@ication of organizational rou-
tines and policies. Franchisees of mini-chains equently use a similar perfor-
mance system as the franchisor company-owned sutlledit increases the monitor-
ing capabilities (Bradach, 1997).

The reason why multi-unit franchisees decide toth&ir businesses similar to those
of the franchisor is that the franchisor providesaieady implemented and pretested
system. Therefore the franchisees of mini-chainténfranchise system do not have
to experiment with new systems and thus they ddawe the need to spend money
to design a new one (Bradach, 1997; Rubin, 1978).

3.4.2. Knowledge Transfer

For the creation of a governance structure it isesmough to only consider the terms
of exploration and exploitation. Knowledge thatstgiin one store of the franchise
system can be transferred to other establishmewtghaus, learning results in bene-
fits. In order that such learning benefits can bagyated, there has to be a certain
degree in standardization (Norton, 1988a). Furtleeemthese standards can be sus-
tained if knowledge can be transferred across iits in the whole chain of the fran-
chise system. In addition, the store managers dmmly have to change them but
they have to conduct business in order to pernsysiem-wide adaption and thus

improvements. In the case that one franchisee hawkow about special issues it
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is still difficult to transfer it within the stores the chain because these transactions
depend on information similarity of the franchigstem as a whole. If a franchisee
matches the franchise concept to his local markeditions, standardization de-
creases and with it the operating routines, unickeéhose outlets that have not ad-
justed their concept to the existing local markatditions (Sorenson and Sorensen,
2001). As Caves and Murphy Il (1976) state, outleithin franchise arrangements
do business under a special identity that is shaneaing all stores, no matter if it is
single- or multi-unit franchising. So it is necagsthat uniformity exists to maintain
the brand’s value. Due to Darr et al. (1995), kremgle transfer is more effective
within multi-unit franchising. The reason therefasethat the mini chain includes
outlets that depend on each other. Interactiorestikephone calls or meetings take
more often place between multi-unit stores bec#use is one franchisee responsi-

ble for all outlets in the mini-chain than betwesémgle-unit stores.

As discussed by Kaufmann and Dant (1996) the useutti-unit franchising allows
the whole franchise system to grow faster than wWithuse of single-unit franchis-
ing. As Darr et al. (1995) argue multi-unit frarsdes can benefit from experiences
of other outlets they have opened before. Bradd@®%) declare that multi-unit
ownership is more efficient as the franchise syststarts to grow. This is because
multi-units have not that much managers to cootdinlan with the use of single-
unit franchising, resulting in lower coordinatioosts. The system-wide adaptation is

thus more efficient with multi-unit franchising thavith single-unit franchising.

With all information about organizational capales in mind we derive the follow-

ing hypothesis:

H6: The higher the degree of system-specific ast®tshigher the ten-
dency of the franchisor to choose multi-unit frasoig.

3.5. Screening Theory

One of the franchisor’'s most difficult tasks isfied the right partner to expand his
network. Franchisees are known to act in an oppatic way to get an advantage
out of this relationship. Franchisors are willimyantagonize this behaviour and in-

vest in monitoring their partners. It has alreaégtb discussed in the section about
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the transaction cost theory prior in this papet fpecific investments can inhibit the
franchisee to exploit the franchisor. This bondeftect is a possibility to sustain a
long term relationship between the partners. How#ves to be pointed out that the
transaction cost theory helps to guarantee a smetstionship after the contract has
been signed. The franchisor would appreciatehieitcould evaluate a possible part-
ner before he signs the contract. Rubin (1978)f ithe opinion that screening the
right partner for a franchise is essential, becdlisdranchisee needs entrepreneurial
skills to run this business. This advantage woektllto less monitoring costs and

less investments for ex post adoptions of the echtr

Sunk costs are a penalty to franchisees, becausktheir initial investments will be
lost in case the franchisor decides to terminagecthntract (Dnes, 1992, 2000). So
the franchisee should be sure to perform well atdfge invested money back when
he is applying for a franchise. The fact that tten€hisee can lose a lot of money
shows the franchisor that he is profit-oriented @&merefore capable of running an
outlet successfully. As a positive effect of tHa franchisor will save on monitoring

and supervision costs.

According to Dnes (2000) partners with higher ineents, in this case multi-unit
franchisees should be the one to choose. If theelfiigor has to make a decision be-
tween a single-unit franchisee and a multi-unibétsisee, he should always sign the
multi-unit franchise contract. The screening thexam be further applied on the dif-
ferent kinds of multi-unit franchisees. On the dvad there is the area developed
multi-unit franchisees and on the other hand thgueetial multi-unit franchisees.
Area developers have to undertake higher invessnanonce and have more pres-
sure to make profit. They should be the preferradngrs according to the screening
theory.

The screening theory is the driver for the follogvimypothesis.
H7: Specific investments by the franchisee can ds®l \as a screening
tool. Franchisors tend to multi-unit franchiseegchuse the higher the

specific investments are, the higher is the podsilaf signing a compe-

tent partner with high entrepreneurial skills.
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So far we have discussed transactions cost thagsncy theory, screening theory,
organizational capabilities view and the resoua @ty theory. The next theory in

our diploma thesis is about the property right®tize
3.6. Property Rights Theory

The property rights theory explains that the ownigrstructure of firms depends on
the contractibility of intangible assets. The owotthe asset, however, has the right
to prohibit its use for other persons (Hart and ¥9d990). In more detail and in the
case of franchising, the ownership structure depemdthe contractibility of system
specific assets of the franchisor and the locaketaassets of the franchisee. Owner-
ship rights are thus divided according to the ingace of intangible assets. If the
intangible assets of the franchisor denote moreaghpn the creation of residual
income than those of the franchisee, the francltskould possess more ownership
rights than the franchisee. Correspondingly, masengany-owned stores should
exist (Windsperger and Dant, 2006).

Within transaction costs the property rights thelogyps to allocate resources in the
right way (Demsetz, 1966). Therefore complete @i cannot be drafted because
complete contracts include all possible outcomesitnire circumstances. This is the
reason why only few contracts are complete becaluse too time- and cost-
consuming to specify all possible outcomes in thatmct. As a result, there are
some uncertainties of residual rights that arewrdten down in the contract (Had-
field, 1990).

As the property rights theory is about allocatingnership rights to the economic
agents, the important part are the intangible adsetause they cannot be codified
appropriately. In franchising relationships thenfraisee owns assets for generating
the profit important for this relationship. Therichisor, on the contrary, offers only
the design for both product and relationship, trentd name and of course organiza-
tional capital (Brynjolfsson, 1994). As those assee aligned with the fact that they
are tacit, they cannot be transferred easily batwibe economic agents (Grant,
1996). Thus, intangible assets are hard to codifiraeasure, therefore they possess

low contractibility (Windsperger and Dant, 2006).
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Due to Hall (1992) intangible assets contain suhjecknow-how of resources,

skills, competencies and capabilities. AccordingStmrenson and Sorenson (2001)
intangible assets is outlet-specific know-how contcey advertising as well as cus-
tomer service, quality check, human resource manageand product innovation.

System specific know-how and brand name are intdegissets of the franchisor
(Klein and Leffler, 1981).

Due to Hart and Moore (1990), the property righesory depends only on intangible
assets whereas tangible assets are ignored faleteemination of ownership struc-

ture in franchising relationships.
Contractibility of Local Market Assets

As described before local know-how is the knowletlgd is needed to run an outlet
at a certain site at a certain time successfulgcal market information, financial
resources and managerial capabilities are sumndatinder the term local market
assets. The aspect of the property rights theothds the person with the greater
amount of knowledge should have greater propeghtsi With the help of these
rights he should be able to generate higher prbfiténvesting in intangible assets
and get a high residual income (Windsperger and,[2806). Local know-how can
be hard to acquire by persons, who are not onlsitthis case it will be difficult to
conduct multi-unit franchising, because employeeshmp managers of a multi-unit
franchisee will usually not be as motivated asfthachisee, who is bearing the risk
of investment. However multi-unit franchising cowtdl be the strategy of choice, if
local know-how is easy to transfer among the pgaitts. If the assets are easy to
transfer, the assets have characteristics of hightractibility and vice versa
(Windsperger and Dant, 2006). Henceforward the chph asset contractibility on
the decision between multi-unit franchising andgkrunit franchising will be dis-
cussed. If local market assets are difficult tongfar, because for instance the con-
tractibility is low, the tendency towards multi-tifitanchising is negative. The ga-
thered know-how about the location will not be sf@nred to a partner. The outlet

specific knowledge is necessary to be successtutan only be held at a single site.
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As processed in a previous section of this papeifridnchisee himself has the best
requirements to fulfill this task. A multi-unit fnehisee with several outlets at differ-
ent spots will not be capable to get access tdoited information of every outlet. In
this case, he might be good at running a small atotishops but he definitely

lacks the resources to be successful at everyesmglet.

Bearing this in mind we can derive following hypesis according to the choice of

franchising.

H8: The lower the contractibility of local markessets is, the higher is

the franchisor’s tendency to choose single-unmndtasing.

After we have prepared the hypothesis about thal Io@arket know-how we will
move further to financial resources and how thepdot the ownership strategy in
franchising. Once again contractibility, the pos#ibto transfer assets from one
person to another, has an influence on the decms@king process. Franchisees can
increase the growth of the network by providing exifor investments. They give
money to the franchisor, which can use it for exi@nip promote the brand name of
the franchise. One way to use the funded moneybeatio increase the speed of ex-
pansion through the franchisees’ ability to raisenay (Kaufmann and Dant, 1996).
Using the franchisees’ capital has one importantiathge for the franchisor. Espe-
cially at the beginning of a franchise conceptiit ae difficult for the franchisor to
borrow money from financial institutions like bankscause they will probably not
take the high risk to invest in an unknown franehiencept, where no one knows at
that point of time, if it will be successful oritfwill fail. Furthermore it will be even
harder to raise money from banks for intangibleessghan for tangible ones. For
example a bank will be more willing to lend moneybuild up factories and plants,
which are tangible assets (Caves and Murphy 11619 the customer cannot pay
back the credit, the bank can take over the taegiskets and sell them to compen-
sate costs. So investing in intangible assets ismdavith risk but in case of failing
the bank will not lose the whole value of the lo@m the other side if a bank would
invest in intangible assets, like a brand name ofew franchise, risks are much
higher for it because if the franchise conceptsféd sustain, the bank will lose the

full height of its lend money. It might get the g over the brand name as a mort-
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gage but the value of it will never compensateitivested money. Instead of asking
the bank for money, the franchisor can raise chfsiien franchisees even at the be-
ginning at the life cycle of the franchise. Frarsel@is might be better to evaluate the
risks for funding the franchisor because of theitrepreneurial skills and the great
knowledge of local market assets. Financial asaetsbasically influenced by the
contractibility of local market assets on the ovetgp structure (Windsperger and
Dant, 2006). If the contractibility of local markassets is high, the franchisor will
not choose multi-unit franchising but prefer singlet franchising. This yields our

following hypothesis.

H9: The higher the contractibility of local markassets is, the lower are
the effects of financial assets scarcity on thedhasor to choose multi-

unit franchising for his expanding strategy.
Contractibility of System-specific Assets

System specific assets are characterized to bebyalde franchisor. They are called
to be intangible assets (Klein and Leffler, 19849 are thus not easy to transfer be-
tween participants due to the problem of contrditib(Windsperger and Dant,
2006). According to Kacker (1988) know-how aboud tight choice of location for
a new store, the appropriate layout of the newestarew product developments also
belong to this category of assets. As the contidityi of system specific assets is
quite difficult the franchisor has to train therichisee in a way that the franchisee

can internalize this know-how.

Du to Simonin (1999), face-to-face meetings orpk@mne calls are essential if the
non-contractibility and thus the intangible parkabwledge assets is high so that the

franchisees can internalize the factors neceseamgristitute residual income.

In the case that the franchisee lowers the qualiyoods or services that are compo-
nents of the franchise contract and thus, the figecrelationship, to achieve higher
profits at his own store, the intangible assetsheffranchisor experience negative
expectations of customers. On the one hand thelirsee can denote higher profits
with the decreased quality but on the other haigdattitude lowers the net returns of

the whole chain. Further, customers feel disappdif the low quality of the spe-
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cific outlet and transfer their negative feelinggtie other stores in the chain. Intang-
ible system specific assets are often problematithie franchisor. This is the case if
the maximization of returns depends on investmentscal intangible assets under-
taken by the franchisee (Caves and Murphy I, 19A8)I (1993) explains that in-

tangible assets and thus, non-contractible onesth& major source of competitive

advantage. The reason therefore is that they adetbamitate.

If we keep the property rights theory and especidie contractibility of system-
specific know-how of the franchisor in mind, we waa find out whether it is ad-
vantageous for the franchisor to choose multi-fraitichising if the contractibility of

those assets are high. Therefore we derive thewolt hypothesis:

H10: The higher the contractibility of system-sfiecassets, the lower is

the tendency of the franchisor to choose multi-fraitchising.
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4. Comparative Case Analysis

After the theoretical part of our paper, the secpad deals with two case studies,
one about the Coffeeshop Company and the otheraboat the Testa Rossa Caf-

feébar, which are both Austrian franchise systems.

First of all we will introduce these companies gmavide a brief overview about the
history of the systems and how they developed trer to well-established franchi-
sors in the gastronomy industry. We will test bsyistems towards the hypotheses
we did previously and evaluate, if theory and reatld results are common. Other-
wise we will point out the differences between thamalyse them and try to find an

explanation why the results don’t match.

So we use the case study to provide empirical ecieléor the pre-set hypotheses. In
the literature this method is common to verify the® and it is also an appropriated
way to research themes and topics, which have e bested by other economists
so far (Eisenhardt, 1989b). Many researchers améenb with single case studies,
because they can provide rich and detailed infdonab verify results (Yin, 2003).

However we will go one step further and discussardy one but two case studies.
In our opinion applying hypothesises on two compargan give more exact results

than doing it with only one firm.

It has also been considered to build theory fromittiormation gathered from the
case studies as Eisenhardt and Graebner (2007)suggested it. But the coherent
challenges and also the possibility to draw wroagctusions from the case studies
have affirmed us to stay with the traditional wdyconducting a case study and not

to use the inverted direction.

We use the method of pattern matching for our caisdy analysis. When pattern
matching is applied, an empirical pattern is coragawith a predicted one (Tellis,

1997). When the predicted and empirical patterasqual, the theory is valid.

Even though there is also much resistance in titezaagainst case studies, for ex-
ample a major reason is that one single case stuglyt struggle to provide scien-
tific generalization (Yin, 2003), we are convindedget meaningful findings to sup-

port our theory about the choice of single-unithfaising or multi-unit franchising.
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4.1. Research Design

We have chosen the Coffeeshop Company and TestaRadfebar for several rea-
sons for our case study. First of all we wantedate Austrian based companies,
because studies about franchise systems in Auskiaare in recent literature. Fur-
thermore we had to make sure to get as much suppqubssible from the franchi-
sors’ side. Both companies have their headquairiessistria and their great support
helped us a lot to do research and write this pdpesides, it was in our mind to
select two firms, who are doing their businesshimmn $ame industry sector. There are
many franchise systems in gastronomy, which leatbuke decision to focus only

on the coffee selling industry in which both areaing.

Both companies have a great market share, opdaragle-sinit and multi-unit fran-
chising strategies and have also expanded suctigssfuside of Austria. In our
opinion Coffeeshop Company and Testa Rossa Caffaoaide us the best insights

for the case studies among a wide range of fraadyistems in Austria.

According to Stake (1995) collecting data for tlase study is essential. Interviews,
documents, archival records and direct observaidrance valuable information for
the researcher. Having a high variety of data cbitig tools enrich the gathered in-
formation and guarantee better results than relgimlg on a single research method.
Considering the Coffeeshop Company we have espetiglused on in depth inter-
views with the director of franchising and the diar of marketing. They could both
give us detailed insights of the expansion stratbgy are pursuing. The interviews
were semi structured. In the case of Testa Ros$l@a we conduct interviews
with the project and expansion manager. A guideliafped to lead the interview
into the right direction but the interviewed persomere explaining the situation
from their point of view. The length of the inteews was approximately between 60
and 120 minutes. They were held in English and Gerrithe German part has been
translated into English. Both interviews are atétht this paper and can be found at
the section of the appendix. The interview with director of franchising of the Cof-
feeshop Company and the project and expansion rean&d esta Rossa Caffebar is
to find in the appendix. The director of franchgsicould deliver much information
about the ownership strategy of the Coffeeshop @GampHe explained us how the

Coffeeshop Company was dealing with multi-unit faising and single-unit fran-
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chising and we were able to apply his answers ortht@ory. It was very interesting
to interview an experienced person as he was bedauiad already been working

for other franchisors like McDonald’s, Burger Kiagd Pizza Hut too.

As the project and expansion manager of Testa Roaffabar is daily involved in
decisions in franchising relationships he couldegiys many insights about their

franchise strategy and explained how they choase fitanchise strategy.

Except of the interview we collected data from ltoenepage of the companies. Fur-
thermore we were emailing with each other and weevphioning to clear some un-
solved details. This broad range of data collectjage us a huge opportunity to

gather information to conduct the case studies.
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4.2. Coffeeshop Company

In the first part of our diploma thesis we havecdised theories relevant to our goal
of finding out whether it is advantageous for the@nthisor to use single- or multi-
unit franchise agreements. All derived hypotherdieory will now be tested on the
basis of case studies. The first case study istaheuCoffeeshop Company and the
second one deals with Testa Rossa Caffébar. Batittiise systems are well estab-

lished in Austria and also have their roots in toantry.

History

Coffeeshop Company was founded in 1999 and isgédtte Scharf group, a family
business, which has almost 60 years of experigncesating large scale coffee ma-
chines for gastronomy and being a pioneer in espragachine technology. It also
produced and roasted coffee to sell it to customerdheadquarters is in the east of
Austria, Neusiedl/Burgenland. The first coffeeshveps opened in the heart of Vi-
enna. The basic idea was to develop a new waylloigseoffee in Vienna by creat-
ing a symbiosis of the idea of American coffeeshapd the tradition and quality of
the Viennese coffeehouse culture. The cornerstbnieeoCoffeeshop Company has
always been to create a one-stop shop with ingn&sli@nd techniques all provided
by the Coffeeshop Company. The overwhelming suscoéshe first Coffeeshop
gave the Coffeeshop Company support to continue épeher stores. In 1999 the
Scharf group realized that selling coffee was farersuccessful than only producing
it.

A year later in 2000 Coffeeshop Company could alyegain the American shipping
line “Carnival Cruise Line” as a partner for theancept and open Coffeeshop Com-

pany corners inside of the ships.

In 2002 the Coffeeshop Company started to rolltoutermany too. At this time six
coffeeshops were in Austria and Germany togethiene corner shops were in the

“Carnival Cruise Line” ships at this moment.

In 2003 the expansion in Austria and Germany furttentinued and Coffeeshop
Company opened another seventeen stores. Coffe€dmpany spread out to East-
ern Europe and the Arabian market in 2004. HighMgnopotential in the Eastern
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Europe area accelerated the growth of the franameteork. In 2006 Coffeeshop
Company already had over one hundred outlets irir@ayg>oland, Slovakia, Czech
Republic and Hungary. Two years later, in 2008, ftaachisor was responsible for
more than 180 shops in the previously mentionedcms plus Russia. Nowadays

the Coffeeshop Company has outlets in the follovziogntries.

Figure 1: Number of outlets according to countries

country and country and
number of outlets number of outlets
Austria 34 Turkey 3
Germany 70 Egypt 4
Hungary 10 USA 38
Czech Republic 6 Russia 7
Slovakia 9 Croatia 2
Poland 9 Macedonia 2

Source: www.coffeeshopcompany.com, call date: 1201

Strategy of Expansion

In June 2009, the Coffeeshop Company had 194 eltlelt2 countries. Readers may
ask what the concept or strategy was to be alilgltsuch a successful story about a

franchise.

The director of franchising answered:

“Because when we started in 1999 nobody had a blow it would

come. So the problem with concepts when they deisthat most of the
concept owners telling you that everything wasgagdan. In most of the
concepts | know is that this is not true. Mosthaf €ntrepreneurial busi-
nessmen start because they think “wow that's gaeat they like to play
with it before they realize that this is somethyog can roll out for thou-
sands of units. If you have 30000 units and yol lwack, for the outside
world everybody thinks “what strategic plan musth®hind that”. But

there is not so much of a strategic plan at theyusginning. The very
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beginning is just try & error. Try a new concepgw equipment, new
stuff and people and work with that and suddentydemand of people,
the demand of the customers say “hey why don'thaxe this unit in,

Los Angeles or New York.” Afterwards you start &l out. The same
with Starbucks. Nobody considered Starbucks as thimgye which will

develop throughout the world because nobody hatkediefore. It kind
of developed itself over a couple of years becaesmple had the right
consideration and how it shows actually it took lailes until he came to
the point that he can develop Starbucks, becausgebthat he was pret-
ty much a specialist in brewing coffee of a smatlug of people some-

where in Seattle.”

So at the very beginning the Coffeeshop Company'dithve any concept to roll
out all over the world. It was more of a coincidenthat the parent company already
had the know-how of brewing excellent coffee arat thhe management decided to
open an own store to sell this coffee. Howeverrdfte launch of the very profitable
outlet, the company started to franchise its coneggh single-unit franchising at the

beginning. The director of franchising stated:

“Coffeeshop Company started its expansion with $owyon single unit
franchising. That was pretty easy and no big clmgee The challenge is
controlling individuals, which is sometimes noteasy. Individuals have
their individual approach to everything. So as wevg rather fast we
came to the point to consider multi-unit franchgsior Master franchi-
sees or developing franchisees in some areas, becius faster and
something you should never forget is money is avilaplicated so you
get the money now even though the effort you lealerig in comes lat-

er.

To increase the speed of network growth, the Ceffep Company decided to con-
duct multi-unit franchising. Especially in farawayarkets with a different culture,
like Russia and Saudi Arabia, they used area dpredat franchising to guarantee
controlled growth with financially strong partnefgdarkets similar to Austria, for
example Germany, were penetrated by sequential-omittfranchising, because the

close location and similar culture was a lower kitd expand in such countries.
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Franchise Model of Coffeeshop Company

The Coffeeshop Company has a wide variety of ovnmerstructure. First of all it
has company owned outlets. It has five of them. tMdgheir franchised shops are
done by single-unit franchising. However multi-ufrédnchising has become attrac-

tive to it too and is a common way to sign partmeraadays.

Entrance Fee

If a franchisee wants to become a partner of thige€shop Company, he has to pass
an interrogation about his intention, plans andoea for applying as a franchisee.
This personal interview with the management is iatudecause it finally helps to

decide to sign the contract or not.

In the case that the future partner has the cafebito open an outlet, he has to pay
an entrance fee of 25000 Euro. However this igm®isum of the whole investment.
Additionally he has to supply 35000 Euro cash atlikginning, which are 30% of
the sum of investments. The other 70% can be fedy banks or other institu-
tions. Earlier the franchisor used to support tfanchisee with a kind of leasing
model, which is not done anymore. But due to theadinancial crisis franchisees
suffer to get money from banks. Therefore the Gsfmp Company recommends

the partners to provide 100% of the whole investra¢once without taking a loan.

Kinds of Outlet

The franchisee usually needs 200,000 to 300,000 tubuild up one outlet. This is

depending on the size and of the location.
Coffeeshop Company offers three different modeisutlets.

The so called “Lounge” concept has a size of atti@Gtto 200 square meters. Every
“Lounge” has employees responsible for the servite “Lounge” sells all kind of

listed products of the Coffeeshop Company.

The “Classic” concept has a size of 40 to 100 sguagters and it is based on a self-
service principle. The “Classic” offers the fullhge of products and is often used in

town, where rents are tendentially high.
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The third model is named “Base” and it is mostlgdigor shop in shop solutions.
The size is between 20 and 30 square meters. Htensar can only order to go and

there are also just selected products of the Cslfflge Company.

The Coffeeshop Company is responsible to arranigéhalinterior and necessary

equipment. The rent for the location has to be paida to the hirer.

Royalties

Coffeeshop Company charges its franchisees a yoyattich is very common in
franchises. The height of the royalty is 5% of frenchisee's net revenue and an-

other 1% of the net revenue for marketing purpose.

Even though it can differ from time to time, thentime of a contract is between 5
and 15 years. After this period of time there s plossibility to refresh the relation-
ship, which will be decided on the performance wailtingness. If a partner becomes
a master franchisee, the runtime of the contractbeaeven longer. This will be ne-

gotiated differently from case to case.

Training of Franchisees

First of all every franchisee of the Coffeeshop @any has to come to the head-
guarters in Neusiedl/Burgenland. There they getannmtroduction which takes
about 3 to 5 days. For master franchisees it clem ¢xen longer to prepare them.
Franchisees have to know everything about the tesdthique, the coffee itself, the
service, the marketing tools, the shopping of idgets, logistics, controlling and
much more. Furthermore this is a good possibilityrteet the partners face to face

and get to know the attachment figures.

