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F—ranchising the dominant business operating model

Franchising has emerged as a dominant component of lodging firms’ business operating model
Property ownership and property management * business model driven largely by franchising
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Gdging Industry is Growing-driven by franchising

Franchising benefits both franchisor and franchisee

Franchising, a business strategy, has been used widely by hospitality firms as a major vehicle for corporate expansion.
The value-driven benefits of the franchise relationship became the most widely used business format and ownership structure.
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Gdging Industry Franchising

A complex and evolving relationship

The opaque nature of the lodging franchise relationship is complicated by several factors

Different Brands,

01 Different Relationship
Lodging parent companies have several brands Propert\/ Revenue Model

Ownership/ reliant on

. : Management Franchisin
Different Revenue Portfolio & &

02 Pure franchise firms and quasi franchise
||||I firms have different revenue stream
Complexity of
Lodging Different Service Provisions TRUST ANPAGOMMITMENT
Franchising 03 Mandatory services; brandfconsw’stcncy
Discretionary services; performance improvement

Y/N? Development/Feasibility/Technology Maintenance? HOtEI Owner

Centric Centric

Different Composition/classification

of Franchise services
Based on the parent company’s organizational functions,
Each franchisor has different structure of services
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TRUST AND COMMITMENT

The shifting of services away from the property level and centralizing them
requires a high level of trust between the franchisor and franchisee

Trust and Franchisee

Commitment

Franchisor

Trusted by franchisors
that franchisee will
perform at expected

levels and within rigid

guidelines

Rely upon franchisor to

leverage its brand and

services

Trust and Commitment are
the cohesive elements in the
franchise relationship

Characterized by
asymmetrical control since
power and control rests with
the franchisor, not the

- Facilitator of cooperative
franchisee

exchange under conditions
of uncertainty




I\/I—ethodology

Two-step approach: content analysis & semi-structured interview

o
01 VALIDITY

Content Analysis Semi-structured Interview

To identify and capture the themes and
components of the franchise relationship. Single To verify the applicability, appropriateness and
words and emerging concepts to a theme were categorization of the components that emerged from
coded the content analysis




I\/I—ethodology

Two-step approach: content analysis & semi-structured interview
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I\/I—ethodology

Two-step approach: content analysis & semi-structured interview

Semi-structured Interview

what are the key
components of

What is your lodging franchise
2 - -, perception and relationships?
\F_I._&, [ ) definition of
| h the franchise
Face to Face Phone relationship?
Interview Interview

semi-standardized discussion format
- Allows for the documentation of rich data since it enabled
the interviewer to ask interviewees predetermined

questions on the research topic in a systematic and . .
consistent order

- Allow the interviewer freedom to digress and probe —_— T T
beyond the prepared questions I







Lodging Franchise Relational Model

Conceptual model that captures the elements involved in the resource exchanges
that occur in the lodging franchise relationship
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Lodging Franchise Relational Model

Conceptual model that captures the elements involved in the resource exchanges
that occur in the lodging franchise relationship
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Lodging Franchise Relational Model

To aid franchisees in achieving their economic goals and to preserve brand equity,
lodging firms have developed a team of franchise service support experts and specialists in centralized locations
who are charged with providing expert guidance and support services to franchisees.
Franchisees can execute their daily functions effectively and reduce costs by eliminating several in-house specialist functions.
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Franchise Agreement
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Gdging Franchise Model

A much leaner operation

Immediate access to resources and expert services, which leads to rapid business growth

Established
Business Model

Efficient Entrepreneurial
Process

With established value chain,
proven value proposition and
profit mechanism, franchise

model allows entrepreneurs to

Immediate access to reputable
trade names, expert services
and systems/networks

No Capital Expenditure Reduced Risks bypass several steps
No capital expenditures associated Reduced startup risks due to
with managing the real estate turnkey operations and lower
aspect of the business business risks



Implications

* Find the “right” brand within parent companies that fits the
potential franchisee’s investment goals

* Sell on benefits
* Lodging firms have become more “franchisee centric”

* Be honest and fully explain the bi-directional relationship
contingent on trust, commitment and resource exchange

* The lodging industry is growing
* Driven by franchising
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