The basic training is only done once, but aftensagdery franchisee gets a perma-
nent contact, which supervises him and helps whameseded at the outlet itself.
Quality-Check

Guaranteeing high quality standards is a key faotahe success. Coffeeshop Com-
pany uses mystery shoppers, which are professiotmatheck every outlet and re-
port to the headquarters. After the test purchiigefranchisor and the franchisee can

discuss about possible issues and sort them out.
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4.3. Testa Rossa Caffebar
History

The Handelshaus Wedl is situated in Mils, Tyrol,s&ia and was founded in the
year 1904. The company finds itself among the @patgest restaurant and catering
wholesalers that are privately owned and denoteitaB40 million euros per year
(2004). The Handelshaus Wedl established TestaaROaffé as a subsidiary. The
company operates as a wholesaler in the hotel asttomomy domain and focuses
also on C+C markets. Furthermore, the Handelshaedl Was also its own compa-
nies beyond Austrian boundaries — in Germany, lgaig Hungary. The director of
the company Handelshaus Wedl is councilor of commmédr. Leopold Wed| who
has managed the company since 40 years and alsedhi develop the franchise

concept of Testa Rossa caffébar.

Coffee always played an important part of the Histdrus Weld tradition. The

company roasts Vienna coffee blends since abouty@@€s and extended his sorti-
ment with Testa Rossa caffe what was the firstessar in the product range. With
the acquisition of the Procaffe roasting plant iell@no, Italy, the coffee product

range has been enlarged with certain Italian cdffeeds: Caffé Bristot, Caffé Breda
and Caffé Deorsola. The acquired roasting plantéffe is one of the most modern
and high-powered roasting plant of Northern Itahd s&exports its products to 40

countries worldwide.
Testa Rossa Caffe

Testa Rossa Caffe was created in 1994 and is hanltespresso brand that has a
typical velvety flavor due to the blend of five higuality Arabica highland coffees.
Testa Rossa Caffé is the own brand of the Austraanpany Handelshaus Wed| and
denotes high international success. The brandsrighe thus internationally regis-

tered and protected in a several categories ofgyand services.
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The Franchise Concept

Due to the great success of Testa Rossa caffeh@ndnigoing trend towards coffee
bars, the company decided to create an ltaliarcfiiga concept, the Testa Rossa
caffébar. The franchise concept has been testedngmbved over several years in
the firm’s own stores. As the concept was completeeloped they offered their first
licenses. The franchise concept now provides setygres of outlets so that different
locations and profile requirements become satisfié@ headquarters of Testa Rossa
caffébar franchise system is situated in Innsbruégkthis place the administration
and development of the franchise system is conduatel furthermore, marketing
patterns and projects for international expansi@naitended. In Innsbruck’s shop-

ping centre, the first Testa Rossa cafféebar wabbshed in December 1999.

Until now, Testa Rossa Caffé has several outletenndifferent countries. Figure 1
represents those countries in which Testa Rossig @ahlready situated, including
the number of outlets existing in those countriéarrently, the franchise systems
offers locations for the franchise system in Aast{8 stores) and in Germany (5

stores) and is looking for further locations infelient countries, especially Germany.

“If a potential franchisee or an already existing®has own ideas for a
new location for a franchise outlet, then he hadiltcout our require-
ment profile for locations. This checklist giveformation about the lo-
cation itself, the surface of the area, the laydethnical conditions like
water-connections and things like that. We offeatmns to our franchi-
sees when we think that this is a good one. Satitots are offered by us
but there is also the possibility that the franel@san say that he wants
an outlet at a specific place. This means thatamdhisee comes to me
and proposes a location. When | think that a lamatfor an outlet is
good and an already existing franchisee of our ¢tase system says that
he doesn’t want it, then he can refuse it. But #iigation never hap-
pened by now and in general, the franchisee looksheir locations on
their own. For us it is important that the franohipartner has a strong
identification with our Testa Rossa caffebar corncdphe franchisees

must work in teams and they have to work with #edfuarter and the
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other franchise partners. This is why we also havequirement profile

for new franchise partners.”

In general, Testa Rossa Caffébar deals with singiestores but the concept of hav-
ing multi-unit outlets plays even more an importpatt due to their growth strategy.
During the in-depth interview it emerged that TeRtassa Caffebar sometimes un-
derstands the term of master franchising as maltifwanchising and they do not
always make differentiations. Therefore it was thett easy to find out when the in-
terview partner talked about master franchise agess or definitely about multi-

unit franchising. So both terms merge sometimes.

Figure 2: Number of outlets according to countries

country and country and
number of outlets number of outlets
Austria 38 UK — England 1
Germany 7 Italy 4
Hungary 5 Cyprus 1
Middle East 3 Turkey 4
Rumania 1 Egypt 1

Source: www.testarossacaffe.com, call date: 200082

Strategy of Expansion

In the year 1990 the company was present at thibiérh called “GAST” in Salz-
burg. A German man visited the exhibition stand eathmunicated that the coffee
is so delicious that it would be a good idea tepdtthe idea of this coffee. Mister
Wedl liked this imagination and from this pointtime he wanted to create a concept
for this coffee. At the very beginnings of TestasBa caffebar, the business people
tried to develop a concept for a bistro. In 1998yas highlighted that this concept
was to complex and to cost-intensive in order tdtiply it. The reason why this
bistro-concept has it negative aspects was theased need of kitchen equipment.
A bistro also offers its customers varieties ofdashat was not the crucial idea of
the coffee-concept. But Testa Rossa still triedebup such a local in Innsbruck. In

the year 1999 the first store was opened, had difbstjuare meters and was rented
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as a delicatessen. This event was the birth of €sta Rossa caffebar franchise con-

cept.

To sum up, in 1994 the Italian espresso Testa Reei$a was created, in 1999 the
franchise concept was developed and the first buides opened. Today there exist
65 outlets in Europe and overseas. The Austriajepr@and expansion manager re-

ports:

“At the beginnings we had no idea of any concept the can use for

other countries than Austria. The Handelshaus Weatie the coffee and
we tried to use it for our franchise concept. Ouwstffranchise partner

was an employee of me and she runs the first basimeAustria. This

was | think about 8 years ago. It is very difficaiftd hard to oversee the
outlets and to organize the franchising. This i3 e@mplicate for us be-
cause we are only 4 people responsible for thesksteSo, what we can
do is only one thing. And we wanted to do the finéseconcept.”

During the start-up time Testa Rossa caffebar mesde of single-unit franchising
contracts. Although there was pretty much orgamnat work to do at this time, it
was the most unproblematic form of franchising. eAfsome time, Testa Rossa
caffébar also wanted to expand their concept teratbuntries and this is the reason
why they made use of multi-unit ownerships as vaslimaster franchising agree-

ments. The Austrian project and expansion managetions:

“We use only master franchise agreements inteonati It is too expen-
sive to check everything, this is too absurd andla@t make profits. In
Austria or international, we make divisions. SaAdabia can be divided
into United Arab Emirates and other places, Austram be divided into

Salzburg and Upper Austria. So this is no big deal.

Entrance Fee

If a franchisee decides to use the franchise cdarmfepesta Rossa Caffebar, the fi-

nancial part is crucial. It depends on the sizéheffuture store and the constructural

requirements. The capital investments add up teesiting between 75.000 Euro and

250.000 Euro. 50.000 Euro to 80.000 Euro has téhbeowner's freely availably
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own funds. This amount has to be free from inteaest repayment claims by third
parties. The rest can be financed by banks or atisétutions. Credits at banks have
to be hedged by 100 percent. For each single caniendividual calculation has to
be established because costs for additional carstal activities are not included,
like toilets, some broker’s charge or the desigrohthe cladding. The franchisor is

unable to provide financing.

Kinds of Outlets
Testa Rossa Caffébar provides three models ofteutiat are described below.

The first store is called “Testa Rossa cafféebapresents their classic Italian caf-
fébar and has a size of about 80 to 150 squarersnéibis store can be found in
heavily frequented pedestrian areas, shopping naals business centres as well.
With this store the concept wants to attract thenapket clientele. A facade out of
glass is desirable as well as a terrace and thiseg offers the full range of prod-
ucts. So speciality coffees, alcohol-free beveragarkling and non-sparkling wine,
grappa and Italian snacks. The investment costs tgddrom 100.000 Euro to

175.000 Euro.

The second model is called “Testa Rossa I'Espreand”is an Italian stand-up cof-

fee bar. The size is about 40 to 80 square metetsan be find at shopping malls,

food courts, department stores, office centreshandls. This kind of store does not

provide the full range of foods and beverageshis tase, the investment costs are
about 75.000 Euro.

“Testa Rossa ‘Piccolo™ is the third concept an@lso an Italian stand-up coffee bar
with about 8 to 12 square meters. This model isrofised in free-standing areas,
shop-in-shop arrangements, hotels, departmentssém@ also at exhibitions, events,
airports and conference centres and a minimizederarfi foods and beverages are

offered. The investment costs add up from 35.00@ Eu50.000 Euro.

Royalties

Testa Rossa Caffébar also charges royalties fouskeof their franchise concept.

Therefore the franchisee has to pay 4% of the frigee’s net revenue and further
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1% of the net revenue for marketing patterns. Im slie royalties add up to 5% of

the franchisee’s net revenue.

If Testa Rossa Caffebar and the potential franehderide to use multi-unit owner-
ships there can be a discussion about the roydltiesn general, 5% royalties are

charged every month.

Training of Franchisees

If a franchisee shows some interest in their fresechoncept both, the franchisor and
the franchisee conduct an interview that lastsatoout two hours on average. The
franchisees get introductions in a way that thegleustand for 100% the system of
the concept. It begins with products and ends with support of the employees.
Every single franchisee has to have a good comrparttie art of coffee and there-
fore Testa Rossa Caffebar offers trainings to becam excellent barista. Testa
Rossa Caffebar offers trainings that lasts seweegks for free. Before the franchi-

see starts with its own outlet he first has to wiarkn already established one.

Quality Check

Testa Rossa Caffébar also employs mystery shoppécse persons range from
students to grandmothers. They visit the storesciiedk them up from the atmos-
phere to cleanliness. The results are then presemtaneetings and possible nega-

tive outcomes are discussed in the plenum.
4.4, Empirical Findings

In this part we discover whether out hypotheseabdished in theory apply with
business challenges in practice. Therefore we Ighmepeat the different theories.
Afterwards we introduce the answers of our intewigartners of the Coffeeshop
Company and Testa Rossa Caffebar and so we wdl durt if theory and practice

align with each other.
4.4.1. Transactions Cost Theory

According to Williamson (1975, 1985) transactiome aecessary for companies to

interact with each other. Therefore transactioriscbave an impact on the ownership
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strategy of a franchise system. Especially enviremia uncertainty and specific
investments determine the choice between multi-amit single-unit franchising. We

will apply these factors on our case studies arduete the findings.

H1: If the level of environmental uncertainty atogation is high, the franchi-

sor will tend to use single unit franchising.

H2: Higher specific investments lead to higher hiogdeffects between the
franchisor and the franchisee and as an effechaf multi-unit franchising is

preferred in comparison to single unit franchising.

Transactions Cost Theory — Coffeeshop Company

The hypothesis H1 could not be supported by thde@shop Company. The opi-
nions in the literature and out empirical findirdys not match. Single-unit franchis-
ing is not the choice when it expands to marketh W&ss know-how about them.
Coffeeshop Company recruits multi-unit franchisebich perform with an area de-
veloping strategy. This is exactly the opposite Wagn predicted in theory.

The director of franchising commented to this topic

“Environmental uncertainty is something which hasiafluence in the way of
what kind of partner do you look like or what kiodpartner do you look for.
In most of the area with this uncertainty, mosthef people coming to you are
master franchise interested partners, because lldvoever do individual
franchising in Rumania. | would never ever do imdisl franchising in
China, because | could not control that. So you hédlve there a multi-unit

partner because no one will open there a singléinnBeijing or Shanghai.”

So it is interesting to see that theory and prdgisiot always match like in this case.
Even though it is obvious that a single-unit frasek can be better in using his en-
trepreneurial capabilities to run one outlet inuantertain environment, the Coffee-
shop Company does operate in another way, becawesatain environment, which
is associated with far away locations, face furtekenes which outweigh the problem
of environmental uncertainty. Controlling and moning every single franchisee in

a distinct market is just too much effort and cars®done by the Coffeeshop Com-
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pany, which is a family enterprise with limitatiomsits resources. The management
is convinced that it is more important to havereficially strong local partner, who
already has market know-how and can evaluate thermusituation better than the
franchisor and is able to spread out over the ntagkeckly. Issues, which might
occur due the given market forces can be repoddte franchisor faster and more
efficient so that both partners are able to firebmution as soon as possible. If there
is only one franchisee, monitoring and controllaugts for the franchisor are smaller
in comparison to many single-unit franchisees. Hifect will be further discussed

in this paper.

We wanted to know if specific investments influerbe bonding effect and there-
fore the ownership strategy of the Coffeeshop Camppao that there is a strong
commitment to the partner, if a franchisee inveskst and expects to open up addi-
tional outlets in the future to decrease thesestment costs. Are there bonding ef-
fects due to higher investments as Heide et al3Rp0edict? Following statement

was given:

“...as we talk about multi-unit franchising and yadars as a multi-unit

franchisee, the initial investment is higher, whgoai have a develop-
ment plan, where you plan to open 10 units in tiet fiew years. This
has an influence on fees, because if you knowdéaatlopment is com-
ing up, usually you negotiate fees. If you know thare is a guy, who
runs 10 units in the near future, you give him adfg, discount or

whatever where you say “if you pay me this 10 unigdvance as a se-
curity, | decrease the entrance fee for exampléiisTis an element our
concept includes. If there is market with a potraf 100, | can calcu-
late 25 times 100 and a discount of 30% is yourase cost and then
you should develop your market and try to open oetlets. So high in-
vestments are a bonding, because you cannot geasity. You have
your money there and nobody takes the risk fomtbaey. You will try

to be successful, which is a bonding mechanism.”

It has been confirmed, that high financial invesitseare helpful to have a smooth

relationship between the franchisor and the fragezhi Especially multi-unit franchi-
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sees with area developing in mind are affectedhibybionding mechanism. They are
the ones who have to invest high amounts from #ry beginning to open many

outlets in a given time frame.

Furthermore the director of franchising was of gpnion that marginal costs de-

cline due to lower operational costs too.

“...you can split your operational costs, because ymrk with your
staff and you can change your people when thel@ususiness at this
season and so on.”

Even Klein’s (1995) argument that announcing prensuencourage the self-
enforcing mechanism to improve the motivation o financhisees has been ap-
proved by the Coffeeshop Company. As a premiumbeaseen the promise to get
the approval to open further stores in the nearéut

“If you have higher investments, your motivationstecceed is rather
high because it's your money. So this is what ymulsl get back. So
it's very often the case that when somebody hamitial high invest-

ment, his 2nd approach after opening the first ig)ihow can | open a
2nd unit to spread the risk and to get a higherome. If I get 1000
units a month for one outlet anddt 2000 units for 2 outlets.”

To sum up, the results of the hypothesises abans#ction theory are split. The
Coffeeshop Company is in line with the H2 and supfi@t specific investments are
bonding. However it does not agree with H1 atHfle prediction and the observed
effects did not match.

Transactions Cost Theory — Testa Rossa Caffébar

Testa Rossa Caffébar does not follow the propasiifousing single-unit franchising

if the level of environmental uncertainty is high.Testa Rossa Caffébar wants to
expand with its franchise concept beyond Austriarders, their choice does defi-
nitely not include single-unit franchising as thepredicts. In foreign countries Tes-

ta Rossa Caffebar uses only master franchise agréem
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“In foreign countries we are quite passive. Thisame that people come
to me and ask if we can open a store togetherthsitniot my task to look
for locations abroad. For example let’s talk abdutiando. There was a
person who asks me “what’s about outlets in Orlehdtlavould like to do
this” This is now years ago. We thought that thewhow is in the
hands of the franchisee. We asked about the sigtn the country, is it
the right country, the right moment? All this théngre tested but not by
us but by the franchisee. Of course environmemaétdainty is very im-
portant and we must think about it. All of our fchisees in foreign
countries have master franchising arrangements. oo uncertain to set
up a single store with a single franchisee in awetl-known country. It

is impossible to control everything so far away!”

This section shows that theory and practice doaitys align as it is the case
within transactions cost theory. As Campell e28lQ(7) argued in uncertain countries
one need to have a big pool for special local ntakkew-how. Further discussions
of the author lead to the assumption that multt-fnainchisees are not able to meet
the necessary requirements. A single unit franehtss use his market know-how to
successfully run one single store, giving all hismaentration to it. Although those
statements sound logic Testa Rossa Caffebar operatee contrary way. The geo-
graphical distance (Fladmoe-Linquist and Jacqu@5)J9lays an important role for
this decision. To monitor every single store beydwdtrian borders is still too time-
and cost- consuming because the Austrian francliees not have enough know-
how about the market characteristics abroad. kdhse it is useful for Testa Rossa
Caffebar to send out a master franchise partner tiwh acts as a franchisor in the
foreign country. The master partner possessesdbessary market know-how and

can thus recruit other franchisees more effectie@m the Austrian partner can do.

“If the situation in the foreign country change®tmaster partner has to
report the uncertainties to us. We try to develome new strategies for
the franchise concept in this country togethercuass them. In Egypt for
instance we made adaptations concerning the fumitfhere we use
furniture out of rattan for instance. This is impamt because the foreign

customers appreciate this. For them it is more cotable. In Austria we
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will not take rattan furniture. We do not like tbamge our original con-
cept, but sometimes it is better for us and forftaachisees, so that both
can make profit. | would never allow a single pers$o open up a single
store in Egypt, this is too insecure and furtheahnot control his busi-
ness every day. So, there is no further discussi@ster franchising in

foreign countries is a must!”

The second hypothesis deals with specific investsnand states that the higher
those costs are the more the franchisor tendsetorusti-unit franchising. The find-

ings are that the bonding mechanism exists noifusteory but also in practices.

“For instance, we have a business plan that tdilst the franchisee has
to open up 4 outlets per year over a time periol géars. If he runs in 5
years 20 outlets than he has fulfilled the busingas and everything is
okay. But the deal is made at the beginning andetbee we offer the
franchisee better conditions. If you can open 20est in 5 years then the
startup fee is just let’'s say 10.000 € and he csk far 20.000 € of his
sub-franchisees. For instance. There’s a framewmmktract right from
the start. We have certain assurance that the fim®e opens up some
outlets for us, we have less to do but we alsoivedess entrance fees.
To say the truth, it is a win-win-position, for hodf us. You are right,
high investments are a bonding effect because woe h lot of money
invested that you will not lose. So the franchisag to do everything to

fulfill the business plan and this can be seerhadibnding effect, yes.”

Although it is interesting that the bonding effstitl exists in practices, it is not defi-
nitely the case that the franchisor tends to uski-omit franchising by high specific
investment costs. Heide and Wathne (2003) statewfth increasing specific in-
vestments the bonding effect strengthens what meetgranchisor and franchisee
act in a positive way and their actions does notnhéne other partner in the fran-

chise relationship.

Moreover the findings of the interview with the tact partner Mr. Potzinger of
Testa Rossa Caffebar result in a bonding effesbas as a franchise relationship is
created. Also the people who run a single unit deehbonding effects and as their

investments are also specific ones, because tmnotase them in another business,
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the bonding effect also occurs with single unihfiaising and not only by multi-unit

franchisees. Concerning this topic, Mr. Potzingenmented in the following way:

“It can be the case that we are the main lessetherowner of some real
estate. If the franchisee decides to invest inifure and so on, then he
has some pressure because it is not his own stggust the furniture

that belongs to him but not the local. This medra the franchisee is
much more motivated to keep the outlet alive. Bezatiwe decide to
kick him out and say, ok, take your things becausaevant another fran-
chisee than he has a very huge damage and losghamds not good.

Exactly these franchisees are very easy to coatdlso good for us, the

franchisor.”

So, the second hypothesis is not definitely corguiirbut to some extent. Due to Mr.
Potzinger, it is not that easy to just see whektgedeals with a single- or multi-unit

franchisee. The personal part — attitudes of thechisees — is of most importance.

“It is a very complicated topic and you can justdiecessful in gastron-
omy if you do it because your heart tells you tatdnd not because of

the money you have or you will earn.”

To sum up the tested hypotheses are not exactlyaime in theory than in real fran-
chising life. The first proposition says that highvironmental uncertainty at a spe-
cial location leads to the use of single unit fi@iamg. Testa Rossa Caffébar does not
agree with this statement, because they use aidosavhere environmental uncer-
tainty is high — beyond Austrian borders — mastandhise agreements and do not
think about single- or multi-unit franchising. Aeding to the second proposition
that tells that higher specific investments leatigher bonding effects between both
franchise partners and therefore the use of maltiflanchise agreements are pre-
ferred. With this statement Testa Rossa Caffébas dot agree at all but partly. Also
with single unit franchise partners bonding effezds occur. This is the case if the
franchisor is the main lessee of the locationhia tase the franchisee is more moti-
vated to run his business and try to make proéitdoise when the franchisor wants
to kick him out of business, he has the loss wilteguipment invested. With a mul-

ti-unit franchisee the franchisor receives lowetramce fees but has the assurance
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that the franchisee opens up a pre-specified nuwibautlets in a certain area during
a pre-specified time period. Of course the frareigies to fulfill his business plan
because otherwise the franchisor has to take thessary consequences. Due to Tes-
ta Rossa Caffébar, in both cases the bonding sffetde and occur as soon as there

is a franchise relationship.
4.4.2. Agency Theory

Due to Norton (1988a) monitoring is a crucial facto agency theory and varies
with cultural or geographical distance (Fladmoegiist and Jacque, 1995). Also
free-riding and shirking are terms included in #gency theory (Rubin, 1978). Ac-
cording to the theoretical explanation of agen@otly in the first part of this thesis,

the following hypothesis is tested with both Awstrfranchise firms.

H3: The higher the behavioral uncertainty due tolshg and free riding

is, the higher is the franchisors tendency to ckowsilti-unit franchis-

ing.
Agency Theory — Coffeeshop Company

One of the responds regarding the issue with fidiagr and shirking was:

“When you have individual partners in the same ayea usually have
higher sales for the brand than having one partneming more units. |
know that very good because as | said | starteld@Donald’s and came
to Burger King where we had a different approachhis topic, because
this free riding can be negative of course but glesitive. When a part-
ner in the same local area, let's assume one in/thedistrict and one in
the 8th district and they compete against eachratine they always do,
they can compete on a positive element as weld Kirwho is doing bet-
ter. Who is doing better on the service, on themmtion, on the best
mystery shops, in doing whatever. If you put tinéd ithe franchisees’
mind, you get higher sales than with a multi-uréinthisee who has 4
units, which are controlled by the master modethef franchisee. When

the franchisee is kind of reluctant then you haveldctant units with 4

-53-



reluctant shop managers. They do whatever is napgdsr the system

but they will not do what is necessary for the séle

It is very interesting to know that free riding chave positive externalities too. In
literature only the bad case of free riding is higiited. Free riding by exploiting the
brand name does not seem to be a big problem legaositoring the partners

scotches this issue.

So we can conclude that monitoring costs definitefjuence the decision of going
multi-unit or single-unit. The director of franchig highlighted the importance of it

with following statement:

“When the partner is far away, it doesn’t mattethie partner is in Tyrol
or in Russia, then you try to build him up as agamization and you
consult an organization. So you do visit the owsrethe marketing boss
or the operational guy there and you do the meatiitg them. You don't
have to visit 55 units and then talk. So this reduihe cost a bit and you
cannot do a day to day monitoring in Cairo. You éndw have certain
dates, in our case this is mostly quarterly, sat tva go there or have
particular training days in periods where we sagttlve will come over
there and train the stuff, shop managers or whatéeethis period of
time. You are right. The monitoring cost is sommgghivhich influences

the decision on doing single-unit franchising orltirunit franchising.”

According to the Coffeeshop Company multi-unit frhising gives an edge in con-
trolling monitoring costs. It is important to kette costs low. Consulting single-unit
franchisees is time consuming and challengingeéids much more of resources to
meet every single-unit store and talk about thees@sues again and again. On the
other hand dealing with multi-unit franchisee gigelsoost in efficiency. Big partners
are seen as companies themselves and are onlylteashisy the Coffeeshop Compa-
ny. If monitoring costs would be considered alooethe decision of the ownership

strategy, multi-unit franchising would be the chefor expanding the network.

But there has also been pointed out a problem,wtén occur with consulting big

and powerful multi-unit franchisees. The biggerytiget, the more powerful they get.
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Negotiating about fundamental changes in a contastbe very difficult, because
the franchisees know that they generate a lotafitdor the franchisor and therefore
they want to go their own way. When this happehs, ddvantage of having low
monitoring costs can fade away, because negotiatnmymonitoring someone with

great power is more difficult than telling a singieit franchisee what to do.

A general example of the real world of this probleas provided during one of the

interviews:

“There was the situation once when Burger King aeoh from Coca
Cola to Pepsi because they saved 7.000.000 Dolldesdquarters had
big troubles with that. They cannot change beca&isger King has Co-
ca Cola and at the business meeting the guy saatl ithwas about

7.000.000 Dollars and he will change as long aslbesn’t get the mon-
ey from the headquarters. This is the problem withti-unit franchising.

They can be very powerful. The multi-unit franchisé this example had
120 units in Turkey. It was his own corporation amel decided to do
that. “

Once again it is crucial for the Coffeeshop Comptmpave the right mix and bal-
ance of multi-unit franchisees and single-unit ét@isees. Both have advantages and
disadvantages and it is the franchisor’s duty 1 saot these problems from day to

day.

Agency Theory — Testa Rossa Caffébar

Concerning this issue, the interview partner oftd édossa Caffebar answered in the

following way:

“Of course it is logic that you cannot control eyesingle franchisee
every day on day-to-day activities. The lowest tooinmig costs are in
western Austria because there we are present altithe anyway. So we
can say in Austria we have a negative east-wegeslm Innsbruck the
level is very high because our franchisee knows Ithésit him with po-
tential new franchisees and that he has to be erttp and his outlet is
just five minutes away from our headquarter. Saighis another area
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where the franchise agreement is okay. In Vienna @tyria the moni-
toring becomes complicated. We must be more presmhtvisit them
more often but this leads to much more costs. Bdt doesn’t matter so
much if we have single- or multi-unit franchiseesAustria because of
monitoring. The monitoring depends on the geogregdhdistance. We
also have a kind of quality management. This meéhaswe meet all
franchisors six to seven times per year. We hav&tany shopper and
they visit the outlets and present the findingstluwse conferences. In
foreign countries we do not have the question akmgle- or multi-unit

franchising, because there we only have mastecframg.”

For the Austrian project and expansion manageasunds logic, that multi-unit fran-

chising in theory has positive aspects in thisguaitbut they do not have a real strat-
egy for that matter. They interview the potentianichise partner and then they see
weather this person is the right one for this joinat or if the person wants to handle

one store or more.

“The first interview takes about 2 hours, oftenden In this time | am
very honest. | do not want to sell my concept gt @sts for 100%. | do
confront them with the hard reality. Gastronom&da Gastronome. For
example | know a person who ran a hotel for years this does not
mean that he can survive in the franchise systemasl in Orlando and
there | met a person who had three hotels with ntba@ 1000 rooms.
He was a super manager and we opened a Testa Ragizbar in Or-
lando. He never thought in his live that this Ve so time consuming to

establish and run such a bar efficiently, and sddied.”

As Klein (1995) argues businesses within a comnrand name attracts franchisees
in a way that they try to reduce costs by offeiimfgrior quality of products. There-
fore the author states that not only the free-gdiranchisee denotes negative out-
comes of this behavior but also the other francheeners are affected. As theory
only predicts negative effects of free-riding ardrleng, the interview partner of
Testa Rossa Caffebar gave some statements faogiswith adding some positive

results.
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“No, it's quite the contrary. The people that areagl watch out for those
that are not so good. They say ‘oops, he is najcml, there has to be
done something’. So it is more the other way rowriti free-riding and

these things. But we try that the outlets are motlese to each other,
this would not be good for the franchise outleteed-riding is a good

thing in our concept, because the good ones watittion the bad ones
and they say they should do business better beadhbsewise they dam-
age their good reputation. In general we don’t haxegative aspects
with this. As you want to know the difference betwmulti and single
unit franchising, we do not significantly take cas&this problem, be-

cause it can arise everywhere.”

To sum up, for Testa Rossa Caffébar it is not elud use a single- or multi-unit
strategy due to agency theory. They listen to thtential franchisee and if he is of
the opinion he can run more than one businesstlandesponsible persons of the
franchise system agree, than he becomes a multowmier. It is also a possible so-
lution to use sequential franchising as well. Ther@o reason for the company to
decide upon free-riding and shirking problems witagency theory which strategy
to use. Moreover, this decision depends on theviddal franchisee. Hence, the
proposition that higher agency costs encouragdrémehisor to make use of multi-

unit franchising is not approved in the case oftd &ossa Caffebar.

4.4.3. Resource Scarcity View and Organizational Capabilies Theory

Teece et al (1997) describe competitive advantagebe achieved by having firm
specific resources that cannot be imitated eaSiyase resources include not only
tangible resources but also intangible and arenfgtance secret know-how or spe-

cialized product facilities.

Due to Barney (1991), firms’ resources includeodlavailable assets in the firm like
information, capabilities and know-how. If a firmarc denote competitive advantage
over its rivals the firm performs effective and a@ariperform its counterparts. Finan-
cial restrictions, local market know-how and systepecific assets are crucial fac-

tors.
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H4: Financial restrictions of the franchisor can better overcome with

the use of multi-unit franchising than single uréinchising.

H5: Acquiring local know-how is more effective taygée unit franchis-
ing than by multi-unit franchising. In this casarichisees tend towards
single unit franchising. The bigger the environna¢nincertainty is, the

higher is the likelihood of choosing single unérfchising.

H6: The higher the degree of system-specific ast®tshigher the ten-

dency of the franchisor to choose multi-unit fraisaig.

Financial Resources — Coffeeshop Company

The director of franchising made a clear statemegerding H4:

“But as a strategy this is a very risky one. | tgu out of experience that
this is really risky. It makes more sense to lookle long run than on
the short run, because then the franchisee canoeh you. However
multi-unit franchising is very often based on aklaxf funds of the fran-

chisor. So this is absolutely true.”

Financial restrictions are a common reason forftaachisor to choose multi-unit
franchising for expanding his network. It is arradtive way to get money in a fast
and comfort way. Coffeeshop Company tries to gwricially healthy corporations
as multi-unit partners to raise capital for futimeestments. However it is definitely
not the most important factor to sign a partnehwitoney. Entrepreneurial capabili-
ties are as important or even more important ferftanchisee. It has already been
argued that entrepreneurial capabilities are nacgds run outlets in the long run.
So finding partners with the right balance of fioh resources and know-how to
run the business is what Coffeeshop Company isnairiar. Even though this hypo-
thesis is supported, it is not used with high giyoiThe reason for this might be that
Coffeeshop Company is in a financial situation vehielis not heavily dependent on
the money of the franchisees. Financially strongneas are welcomed to guarantee
growth of the network but they are not everythiRglying only on other partners

would be too risky.
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Financial Resources — Testa Rossa Caffebar

As the interview partner has seen him confronteth whe issue of the Resource
Scarcity View Theory he totally agreed with the gwsition that multi-unit franchise
agreements help the franchisor to ease his finarestrictions. Therefore his state-

ment was as follows.

“Yes, | would say so. It depends again if it is@mn establishment or if
he forward the store to sub-franchisees. The sdvrofSchilcher is also
Managing Director. Both of them have this positibmt Mr. Schilcher
has established his own small empire. Two outlétshe son hasn’t
worked that well and therefore the senior has tatkentwo outlets of the
junior and has incorporated the two stores. Theylenaow good profits
and so loss and profit and so this cancels eachraght. For outstanding

persons, the name Testa Rossa Caffebar contineesthis is true.”

Although the contact person of Testa Rossa Caffedtally agreed with the proposi-
tion made in theory he also indicates that thisosthe sole reason to agree upon a
multi-unit franchise agreement. For him the mogtamant thing is not the available
money of the franchisee but rather the entreprémlecapabilities. As he often says
the money does not help to successfully run a kegsiut instead the personal atti-
tudes do. Of course the franchisee has to havesfbodthis is not a guarantee for

success of the franchise concept for both paringtse long run.

Local Market Know-how — Coffeeshop Company

Even though we spend several hours of intervieuliegmanagers of the Coffeeshop
Company we could not find any supporting data fos tiypothesis. Local market
know-how does not influence the ownership stratigthe Coffeeshop Company in
an appropriate way. This does not mean that it doésffect the management deci-
sions for opening new outlets at all but that thiereo clear line between multi-unit
franchising and single-unit franchising decisioegarding to local market know-

how.

It cannot be said that one or the other methodasenfavorable. The management
had success and failure with both methods. Therdftey do not only rely on local

market know-how as a crucial factor. It turned duting the interview that other
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factors are more important to decide between singiefranchising and multi-unit

franchising, for example monitoring costs and sysspecific assets.

Local Market Know-how — Testa Rossa Caffebar

The next proposition is about the local market kiimw. Therefore the interview
partner was asked what kind of franchise agreemelps to effectively acquire local
market know-how. As stated above theory predic$ ith this case single unit fran-

chising is preferred. Testa Rossa Caffébar answerée following way.

“No, we do not do this. We won't do this. This vwbbk sheer madness.
If we have to monitor each single outlet from oaatiquarter, we would
fail to do so. We stay away of this in general.sTimeans, for instance,
we are not present in Switzerland and if a guywatZerland asks us if he
is allowed to open up a store in St. Moritz then dedéinitely say ‘no,
thank you.’. At first we have to find a master part who monitor the
ongoing activities. Otherwise we would travel arduhe world for just

single outlets. No, thank you, that's nonsense.”

Following this statement, for Testa Rossa Cafféba unimaginable to open up
single stores with single unit franchise agreemantereign countries with different
local market know-how. Rather they use master fiseccontracts to break into a
new market because in general they possess thasaegemarket know-how and
have the guarantee that they open up several storegre-specified time period

based upon the franchise contract.

“If an, let's say, Austrian partner wants to opep a store in Switzer-
land, pay attention. You should not give a franetisnore rights than
necessary, because otherwise you are blocking gtiufsor the case if
there is already a master partner in Switzerlandcbeld say ‘stop, this
is all mine.” Except you make a new business marthie Austrian part-
ner and you say ‘okay, open up 20 stores in 5 ydhe it's okay, but
then he has to deal with whole Switzerland anddsetb fulfill the busi-
ness plan. If someone wants to do this, okay, helmat he has to fulfill
the criteria of the contract. We have to wait umtg find the right per-

son.
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With just a single store beyond Austrian bordess tionitoring costs would burst

and Testa Rossa Caffebar definitely wants to eleirthis situation.

System Specific Assets — Coffeeshop Company

Coffeeshop Company does support the proposition H5.

“This is what you do with MUF. You go there and t&sme new product
in a few locations. From a development and inn@ratpoint of view

there is the advantage of the multi-unit francHise.

The management is eager to develop its conceptaamtznually basis to stay com-
petitive in a market with many players, becausefesofis sold by thousands of
people. To accelerate the speed of innovation, tilseymulti-unit franchising to try
new concepts and products. Coffeeshop Companykisgtaadvantage of the size-
development capabilities of the multi-unit franads because of the experience they

already have in opening and running outlets.

The following statement of the director of franéhisunderlines the increase in ex-

ploitation capabilities compared to single-unitichising:

“You need a bigger head count for single-unit friaising, because the
single-unit franchisees need stronger consultanciesthe field. They

have to make sure that the operational businesgoiking well and the

rest can be done by the headquarters. Multi-umihéhisees are usually
very capable in operations, finance and controllisg you need lesser
people but higher capable.”

To sum up specific knowledge is very importanttfoe growth and success of Cof-
feeshop Company. It does not only transfer the khow and tools for brewing cof-
fee but also the USP of it.

The Coffeeshop Company always tries to sell its U#ch is described as follow:
“But Vienna on the opposite with his history aneémthing which is be-
hind Vienna, you know it's romantic, it's musics itheatre, it's some-

thing you can sell to people in every part of tlwld/and its coffeehouse

tradition when in 1684, after the 2nd Turkish ineaisis also a major
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selling factor out in the world, because people likat and people be-
lieve that. So we took that part stronger into eoncept to sell to other
countries and if you now go to Saudi Arabia, wheesopen this year or
to Bahrain or to Kuwait or to Egypt or even to tAenericans with the

Carnival Cruise Line ships.”

Coffeeshop Company supported the propositions afdeamcial resources scarcity
and the importance of system specific know-howibdid not support the hypothe-

sis about local market know-how.

System Specific Assets — Testa Rossa Caffébar

The proposition that the degree of system speeifisets lead to the tendency to
make use of multi-unit franchising seems to beddgr Testa Rossa Caffebar, but in
business life it is not the crucial factor to decihether to use single- or multi-unit

franchising.

.If we have to make some adjustments because wenlig world where

innovations are necessary then we test this inoour stores or in single
stores of some our franchisees, most of the tinensbruck because it is
just 5 minutes away from our office. It happenst tagranchisee has
some new ideas, and then we talk about it in a dteerthat takes place
about one to two times a year. But improvementsnoovations are

changed in new stores and not in already existimgso | think about for
instance new ground floors or things like that. Qanate ldentity and

Corporate Design change, but the basic attributes@kay. You have to
keep up with the time, like McDonalds does.”

As Testa Rossa Caffébar is not that widespread MaDonalds or the Coffeeshop
Company, the asset specificity is not such an itamorfactor for the question of
which franchise agreement to use. In the intervimseed, Mr. Potzinger agreed
with the statement made out of theory, but theyaibuse it active in their franchise

strategy.

“The great success of Testa Rossa caffé was anatutifor us to make

an ltalian coffee-concept around the coffee beanw8 try to make our
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customers feel to be in Italy, with great coffee,make our concepts for
those people who enjoy drinking a coffee, the gi@ste, the aroma and

so on. And our baristas make a good job.”

Although Testa Rossa Caffébar of course has adeghee of system specific assets
that constitute their franchise concept, it is es$ential for the decision whether to
use single- or multi-unit franchising. Maybe th@gen therefore is that it is a quite
young franchise concept in comparison to the ottudfee-related combatants like

for instance Segafredo or the Coffeeshop Compaagt i5, that since January 2009
Testa Rossa Caffebar has become an own enterphiseTesta Rossa Caffebar

GmbH. Before, it was integrated in the Handelsh&/eslI.

4.4.4. Screening Theory

Due to Rubin (1978) the screening theory is esakintievery business. According to
Dnes (1992), those persons who accept higher imezgt at the beginning, as it is

the case with multi-unit franchising, should befereed by the franchisor.

H7: Specific investments by the franchisee can dm&l las a screening
tool. Franchisors tend to multi-unit franchiseegchuse the higher the
specific investments are, the higher is the podsilaf signing a compe-
tent partner with high entrepreneurial skills.

Screening Theory — Coffeeshop Company

The answer we got from the management of the Cslifge Company was surpris-

ing:

“...I thought like that as well when | started thesimess but it not al-
ways turned out to be right. There are more peaplk money incapable
to run units than people with lesser money beingabte, because
whether you find investors, which is a big troubMé¢hen you find an in-
vestor as a partner, the investor focuses on questike “when do | get
my money back? What's my return on equity? Whayseturn on in-

vestment? How much money can | make? How can it8ellhese are

the guys with the money. The entrepreneurial bgsimean who comes
up and has a 100000 Euros but can develop the mée been often
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the right persons to choose as a partner. Becae$er® you become big
you have to become good. And becoming good hasngatt do with
money. Becoming good is a personal readiness tm g¢joere, being en-
trepreneurial, let the people know that I'm the @pest and then you can
invest in growth. In a lot of concepts word wides tthought of having a
guy with more money means having better capatsilitiened out wrong.
Whether they have so much money that they forcd¢oydo things you
don’'t want...... Lots of concepts made this mistakey Tet partners in
with money and not partners with passion, withright approach to this
business and with operational skills. They are gabdut talking about
100 units but they are lousy about talking thetfss So making step 5
before they do step 1. Sometimes this leads tblEgsuSo we have not
stopped but try to see that as a very crucial péamtour development

and do not only go for the money.”

Even though the screening theory makes perfectigesén theory the Coffeeshop
Company can’t recommend relying on this theonhds proven to be wrong to ex-
pect investors with only high financial capabil#iéo be successful in building up
franchise networks. The problem here is that threqres owning the money often do
not run the outlets. They just provide the moneg ase shop managers to face the
operational challenges. However as we already kexoyloyed persons are never as

good in running shops as the owner of the money.

Coffeeshop Company definitely prefers partners Wwitfher entrepreneurial capabili-
ties than only having money to invest. It mightl feafe for the franchisor to contract
a financially healthy franchisee but it is the miosportant thing for the Coffeeshop
Company is to be successful in the long run. Itsdoet help to receive all the initial
fees to set up at the start of a collaborationgatting low royalties for the next 5 to
15 years, which is the average time-frame of araghtoetween the franchisor and
the franchisee. It is better to have a franchiség® might not have all the required
money at the beginning but who invests all his ueses and managerial and entre-
preneurial capabilities to build up a franchisengek and generate lots of revenue in
the long term. Coffeeshop Company has a revenuedbasyalty model and only
high revenues of the franchisee will increase tiaditpof the franchisor. So having
the necessary money on day one is helpful to haaraaoth relationship at the start
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of the franchise contract but finding partners vg#ssion to run business units, learn
to use new opportunities and develop themselvesti@oty is what really counts, if
the top goal is to grow a network over a long prad time. Screening theory and
therefore H7 is not supported.

Screening Theory — Testa Rossa Caffebar

As Mr. Potzinger has seen him confronted with th@d of screening theory he nar-

rated the situation within their franchise concapfollows.

.Generally spoken, skills and effort has nothingdim with money. | like
it more if someone has less money but instead $i@ letter feeling and
more experience for gastronomy. It is such a d&dicapic and you can
just be successful in gastronomy if you do it beeayou want to do it,
you want to satisfy your dreams and you do it ost jor money. | made
some experiences with persons who had lots of mdngythey didn’t
succeed because they had no ideas of doing busmésschising and
so they are not so successful. Those people atenjusstors. | think
about McDonalds. There the situation would be aeptine because this
franchise concept is more systematic and not thathmrelated on indi-
viduals. For us it makes no sense to just sayyolq, have lots of money,
you can operate at multi units, you are better thle other potential

franchisee who just wants to have one store.’ Ehnsense.”

The responsible of Testa Rossa Caffebar agreeoie tetatements made in theory,
because it sounds a kind of logical, but only oty and not in practices and there-
fore he cannot approve it. Due to Mr. Potzingessthpersons with lots of money are
often just the investors. Such persons do notharbusiness but they hire other per-
sons who may have more feelings and experiences hhmself. For Testa Rossa

Caffebar it is much more important to have franeégswho understand the concept
and who have an emotional connection to the conddy reason therefore is that
the customers will recognize the attitudes of tlaadhisee in the outlet. Those atti-
tudes result in friendliness and a comfortable ahere store. This is much more
important than just having a franchisee with lotsmmney but no idea of how to

serve the customers. In a franchise relationshiprevthe franchise concept is based
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upon individuals it is necessary to look for pessaith money indeed, but it is much
more necessary to have a person with entrepreheapabilities. At more systemat-

ic franchise concepts the preferences may be listadother way.

“For us it is quite good to receive lots of moneytlee beginning of our
franchise relationship, but just in the short r&dthat is good if the rich
person has to close his stores after a short tiereod because he cannot
handle the store and the customers are dissat3figds is not good for
the name Testa Rossa Caffébar. You have to thialktahe long run,

this is much much more important.”

To sum up, the proposition that specific investraenade by the franchisee can be
used as a screening tool is not confirmed by TRstssa Caffebar. The hypothesis
that franchisors prefer multi-unit franchisees tludigher investments at the begin-
ning of the franchise relationship because thedrighvestments are a grant for hav-
ing a competent partner with well-educated andegmémeurial skills is definitely not

supported by Testa Rossa Caffebar.

4.4.5. Property Rights Theory

According to the property rights theory discussedhie first part of the thesis we
derive the following hypotheses that have beeretesiith the Coffeeshop Company

and Testa Rossa Cafféebar to see whether theonhesatdth reality or not.

H8: The lower the contractibility of local markessets, the higher is the

franchisor’s tendency to choose single unit frasify.

H9: The higher the contractibility of local markessets is, the lower are
the effects of financial assets scarcity on th@dhasor to choose multi-

unit franchising for his expanding strategy.

H10: The positive effect of system specific know-bo franchisors ten-
dency towards multi-unit franchising decreases withtractibility of as-

sets.
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Property Rights Theory — Coffeeshop Company

As Coffeeshop Company denied the effects of localket know-how on their own-

ership strategy, data according the pre-set hyp@hd8 could not be gathered.

Building up a franchise is a costly project angsidifficult to fund it, especially at
the beginning of it. However Coffeeshop Companpast of the Scharf group, a fi-
nancially strong company, which came up with theaidf selling coffee directly to
the customers via the stores by the Coffeeshop @aynprherefore it did not have

as much issues with financing the network.

All the information we have filtered through theaerviews do not give us enough
knowledge to evaluate H9. Instead of misinterpgetamd falsify the results of the
Coffeeshop Company, we decided to skip this hymithas there is no clear answer

to this issue.

Transferring system specific know-how is a veryidifit task. The director of fran-

chising described this with following answer acéogoto H10:

“Every partner from all parts of the world has tome to us to under-
stand what we stand for. How we see coffee, witad'sulture of coffee
houses in Vienna, how did coffee develop, how ditee grow, where
does it grow and so on. You need to develop the wiBPthe partner so
he can sell it to the partners locally. We help hardo this at the begin-
ning and my people are there to support him andemsitre that he
knows what he is selling. ... So this is part oftthasfer which is in the

handbook of course but most of it is done persgriall

System specific assets have characteristics ofclomtractibility. Even though Cof-
feeshop Company is using a handbook as a guidarnefer system specific know-
how, this is not enough at all. Training the frarelks personally is the only way to
let them understand the concept and strengthseoCtiffeeshop Company. The im-
pact of low contractibility on the decision to daimtunit franchising is obvious.
The franchisor only has to teach the multi-unibfaisee to run the outlets once. The
franchisee himself can transfer this new acquirealkedge to all the stores he owns
and trains his shop managers and employees. Thidicagt advantage for the fran-

chisor is having fewer costs in transferring knoswhto franchisees, especially to
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those which are operating in a faraway market witferent culture and language.
On the down side it has to be mentioned that itteagypen more easily that misinter-
preted system specific know-how will spread ouidhpover the outlets of a multi-
unit franchisee. In this case the Coffeeshop Compgas to retrain the multi-unit

franchisee again.

So due to the fact that it is hard to write dowa #ystem specific know-how and
transfer it that way to the partners, Coffeeshom@any takes full advantages of the

multi-unit franchisees to explain their Viennes&®® concept.

Property Rights Theory — Testa Rossa Caffebar

Concerning the results of the interview there eseteral domains where contracti-
bility is high. First of all the choice of the riglocation was mentioned. There exists
an explicit profile for the site selection. It mportant that an outlet is near to infra-
structure or at easily accessible places like wpping malls, airports or pedestrian

areas.

“The right location for a store is not that hard find. We have a so
called location study where the most important elegeristics are listed.
You just have to check if everything is availafdejnstance, do we have
waste containers, or how long are the opening hoisrshere some air
ventilation, storeroom and so on. If one critericannot be fulfilled, this
is a knock-out criterion. Also the preparation loétfood or drinks can be
exactly written down. You can find this all in tiendbook. It's an addi-
tion to the contract. We have standards concerrsagrice, in which
glass, how many, which ingredients. If the franebisancels the rela-
tionship he has to give me the handbook back, wiserhe incurs a pe-

nalty. He is not allowed to copy anything.”

During the whole interview it was not possible @tlger any information about the
first two hypotheses. As this is the empirical pafrthe diploma thesis we do not
want to misinterpret anything of this interviewarder to definitely find an answer.
Therefore these two hypotheses have been cancaele®w the other side, the inter-
view partner had a lot to say about system speaffgets. As system specific assets

also refer to the brand name the franchisees lakedw how to deal with it. Due to
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Testa Rossa Caffébar the potential franchisee dasderstand the atmosphere and

the whole concept itself to represent it to the@uers.

“Our franchisees have trainings to understand oomncept. At the be-
ginning all of them have trainings in Austria, natter if they work later
abroad or here, so that they understand to 100%twedo. The fran-
chisee has to live our concept. This starts withdpicts, support of em-
ployees, how to organize everything. The franchisebligated to learn
the art of coffee, so he has to go to some basistainar. Barista means
you become an excellent coffee maker. We also m@#mose trainings,
national and international. Later, the franchisegndrain his employees

on his own. So this means that this favors multsun

Although there exist some profiles for site selattand product preparation, what
means that there exist contractibility, it is nloatteasy. As Testa Rossa Caffébar is
not as systematical as it is McDonalds for instatioe personal support of the fran-
chisor plays a major part. As discussed beforefrresfer of knowledge to persons
abroad is very difficult and not easy to handle tiis topic is not the most important
part for deciding to use a multi-unit franchiseesgnent it of course favors this strat-
egy. So by part of it Testa Rossa Caffébar alippscontractibility of system specific

assets to the choice of using multi-unit franchgsin
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5. Summary of Empirical Results

The case studies about the Coffeeshop Company estd Rossa Caffebar has pro-
vided rich information about their ownership stgpés. It was not possible to find
satisfying results to all of the preset hypothdsaisthe positive findings definitely
outweighed the negative ones. We have preset teotlingses in the theoretical part

to test them in real life environment.

The findings of the Coffeeshop Company show that foypothesis are compatible
with those in theory. The hypotheses 8 and 9 cowldbe tested because the ga-

thered data were insufficient to support or rebett.

The evaluation of the interview with Testa Rossdféar was quite positive and
gives us thus insights in their decision stratefgwiten they use single- or multi-unit
ownership. The table below shows that one of tlopgsitions is the same in theory
and business life. Four of them do not align witbse of theory. With another three
hypotheses the interview partner agrees but cagimeta definitive answer. Hypo-
thesis number 8 and 9 could not be supported bedhesinformation gathered was
not sufficient so therefore we cannot provide aplieit evaluation. The following
table summarizes the results of the Coffeeshop @osjand Testa Rossa Caffébar

and so we found an approach of their choice of ogtwxpansion.

It is interesting to take a closer look at the hssand notice that the answers regard-
ing the hypotheses of the Coffeeshop Company aedrdsta Rossa Caffebar are
very similar even though we can confirm that thgamanterviews with the repre-
sentatives of both companies have been held separdhis clear finding streng-
thens the value of our outcome and encourages wosiridecision to conduct two

case studies to verify the results.

It is also unexpected to have just four hypothedethe Coffeeshop Company and
four hypotheses of the Testa Rossa Cafféebar affirratleast partly. As an effect of
that surprising result we can state that thereuitecp big gap between the theory,
which we have gathered in multiple publicationg] dnsiness life. In some cases the

predictions and the findings were completely cagtra

Hypothesis 1 about the transaction cost theoryccaot be supported by both Aus-

trian franchise systems. Although theory predibtt it would be better to make use
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of multi-unit ownership, real business life doeg agree with it. If the firms see
them confronted with environmental uncertaintiesthbfirms do not agree with the

statement that multi-unit franchising should beheferred choice.

Hypothesis 2 about the specific investments isllyosupported by the Coffeeshop
Company and partially supported by Testa RossaeBaff On the one hand the Cof-
feeshop Company is of the opinion that the higher gpecific investments at the
beginning of the franchise relationship are, trghér is the so called bonding effect
from the franchisee to the franchisor. Testa R&&bar also states that there exist
a kind of bonding effect, but cannot totally agtleat this situation is stronger in cas-
es of multi-unit ownership. They declare that sbohding effects occur as soon as a

franchise relationship starts.

Hypothesis 3 is about free riding and shirking atates that multi-units should be
preferred to lower the problems of agency thedryvds interesting to find out that
both companies, the Coffeeshop Company as wellestaTRossa Caffébar gave a
very similar answer to the questions asked. Inrtb@ses, free-riding is not a nega-
tive aspect of the agency theory but instead aipeane. Those franchisees that do
their work best have a look on those who maybe atocare too much to the fran-

chise system.

Hypothesis 4 analyzes the financial restrictionshef franchisor. Again, both com-
panies agreed upon the choice that multi-unit oslmprcan best help the franchisor
to overcome financial restrictions. Therefore adsme examples of their own busi-

ness life were stated.

Hypothesis 5 discussed the local market know-how says that multi-unit owner-
ship is better than single-unit franchising. Whertfgere were no results concerning
the Coffeeshop Company, Testa Rossa Caffebar dtaeanulti-unit franchising is

not the best choice.

Hypothesis 6 is about the system specific know-low implicates that firms in the
franchise sector should prefer multi-unit franamgsiover single-unit franchising.
Within our interviews we could find out that thimtement is true when talking about
the Coffeeshop Company but is just partially supabby the Testa Rossa Caffebar
and declare they that this is not the most imporactor to decide upon using sin-

gle- or multi-unit franchising.
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Hypothesis 7 discusses the screening effect. ltitezastates that those franchisees
who are willed to conduct multi-unit franchisingeahe one that should be preferred
over those who just want to run a single store hBmimpanies rejected this state-
ment because good work and effort has nothing twitto money. The most impor-

tant thing for them is that the franchisee undeddao 100 % what they have to do
and they have to transfer their business know-how iwvay to the consumers that

they are satisfied.

Hypothesis 8 and 9 were about the contractibilitjyoocal market assets regarding
first to financial assets and second to local ntakkew-how. During our interviews
with Testa Rossa Caffebar and the Coffeeshop Compencould not find clear
statements to this topic. In order to not tampeareruapirical findings we decided to

leave this statement without any answer.

Hypothesis 10 states that the positive effect stesy specific know-how on franchi-
sors tendency towards multi-unit franchising desesawith the contractibility of
assets. This assumption is fully supported by tbBe@shop Company and partially
supported by Testa Rossa Caffébar.

We have given the reader an insight to two sucakfsinchise systems in Austria
and used five crucial theories to test our propmsit These were transaction cost
theory, agency theory, resource based view andiscarew, organizational capabil-

ities view, screening theory and the property sgheory.

This paper has managerial implications and migleicaimanagers’ decisions of oth-
er franchise systems to expand their network bggusiulti-unit or single-unit fran-

chising.

We are aware of the fact that, even though we hadsd the same findings at both
franchise systems, testing two out of over 290 iptss$ranchises in Austria is not as
significant as doing a large scale survey. Theeelwe expect further research ac-
cording this topic to be directed to analysis vatigreater number of participants to
achieve even more meaningful results and get fuitieghts to define the use of

single-unit franchising and multi-unit franchising.
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Table 1: Results of Hypotheses

Support of Hypotheses
Hypotheses Assumption Theory Practice
Coffeeshop Company Testa Rossa Caffebar
MUF will be MUF will be
1 Environmental uncertainty No No
preferred to SUF preferred to SUF
. . MUF will be MUF will be
2 Specific Investments of franchisees Yes partly supported
preferred to SUF preferred to SUF
o o MUF will be MUF will not be
3 Free riding and shirking No No
preferred to SUF preferred to SUF
MUF will be MUF will be
4 Financial restrictions of franchisor Yes Yes
preferred to SUF preferred to SUF
MUF will not be
5 Local market know-how No coherence at all No No
preferred to SUF
- MUF will be MUF will be
6 System specific know-how Yes No
preferred to SUF preferred to SUF
MUF will be MUF will not be
7 Screening tool No No
preferred to SUF preferred to SUF
Non contractibility of local market assets MUF will be
8 No data N/A N/A
regarding to financial assets preferred to SUF
Non contractibility of local market assets| MUF will not be
9 . No data N/A N/A
regarding to local market know-how preferred to SUF
. . MUF will be MUF will be
10 Non contractibility of specific know-how Yes partly supported

preferred to SUF

preferred to SUF
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Appendix
Interview: Testa Rossa Caffebar

In-depth interview with Mr. Potzinger, project aedpansion manager of Testa
Rossa Caffébar on the 08f July 2009:

Project and expansion manager: The great succelsstd Rossa caffé was an indi-
cator for us to make an Italian coffee-concept adothe coffee bean. So we try to
make our customers feel to be in Italy, with greaifee, we make our concepts for
those people who enjoy drinking a coffee, the gtastie, the aroma and so on. And

our baristas make a good job.

Once we had looked for a partner via an agencys partner has to have certain re-
guirements. He should have know-how about gastrgndmt also from system ga-

stronomy. He should have contacts in the countaed,equity. He should have pos-
sibilities for the import, this means, he shouldéa@xperience with this in the past.

So, this know-how should exist.

This master partner get some education in Augteashould get to know the system
to 100%. It starts with products and goes furtbethe support of the employees. He
learns how to organize employees and the whole stdre master partner must have
his own bureau in the host country for operatiomnagement, planning and he
should have a secretary or an assistant. It depeméi®w fast you will expand. And

there you go with expanding.

For instance, if we have found a store in the paldr country, we go there and have
a look on it. The whole situation is important ahd location is proofed on the sui-
tability. If all the criteria are ok, the analysi$ the location for instance, then we
move further to build it up. The franchisee is tblodw the accommodation has to
look like, which music he can play, which clothéeyt are allowed to wear, the
whole product range. In general the whole prodaoge is defined. That's not al-
ways so easy. In Russia for example there are gmublIn Cafés there exist in prin-
ciple warm food. Cafébars as you know them in Aastion’t exist there. In Russia

you have to offer food, otherwise the customerstdmme and sit down.
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We receive the layout of the floor plan. The whsiere is planned and equipped in
Austria. This is my task, | do all things in a caner and then on the ship and then it
goes to overseas. Some Austrian guy overseesimadjsthso we have the assurance
that everything is okay. Normally, about 120% dftare are computed. This is im-

portant because when he wants to expand then haocam because of the additional
20%. The controlling is important especially at beginning, because we don’t want

to multiply errors that occur at the beginninghe future.

Similar to this this happens also national. Magetner don’t exist in Austria, this

makes the subsidiary “Jochen”.

Of course | made mistakes at the beginnings, bey tiave been corrected. The
whole Testa Rossa Story happens in Austria. As ssoeverything, the whole sys-
tem, was overall okay, the franchisees could cakh¢he beginnings we had no idea
of any concept that we can use for other counthes Austria. The Handelshaus

Wedl made the coffee and we tried to use it forfoamchise concept.

Ouir first franchise partner was an employee of me he runs the first business in
Austria. This was | think about 8 years ago. kasy difficult and hard to oversee the
outlets and to organize the franchising. This s ¢omplicate for us because we are
only 4 people responsible for these tasks. So, wikatan do is only one thing. And

we wanted to do the franchise concept

Some time ago somebody said ,wow, this idea istgreAustria“. Mr. Schilcher is
master partner in Austria for Salzburg and UppestAa. With this agreement he is

responsible to open up a certain number of ouiktause ‘master” means “duty”.

For example: in the year 2009, so to say in trst fiear, only one to two outlets are
opened. In the following year already 6-8 storeslstanbul are hundreds of loca-

tions. There arise about 150 shopping malls, yme @ be there present.

Mister Schilcher is responsible to open in Austoar stores per year. He has estab-
lished an organization himself. He can transfes fhim his hotel. Mister Schilcher
has taken his son to familiarize him with the topicTesta Rossa. His son around 20
years and he is responsible for the expansioreglyafThis is a huge responsibility

because he has to open 4 stores per year. Buathier works with him very good.
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They have some further staff out of the hotel drel/tuse them for organizing the
things.

We have two possibilities. Either | go to the fraisees and offer them some loca-
tions or the other way round. This means the freseeghcomes to me and presents a
location. If | think that a location is good and &xample Mr. Schilcher says, that he
don’t want it, because he already has his 4 sttites, he can decline it theoretically.
But this never happens and in general the franekik®ok on their own for new loca-

tions.

Of course it is better to work with already exigtiftanchisees. If there is a location
in Innsbruck, then we ask the franchisee in Innsbitihe wants this store. So about
in 20 kilometers surroundings — this is sequerftiahchising, right? This makes
sense because here | have some assurance and the@wisting franchisee better
than a new one, right? Also from the complexitybétter, because an existing fran-
chisee don't need some trainings anymore and hdraasfer his know-how inde-

pendently to employees.

Top quality of coffee is very very very importaithe single franchisee is responsi-
ble to know everything about the art of coffee.v&@ooffer some trainings to become
an excellent coffee maker, we say barista, you knéle offer some trainings, na-
tional and international. We organize those trgsinBut the franchisee trains his
employees on his own. | also offer some trainirigg tasts several weeks for free.
The franchisee also has to work at the beginningnia of the existing stores and he
gets an excellent barista training, so if he leaeekis own outlet, he can manage

everything in a perfect way.

If a potential franchisee or an already existing dlas own ideas for a new location
for a franchise outlet, then he has to fill out eequirement profile for locations.
This checklist gives information about the locatitself, the surface of the area, the
layout, technical conditions like water-connecticarsd things like that. We offer
locations to our franchisees when we think thag thia good one. So, locations are
offered by us but there is also the possibilityt tha franchisee can say that he wants
an outlet at a specific place. This means thaamacfiisee comes to me and proposes a
location. When | think that a location for an otii® good and an already existing

franchisee of our franchise system says that herdoeant it, then he can refuse it.
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But this situation never happened by now and ineganthe franchisee looks for
their locations on their own. For us it is impottdimat the franchise partner has a
strong identification with our Testa Rossa caffébancept. The franchisees must
work in teams and they have to work with the headgu and the other franchise

partners. This is why we also have a requiremenftlprfor new franchise partners.

Interviewer: So you have no problems to find tightiocation for a new

store?

Project and expansion manager: The right locatiorafstore is not that hard to find.
We have a so called location study where the muogbitant characteristics are
listed. You just have to check if everything is iéalale, for instance, do we have
waste containers, or how long are the opening hasirthere some air ventilation,
storeroom and so on. If one criterion cannot b&lid, this is a knock-out criterion.
Also the preparation of the food or drinks can kacdly written down. You can find
this all in the handbook. It's an addition to tr@tract. We have standards concern-
ing service, in which glass, how many, which ingeets. If the franchisee cancels
the relationship he has to give me the handbook,@berwise he incurs a penalty.

He is not allowed to copy anything.”

Interviewer: Okay, wow, thanks a lot for this greatroduction. It
sounds to be very interesting to hear more about yfranchise concept.

Maybe you can move further with some history ofalBessa Caffébar?

Project and expansion manag@f course | can. So, Testarossa was an own brand of
the Handelshaus Wedl. The Handelshaus Wedl sadistdlb different kinds of cof-
fee. We blend them by our own and roast them atsow own and we sell them
afterwards to gastronomy. This all begins from ghleeseakfast coffee and goes fur-
ther to high-quality espresso. Testa Rossa is btfeeoyoungest brands and is also a
premium brand. It costs 21,50 Euro per Kilo andg tkiin the upper segment. It was
created in the 90er and was sold to gastronomyestevn Austria. Some when in the
mid 90 we were in Salzburg at the exhibition GASW &lerr Gerlicher, a guy of
Germany, came to us and said “Wow, you have a greff¢e, you should make
more out of it”. Mr. Wed| became great ears andtedriio make some concept out

of the coffee. Primarily the idea had something dfistro concept. And exactly this
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idea was realized in 1998, but this concept wasetqeensive to multiply it. It was
too expensive to multiply it because you need nebidgtchen equipment, you need a
full equipped kitchen. We have tried this in theamef Innsbruck. In 1999 the first
store in the shopping mall in Innsbruck was opeaed the outlet was relatively
small, about 50 square meters, at that time it lmased as a delicatessen shop. But
this was the birth of the Testa Rossa Franchise.

For example we have the Piccolo concept in boo&stor car dealerships. There are
many people and we can present the brand very goma.see the name of Testa
Rossa, you drink your coffee and so you have ajrdeéird the name and you will

tell your friends or you will remember it againtire future.

We have another model, L'espresso. This concepinséizat there are up to 80
square meters, you find them in shopping malls,etp@unds, airports. You find

this concept there because you just want to drigkiek coffee and then you leave.
Because everything is very small, this conceptslif@m the quick rotations and

from quantity. The lease is relatively small beeaws the small square meters.
L’espresso offers fewer foods, more coffee anchendnd more benefit. | personally
like this concept, the concept “smaller than 100asg meters”, because it is very
important. If the outlet is bigger, you pay more fioe loan and you have to cook to

be able to pay the rent. But cooking is not ouiress.

The ,Caffébar” means that there are more than 8aregmeters. Here you find some
place to sit down and there is also a lounge drea.product range is wider, so there
is antipasti, prosciutto, in summer we offer salddssome single stores we cook
pasta, this is not the preliminary idea of our @picbut at midday we offer some
small menus and if the requirements are okay aadrdnchisee agrees, than it is

also okay for us.

So sorry, to go back to theory the first bar weehastablished was too modern and |
was the boss. But the ice was broken soon and tinairtime on the whole story ran
very good. In the course of my career there exisiuie outlets that have to be
closed. If you just can show two to three cafépdtential franchisees, we had to
make discussions about the equity. At the begimmitite quantity was more impor-

tant than the quality, almost every location wasepted and it lasted very long, to
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remove all the errors. But at least the brand &wedname Testa Rossa was on the

market.

Interviewer: But nowadays, Testa Rossa Caffebaarisindependent

business, right?

Project and expansion manager: Yes, Mr. Petzoltesponsible for international
expansion, and the same is with Mr. Wed|. Sincebtbginning of the last year, so,
since January 2009, Testa Rossa Caffebar switchad independent business, the
so called Testa Rossa Cafféebar GmbH. Before, itint@grated in the Handelshaus
Wedl.

Interviewer: Why have you chosen franchising ang tvwve you not of-
fered licenses for your coffee? Why have you ddcide create a

Caffébar of the initial idea of Italian Coffee?

Project and expansion manager: We chose franchdkiegto the history of origins.
We have everything what a gastronome needs andligate them to buy from us.
Products of coffee, cups, sugar, polo-shirts, skshirts, and things like that. You
also have to have hot chocolate, you get them sxelly from Testa Rossa, and also
other products of other marketing activities. Thisréhe flyer, called offerta special,
it's for the summer, when it is hot, then | prefieinking cold coffee products. Visc-
ous chocolate is to buy from the Handelshaus Wddlly in bulks from the Handel-
shaus Wedl and | achieve them cheaper and cathsall cheaper to our franchisees.

Due to the motto “together, we are strong”.

We also sell our coffee to gastronomy, this methra, also the Café XY can buy our
Testa Rossa coffee. Mr. Wed| wanted to have théewdmnd red logo everywhere. |
am of the opinion that the white and black logeven better. So we had to discuss
about it. There are guys that are of the opiniat th franchise concept is not the
right thing for them because they have to pay #esfand royalties and initial in-
vestments. So there are guys who are super gastembut they just want to sell our
coffee in their cafés. So | can say that some persant to copy our concept. They
want to imitate us. They use dark wood for the ifure and they get the logo be-
cause they buy our coffee from the Handelshaus Wadktanding persons the think

that this café is a store of Testa Rossa. So whbyldha franchisee pay fees and
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royalties if it also works without it? This wagjaite bad experience for us. This was
the reason why we wanted to eliminate the qualitst@mers and we had to differ
from those stores. This was the birth of our negolahe black-white one. You can
see it in the Europark in Salzburg. | like the Eaxk, it's a good location. If you
have five times the same square logo next to anothss doesn’'t look good. A
friend of mine is designer and he helped us to ldgvthe new logo. We met us 4
hours and created 8 or 9 designs and we decidéakéothe black and white one.
Some general information for you. Mr. Wedl has ad®next to the Lake Garda and
so he has some affinity to Italy. He loves goodeayigood coffee, good prosciutto
and antipasti.

Interviewer: Okay. How many outlets do you havAustria and also all

over the world? How many guys do you employ?

Project and expansion manager: In Austria we haeaita30 outlets and all over the
world | think something around 70. Mr. Wedl wantedpen in 5 years 1000 outlets.
Last year in September we have opened the sevebaetn Ischgl and 2 month later
the hundredth. Mr. Wedl pushes this. He also cotlrggjuality customers for exam-
ple those in the KarnterstralR3e here in Vienna.Wkdl offers some marketing things
to the customers, like sticker or tags. Mr. Wedh@v 70 years and he is going to
work every time because this concept is his babg.dah say that we have about

seven employees per outlet inclusive the franchisee

Interviewer: How do you look for franchisees? Wfitle job applicant
profile which | found on your homepage only thetfstep is induced,

right? How is the further procedure?

Project and expansion manager: Yes, you are rgHirst there is the job applicant
checkilist. It is the first step because it invohadksthe relevant questions. When a
person calls us then he should first check thiéilprto have some basis for our talk.
Some persons honestly cross “no” at some questidmes.second step is the inter-
view. Often the franchisee thinks that witch 20.@0os everything is fine, but this
is definitely not true. Some guys | do definitekarery soon how much money they

had available. We talk about the regions he igé@sted in. Some guys are interested
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in Austria as a whole, no matter where exactly.e@halk about some specific re-

gions or present a specific location.

Also the family relationship is discussed. For mis important to know if the fran-
chisee works with his wife or husband, if his ispensible himself or not. | want to

get to know all the persons involved in my concept.

The first interview takes about 2 hours, often lndn this time | am very honest. |
do not want to sell my concept at any costs fordd00do confront them with the

hard reality. Gastronome is not Gastronome. Fomgika | know a person who ran a
hotel for years but this does not mean that hescawvive in the franchise system. |
was in Orlando and there | met a person who hagkthotels with more than 1000
rooms. He was a super manager and we opened aRes$a Caffébar in Orlando.
He never thought in his live that this will be sme& consuming to establish and run

such a bar efficiently, and so he failed.

We also have mystery shopper, from student to gramhis function is done by
something else. The results are presented at owerofmeetings. You present the
good results and also the bad ones to show theHisee what's good or what's
wrong. Where are his strengths? Where are his vessls? Where is need for ac-

tion? This is called quality management and thezeaout 6 to 7 visits per year.

After a positive talk the franchisee receives samfi@mation folder at home to think

about the whole thing again. Why does he wanthitmse Testa Rossa Caffé or why
in general a coffee-concept? Afterwards, we arramgether meeting and diverse
kinds of stores are visited. The history is illaséd, why the concept has been
created, so to say we talk about things throughimitvegetable garden, don’'t know
the word in English. The potential franchisees tallalready existing franchisees to
interchange experiences. As soon as the franchiaealecided to use our concept,
we go and have a look on potential locations. kk&hee location, if we have an ex-
ternal storage, is there enough place for the @sljJs it in general ok for a gastron-

omy shop and so on.

Another possibility is that the franchisee comemand says that he wants to have
a special location. It is very good if the franggsis quite flexible, because then |

can put him elsewhere. The question that arisiehis can wait or if he wants to wait
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until a special location is available. This cant@@orrow, or just in 3 months, or in

half a year. If it lasts longer than six month, tfechisee is away, in general.

Normally the location is away within a few daysveeeks. The franchisee is within
three to six month also away. It is important howcin know how we transfer to the
franchisee. It can happen that we give him lotsfairmation and the potential fran-
chisee run away with our information, but with fing a franchisee of us. If we
give him the plan of the location and its grounabfl before we both sign the con-
tract, this can be very tricky. A long time aggp@tential franchisee took this infor-

mation and has built up a store autonomous witheldnging to us.

When we find a location, we invite the coffee baildThis is a general firm, that
buys let's say each single store. If this companyddet's say ten bars, then | can
achieve some reductions in price and | don’t haveeli him again and again what
and how he has to do his business because heyakeaws what's going on. The
profile for the layout of the store is an underayall of us. The firm that builds up
the store, the franchise bureau and the custonmeah the potential franchisee, we
all discuss about the procedures. On this bags;dbkt calculation is done and out of
this, including the seats, we generate a turnowedigtion and further more a busi-
ness plan. Not later than now, the reality appegesn. The store construction is
very expensive. Everything has to be prepared. [&sgor or the franchisor has to
allocate some location. The location does not liaveve holes, the walls have to be
okay. | try as well as | can to transfer the castshe lessor, because he generates
profits for years because of us. If it is an oldiding, you have to pay attention.
These are all points of experiences. You have t@perything into the contract. For
example, in the so called “Edelrohbau” there is bwitom, no floor, the whole
glasses are missing. Electricity and air supply toabe okay. The rest is our task.
The general firm has to search a painter, a cagpeanhd the one who has the right
price-benefit proportion wins or the firm alreadyokvs a good supplier. It is also an
option that the brother of the franchisee playsphiater or the carpenter. This is no
problem. He receives the architecture handbookaafrdnchise handbook. We also
need a plasterer or an electrician. We establisma frame to see when who for
what and why comes and we create to-do lists. Wk for employees for the firm,

we register them, the storage has to be organizédhéngs like that.
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Interviewer: How hard is it for you to find the hgfranchisee for your

concept?

Project and expansion manager: Our franchisees trairengs to understand our
concept. At the beginning all of them have traising Austria, no matter if they

work later abroad or here, so that they understari®0% what we do. The franchi-
see has to live our concept. This starts with pectgjuisupport of employees, how to
organize everything. The franchisee is obligateteéon the art of coffee, so he has
to go to some barista seminar. Barista means yoonbe an excellent coffee maker.
We also organize those trainings, national andnaténal. Later, the franchisee can

train his employees on his own. So this meanstkifavors multi units.

Interviewer: What about foreign franchisees or nieeations abroad?

How do you manage this situation?

Project and expansion manager: “In foreign coustme are quite passive. This
means that people come to me and ask if we cana@p@are together but it is not my
task to look for locations abroad. For exampleslédlk about Orlando. There was a
person who asks me “what’s about outlets in Orl&ndevould like to do this” This
is now years ago. We thought that the know-hownithe hands of the franchisee.
We asked about the situations in the country, thetright country, the right mo-
ment? All this things are tested but not by ustyuthe franchisee. Of course envi-
ronmental uncertainty is very important and we nibstk about it. All of our fran-
chisees in foreign countries have master franofpiamnangements. It is too uncertain
to set up a single store with a single franchisea hot well-known country. It is

impossible to control everything so far away!”

Interviewer: Why have you chosen exactly those tciesrlisted on your
homepage like Austria, Germany, Italy, Hungary, KByrand so on and

not for example Greek?

Project and expansion manager: That is a good igunesthave to say, that we are

very passive when we talk about the internationehaThis means that they come to

us and not otherwise. Here we have again the exafmph Orlando. We trust a lot

that the know how is with the franchisee. Of coussehad a look if the situation of

the country is ok or if it is the right country ethight moment. This has all been con-
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sidered, but more from the other side. So, thecfimees knocked at our door and

we, the franchisor, have reacted.

Interviewer: The literature about franchising disses a lot whether it is
better to use single- or multi-unit franchise agremts in business life.
Which kind of franchise agreement do you prefarglsi or multi-unit

franchising?

Project and expansion manager: In national area®nie use master franchising.
The reason therefore is that it would be nonseosmte for everything, we would
make loss if we do so. There has to be a contasbpen the special country, this is

the basic requirement.

In Austria or in the international area there wa salit it up. Saudi Arabia can for
example be split up into the Emirates and othdridis. In Austria it's for example
Salzburg and Upper Austria and both are for Mr.il8kblr. And this is good so. To

answer your question, in practices we use singief@amnchising.

Interviewer: Where are the advantages and disachged of the diverse

kinds of franchise agreements?

Project and expansion manager: At the various c@snptwe only use master fran-
chising, as | told you before. | have to look iéthusiness is like the business should
be. How the franchisee makes his profits is hisghHe has a master plan and he has
to deliver afterwards to me. That’s it. An advamtagf multi-unit is that we know
each other, there is some trust between us, fewgts.cA further disadvantage is that
he is not present at the store himself. The Caffé&baery personally related and he
cannot care about everything and personality disap If the franchisee works also
in the store, this is much better for the firm hemahe talks with the guys in the cof-
fee, with the guests. The customer likes it ang tieeognize who is the franchisee
and who is an employee. Mr. Schilcher works quiteoaomously, he doesn’'t ask
everytime, he just does as he wants. This cangreldem because of the energy he

gets.

Interviewer: Which kind of arrangement represehts fewest effort con-

cerning costs or something like this, for instatreénings and so on?
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Project and expansion manager: Here | can defyng@y, that multi-unit franchising
represents the fewest effort over the time. A diaathge for us is that the franchise
has to pay fewer royalties to Testa Rossa. Conagrmionitoring costs, we have
about the same efforts, no matter if we have siogleulti-unit arrangements. We
have mystery shopper, so he has to be good irohid think it doesn’t matter if he

has one store or more.

Interviewer: If you don’'t have very good know-hotoat some area,
let’'s say in Egypt, what kind of franchise stratelgyyou prefer? Do you

choose your strategy due to culture, tax settlemyemtd legal issues?

Project and expansion manager: Areas where we tlhave specialized know how
are areas beyond Austrian borders. And there we ws# master franchises. We do
not have a kind of strategy. We visit this courdnd you know the cultures a little
bit. We conduct interviews with franchisees, mor¢hem, as we do in Austria, and
we are present on that Market a time, like in Gaoat one talks about a partnership,
then there are several talks in the past. Mr. Whadl a 20 meters long yacht and so
he knows a lot of cultures. What can | say to pmaltissues? Some kind of market

observation is permanently existent.

We visit a country more than one time. We look thge if the location is good, we
analyze the competitors, the customer attituddeeratountries, other manners. For
example Russia. This market in general is nothorguf, because we should adopt

our business completely to achieve an authorization

Importing issues differ from country to country,sta very complex procedure and
we find our barriers, it is very troublesome. Thankdelshaus Wedl helps us with

those regulations and they communicate the retulis.

Interviewer: Which type of franchising do you predeie to the lowest
agency-problems? | mean, where do you have thestomenitoring

costs?

Project and expansion manager: Well, where do we lilae lowest agency prob-
lems... Of course it is logic that you cannot congeéry single franchisee every day
on day-to-day activities. The lowest monitoringtsosre in western Austria because

there we are present all the time anyway. So wesegrin Austria we have a nega-
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tive east-west-slope. In Innsbruck the level isyvlargh because our franchisee
knows that | visit him with potential new francheseand that he has to be on-the-top
and his outlet is just five minutes away from oaatiquarter. Salzburg is another
area where the franchise agreement is okay. Inndesr in Styria the monitoring
becomes complicated. We must be more present aitdtheém more often but this
leads to much more costs. For us it doesn’t matdenuch if we have single- or mul-
ti-unit franchisees in Austria because of monitgrifhe monitoring depends on the
geographical distance. We also have a kind of yualanagement. This means that
we meet all franchisors six to seven times per.yéd& have mystery shopper and
they visit the outlets and present the findingstase conferences. In foreign coun-
tries we do not have the question about singlemalti-unit franchising, because
there we only have master franchising. “We use onéster franchise agreements
international. It is too expensive to check evenghthis is too absurd and we don’t
make profits. In Austria or international, we matkeisions. Saudi Arabia can be
divided into United Arab Emirates and other placgsstria can be divided into

Salzburg and Upper Austria. So this is no big deal.

If you have a look on the whole story, what do ybink how many people stand
behind it? There is Mr. Petzold, me, Mrs. Mitteengr, and another one who is re-
sponsible for the operative business. That's ndiepebecause we are just four per-
sons, there should be more guys. We use the resoafdhe Handelshaus Wedl for

bookkeeping, personal, lawyer and so on.

In Mils in Tyrol we have a location where the pdiahfranchisee can train to work
in a café. It looks like a real school, if you wanmtsay so. A complete store has been
rebuilt to make it as real as possible. Before,ghgs have been trained in Munich
with the help of the shop manager. A whole dailytiree was practiced and in the
evening there was the account. Also the coffeaitigs have been there, before.

This was all before there was the competence canidils.

A bad reputation of one store can be bad for theleveystem. Bad reputation of one
store means bad coffee in every store. The Europa@alzburg is Europe’s best

shopping mall, because of the infrastructure.
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Interviewer: Where do you think are the differentesTesta Rossa
Caffébar and Segafredo or the Coffeeshop Comparty& Wakes you

unique?

Project and expansion manager: The most imporstoif is the quality of the coffee
and | think also the trainings. Segafredo is mdestyle and attracts younger guys.
It's something like hitparade, if you understandly& sometimes mix Segafredo and
Testa Rossa because of the same colors and s@sinR®dssa is more with system
than Segafredo. We have a certain music stylendattalian, on afternoons more
lounge music, southern. We work with semi-automatachines, here we can con-
trol or adopt the end product. We celebrate coffiegou do not have well educated
guys the coffee would be at about 70% out of 100R&t’s in sum quite okay. With
semi-automatic machines it could be that you rgash40%. With fully automatic
machines you do not get perfect coffee but alsonootperfect coffee. With semi-
automatic machines it is possible to get the 100Ris is why barista trainings are
very important for us. There is also a refinesvititches all the time. If the local is
full, the weather changes, coffee is very sensiilact directly. The cycle time of the
espresso changes and the coffee becomes herbaifib&lhas to know how the ma-
chine works. Either | chose less amount or theniegi should be smoother. You
have about 20 to 25 seconds for one espresso. &itii automatic machine you
cannot influence this. And you need about 20% nudrthe coffee. We also offer

coffee-to-go, because it is required nowadays.

Interviewer: What is your target group? Does thepdnd on the differ-

ent kinds of store layouts?

Project and expansion manager: Our target groughesafrom 20 years to the mid
fifty. Business people, employees of commerce aageat’s shops. It depends on the
location. But most of all the up-market clientalrdally depends on the accommoda-
tion. In Innsbruck at the railway station it is tucurious. There is a certain inhibi-
tion for the public Testa Rossa doesn’'t want. Arid ts good for us. The atmosphere
and ambience select the guys. You make your owtoess. Which kind of music,
the ambience. The customer knows what he can eapédbe know, if he orders this
and that than it would be okay. In Vienna | get $aene product than in Innsbruck.

Maybe you compare this with Mc Donald'’s.
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Interviewer: Are three store models enough for 3é&tssa Caffebar?

Project and expansion manager: Due to the intenmatiexpansion we see us con-
fronted with huge challenges and we are not averferther adaptations. For exam-
ple there is the take-away coffee. We have a betist of sales because we have a
reduced product range. Food increases this. We diavet 23% of it, but restaurants
much more. The more food you offer the more garlyamgehave and the more diffi-

cult and expensive. There is a lot of handling raue to consider.

Interviewer: Do you adopt your concept to differenuntries? Do you

have the same standards/furniture/menus in Egypt@iCyprus?

Project and expansion manager: Yes, as you saylog ¢he concept to the different
countries. For example we use rattan for our fureitin Egypt. | do not have that
much fun with those adaptations. It is possible thiranchisee pays all the fees and
S0 on, but the store doesn’t look in any way asstd Rossa Caffébar. And this is

negative for us and the whole franchise concept.

We try to keep the standards alive, especiallyhatliar or the counter. Corporate
Identity, Corporate Design, especially at the lsardry important for us. The rooms
where the customers can take a seat are maybg aealbted, but according to Testa

Rossa, but there you can see differences, yes.

Testa Rossa is very system-oriented and wantdltd as a whole. There are differ-
ent kinds of shirts or this or that, there are semeial questions, but it is very im-

portant to keep the uniform alive, with less vaci&n

Interviewer: If you have to make adoptions in yaamcept due to
changes of the market, is it easier for you to hsvme multi units or lots

of single units?

Project and expansion manager: If we have to makeesadjustments because we
live in a world where innovations are necessam tle test this in our own stores or
in single stores of some our franchisees, mosheftime in Innsbruck because it is
just 5 minutes away from our office. It happend tofranchisee has some new ideas,
and then we talk about it in a committee that tgiese about one to two times a

year. But improvements or innovations are changetkeiv stores and not in already
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existing ones. | think about for instance new gobtloors or things like that. Corpo-
rate Identity and Corporate Design change, butbésc attributes are okay. You
have to keep up with the time, like McDonalds ddéshe situation in the foreign

country changes the master partner has to reperumigertainties to us. We try to
develop some new strategies for the franchise qurinethis country together, dis-
cuss them. In Egypt for instance we made adapwtmncerning the furniture.

There we use furniture out of rattan for instarideis is important because the for-
eign customers appreciate this. For them it is ncorafortable. In Austria we will

not take rattan furniture. We do not like to chamge original concept, but some-
times it is better for us and for the franchisesssthat both can make profit. | would
never allow a single person to open up a single2sto Egypt, this is too insecure
and further | cannot control his business every &ay there is no further discussion,

master franchising in foreign countries is a must!”

Interviewer: Are you of the opinion that a franakesthat agrees to con-
duct multi-unit franchising is the better francheésas a person that just

wants to have a single store?

Project and expansion manager: The interview with $thilcher, you know, the
guy who is responsible for Upper Austria and Salgbwere very interesting. He
decided to use our concept because he thoughtaddatt this topic. He had visions
and goals, he wanted to open twenty stores inyleas. Such a person thinks more
about the concept, yes. Generally spoken, skilts effort has nothing to do with
money. | like it more if someone has less moneyihsiead he has a better feeling
and more experience for gastronomy. It is suchligate topic and you can just be
successful in gastronomy if you do it because yantwo do it, you want to satisfy
your dreams and you do it not just for money. | madme experiences with persons
who had lots of money, but they didn’t succeed bseahey had no ideas of doing
business in franchising and so they are not soesstal. Those people are just inves-
tors. | think about McDonalds. There the situatiasuld be another one because this
franchise concept is more systematic and not thethmelated on individuals. For us
it makes no sense just say ‘ok, you have lots ohey, you can operate at multi
units, you are better than the other potentialdinésee who just wants to have one

store.” This is nonsense. But multi-unit franchsegeiarantee to open up a specified
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number of stores, but he also has to pay fewerltiegaand so on and he blocks the
area, but Testa Rossa can intervene. The franshisee to pay 4% of their net rev-
enue and another 1 % for marketing. So in sum thexé % what the franchisee has

to pay.

Interviewer: You are present in Turkey and you sglit up Turkey in
separate areas as you do it in Austria. Here you gglit the country into

the diverse provinces. Am | right?

Project and expansion manager: No, we don't doithigeneral. There we have a
master partner and he cares about the whole Tulkieydon't have the structures
there as we have them here, they are just at thierbegs and we cannot split it up

into separate areas, they are not that huge so far.

Interviewer: For instance, China is quite big. Whabuld be the case

there? For a master partner this country would be big.

Project and expansion manager: | think that thisldide different there, of course.
But China is not that developed so far and theeefar topic for us. This would be
done individually, but we are not that far. But sammere you have to start and if
you start you have to start in a special area, tyyptio start your concept there and
you have to develop this and will be improved axplamd it internally later.

Interviewer :If you would diversify one country antifferent areas,
would you adopt your product range or equipmerthdifferent areas?
For instance, would you offer Soup in South Chioairtot in North Chi-

na?

Project and expansion manager: Now, we could ragguhis. Until now it wasn'’t
the case so far. But | think we would do this. @himso big, of course | can imagine
that we would make modifications there, but untiivwe don't do so, that we offer
different products and things like that in differ@neas of one country. But in China,
there are definitely lots of cultures and therehage to change our concept. But this

is not tested so far.

Interviewer: In which countries do you use multituitanchising? In
Austria you just have Mr. Schilcher in Upper Austright?
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Project and expansion manager: No, since three sveekhave a new location in
Kufstein and this is already the second of Mr. Btier and | give already existing
franchisees new locations. This is of course ughat, franchisees have more stores.
They open several stores, but not from the verynoégng. If they have enough re-
sources, then we talk about more locations withpibtential franchisees, but at first
we test what's going on with the first store, whats development, and if this all is
positive that we can talk about more outlets, ihisf course possible. That's for both

of us ideal. The only requirement is that the fitstre runs very good.

Interviewer: If you have a strong multi-unit fransbke and he doesn’t
want to realize new procedures or actions, what yoa doing then? If
he has lots of stores he can put pressure on yght? So if you want to
realize some changes that are not due to the lavbécause you want to
change something because of the pressure of inoovabuld it be bet-

ter to conduct single or multi units?

Project and expansion manager: Yes, okay, thigsrgerywhere, also at McDo-
nalds. Of course there is some danger, that heprassure on the headquarter, but
this is everywhere the case. You have to estinfasebiut also the benefit from this
situation. We engage a lot with such franchiseneas, especially because of the
several locations, we meet us permanently, angdhimer is a confident person and
we would recognize if he goes into another directd/e work in a common sense,
in principle, and we would recognize this, so weehto see that we walk the same

way again.

Interviewer: Can we say that a franchisee with leighitial investments

is more motivated to operate business in a good?way

Project and expansion manager: We help the fragekisvith the accommodation,
we take over the accommodation or the contingeihility for the accommodation.
If an outlet costs all inclusive 150.000 Euro, V@anever had a person — except Mr.
Schilcher — who had this amount liable with singets and who said “okay, let's do
it”. He always has to borrow money from the banlcan be the case that we are the
main lessee or the owner of some real estateelfrdnchisee decides to invest in

furniture and so on, then he has some pressurei$ectis not his own store. It's
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just the furniture that belongs to him but not kbeal. This means that the franchisee
is much more motivated to keep the outlet aliveca®se if we decide to kick him

out and say, ok, take your things because we waothar franchisee than he has a
very huge damage and loss and that is not goocttligxhese franchisees are very

easy to control and so good for us, the franchisor.

Interviewer: In theory you find the term bondindeet. If the franchisee
invests more at the beginning, the bonding effedtigher the more he

invests and the more stores he wants to openunefut

Project and expansion manager: Yes, | would say so.

Interviewer: Can we say that the franchisee is lmehmore to you if he

operates more units, because he pays fewer fees?

Project and expansion manager: No, this is defatatle beginning. For instance, we
have a business plan that tells that the franchisseto open up 4 outlets per year
over a time period of 5 years. If he runs in 5 ge200 outlets than he has fulfilled the
business plan and everything is okay. But the deahade at the beginning and
therefore we offer the franchisee better conditidhyou can open 20 stores in 5
years then the startup fee is just let's say 10£0@6d he can ask for 20.000 € of his
sub-franchisees. For instance. There’s a frameworitract right from the start. We
have certain assurance that the franchisee opessrog outlets for us, we have less
to do but we also receive less entrance fees. y¢heatruth, it is a win-win-position,
for both of us. You are right, high investments atgonding effect because you have
a lot of money invested that you will not lose.t8e franchisee has to do everything

to fulfill the business plan and this can be seetha bonding effect, yes.

Interviewer: Literature says that higher investnsemtan be seen as
screening effects. Is it right that persons withren@sources are the bet-
ter franchisees? Is it true that multi-unit fransbes are the better inves-

tors?

Project and expansion manager: It is a very coragd topic and you can just be
successful in gastronomy if you do it because ywart tells you to do it and not

because of the money you have or you will earn.
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Interviewer: And what is about the assumption thatti-unit franchisees

are the better investors?

Project and expansion manager: No, not necessarily.

Interviewer: Theory also says that environmentatartainties change
the market situation, for instance changes conegrncompetitors.

Would it be better in this case to start with sengt with multi units?

Project and expansion manager: This is an integgsjuestion, but | cannot answer
it, because | have no experience in this topic| bioihk that it would be better to use

single units.

Interviewer: Do you react so fast to your compesitoEarlier in the in-
terview you said you do not have that great lookotrers because you

are inimitable. So if persons do like Starbuckythe to Starbucks.

Project and expansion manager: Starbucks has gotbido with our topic, this is
something quite different. We are other like thieeos. It is hard to answer, | cannot

say, | have no experience.

Interviewer: Now let’s talk about monitoring costsyou have 100 sin-
gle units and 10 multi units, are the monitoringstsowith multi units

lower?

Project and expansion manager: Yes, definitelg. ltgic. You mean for the head-
quarter? Yes, of course. In this case | just havalk to 10 persons and not to 100. If
ten times Mr. Schilcher has 10 outlets than | leatalk only to him and not to 100

others.

Interviewer: But the monitoring costs are not @di for you to use multi

units? Has this choice nothing to do with our moritg costs?

Project and expansion manager: So to say, no.HRugtiestion is not as important in
such a small country as Austria is, because itnsaaageable market. Mr. Schilcher
can open in his area just a specified number détsutlf there would be another 2-3

Mr. Schilchers, the market would be more than cedein this case you example
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before, the one of China, would be more interestidiggf more interesting would be

big markets, there would be multi units betterihkh

Interviewer: How easy or complicated is it to trérssystem specific

know-how to foreign franchisees?

Project and expansion manager: Extremely diffiamtl quite troublesome, because
the quality standards in the different countries definitely not that high as here and
we have made some experiences that we have defirsggthing but the end product
was awful. We have invited architects, visited lineations together, have analyzed
the locations, talked about the system, the hardbib@ concept, catalogue, color
definition and so on and they have built the siara complete different way. The
reason therefore? | don’t know. It would have bperfect if there would have been
a permanent monitoring. There has to be a progactdr who look for the first one to
two locations over some weeks, in the hot phasteabeginning and at the closure,
who sees when something goes wrong. Otherwise we &dig problem, it doesn'’t
work. Our problem was that we didn’t have a projeeider and this was the reason
why the whole thing failed. The system worked after third or fourth store, but so
far there can happen so much what should not hapgerhave observed it, but we

weren’t present there.

Interviewer: If you can transfer the value of yaumcept to the foreign
franchisee, would it be better to have multi uaitsoad? The expansion

would be faster with multi units, right?

Project and expansion manager: Of course, we ddls®master partner has a busi-
ness plan and he has to open a specified numbmurtiets and the first three stores
has to be own establishments that he has to hdydles own. Afterwards he can

offer licenses for other franchisees. His own stoage so called demonstration

stores.

Interviewer: Multi unit partners use a similar ong@ation structure than
the headquarter and so it is more easy to transhew how instead with-

in single units?
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Project and expansion manager: This should bedke, ¢/es, exactly. This is based
upon experience that we made at home. This isdh& @ doesn’t work every time,

but of course it is the goal.

Interviewer: Is it more easy to transfer know haantulti units than to

single units?

Project and expansion manager: Sure, becausenivris labor intensive. | just have
to go one time to Mr. Schilcher and tell him whatb and he realized it afterwards.
| support him maybe at the first one to two stolmrs,the rest he need no help any-
more, because he already has the experience thiehemakes sub franchisee stores,
I help him with it but the training takes placehis own store. So, he has the expe-

rience and he knows not just theory.

Interviewer: In order to acquire foreign know hotig more effective to
use single units. The less the know how in a cedeea is the more like-

ly one uses single units. What do you say abosf® thi

Project and expansion manager: No, we do not do e won'’t do this. This would
be sheer madness. If we have to monitor each smdlet from our headquarter, we
would fail to do so. We stay away of this in gehefais means, for instance, we are
not present in Switzerland and if a guy of Switaed asks us if he is allowed to
open up a store in St. Moritz then we definitely $®, thank you.’. At first we have
to find a master partner who monitor the ongoingvaies. Otherwise we would

travel around the world for just single outlets., l@nk you, that's nonsense

Interviewer: If Mr. Schilcher has some connectiomsSwitzerland, can

he initiate this?

Project and expansion manager: If an, let's saystdan partner wants to open up a
store in Switzerland, pay attention. You shouldgigé a franchisee more rights than
necessary, because otherwise you are blocking gibuFor the case if there is al-
ready a master partner in Switzerland he couldstap, this is all mine.” Except you

make a new business plan for the Austrian partndryeou say ‘okay, open up 20
stores in 5 years, than it’s okay, but then hetbadeal with whole Switzerland and

he has to fulfill the business plan. If someone twda do this, okay, he can, but he
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has to fulfill the criteria of the contract. We leato wait until we find the right per-

son.

Interviewer: Financial restrictions on the part dfie franchisor are
coped better with multi units instead of using Engnits. What is your

opinion?

Project and expansion manager: Yes, | would sajt slepends again if it is an own
establishment or if he forward the store to subdhasees. The son of Mr. Schilcher
is also Managing Director. Both of them have thisipon, but Mr. Schilcher has
established his own small empire. Two outlets efghn hasn’t worked that well and
therefore the senior has taken the two outlethefjtinior and has incorporated the
two stores. They made now good profits and so #w&k profit and so this cancels
each other out. For outstanding persons, the na@séaTRossa Caffébar continues.
Yes, this is truekor us it is quite good to receive lots of moneyhat beginning of
our franchise relationship, but just in the shart.rWhat is good if the rich person
has to close his stores after a short time perazhlbise he cannot handle the store
and the customers are dissatisfied? This is nod goo the name Testa Rossa

Caffebar. You have to think about the long runs ftRimuch much more important.

Interviewer: Free-riding is another interesting iopDoes the existence
of free-riding limits you in your expansion stragyelpecause franchisees
who free ride maybe damage the good reputatioroaof jranchise sys-

tem?

Project and expansion manager: No, it's quite th@rary. The people that are good
watch out for those that are not so good. They@ays, he is not so good, there has
to be done something’. So it is more the other veaynd with free-riding and these

things. But we try that the outlets are not so elts each other, this would not be
good for the franchise outlets. Free-riding is adything in our concept, because the
good ones watch out for the bad ones and theyhsay should do business better
because otherwise they damage their good reputdtigeneral we don’'t have nega-
tive aspects with this. As you want to know thdedd#nce between multi and single
unit franchising, we do not significantly take caskthis problem, because it can

arise everywhere.
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Interview: The Coffeeshop Company |
In-depth Interview with the director of franchising the 18 of July 2009

Director of franchising: Actually the history of niife is basically multi-unit devel-
opment. | started at McDonald’s, went to Pizza Hyiend some time with Burger
King and then | found coincidentally Mr. Scharf, evlvas at the beginning of rolling
out the Coffeeshop Company over Europe. So leysisa experience in developing
multi-unit concept is rather huge. | saw it fronves&l perspectives and tried to take
the best things from other companies and try tdement them into the Coffeeshop
Company. I'm 40, I'm married, and | have a 14 yelar daughter. She is one of my
heavy users in any concepts | have ever worked \Bitle gave me the best possible
feedback to say this is good — this is not goods $hould be done better.

Thanks to you that you considered Coffeeshop Comparan example for your em-

pirical study.

Coffeeshop Company is part of company Schéarf. $eedamily business, a family

cooperation for almost 60 years. Founder of thepaomyg recently died 2 weeks ago.
The main idea or main focus of the company’s bissingas manufacturing coffee
machines on a very high standard, producing coffesting coffee and selling that
to the customers. Over the years it turned out ¢coaceptual selling coffee is far
more successful than just selling coffee machiBesout of this and giving the de-
velopment out in the world regarding chains selliffee, the idea came up to do
something similar to Starbucks, actually. So Stekbuwas there already and with all
the experience Scharf had, we considered to dowarcoffeeshop concept and call

it Coffeeshop Company.

Interviewer: One aspect | want to mention is wheaw your coffeeshop,

they tried to imitate some of the brand.

Director of franchising: You are pretty close. |ane75% of all logos in the world

are round; some of them are green — so most afdhgany say it's coincidental but

| very doubt that. | honestly think that the kewy®r in this particular type of busi-

ness was Starbucks. A lot of companies came tpdih@ and said that they want to

do a business like this. The problem of being aydspthat you come to this “me

too” section. If you do everything the same as @wedy else does, the question to
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the customer is, “why should | take you” besides yoe much cheaper probably. So
we came up in 1999 with our first coffeeshop innria. Starbucks was not there.
They came 2 years later. So we actually built tret €offeeshop in Krugerstrasse in
1999, which was a very small shop in a narrow pl#tenot the best location but at
this very time people flooded the shop becauseg $0 new and everybody wanted
to see how a “to go” concept works. The start & @offeeshop Company was on
“to go” business. At that time nobody really comsid a role out in high numbers. It
was just the “let's do a concept — make some maray everything is fine” idea,
which we wanted to sell to some people and evargtlis good. So it was pretty
much a “try & error” thing. We try because we hdkie coffee machines and the
coffee and all the other knowledge to build thisamd then we will see how it
works. So from this very point on, actually it wasder development, more or less,
or under construction. We tried everything and fbaut that this works well and
this doesn’t work well. | joined the company 5 yeago, so 2004, when | met Mr.
Schéarf coincidentally. A head-hunter called me sadl “you have to meet Mr.
Scharf, they need somebody”. | said that | hav@ebecause | was at Burger King at
the moment. So | met Mr. Scharf and | thought,s'thuy is a lunatic — one lunatic
meets another one — that makes 2 lunatic — thiscars be good. If you have weird
people together, something good should come oudl IAgecided to join him and
from 2004 and fine-tuned the Coffeeshop Companychisse concept. Before that it
was developing by coincidence. We made a little lsard we made a little there and
there was something and here was something buwtshtvstreamlined or focused to
a particular direction. When | came we hat aboutiils or 22 and currently we are
over 190 units in 14 countries. We spread out ts taf areas but | think we will
come to that later. What makes us different or (ghatit USP when you like to say
that is besides the fact that we have a very speaffee — nobody knows, because
we never put flyers in the shops, which was a Wégymistake we ever did, because
we never told anybody that we have something sa gothat we offered service in
a coffeeshop. We started to change the systemdseditberstrasse, Krugerstrasse
and Millennium City. We changed the system fronypidal coffeeshop concept,
which is self-service to a full service concepgtt a much wider range of custom-
ers. Not just the trend seekers or the trend seltet to get the people in our age

which we convinced with the service, the idea tadswn and have a business talk
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where somebody will come and give me somethingh¢oease top line sales. That
was pretty much the change in the system that ctuakes it possible to develop
the system in other countries, because you knowrisméefore Obama was not the
best of a name in the world in most of the couatsieu work with. There is lots of
good invention people like but the general cultisr@ot liked everywhere. But Vi-
enna on the opposite with his history and evergthimich is behind Vienna, you
know it's romantic, it's music, it's theatre, it®omething you can sell to people in
every part of the world and its coffeehouse traditivhen in 1684, after thé%Turk-
ish invasion is also a major selling factor outhe world, because people like that
and people believe that. So we took that part ggpmto our concept to sell to other
countries and if you now go to Saudi Arabia, wheeeopen this year or to Bahrain
or to Kuwait or to Egypt or even to the Americanghwhe Carnival Cruise Line
ships, where we have 30 units or something — whergavto them the reason why
we are there is, because we are able to put tlusctitures together and create a
symbiotic approach to the customer. So that evelylmelieves everything. So the
young guys believe that “Oreo shake” is a good pcodor them and that's why they
come to this place. But other aged groups likesttrwice, the coffee, and the style,
whatever. So we get a wider range of target gr@apthat actually evolved out of
this, first started in 1999. Because when we siarte1 999 nobody had a clue how it
would come. So the problem with concepts when ttheyelop is that most of the
concept owners telling you that everything wasgan. In most of the concepts |
know is that this is not true. Most of the entreynarial businessmen start because
they think “wow that’s great and they like to phajth it before they realize that this
is something you can roll out for thousands ofsurftyou have 30000 units and you
look back, for the outside world everybody thinkshat strategic plan must be be-
hind that”. But there is not so much of a stratggan at the very beginning. The
very beginning is just try & error. Try a new coptenew equipment, new stuff and
people and work with that and suddenly the deméngeople, the demand of the
customers say “hey why don’t you have this unitlidpon’t know, Los Angeles or
New York. Afterwards you start to roll out. The samith Starbucks. Nobody con-
sidered Starbucks as something, which will developughout the world because
nobody had coffee before. It kind of developedlitseer a couple of years because

people had the right consideration and how it shaetsally it took a while until he
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came to the point that he can develop Starbuclksause before that he was pretty
much a specialist in brewing coffee of a small grofi people somewhere in Seattle.
So it's something most of the chains have. Onlgw humbers of chains say “we
will come to this place and we will roll out.” Vamo is such a thing. This is a dif-
ferent story because they came to the place addwseitake the money, we roll out,
we are going to make as much money as possiblevendill probably sell it to
somebody.” But most of the traditional multi frams units concepts came out of

trying to this point where they started to roll otihis is for start-up.

Interviewer: A general question in the literatuse what are the reasons
for a franchising company like the Coffeeshop Camgpto multi-unit
franchising or single-unit franchising. What areetbecision criteria for
choosing the strategy? Afterwards | would like $& gou some more de-

tailed questions about that.

Director of franchising: Most of the chains will\athis problem some time because
to accelerate growth, you need either money yolyrisetause you have the money
and accelerate growth or you need partners witheyém accelerate growth. Most of

the chains do not have the money themselves, yanthed partners to do it. Besides
McDonald’s they started differently. They startedthhe 1960ies to buy the land, to
rent the land long-time and give it away to anotingy. Coffeeshop Company started
its expansion with focusing on single-unit franaigs That was pretty easy and no
big challenge. The challenge is controlling indivads, which is sometimes not as
easy. Individuals have their individual approaclewerything. So as we grow rather
fast we came to the point to consider multi-urainfthising or master franchisees or
developing franchisees in some areas, becausdastisr and something you should
never forget is money is always implicated so yetithe money now even though
the effort you have to bring in comes later. TBisometimes a very tricky situation
because getting the money now is good for you loalameet now but it will cost

you money in the future. So the decision to do thigood for foreign countries

where you will never have the power to rule or cointhe concept there as long as
you don’t invest in your own organisation and Pts China, India or in Australia

if you invest into local organisation then you amindividual franchising there. If
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you are not willing to invest there or you are abte to do that, you will come to the

point that multi-unit franchising or master frargihg will be your solution.

Interviewer: Are you doing this only in foreign extes or also in Aus-

tria?

Director of franchising: Master franchising in orfity other countries.

Interviewer: and multi-unit franchising?

Director of franchising: Multi unit is somethind, the franchisee is good and he in
good enough to take d%unit we come to a point where multi-unit franchigiis
ahead of us. So we start multi-unit franchising wiree see that we have a good
franchisee — let's grow with him. In Germany, ingMtia it's not that big, we have a
rather huge one with 26 units, who has a developr@ntract with us for the East-
ern part of Germany, because he was very well expezd in this area and made the
decision to grow with him. We did not start withrhas multi-unit franchisee but as a
single operator and because of his operationdsskié came to unit 2, 3, 4, 5, and
when you reach unit 7 or 8, we come to the poirsiay “let’s do a development con-

tract together to develop the country quicker.

Interviewer: Do you have some strategy to suppes@ential multi-unit
strategy? So if you have one good partner you devilis partner fur-

ther. You don’'t have area development in the filate?

Director of franchising: No we don’t have this. \&fke considering area development
for Turkey at the moment. | meet these guys inatternoon. Turkey is just too big

for a Master franchisee, because it has 80.000p@0ple and no one can cover the
whole country. Nobody will pay for this country. 8ifle we consider area develop-
ment like around Istanbul, or the area at Antalyshe tourist section from Antalya

to Alanya. This is something which makes sensaugetcountries like China or even
the US is the same story. Nobody will take the ratudf the US as an exclusive
market, because nobody will be able to developa$Sgou say this is a sequential
plan. In these countries we are going to start arta development. If he is doing
well in one area, he will get the right or the optto do this in another area too. But

if you stretch a partner to much in too many ar#é@) you will ruin it.
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Interviewer: Is this the same problem with compawyed chains?

Director of franchising: Yes exactly. It's the sars®ry we have in Eastern Ger-
many. The partner, who started there very goodhasdnow 26 units has now this
operational stretch that it is not possible to oarthe shops in equally quality. He is
good in 65% or 70% of his shops, but at 30% ofshisps he wasn’t able to control
them, which makes the decision not right. In Rusgahave a master franchisee, it
sounds silly because the country is so huge buateas where we can develop are
overlookable. We have St. Petersburg, we have Mostad we have a couple of
other cities where we can develop but it is notexsatile as Turkey for example. We
have 50 different areas where we can develop iRejubut we have 10 in Russia. It
makes no sense to develop in the forest. In o wa&shave our own equipment and
our own know-how and we have our coffee machinesam coffee, our equipment
and our technology and whatever so our strategicomgh to the world is different
than in other companies, because as a matter oftHat it is my equipment, it
doesn't really matter where | deliver it to. | cdeliver it to Guatemala or Australia,
it doesn’t matter because it's mine and the onilyglwe have to do due the technol-
ogy we work is, to train and educate the techniteaally to fix the machinery, be-
cause | won't send a technician from Vienna to &ydio fix a machine. The tech-
nology we use is pretty traditional so every weliteated technician can work with

it, which makes it easy to maintain even in théhist countries in the world.

Interviewer: How do you train the franchisees?Here only one training
in the beginning and do you have strict rules ia ttesign and opera-

tions?

Director of franchising: We have a handbook whi@satibes almost everything.

What we did or doing actually is that after 10 peiarthe market every chain comes
to the point to say, “Am | still on the right track do | have to regroup?”, because
when other chains started, McDonald’s started 51 8urger King started in 1954,

they had a total different concept as they have and/we have the same story. We
started in 1999, we had this change from greereth we had a couple of other
things and now we are in a situation given therir@gonal crisis and adopt ourselves

to the demand of the customer. It's not about wimatare thinking, it's about what
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the guest or customer is looking for. And if we mwaindemand his wish, then the

problem will be that we serve something nobody want

Interviewer: So do you localize your units?

Director of franchising: Absolutely yes. When warstd in Cairo, we had 8 units.
Now we are opening in Alexandria and Bulgado rdgellYhen we started in Egypt,
the first approach was this is our product ranis, is what we have and this is what
we have to do there. There is a big mall in theebgdart of Cairo and the franchise
partner there kind of came up with the idea to“s&ywe cannot do that, because the
Egypt customer doesn't like that. If you provideake in this size (director of fran-
chising is showing a pretty small sized one) hé svilile at you and leave it, because
this is not the size of a cake it should havehtud be big and it should be fruity
and real fruits and not this artificial somethingt of a machine fruit, because they
have fruits like hell. So please bring cakes litkattf’ We couldn’t deliver this. We
started to say “let's adopt our product range talmeeds. That makes us different
from Starbucks and others, because we don'’t justfar the tourist guest, we aim
for the locals and suddenly we have all the custenend even if have only 8 units
there, we really own the market. From a direct cetitipn way of view and sales
turnover view, we own the market. This is a fartdresystem than everything else
which is in the market, because the local say ‘ihigreat. | know the market. This is
where | go.” But the core concept is the same dékerywhere. We have the same
coffee, we have the same menu boards, it looksdhee, the colour is the same, the
furniture looks the same, so the identificatiomgs are the same but the product
range, especially when it comes to food and drimkes are pretty local, besides of a
couple of products, because we think that the austalo not get it anywhere else.
So we brought up a good mix, which we are alsagryor the Eastern Europe coun-
tries like Poland, Czech Republic, Slovakia anddrusve already did it, because
they have also a different demand how cakes sHookl like. The same with sour
products, if you go for a bagel or whatever youehtty keep this in mind. So we are
changing the system now to allow more individuanents to the franchisee to

make it more profitable.

Interviewer: So do the franchisees have decisights?
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Director of franchising: Well he has to talk to aisd agree with us or has to argue
with us when we are against it but at the end efd&ly he has more rights in the fu-

ture than he had in the past.

Interviewer: In a certain country do you also adgpiur product range

within the country or do you have the same prodincgscountry?

If we are in a market we try to have the same prbdange in the whole market. Of
course if Rumania has cost line and forests andntams and like other chains are
doing that — McDonald’s is offering soup in Chingeu can add products according
to the location of the cost line and take thatansideration. It will not always hap-
pen but it is important to think about it, becauase to think about it means that you
force your franchisee to lose money and if we emally honest to each other, fran-
chise concepts have mainly the idea to give a earthe chance to get money
quicker that if he does it individually, because thave a concept. If he gets no
money or loses money or gets lesser money thamée itl by himself, the question
mark is “why have | chosen the system. This quasBoalways on the table, he is
not always asking it but this is mainly the reasust go to franchising, multi-unit
franchising or single-unit franchising, for makingoney will turn out soon or later
as a major mistake, because this always fires aadkhere are enough concepts that
showed dramatically what happens when a franchitss to say “no. | won't do
this anymore. | will be against you with a coupfeother partner to make sure that

this concept will not continue the way it does.”

Interviewer: Is this a risk in the concept of muitiit franchising that for
example the German partner is very powerful and ypight have issues

in cooperation?

Director of franchising: Yes, absolutely. This ip@blem. In a crisis as we are, we
have faced the non-smoking ban last year in Germdmgh cost us 40% in sales. If
you have a strong partner the strong partner i #demanding and he is coming up
and says “hey look, what are you doing against?th&hat can we do together
against that?” If you have a single, the singlsunh of situation is bonded to you in
a completely different way because he needs uartove. A bigger partner has his

own strategies to survive. So you have to balahsegroper to make sure that he
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survives and you survive, because of his size mg®ryou into a situation which
you might not like in the end, moneywise. There wWessame situation with Burger
King in the US a couple of years ago when a fraselpiartner with 150 units had a
bigger chat than the owner. This is a very toughgthas everything in life runs
smoothly and everybody is doing fine, no problentilithere is a moment where
there are problems and then suddenly the biggechiae partners are more demand-
ing. On the other hands side to be very frank, ithiwhat you need. If you want to
develop your franchise concept, you don’t needess&’ou don’t need people, who
always agree with you. You need somebody who ignaggou in some things and
gives you better ideas. Somebody who argues igdifto handle and you don't like
that because you want to see yourself as the ked#gderys and secrets and every-
thing because you are the owner of the big framufpisoncept. But suddenly there is
a partner who comes up and says “no”. | meant tigeMBc is an invention of a
franchisee. It wasn’t invented by the headquart®esanyway this is something you

have to keep in mind.

Interviewer: If you have one franchisee in thetfirstance and this one
in a multi-unit franchisee with several units, ddespay less, because he

increases the network?

Director of franchising: You know fees are one loé imost discussed topics in any
franchise concept. The entrance fee in our conse@b000 units. We have a 5%
royalty and a 1% marketing fee, which covers proomoaind basic things like that.

So finding a partner in the very beginning, fees aways under discussion. Can we
negotiate this — This is too much... The questiornhat is right. If he makes a ton of

money from the very beginning fees are not reafipartant. If the business is not
doing so well, of course the fees are too higkhef business is doing lousy, | should

not pay any fees.
Interviewer: Is it very costly to start franchisidgr your partners? Are
the investment costs high?

Honestly yes. We have changed this for the last&@8<s/ It was not so easy because
the project development goes directly into the hedasheet of Scharf cooperation.

Schéarf makes the money on the project, Coffeestmppgany makes the money on
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the running unit. So Scharf was interested inrsglthe project on a very high price
to have a high turnover and if the price was toghhithe resulting problems be-
longed to Coffeeshop Company. So we changed theegsoof this over the last 3
years and made sure that the partner has a bpfiertanity to get the shop cheaper.
He can choose whether he buys the whole thing wgtbr he founds he is own com-
pany and build the whole thing himself. The gapieen this is between 20% and
25%. He can get this thing cheaper, if he has admesompanies. So this makes it a
fairer deal to the partner. As the contract runyd#rs and | want to earn money for
10 years it is not so important to think about @ineount of money we can get now.
The important question is how much money do | getrdO years. If | can make
sure that the partner grows over 10 years, my ircaaiti be much bigger than mak-
ing 30000 Euros right now. This is why we chandesl 4ystem now with new part-

ners to make sure that their income history ik eirtfavour and in our favour.

Interviewer: Are the outlets rented or owned byhetner or you?

Director of franchising: 99,9% of the outlets agated or leased by either the partner
or by us. In foreign countries we don’t lease feveyal reasons. For example no le-
gal entity. In Austria or Germany 90% of all pregssare leased by us. So we are the
lessee. In other countries it's by the partnertH&opartner in other countries has big-
ger influence on the business than here, becauseweehave the contract only out
of one reason to make sure that we have at leasetital right if something is going
wrong to make sure, that we get the site at the Ehdt is something under renego-
tiation to consider if this really makes sense. ¢heent rental law, even if you have
the right, you won’t get him out. He will stay eviérihe doesn’t pay you his rent. So
honestly it doesn’t really make sense and it havarsalance sheet with people who

are not paying on time.

Interviewer: Is the franchisee paying the wholeipment?

Director of franchising: This is what we have hadhe past is that we offered a leas-
ing contract. It wasn’t via us but a company whidtered leasing but given our very
good contact to this company we helped the pattnénance, which was helpful but
the problem of that is that you always take thepaesibility on that even if you

don’t have it. We don’t want to do this anymore. We coming to this growing fac-
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tor of the concept. You want to grow fast. So thst fthing you need is a model
which shows how the franchisee can get the moneyeleels quickly. Financing is
the most crucial part we have, because franchideemt have a lot of money. Most
of them have 40000 to 50000 Euros, if they askr tanily and also get something
from their bank. But they need at least 1500000020 Euros so they need finance.
They go to the bank now and there isn’t even a Peémmget because there is no fi-
nancing gastronomy at the moment. They don't eveante themselves so why
should they finance gastronomy. So the leasing einwas an easy concept to get
the money quick without big troubles but the issuth leasing is the duration of
leasing contracts because you have a right on exuify which can be up to 6 years.
So you have a 60 months payback period and ontimenand other stuff it's 7 years,
which is 48 months. So when it comes to liquidity a big problem. Short duration
means lack of liquidity, if there is any crisis summer or hot you run out of cash

and you are in trouble. So we don’t do that anymore

Interviewer: Is it possible to argue that a franede with higher initial

investments is more motivated to run a successfidt@

Director of franchising: Sometimes it turns outhtigWhen the franchisee doesn’t
invest anything, his motivation is very limited.i$ls something | can tell you out of
experience over 17 years. If the investment ishigd, it belongs to the bank. If it
belongs to the bank, his motivation sucks in thegy weoment there is trouble because
the first call he gets is from the bank “here isiybank. There is not enough money
on your account. What are we going to do?” andhhsa big influence on your mo-
tivation. So the ideal is that the investments @rea mid-sized level. It should be
enough to say that the franchisee has to do asldtia his money but you should
have a cushion on your bank account to overconsescithat's pure theory. In real
life as soon as there is a cushion the partneissp@nd it on something else. And
when we get the balance sheet on a monthly basevando benchmarking and
evaluate how their business is you can see thiseimtely. The same with opening
a unit and starting with high sales. Partners si#irt to think that this is the sales
level. They have a high turnover in the first 2 isnand the whole calculation on
their life style is based on this two months. Wherd interview a franchise partner

at the beginning of a start, the first thing | tieiin is that | wish him a very slow
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opening. They always think that | am a bad pergatually I'm not but when there
is a slow opening, you stay concentrated and fatasel we should build up the
business over the years and we shouldn’t win ihiwithe first 2 seconds. There is a
10 year marathon and we need your power for thé censtant period. So we try to
get them down which is not very easy. When youeek20000 Euros on sale on a
coffeeshop and they do 40000 Euros then of colnseyty is running around con-
sidering that he is the best. Have you ever bedlasino? On a roulette table? You
know when somebody won on the roulette table, labkis face. In this very mo-
ment he really thinks that he has the unbeataldtesyto make money. And then
look at the same face when he won"atne in a row. It's unbelievable. This guy
would give all his money on this particular monecause he is very convinced that
he will not lose. The mathematical calculation @whbig the chance is to win or
lose is always the same story but they don’t belignat because in this very moment
he thinks he is the greatest. And in franchising the same story again. Big start -
Wow I'm the greatest. When the sales go down, ekgpon. What have | done
wrong? What have | made to my customers? The comt®gsn’'t work and so on.
The motivation when it goes up is bigger than terd@ase but when it goes down,
the demotivation is bigger than the real decredse.have this development in our
business that you usually have a strong start, m8ytm 6 months. After this period

you start to decrease, because this is pure ctyriosi

Interviewer: Could this be affected with the nevenefsa specific outlet?

Director of franchising: Exactly. When you open ewnoutlet you always have a
monopoly because of this newness at the beginfeagple will come to you just to

see how it is. This is a monopoly at the momenerEw you do your job right, after

3 to 6 months, it starts to decrease and wheatritssto decrease it's about how good
you have been in the first 3 to 6 months operate, customer-wise, marketing-
wise and so on, because then you can stop theasecedter a period of 3 to 6 or
sometimes 8 to 12 months — it depends on whatddrsthop it is — and then you start
your real business, where you start to have diflatand you start to go up 3% and
another 5% to develop your business. We tell thatyesingle partner but in the end

it is always different. This is true for every kinéifranchising.
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Interviewer: If you don’t mind we would like to disss the model in the
literature and ask you about this and you can agveeisagree with it.
Based on the literature, we have a model basedheset hypothesizes.
The first was that the higher the specific invesitisieparticularly at the
start of the franchise contract may cause a highetivation of the fran-
chise partner, because as we have discussed platitissajuestion earli-
er, does the higher involvement if his investmeatl Ito higher motiva-
tion? Additional to that if you have a partner wisowilling to have high
investments might also want to get some incentikesadditional units
in the future.

Director of franchising: Exactly. It is right. Ifop have higher investments, your mo-
tivation to succeed is rather high because it's yoaney. So this is what you should
get back. So it's very often the case that whenedmdy has an initial high invest-
ment, his ¥ approach after opening the first unit is, how tapen a 2 unit to
spread the risk and to get a higher income. IftI1g®0 units a month for one outlet
and | get 2000 units for 2 outlets.

Interviewer: So there are decreasing costs compé#odtie initial set up

costs.

Director of franchising: Exactly, because you calit sjour operational costs, be-
cause you work with your staff and you can changer ypeople when there is low
business at this season and so on. At the endrgought. So the investment should
not be too high, because if the investment is tigh im proportion to the business,
then the motivations sacks, because he cannot sfgaidst this pressure for a long

time. It's possible at the beginning but not in kieg run. This is the case.

Interviewer: In the literature there it is calledending-effect. There is a
strong commitment to the partner if he investsteattd expects to open

up additional outlets in the future to decrease ithvestment costs.

Director of franchising: Exactly as we talk aboutltrunit franchising and you start
as a multi-unit franchisee, the initial investmentigher, where you have a devel-
opment plan, where you plan to open 10 units innivet few years. This has an in-

fluence on fees, because if you know that developrigecoming up, usually you
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negotiate fees. If you know that there is a guypwms 10 units in the near future,
you give him a benefit, discount or whatever whara say “if you pay me this 10

units in advance as a security, | decrease tharadrfee for example”. This is an
element our concept includes. If there is markeh i potential of 100, | can calcu-
late 25 times 100 and a discount of 30% is youragwe cost and then you should
develop your market and try to open new outletshi§b investments are a bonding
because you cannot go out easily. You have youreptimere and nobody takes the
risk for the money. You will try to be successfulhich is a bonding mechanism.
You are absolutely right.

Interviewer: There is an additional aspect whichligectly related to the
last topic, which is the screening effect. Therditiere says that these
high investments are a screening effect. You schetter partners be-
cause you have potential partners, if you havetingdly higher specific
investments; you get more entrepreneurial and firelncapable part-

ners in the system. If they are low, everybodydceanter as a partner.

Director of franchising: Honestly | thought likeathas well when | started the busi-
ness but it not always turned out to be right. €eae more people with money inca-
pable to run units than people with lesser monéygbeapable, because whether you
find investors, which is a big trouble. When yondfian investor as partner, the in-
vestor focuses on questions like “when do | getmoney back? What's my return
on equity? What's my return on investment? How mouwney can | make? How
can | sell it and so on”. These are the guys withrhoney. The entrepreneurial busi-
ness man who comes up and has a 100000 Euros mutegalop the market have
been often the right persons to choose as a paBeeause before you become big
you have to become good. And becoming good hasnmgpth do with money. Be-
coming good is a personal readiness to go in theiag entrepreneurial, let the peo-
ple know that I'm the greatest and then you caestin growth. In a lot of concepts
word wide, this thought of having a guy with moremay means having better capa-
bilities turned out wrong. Whether they have so mowney that they force you to
do things you don’t want. In Saudi Arabia for exdepeveryone there has more
money than our entire company. They can buy udyed@ur franchise partner in

Saudi Arabia is one of the biggest groups in theldid East. So money is not an
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issue. How good they are operational, | don't knei They say that they are very
good but | cannot confirm that now. Money wise tlaeg very healthy. Lots of con-
cepts made this mistake. They get partners in mithey and not partners with pas-
sion, with the right approach to this business waitti operational skills. They are
good about talking about 100 units but they aresyoabout talking the first 5. So
making step 5 before they do step 1. Sometimesleéhids to troubles. So we have
not stopped but try to see that as a very cruadatgor our development and do not

only go for the money.

Interviewer: The theory says that if the environtmienquite uncertain,
due to economic issues or the forecast is not sm gond you cannot
predict the market, particularly the number of catifors is frequently
changing or they are coming with new ideas alltihee so that you can-
not predict the situation on the market, localisTmight lead to a sit-
uation where the franchisor is going to have a sengbartner, because
he is not going to use the larger multi-unit parsieCan you agree with
that? So if you are in a locally unknown market mehgou need such a
strong entrepreneurial behavior and therefore yaun'd give multi-unit

franchising in the first step.

Director of franchising: Exactly. | mean first steqlti-unit franchising decisions are
very rare in a concept development. It is an op§ion give to somebody who is
good enough to say that he can do that. What ygussto 100% right. When you
don’t know the environment and in most cases pestden’t know. They talk to you
about the environment but they don’t know and #eson why | say that is when |
go with them and be there and have no clue of ket and go around there with a
guy, you see things because you do this for sulomgtime which are crucial and
critical. The guy lives there and he doesn’'t kn&a. actually this is something im-
portant but this is something you can do in the rprgotiation before you start the
business and work on that. If there is a multi-@ir@ihchisee and we know that there
is the need of an entrepreneurial partner we tellthat he needs someone to run the

business. If you don’t have them, we don’t makedbal.

Interviewer: The idea is compared to such a sitwativhere you would
be in a well-known and stable environment, liketAaisin the first step
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and then you go to some German market in somemegia this case

you could also use multi-unit franchising.

Director of franchising: Absolutely, because ifudly developed and you know ex-
actly what to do but as you say you are right. Estunental uncertainty is something
which has an influence in the way of what kind aftper do you look like or what
kind of partner do you look for. In most of the areith this uncertainty, most of the
people coming to you are master franchise intedgséetners, because | would never
do individual franchising in Rumania. | would newarer do individual franchising
in China, because | could not control that. So wduhave there a multi-unit partner

because no one will open there a single unit ifideor Shanghai.

Interviewer: If you go from Vienna to Tyrol and ydon’t know the mar-
ket there, you will look for one partner and in gmarison to that if you

go to Wr. Neustadt or Eisenstadt you could statihwiore partners.

Director of franchising: This is exactly what we. dgrol is such an example. There
is a guy in Tyrol, who runs 2 units there and weuldado whole Tyrol with him, if

he likes to, because he is good, he has a corporaghind him, he has enough
money, he has the right approach and he has aepadinfriend, who does all the

operational business. So this is exactly what you s

Interviewer: We also predict that monitoring cospsrticularly when
you are operating in a far distance market, whick different in terms
of culture and so far difficult to monitor. Thenopiably the franchisor
could use higher multi-unit arrangements, becatiseould be difficult to
him to monitor, as for example mentioned in Russiapuld be difficult

for you to manage the franchisees over there.

Director of franchising: Exactly. When the partisefar away, it doesn’t matter if the
partner is in Tyrol or in Russia, then you try wl him up as an organization and
you consult an organization. So you do visit witlner the owner or the marketing
boss or the operational guy there and you do thetingewith them. You don’t have
to visit 55 units and then talk. So this reducesdbst a bit and you cannot do a day
to day monitoring in Cairo. You have to have cert@ates, in our case this is mostly

guarterly, so that we go there or have particuaning days in periods where we
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say that we will come over there and train thefsglfop managers or whatever for
this period of time. You are right. The monitoriogst is something which influences

the decision on doing single-unit franchising ortirunit franchising.

Interviewer: And do you think that the expectatiafisthe franchisors
and the behavior of the franchisee and particulaflguppose I'm confi-
dent about the behavior of the franchisee thatsheoit going to do some-

thing wrong.

Director of franchising: That's a very good questié:t the beginning of a partner-
ship, most of the partners, franchisors and freseds, have this big trust sign above
them. At the beginning everything is good. Over tihee there is that lack of being
really particular in what you do and particulartie standards and whatever. This is
a matter of how good is the relation to your parthew much pressure I'm able to
put on him. Multi-unit franchising and far away repsure situation very compli-
cated. That's why McDonald’s never did master ftasing very much. They had

joint ventures in Japan because they feared ttkeofacontrol on a partner locally.

Interviewer: This is also related to the situatimhere unstable environ-

ment increases the monitoring problem for the headgrs.

Director of franchising: Absolutely. Even when yate there regularly. You fly to
Cairo and you fly back home and three days latéhing will change, because as
long as you are not there with your own people wall always have the risk that
something is not working to your favour. This vathy as long as you run franchise
units, it doesn’t matter which concept you chosee franchisee, which is far away

and knows that you are not there, can do somethimgch is not right.

Interviewer: And is particularly to his own benefit

Director of franchising: Not always. Sometimes tlaeythings not to their own bene-
fit. Sometimes if you talk to them and say that ywhouldn't do that because you
lose money, they suddenly understand their mistikere was the situation once
when Burger King changed from Coca Cola to Pepsabige they saved 7.000.000
Dollars. Headquarters had big troubles with thdteyl cannot change because we

have Coca Cola and at the business meeting theajdyhat it was about 7.000.000
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Dollars and he will not change as long as he doegt’ the money form the head-
quarters. This is the problem with multi-unit frhsees. They can be very powerful.
The multi-unit franchisee of this example had 12@suin Turkey. It was his own

corporation and he decided to do that.

Interviewer: If the brand name is quite strong bé tfranchisor, he is
going to tend towards multi-unit franchising, besathe is able to get
better and larger partners and individual small pars cause damage
to the network by free-riding on the quality to manoney in the short
term. If there is for example only a market of &npartners, they can
free ride on the brand name. One is offering mawise and the other
is offering less and has lower costs. If you cotreg® an area with mul-

ti-unit franchising, you wouldn’t have free ridilgtween the partners. If
I’'m here in 8th district and in 9th district is angle-unit partner, they

could compete on service. So it would be bettass® multi-unit fran-

chising from this point of view for both distridiecause bad competition
for the brand name is reduced. One reason in liteeais that they say if
you have a very high brand name, the franchisorte/da protect his

brand name against this free rider risk and therefbe reduces the risk

by a bundle of partners in an area.

Director of franchising: Out of experience - whgwmu have individual partners in
the same area you usually have higher sales fobridwed than having one partner
running more units. | know that very good becausé said | started at McDonald’s
and came to Burger King where we had a differepr@gch to this topic, because
this free riding can be negative of course but gssitive. When a partner in the
same local area, let's assume one in theiztrict and one in the"&district and they

compete against each other and they always do,ddweyompete on a positive ele-
ment as well. Kind of who is doing better. Who @y better on the service, on the
promotion, on the best mystery shops, in doing evet If you put that into the

franchisees mind, you get higher sales than withuéti-unit franchisee that has 4
units, which are controlled by the master modeheffranchisee. When the franchi-
see is kind of reluctant then you have 4 reluctanis with 4 reluctant shop manag-

ers. They do whatever is necessary for the systerthby will not do what is neces-
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sary for the sales. The concept of franchising wark turnover and therefore this is
not the best solution for me as a franchisor. Figiag happens in both areas. It hap-
pens in the multi-unit franchising and in the seaghit franchising, because when
you have 4 units together and you have a shop meamwelgo believes that he is the
best in the world, and then you have a differeaafmn from the same operator than
you have 500 meters away. If you want to have afpgbempirical stuffy, go to the

US where McDonald’s was at the corner here, whiak really good and there was a
McDonald’s 5 meters away which wasn’t very googetsonally do not believe that

multi-unit franchising solves this problem.

Interviewer: There is some literature regarding tteg dealership indus-
try in the US. If you are a car dealer the customdél go to the dealer
with low costs and therefore low prices but thetaomer gets the infor-
mation from the other outlet where the partner wasy high service
costs but then he switches to the other partner ishaffering a lower
price.

Director of franchising: But for multi-unit francéing in gastronomy it is not and if
you refer to the time which was called “burger Waascouple of years ago, when
Burger King and McDonald’s competed against eabtlerotvith the lowest price on
their key product. So you were able to buy a BigcMad a Whopper for 99 cents
and suddenly you got a meal for 99 cents. The witlgla was to gain traffic, which
worked very well. The problem is when they did tha¢y ruined everything they
have ever built up on the high quality stuff. Sudlgiehe Big Mac, the best product
you have, costs 99 cents and the Whopper the smye $hen the 2 chairmen had a
secret meeting together to stop this immediatedgabse it ruined them. So then they
started how they can come back to a level, whereamemake money. They quit the
99 cent burgers and started to ask for 2,50 DpkarBig Mac. The customer reacted
to this by going to Wendy’s or to In-n-Out Burg&hat almost ruined both compa-
nies because their approach was how can we wirytbieg by the price and the
concept of Coffeeshop Company is different becausesay that the only way to
make better business is that the combination eficeand value works together be-
cause if you don't offer service, you can give ttudfee for free and no one will

come to you. So this free riding is a problem whyoli have in a market where you
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have a partner never considered himself as a frsgehWhen you pick the wrong
guy, who actually is an entrepreneurial businesstmgmever wanted to become a
franchisee, there you have the problem. With fideg, the guy considers himself
as the developer of the system and he will change &verything to his own benefit
or to his own wishes. This is a risk when you pagkartner with a lot of money but
never considered himself to work within the systd@ime biggest challenge for some-
body to join a franchise system is that he givefigpwn individualism a bit. There
will be things he likes but also things he dislikmg he has to take it anyway to his
favour or to his miss success. This is part ofsystem and therefore doesn’t matter.
This is something people consider at the beginamgo problem but over the time
they find out that this is a problem and thersasebody who calls you and tells
you what to do because it is important for the eystWhy haven't you done this?

And if the guy is far away, free riding in on thale.

Interviewer: In Coffeeshop Company case, | thirkt tine local adoption is quite
important as you have already said about Cairo, eh@u have adopted yoprod-
ucts to the local needs. Does it also somehowtefiecselection of larger partners

and smaller partners?

Director of franchising: If it comes to multi-uniiperator, usually the guy who in-
vests the money is not the guy who runs the busirtes we try to pick a guy who
runs the operation and in foreign markets, thiskearery well. The adoption of the
system to the local market works well, because & benefit to the franchise partner,
where he pays all this money, is a benefit to hithat there is a company like us,
because usually he has interviewed a couple of aaep before he came to us and
then he suddenly finds a company which says tlet ladoption is very important.
Most of the other say that there is no adoptioallaBut at Coffeeshop Company the
franchisee has to bring in his input, because wet Wadeliver any goods, we won'’t
deliver deep frozen goods to Cairo from here ancaraot deliver frozen goods to
Saudi Arabia because we are not Halal certifiedfod@ll the Moslems, we cannot
provide the food. This is something positive foe thartner and therefore we never

have problems with that. The coffee itself is naweder discussion.

Interviewer: The local adoption refers to the epteneurial capabilities

of a local partner. If they are very important, theerature would say
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“we don’t use very strong multi-unit franchisingategy, because then

you reduce these entrepreneurial capabilities atldcal outlets.

Director of franchising: Very often you can seestfriom several perspectives. The
entrepreneurial businessman is important for ang kif development and it doesn’t
matter where it is — even if you open somethinGmz, Tyrol or Vienna. You need
this guy who works there and tells people aboutGlo&eeshop Company and its
culture. Same important is this for any other markée problem is that the entre-
preneurial business guy usually does not have theesn He needs someone with
money. So in most of the cases, when there isjgsty with the money, we don’t do
this business, because then we have this missikglfi there is a guy with money,
who brings in a person with operational capabdititnen we do the business. Some-
times the guy with the money can run the shop tddlbs is very rare. The guy with
the money has a good network; he has connecticupply, to the government, to
manufactures of goods, to bakeries and whateves. eftirepreneurial guy has the

advantage of being able to talk to the people soeezl both to do the adoption.

Interviewer: One additional question | didn’t agk the beginning is do

you also have company owned outlets?

Director of franchising: Yes we do.

Interviewer: Only here?

Director of franchising: We have 2 in Germany, veed 6 in Austria.

Interviewer: Because some of the literature is amguif the company
owned outlets have the same entrepreneurial caitiabilcompared to a
partner, you wouldn’'t choose a partner because ganl do this on your

own anyway.

Director of franchising: This is unfortunately wigrin all the companies | have ever
worked with and in all the companies we ever hadest even with good shop man-
agers, the delta is about 25%. The partner is ename 20 -25% better in everything
than we are, because even if you have a really ghog manager, it is still not their

money. It is still the money of the company. Evemew you train them and educate

-123-



them and do bonus systems and you link their satatiie sales — for them it's still

the money of the company.

Interviewer: And they don'’t feel that they are dpiall that for them-

selves.

Director of franchising: Exactly. There is a goggtem which | like very much but
we cannot do this often which is called “managenoemntract”. If you have a strong
shop manager and you give him the opportunity yo“sk, you are so good that |
give you a chance to get an own shop, so you d@ve to invest anything yet. You
just make sure that the costs are covered andab@e to you and you pay back the

shop over a long period of time.”

Interviewer: This is also done in the hotel indystr

Director of franchising: We do this with shops thot not very often. We did this
with fast food sometimes. That can work really gdoglcause the guy gets a chance
to have his own shop and this is something, whiadsts the motivation and you still
have the link to him. So he will never run awayt e company owned concept is
something for franchisors who are really big wittogof turnover, then you will try

to get the high turnover location to get some aoladti money for the company.
McDonald’s has 25 to 30 owned outlets in Austriecduse they bought back a cou-
ple of shops to make cash money.

Interviewer: We have already spoken about the ingmme of the fran-
chisee for the financing the network. Do you thin&t multi-unit fran-

chising gives a financial advantage to the franoH?s

Director of franchising: Yes | do. A strong multiti franchising partner, who has

strong financial capabilities, is very good to &inancial situation.
Interviewer: And particularly if the franchisor hamt enough funds then
he will choose a larger partner, who can finance growth.

Director of franchising: That's what | said at theginning. The franchisor often
decides to do multi-unit franchising or master ffaising because he needs the

money. That's not always right to do it but it'sryeoften the reason to do it. You

-124-



have to make sure that the whole thing works inléing run and usually when you
have strong partners you negotiate with, they kesactly in which situation you
are. When | do a negotiation with a partner somee/fre the world, | know more
about him before he tells me, because otherwiseuldvnot go there. So | do my
research and every partner, who invests up to 2000nto a business know which
company you are. So he knows what your financiglabdities are, what's your
turnover, how is your company structured and winennmhoney thing in on the table,

he starts to play with it.

Interviewer: Some of the financial literature argudat financial restric-
tions of the franchisor motivate the franchisorfited multi-unit partners

to get this financial fund.

Director of franchising: But as a strategy thisaisery risky one. | tell you out of
experience that this is really risky. It makes meease to look on the long run than
on the short run, because then the franchisee taush you. However very often
multi-unit franchising is based on a lack of furafghe franchisor. So this is abso-

lutely true.

Interviewer: What are the specific features of ysystem that you trans-

port to your franchisee, like the coffee makingipopent?

Director of franchising: We transfer the equipmenterything which goes with cof-
fee comes through us. Training in several elemkkeésmarketing, operation, con-
trolling and purchasing. How to pick the goods, hHovstore them, how to work with
them, how to prepare how the recipe is and so on.d@/this here in Neusiedl am
See in our facility. It's called the “art of coffeand it's something remarkable.
Every partner from all parts of the world has toneoto us to understand what we
stand for. How we see coffee, what's the cultureaffee houses in Vienna, how did
coffee develop, how did coffee grow, where doegraw and so on. You need to
develop the USP with the partner so he can ssiltite partner locally. We help him
to do this at the beginning and my people are tteeseipport him and make sure that
he knows what he is selling. Language is no baaselong as you are friendly and

smile and he will think that this is a nice plaGd.course you need a translator but
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the expression and mimic is very convincing. Se thipart of the transfer which is

in the handbook of course but most of it is donesqeally.

Interviewer: One major argument in the literature that regarding to
system specific know-how, multi-unit franchisingrease the organiza-
tional capabilities of the system referring to tmenitoring capabilities
of the whole system, if you have more multi-ueitaoise if you have only
single-unit, the monitoring capabilities for the ok system is smaller
than compared to a system, where you have multipantners, because
they are stronger and they control their outlets.alddition it is argued
that the specific assets or specific know-how iy waportant for know-
ledge transfer. So if you have multi-unit partnéirsy can better transfer
the know-how to their outlets, because if you ti@neverything from the
top to all single-unit partners, that is very diffit. Furthermore it is said
that multi-unit franchising increases innovationpedilities of the sys-
tem, because the multi-unit partner can developesnaw ideas and you
can transfer this new ideas to the system bettepeoed to the situation,
if you only have single partners, because they tla&e own information
and don’t transfer all their knowledge to you. $gau want to increase
the innovation capabilities, multi-unit franchisimgs a higher organiza-
tional capabilities transfer, new product innovatso for the system to
spread the new ideas. And if you want to test deas, you could do this

in one mini chain.

Director of franchising: This is what you do withutli-unit franchising. You go
there and test some new product in a few locatieran a development and innova-

tion point of view there is the advantage of thdtirunit franchisee. Absolutely.

Interviewer: And also concerning monitoring capéi@s? The idea is
that you don’t increase the monitoring capabilitiest only for one outlet
but if you compare a system with 100 single umits tsystem with 10
multi units, the theory would say that under thigation, the monitoring

capabilities are higher for the system when you ms#i-unit franchis-

ing.
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Director of franchising: You need a bigger headntdier single-unit franchising,

because the single-unit franchisees need strorgesutiancies on the field. They
have to make sure that the operational businea®iking well and the rest can be
done by the headquarters. Multi-unit franchiseesumually very capable in opera-
tions, finance and controlling so you need less&pfe but higher capable. So from
multi-unit franchising point of view, you need l@tpeople to control high number

of multi-unit franchisees.

Interviewer: An additional argument is that you basome economies of
scale effect on monitoring, if you have this onutirunit franchisee be-

cause he can better organize his own network tagedhe coordination.

Director of franchising: We have this situation saveral markets from an effort
point of view the multi-unit franchising has a lot advantages, because you need
lesser people but you can be much more flexible effettive. You can do much
better than having lots of singles. The effort y@mve to put in to get all the singles
aligned is much bigger than getting the multi-uspierator to a certain point. It's
easier from a management point of view but tranglis not always easy but expen-

sive. However it makes more sense it the end.

Interviewer: How easy is it to transfer this systspecific know-how to

the franchise partner? Is it quite complicated you?

Director of franchising: You are from Pakistan, rdteyou? How difficult is it to

learn a foreign language?

Interviewer: That's quite difficult.

Director of franchising: So you got the point. ¢t rieally difficult. Why? Because
transferring culture is something which didn’t wddkt the last 2000 years. So trans-
ferring culture to understand why a Moslem is a Mirsneeds the readiness in your
mind to say “I'm open, I'll try to do it". But itakes time to get the routine to live
with that. It's the same with you have to try trerfgr at least 8 weeks so that you get
it into your common habit. When you transfer cudtunistory, coffee and so on, the

people are listening to you but they cannot fem #s% long as they don't try it. So
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what you have to do is that you constantly workrgimg bit. When they open a unit,

you will be there and say “tell the customer tlég ts coffee from Vienna”.

Interviewer: In case of Coffeeshop Company it'soacept and culture

but not only a product.

Director of franchising: Yes because you don't seffee. You sell culture. The USP
around the world is always the same. It is impdrtarsell the story and people will

sit there and say “wow. | didn’t know that you bata the acids so it's good for my
stomach. If | drink a cup of your coffee, it has meore caffeine than one Coca —
Cola.” If you don't tell him, they don’t know it.csthis is the real challenge. Training
the franchisees that this is a selling concept getting them understand the story.
There are thousands of other places where you wartdifee. This is a very com-

plicated thing. But you know, taking the resultsnfr most of the markets, it works.

Interviewer: Does this situation let the franchigmefer multi-unit fran-
chising over single-unit franchising, because tloay help to transfer
this?

Director of franchising: Yes, this speaks for multit franchising. He can translate

this to his language.

Interviewer: If you can make him understand thel@ltoncept, then it is

quite easy to spread it out locally.

Director of franchising: That’s right. We train at lof managers here in Austria to
tell them what this is all about so that they aainttheir people. It's more difficult
to train the managers of a concept than the creealse they already think that they
are perfect. Managers are a specific kind of pecfiey have this idea of knowing

everything.

Interviewer: If you use multi-unit partners, theseumore a similar orga-

nizational system like the headquarters and thenisdvantage to trans-

fer the know-how because if you only have singlepartners, each one

is different and he is not imitating the whole mgement approach of

the headquarter. Multi-unit franchising refers toomomies of coordina-

tion and management because this transfer of managesystem is eas-
-128-



ier from the headquarters to the multi-unit parteend the single-unit

partners do not use this management system.

Director of franchising: The thing you say is rigBut most of the multi-unit opera-
tors invest too much into structure instead of usideding. So very often you find
yourself with a partner who has a management streicfter a couple of weeks but
they don’'t understand the concept. They have theagement skills from other
companies and they come suddenly to something witerekeyword is passion,
dedication and coffee with its history but they édsarned things about numbers and
expansion. There is no strategy behind passiors iBhsomething you have to get
over to your people. This sometimes a disadvantbgeause they have structure
similar to the franchisor but they cannot deal withThey only watch out for the

facts but telling the story isn’t enough — you h&vdive it.

Interviewer: In the literature it's always mentiahe@s something very

positive.

Director of franchising: This depends on the pradw work with. If it's industry,

it is no problem. If it is something where emoti@re included, you need a different
approach, because otherwise you find yourselféoraparable situation of this “me

too” situation. Franchisees often are more conekm®out the competition. They
know what Starbucks is doing all the time but tdeyn’t know what to do by them-

selves.

Interviewer: Starbucks have the problem with stadd@ng too much
their outlets and they are having more an approatlan fast food res-
taurant. | was in New York City and all 200 metirsre is a Starbucks. |
don't like this.

Director of franchising: Yes they let go 12000 pleofi hey closed 600 units and will
close another 200. So the biggest problem andsthdtat the founder said in an in-
terview with “Die Zeit” is that he felt very sorthat the whole idea has turned into a
marketing instrument. They were not able to trangie story of Starbucks to the
customer. They became an industrial plant for @fiéou could place there a vend-
ing machine and let it do the job. They really lit8s huge potential at the customer

front. I'm very sorry for this, because we are oalgmall tiny competitor and it was
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important to us to have a strong market leadehdfe is no market leader, the whole
market sacks, because everyone will think that ithiso business. So fortunately
McDonald’'s came with McCafe and they spend billieogell the people to drink
coffee. That's the best thing which could happemgo Starbucks just lost it. They
were mentioned in the press only negatively forteqai long time. And Howard
Schultz came to this big conference of Starbuckb Wis brand new jet. When they
lost billions, he came in and asked how things wenming. So he lost it too. People
said that the picture didn't fit.

Interviewer: Maybe just another question about cetitipns. Is Segafre-
do a major competitor?

Director of franchising: Actually the answer witbrapetition is very easy. Everyone
who sells coffee in a proper manner is a compettiecause I’'m not too much in

thinking about other chains. If there is somebodywad the corner, who does a good
job on coffee and has a nice service is a compefarbucks is not a competitor.

It's a huge company. When | was in Zurich at thipait | was as that Starbucks unit,
where a guy from Ghana made an incredible shownggiiroducts to the customer.

He sold them coffee, cakes and mineral water aamkéd him why he was so moti-
vated. Well he told me that it was the same time.dduld have some fun or be
bored. So | think if this guy was in one of the ghmext to ours, he would take us
away all the customers because he made such asgoede. Segafredo is more a
espresso bar. They had their time but it's nowidea) for some years, because the
espresso bar in its general usage of having aesspand smoking a cigarette went
away with the smoking ban. And McDonald’s is sonreghwe have to keep an eye
on because they do good product, probably not encdifee but as a general ap-
proach with good looking shops and so on. We loblktwhey do and see if we can
copy some ideas. There is a phrase in franchislighnsays “Franchising is shame-
less stealing” because there is no need of permignierention. Sometimes you

only have to see it and take it.

Interviewer: It was very nice and very informatiidiank you very much

for your time.

Director of franchising: You are welcome. | hopsolild help you.
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Interview: The Coffeeshop Company Il

In-depth interview with the head of marketing almdnenunication of the Coffeeshop
Company on the 27th of June 2009

Interviewer: How many company owned outlets doheoe?

Head of marketing and communication: In sum we Hagempany owned outlets. 3
in Austria. Furthermore there are 2 outlets fotaiarevents and also 2 mobile Cof-
feeshop Company stations, which are going aroundtria There were at the

“Donauinselfest” or at the soccer games of SK Rapid the theatre in Moérbisch.

Interviewer: Is it right that there are 34 outletsthin Austria?

Head of marketing and communication: There are&@#prships with different con-
tracts. Most of them are franchisee but there @fdesv from the old days, when the

Coffeeshop Company was also licensing its products.

Interviewer: Do you have more outlets than franebksand therefore the

model of multi-unit franchising?

Head of marketing and communication: Yes we haveenwutlets than partners.
However most of them only have one location in AastEres has 2 locations. One
at the Salzburg and one at the Viennese airporbthéer one has one outlet in the
Milleniumcity and another one in the UCI cinemaskBies there is one with a shop
and a lounge solution in Innsbruck, Tyrol. Someelse has 3 outlets: 2 in WIFI in

Vienna and 1 in the golf club in Huttelsdorfel. Tilast one is a licensee.

Interviewer: What's the difference between a brasds and a franchi-

see?

Head of marketing and communication: A brand user @ franchisee is almost the
same. The difference is based on the older cosfradtich have a longer runtime.
But brand user and licensee are always shop in sblogions. So there is an already
a gastronome at a certain place, like a gas stati@mind for example, which also
contains a restaurant, that has coffee from théu$group and also a Coffeeshop
Company corner in the same building. The owner a@md have in both locations
the same service. Therefore he could save someymoneynergy effects. So a
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brand user pays a fee for know-how once and hasigheto use the brand names
like Moccachino, which is a company owned brand eaRurthermore he has to
purchase some products from the Coffeeshop Comgé@yhas to pay a different
price than a franchisee. On the other hand theclfiagae also has to pay a monthly

fee, which the brand user doesn’t have to.

Interviewer: When and where was the Coffeeshop @agnfounded?

Head of marketing and communication: The compang feanded in Austria in
1999. The Dr. Alexander Scharf & S6hne GmbH is ntbas 50 years old.

Interviewer: Was your first franchise partner thar@ival Cruise Line in
the USA?

Head of marketing and communication: Yes it was oh¢he first ones in 2000.
There was also an outlet in Oldenburg Germany,aasaial franchisee and also a

shop in shop solution in Duisburg. This was alsmad the year 2000.

Interviewer: When did you start franchising in Ates?

Head of marketing and communication: The first wdlets were built up in Linz
and in Vienna in 2001. The outlets in the Millentity and the UCI cinema were

also at this time. The same with the one in Oldegbu

Interviewer: How many employees do you have workirige headquar-

ters here in Neusiedl?

Head of marketing and communication: Well we ha%e-115 people working in the
management. However this can change over times&utething around 15.

Interviewer: How high is the entrance fee for anithise partner?

Head of marketing and communication: It's 25k EUR.

Interviewer: And how high are the investments, Wiiave to be made at

the beginning of a shop opening?

Head of marketing and communication: The franchiseeds at least 60k EUR,
which is approximately 30% of the whole sum of isiveent. The 60k is the height
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of money he has to provide from his capital resesr®ut nowadays, the financial
crisis has a huge impact on this sum because thdnardly anybody, who gives
credits to the franchisees. Banks don’t face t&sé days. As an effect of this situa-
tion, we hardly recommend to provide 100% of theestment at once without tak-
ing any credit. Even though the credit rates ave lobis difficult to get any credit at
all. You have to consider that banks want guarantsmm the investors too and it

may not pay off to borrow money from financial ihgions.

Interviewer: Does the Coffeeshop Company also Hetpfranchisee to

raise capital or does the franchisee has to paytierwhole investment?

Head of marketing and communication: Earlier we hadopportunity to help our
partners to get credit capital. It was a leasinglehdut nowadays this option is not
available anymore. From our point of view this mieamprehensible because the

creditor could monitor the franchisee easily.

Interviewer: How high are the average costs to opaemew outlet without

the entrance fee?

Head of marketing and communication: These costsbatween 200k and 300k
EUR. This depends on the size of the location. Ch#eeshop Company is respon-

sible to arrange all the interior and necessarypegent.

Interviewer: How high is your share of the revenue?
Head of marketing and communication: We charge aé®wof the net revenue and
another 1% fee for marketing purpose.

Interviewer: How long is the runtime of a contract

Head of marketing and communication: It is betw&eand 15 years. But Master
Franchises are handled in a different way, becthesecan be responsible for 100 to
150 shops.

Interviewer: Are there any regular meetings of ancoittee for consult-

ing?
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Head of marketing and communication: As the sizéhefcompany is pretty small,

there are continuous meetings. These are not sigdtkedu

Interviewer: Do you have meeting with the advisoar?

Head of marketing and communication: Not direclijrne Scharf enterprise group
contains two business groups. On the one hand thélBxander Scharf & Sohne
GmbH and on the other hand the Coffeeshop CompEmgy.general owner and the
director of the company is Reinhold Scharf. Butr¢hare investors, who want to be

informed about the progress we make. This is dotigesboard meeting.

Interviewer: Is there are an official meeting beénehe franchisees?

Head of marketing and communication: We will havdGayear anniversary this
year. But this is a very difficult situation. We dw that franchisees might act to-
gether to get better conditions from us. So thesetimgs can become a problem for
us. But it is also crucial to set up these meethesause the knowledge of the fran-
chise partners is incredibly important. It is oultydto filter and get an access to this
information and provide it to the other franchiseBsat is the most difficult part of

franchising.

Head of marketing and communication: There hasreh any official meeting yet.
The franchisees know each other and I'm sure tiet have already met each other
and interchanged information without letting us wnadrhis is the most important

task of the franchisor.

Interviewer: What about meetings between you aadrdmchisees? Are

there any?

Head of marketing and communication: Yes of couwge.meet on a regularly basis.
We also stay in contact by phone and email and miektast every three months.
Partners, who are operating in faraway countrlesih Russia, cannot be visited that
often but we try to visit them every six months. A®Id you we have permanent

contact.

Interviewer: How often do you have trainings?

-134-



Head of marketing and communication: All the fraselks have to come to Neusiedl
at the beginning. The core team is trained in Nalisif we have a new Master fran-
chisor, the management will be trained here. Sarttieduction takes 3 to 5 days. It
can take a bit longer for Master franchisors. Thegrn everything about the used
technique, the coffee itself, the service, the ratank tools, the shopping of ingredi-
ents, logistics, controlling and much more. Funthere this is a good possibility to

meet the partners face to face and get to knowatthehment figures.

The basic training is only done once. But the pemna contact guarantees further
trainings. We give them one month to get to know dperative side of running a
shop and continue the training sessions by seralimdcey accounters to help them
with specific tasks. These key accounters or addlea “operatives”, who know eve-
rything to run a shop and are good in training peopphey also do vacation re-
placement for franchisors. A unique service thatoffer. To sum up, we do have
regular trainings but not at certain appointmeRts. example a MU franchisee with

24 outlets sends approximately 20 employees toeis éwo years.

Interviewer: As | told you previously on the phang topic of my thesis
is about Single Unit & Multi Unit Franchising. I'tlke to proceed with

guestions about the difference of these methogsuition’t mind.

Head of marketing and communication: | don’'t miRtease ask me everything you

want to know.

Interviewer: To start with a general question, wha¢ important factors

of franchising to be successful? From the franafssperspective.

Head of marketing and communication: The most irngrfact is to have a really
great concept and even better product, which salls The rest isn’t that important.
These are the basics you need. As long as thehism® doesn’t make any money,

you have problems. Therefore the concept and theugt are everything you need.

Interviewer: How important is to have a strong bdaname and do you
take any actions to protect it or make even strohgire you facing
problems with opportunistic behavior of franchiseeg). someone who
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profits from a strong brand name and do less effortun his shop? Is

there any threat regarding this?

Head of marketing and communication: The mostdiffithing of franchising is that
it is a partnership. And it is hard to find thehtigpne. Franchisor and franchisee do
not always fit together. The franchisor needs igatrmix of people. There are 2
kinds of franchisees. The ones who do exactly wbattell them to do and aggre-
gate know-how and those who are some kind of gigdlews and thinker. The last
mentioned kind would probably be better for an wdlial-concept. But these fran-
chisees, which are “troublemakers”, are the one t@ke you further and challenge
us every day. They are the ones who invent newyatsdand have good ideas. They
are very important but also very time consuming.h&eing the right mix of people
is difficult. Multi-unit franchising and single-uniranchising are both important too.
Both models have advantages and disadvantagesednd make sense to have 3 or
4 big MU franchisees, which run all the outletsséfmeone of them have financial
problems and have to end the contract, you havelagm. But if you still have an-
other 20 small SU franchisees, you can still cardinvith the franchise. Having a
strong brand is important but not everything. Wen'ldhave a strong brand.
McDonanld’s, Merkur, OBI and Spar are well knowrafms but the Coffeeshop

Company is a very small player. No famous brand.

Interviewer: But you are a major player in comparsto other coffee

shops, aren’t you?

Head of marketing and communication: Yes, we ar@olld say that we are the
market leader in Austria regarding coffeeshop cpteeSegafredo, Cappucino, Caf-
fee&Co are strong competitors. They do somethisg ¢han we do. Segafredo for
example is similar to a classic café but not the¢.nBut that's Segafreds’s concept

and it's good to differentiate.

Interviewer: So there is no misuse of the brandeamthere?

Head of marketing and communication: We take chi@uo partners and also moni-
tor them. Taking care of the franchisees and doomginuous trainings prevent mis-

use. The Coffeeshop Company has an establisheehsystprevent misuse. We do
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know that sometimes a franchisee buys muffinsdiffarent supplier. In the end the

most important thing is that he makes money!

Interviewer: Is there a special method to find itheal franchise partner?
| know that you can get in contact with you viarybamepage and that
you need the start-up capital but is there sometleiise which helps you

to find the right person? Are there any other cra@

Head of marketing and communication: Experiendbésmost important factor. The
human factor is crucial. Mr. Scharf and Mr. Odwdieve this experience. Mr. Od-
waka has 15 years experience in different francéystems. He worked at McDon-
ald’s, Burger king, Pizza hut and even more congmnihey interview possible
partners and look for the human factor, if theylenstand the topic ,coffee and

have the right emotions.

Interviewer: Is it possible that a well-establishizdnchisee has advan-
tages in opening new outlets? If there is the sibmawhere 2 possible
franchisees want to open the same outlet and orlkeeof is a SU fran-
chisee and the second one is a MU franchisee, thee$1U franchisee

has an advantage?

Head of marketing and communication: If the MU fraisee has good running
shops and he is capable of being a good managervijllhget the outlet. That's for
sure. But you can’t generalize this as this isedéht from case to case.

Interviewer: Investments have to be made by frasackiand franchisees
at the beginning of a partnership. Do you thinktthHJ franchisees, who
have much higher investment costs, might be th&psrwith the higher

entrepreneurial capabilities?

Head of marketing and communication: This cannogdeeralized. Some MU fran-

chisees overstrain themselves by having too matigtsu There has been one MU
franchisee, who was running 2 outlets successhutywhen he opened a third shop,
he wasn’t able to manage them and all outletsdngterformance. We had to find a
new partner for the third location. So higher inwgsnts do not directly lead to better
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partners but the management prefers them. Howeedrawe to discuss the risks of a

MU franchisee and find a common solution together.

Interviewer: How does the Coffeeshop Company censidirkets, which

are affected by fluctuation and uncertainty? Isthin important factor?

Head of marketing and communication: It is defilyiteo problem in Austria, Ger-
many and Switzerland. These markets are very girail@d well known. We don’t
have issues here. The culture and language isasianid Germany is also a member
of the European Union. No problems with local knloew there. But Russia, Saudi
Arabia, CEE countries and Bahrain for example afferdnt. There it only makes
sense to have a big financial strong partner vii¢ghdapabilities to open many outlets
at once. If there is one in Bratislava and he isaging Slovakia, Czech Republic,
Hungary and Poland, he will need people in Hungarg Poland to get the market
know-how for these countries. We are always seelanjuge partners. The partner
in Russia is a company with more than 5000 empkwee being the franchise part-
ner of the Coffeeshop Company is just another traridusiness for him. Our part-
ner for the CEE countries has 4 or 5 factories iandinning the coffee shops as a
further business. This is the only thing that masesse. Everything else is not suc-

cessful.

Interviewer: Which franchising model are you usiiog these markets

where you do not have the local market know-how?

Head of marketing and communication: Well theseair®laster franchise solutions.
However these franchisees use a kind of MU modgktdo know their own market.
This means that they start to open a few outletsealby the franchisees and if they
know the market well enough, they start to cont@tber new franchisees. We are
only consulting them and doing some services. kample in Cairo we have a fran-
chisee, who started with 3 outlets and afterwasdsigned new partners for the mar-
ket in Cairo. The franchisee of the CEE countriad B6 owned outlets before he
started to establish a franchise system there paheer in Russia has 5 shops and is

starting to look for possible franchisees now.
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Interviewer: What about Austria? Are there any eominental uncer-
tainties? Is there a difference between cities #rel countryside or do

you have exactly the same concept?

Head of marketing and communication: There are milifterences and we are also
considering these differences. McDonald’s for exientipesn’t do that. But McDon-

ald’s has many resources. It took them decadestablesh themselves in Austria.
However the Coffeeshop Company customizes its shedsng as people can rec-
ognize the shop as an outlet of the Coffeeshop @ompThe design of the outlets
and also the core products are the same. Wellitffezehces are very small in Aus-
tria. The franchisee has often the opinion thates@moducts won'’t sell at his loca-
tion but most of the time they are not true. Evesugh we think that it doesn’t make

sense to differentiate markets in Austria, we resgiee opinion of the franchisee.

Interviewer: How important is the local market knbaw?

Head of marketing and communication: It is extrgmeiportant! The franchisee has
this kind of know-how, which we are trying to getrh them. We visit exhibitions in

foreign markets before we enter a new market wipaner and discuss the general
situation in this market, e.g. culture there. Weediep a concept for this market to-

gether and learn from each other.

Interviewer: If you think about multi-unit francimg and single-unit
franchising, which model do you prefer in marketthvenvironmental
uncertainty? Do you agree that a SU franchisee @datus on a single
location and gain more know-how there and run th#ed more success-

fully than a MU franchisee?

Head of marketing and communication: This is aidiff question. We have done
both successfully and also not successfully. Ibad if a MU franchisee wants to
enter completely different markets. If you considatering a new country it's defi-
nitely better to have a partner, who is able tonopeny outlets there. It doesn't
make sense to open one shop and open another $leopthe first one has generated
enough money to invest in the second one. This dvin@ far too slow and it
wouldn’t be possible to establish a new brand.déger to open for example 5 shops

in the beginning and 10 shops after a year. Thiagonly way to do this!
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Interviewer: Do you agree that multi-unit franchmgiis a possibility to

grow faster?

Head of marketing and communication: Yes | do. Teismuch more efficient. But
penetrating a foreign market slowly is also anaptin Cairo we only had 2 shops at
the beginning and our franchise partner openechanastore a year later and now he
has 7 outlets there. But | have to point out thaitis a special case because we are

operating there only close to the airport. You daiildo that in the whole country.

Interviewer: Would you confirm that multi-unit fremsing has financial

advantages for you as the franchisor?

Head of marketing and communication: Yes of coulsgla big advantage that we
don’t have to negotiate every single contract agaid again. This wouldn’t make
sense in a foreign country where the culture ishrdifferent from ours. This doesn’t

work at all.

Interviewer: If we consider franchisees with mdnart one outlet, is this
an advantage from the franchisor’s point of viewd Example can you

gain advantages through economies of scale?

Head of marketing and communication: Yes this iatwhe prefer. If the contractor
is a MU franchisee, we don’t have to train him gvéme he opens a new outlet. We
appreciate that franchisees open 2 or 3 shopsauimhdy more might be difficult to
manage. This would only work if the franchisee Haes role of a manger and has
shop managers in his outlets. These partners oper 3hops at once and open an-
other 4 outlets soon after the first ones. Thera MU franchisee with 24 shops in

Eastern Germany.

Interviewer: If you think about the specific knoawhyou need to run a
shop in Germany for example, is this easy to texf?s€an you write that
down or would you say that this kind of know-howadst and it is diffi-

cult to transfer from one person to another. Can gachange a franchi-

see with another one for the same location easily?

Head of marketing and communication: Single part@r be exchanged quite eas-

ily. He doesn’t have to be from the same regiohegitBut this is not possible for
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MU franchisees with many stores. It might work éionew partner with high capital

resources and an excellent long time plan. Thelgnolvould be that the employees
of the former franchisee will stay with him and mosthem leave the company to-
gether. So SU franchisees can be exchanged. stshatter if the new partner is fa-
miliar with the market there, but both ways worlar Example we have a partner
who moved to Passau and had an issue with hisldibeiaHe complained about a

bad work life balance. But this was a private isStlgere was no problem from our
point of view. However private problems always affthe business. The Coffeeshop

Company as a family enterprise considers this.

Interviewer: How important is it to have systemafie know-how and
how does it affect the franchise model? Is thepear the controlling
tool for example all provided by the franchisor asdhis a global con-

cept?

Head of marketing and communication: Yes we prowtléhe necessary things to
run the coffeeshop but these tools have to be edapteach country. Austria and
Germany are well structured and only minor charigag to be made. But we give
the franchisees everything they need: customizathbas plan, promotion plan, in-
ventory list and even more. But if the franchiseeides that he doesn’t need all the
tools he can use his own ones. At the end of thetimtihey have to provide us the

right data. We don’t really care how they get te tata.

Interviewer: The system specific know-how is edect@t the headquar-

ters in Neusied|, isn'’t it?

Head of marketing and communication: Yes we givantlan introduction here and
continue training them at their outlets too. Tranthisees get an overview about the
tools we provide. We always differ between threedkiof franchisees. The first kind
is interested in marketing, the second kind in apee and the third kind in control-
ling. If there is for example a marketing interesteanchisee, we give him a longer
training session for marketing and a shorter onedatrolling. We know that he will
get issues with controlling but at the beginninga@anot force him to do controlling
related things all day long. So time after time semd employees to him to help to

get the controlling done. We are always tryingréort the partners about controlling
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tools, inventory lists, rosters, tools to calcultite cost of sales, tools to calculate the
amount of coverage even more system specific know-tn a regularly basis. It's

our job to provide powerful tools.

Interviewer: Do you think that there are advantageken system specif-

ic know-how can be transferred to many outlets Mlafranchisee?

Head of marketing and communication: At masterdhising we have to show him
everything very detailed. He has to transfer tmsw-how to 30 shops, which he

will probably run too. But these huge MU franchiseéten have their own tools.

Interviewer: Does the franchisee have any decisigints? Is he involved

in the invention of new products?

Head of marketing and communication: Yes partnezsraportant in this case. The
Big Mac was also invented by a partner. And thtbflzad was also invented by one
of our franchisees. This system will adapt to othwatlets by us. Every partner has

an opinion about new products but the final decissodone by the franchisor.

Interviewer: Where do you test new inventionshésd a flagship store
or even the possibility to do this in the mini chaf a multi-unit fran-

chising?

Head of marketing and communication: We usually ttesm in the company owned
outlets and in a few outlets of franchisees. Afendg we introduce the new product
to our master franchisors and they decide if it wirk in their market. If it works in
Austria we can sell it in Germany too. Sometime=rahs the need to change minor
things for a different market. The prices are oftififerent but the product itself is

almost the same everywhere. The café latte sediseny market.

Interviewer: Wouldn't it be a possibility to testw products in MU fran-

chisee’s mini chains?

Head of marketing and communication: Yes this isedin 2 or 3 shops of a MU
franchisee. He tells us his results and we evaliatie Sometimes the partners invent
new products and don't tell us anything about ie @bon't like this but we usually

tolerate this as long as he doesn’t change anythiitiy the coffee itself. This is
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strictly prohibited. The coffee has to be the samoeind the world. We try to guaran-
tee to have the same quality standard of watebtddhat'’s difficult. Milk is differ-

ent from place to place.

Interviewer: Is there a high level of trust betwsg®@u and the franchisees

or do you negotiate every detail within contracts?

Head of marketing and communication: Trust is altety necessary to be success-
ful in franchising. There is a high level of trusétween our partners and us. It

wouldn’t work without it.

Interviewer: Do you agree that the level of trusthigher with partners

you know for a longer period of time?

Head of marketing and communication: Yes for sure.

Interviewer: Do franchisees influence the decisatwout the location? Is

this done by either the franchisor or franchisedagether?

Head of marketing and communication: This decissoalways done in cooperation,
because the franchisee has to work and live tNéeecannot force anybody to open
an outlet at a specific location. However if wd b that a specific location is not a
good idea, we hope that the franchisee won't de. tHie should trust us in these
cases. | think that's the reason why he comes tasus franchisor. We have all the

experience and knowledge to find successful lonatio

Interviewer: Does the franchisee have any influemcgricing?

Head of marketing and communication: This is anotbgic which will be discussed

together.

Interviewer: Are there any differences at certaindtions?

Head of marketing and communication: The entrapeed always the same and it is

25k Euro. But then the costs depend on the kinmbfiEeshop the franchisee wants.

Interviewer: But are the prices of the products slaene in every store?
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Head of marketing and communication: Well the fraser can recommend a price.
But the franchisee has the right to set higheowel prices. The difference between
us and other franchisors is that the others relipoprices and we don't. | have even
noticed that McDonald’s has different prices tooe @b have 3 to 4 different prices
in Austria. It is dependent on the location. You charge higher prices at an airport
for example but students might not be willing to gaich high prices at university.
Therefore the franchisee adjusts prices relatedganarket he is operating in. How-
ever the prices of the coffees are almost the saimere can be a 10 cent difference
among franchisees. It wouldn’t work if one stores@dling the coffee for a certain
price and another one next to it is selling it kess. A price war will hurt both of
them. The prices for mineral water for example\a®/ing quite much, because our
partners sell different brands of mineral watere Thicing of food is also different
sometimes. This is related to the different foodoapts we have. And then there are

some exceptions which differ from case to case.

Interviewer: Do SU franchisees and MU franchiseagenthe same deci-

sion rights?

Head of marketing and communication: No. The MUnéfssee with 24 outlets
doesn’t need our know-how to open the 25th store. atill evaluate the location
together but this is a shorter process than foar8nchisee. The MU franchisee
can make decisions based on his long time expexidBut this is only the case for
MU franchisees with more than 10 outlets. A MU frhisee with 3 or 4 shops has
not enough experience yet to make such importarisidas. Master franchisors run
their countries on their own anyway. But there asather way, because the master
franchisor has the knowledge for the foreign markée don’'t know anything about

the locations of the sub franchisees.

Interviewer: How do you conduct the quality confanoe test?

Head of marketing and communication: This is dopesd called mystery shoppers,
which are professionals. We haven't used them fathde now and as far as | can
remember there was only a single case where weddskeheir help. Airports or

shopping centres have their own mystery shoppémsy Give us the feedback of the

test purchase. We also control our outlets by oypleyees. Everyone in the Scharf
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group goes to stores, test them and give us a &e&dT his is how we guarantee

high quality standards.
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Abstract (English)

The main focus of this thesis is to analyze whattdrs determine the decision about
whether to choose single- or multi-unit franchisimue to the fact that scientific
studies predominantly consider single-unit franiciyshis work wants to highlight
both, single- and multi-unit franchising. Therefgnevailing science-based theories
(that is Transaction Cost Theory, Principal-Agehedry, Resource-based Theory in
conjunction with the Organizational Capability VieWcreening Theory and The
Property Rights Theory) are scrutinized to identifyder which circumstances sin-
gle-unit franchising is preferred over multi-uriamchising and vice versa. The em-
pirical part of the thesis then investigates by mseaf two well-established Austrian
franchise firms (Coffeeshop Company and Testa R@sd&bar) if the theoretical

statements coincide with real world business.

Abstact (German)

Das Ziel dieser Arbeit ist eine Aussage darlUbdfeaimezu kénnen welche Faktoren
die Entscheidung Uber die Wahl der Franchisingféestlegen. Aufgrund dessen,
dass in der wissenschaftlichen Literatur bezligkcanchising vorwiegend Single-
Unit-Franchising diskutiert wird, soll in dieserl#git im Gegensatz dazu auch Multi-
Unit Franchising Gegenstand der Untersuchung geihand der vorherrschenden
neuen Institutionentékonomie (Transaktionskostentbe®rinzipal-Agent—Theorie,

Ressourcentheorie in Verbindung mit der Organisatizeorie, die Screening Theo-
rie und die Theorie der Verfigungsrechte) soll tsuiteht werden in welchen Situati-
onen Single-Unit Franchising Multi-Unit Franchisingrgezogen wird, und umge-
kehrt. Im empirischen Teil der Arbeit sollen mitifidivon Tiefeninterviews mit zwei

etablierten 6sterreichischen Franchiseunternehi@effdeshop Company und Testa
Rossa Caffebar) die theoretischen Aussagen aui Wehrheitsgehalt gepruft wer-

den.
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