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Abstract

Franchising has often been widely accepted as fattee way to conduct and expand
businesses for both Franchisees and Franchisorsig Ufe underpinning theory of
Resources-Based View (RBV), Agency Theory (AT) arfteory of Constraints (TOC),
which loosely coupled together as inter-relateddiac affecting the success of a business
organizational performance, in particular on frasety system. The success factors include
consideration of quality interaction between Fraswmh and Franchisees, Franchisee’s
satisfaction and constraints faced. This reseaschased on qualitative case study, using
semi-structure interview involving six top managense(Head Quarter) and twenty one of
the D’MONTE Childcare centre principals in the Nwtn region of Malaysia. It is anchored
with the 9-steps setting up of franchising systendeérive the underlying assumptions for
coming out the boundary of interview questions. Tihding revealed that seven assumptions
are aligned while three are otherwise. The resesestlt imply that as a Franchisor, they
should look into the triangular relationship of thieree theories affecting the quality
interaction between Franchisor and Franchiseeshamwentually influence the performance

of the whole Franchise system.

Keywords:Franchising, Franchisor-franchisee Relationshigafieship Quality, Franchisee

Competencies, Competitive advantage, Businessrpeaftce
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Chapter 1
1.0 Introduction

Franchising has become a popular global formatoaigibusiness in a number of industries

(Alexander Rosado-Serrano, at. el., 2018).It candescribed as a contractually based
business arrangement between the franchisor (agpdhent company) who develops a

product or service, and grants a license to thechisee (an independent entity) who buys the
right to use the franchisor’s trade name and bell product or service in a prescribed manner
(e.g., Khan, 1992; Czinkota, at.al., 2004).Smalil anedium sized firms have used this

method to expand their business for over 100 y@Exaat&Grinhagen, 2014; ITA, 2016).

Franchising offers opportunities for individualsdabusiness firms who want to expand the
number of their distribution outlets carrying thpnoducts and services (Khan, 1992), and is
becoming an important strategy in both the U. $. thie world markets for business growth,
creation of jobs, and economic development (Hoffraad Preble, 1991).Franchisors who
understand these dynamics will integrate becommigeaployer of choice” to their strategic
plan and fund initiatives to help franchisees attrand retain talented individuals from
thinning labour pool. As a result of such initi&sy franchisors able to dissect their entire
revenue model and to simultaneously drive new costogrowth, increase average ticket,
increase customer frequency, and extend the lieetralue of the customer as well as create
and perfect recurring revenue models for franclsis@datthew, 2018).This collaborative
relationshipbringsin strategic win-win partnershimergistic benefits toreentrepreneurs,

customers as well as the national economy developme

In short, franchising generally creates one paddigtifull-employment economic benefit,
often increases wages, which in turn, increasesratisnary income and consumer
confidence, increases consumer spending and udiymégading to potential increases in

franchisees’ and franchisors’ sales and profitgbili

In such franchisor-franchisee businessrelationghip franchisee is granted or sold the right
to use the franchisor’s system of distribution andvademark (Khan, 1992). The limits of a

franchisor-franchisee relationship are formalized dontract, and thefranchising contracts



represent the products to be sold, standards dityjuarices, and hours of operation, and
they also specify the start-up date, the duratibthe contract agreements, periods of
renewal, and termination clauses (Croonen& Brai@d32 The relationship at its optimum

should be mutually beneficial and involve sharefbreEhould enhance profits, maximize
market share, product sales, and growth for thefigor and franchisee (Justis&Judd, 2007).
There is much potential for conflict in a relatibis where both parties are mutually
dependent, bound together by a contract, and melgt an inputs from both parties

(Schoorman et al. 2007). Thereforea better undedstg of the factors that produce a high-

gualityrelationship between franchisor and franelig/ould be beneficial to both parties.

1.1 Background For The Study

Franchising is a business form consisting of adn#&gor with a market-tested products or
services, entering into a long-term contractuatrehship with franchisees. Franchisees will
operate under the franchisor's trade name to peydoc to market goods or services

according to a format specified by the franchigurfan & Stanworth, 1983, pp. 11).

Franchising has been extensively researched foe tian 40 years. It started in the United
States and spread to other parts of the world (&dvicKee, 1999; Alon, Ni & Wang,2011).
Franchising in the United States has been growiapidly. International Franchise
Association (cited in Combs, Michael &Castrogioviai2004) stated that in the United States
franchising represents over 40% of retail salese HriceWaterHouseCoopersFranchise
Report 2009stated that franchise chains accountmiomre than 5% of the United States
private-sector output and more than 8% of the Wn&ates employment in 2008. The
numbers of jobs created by franchising are mora ti@ numbers of jobs created from
durable goods manufacturers (Price Water House €ep[2009). In the 2011 Franchise
Business Outlook Report (PriceWaterHouseCooperd,1)20the franchise business is
estimated to add 42,000 jobs in 2010 and would grba/2.5% rate in 2011. Nonetheless, as
indicated in Table 1.1 below, we project that tremthise sector grew faster than the overall
economy in 2017 and will do so again in 2018 a&as in recent years: (IHS Markit

Economics January 2018).

* We estimate the number of franchise establishmemi®ased 1.6% in 2017 and

expect them to increase another 1.9% in 2018 $atffGusand.



* Franchise employment is forecast to grow 3.7% ib828fter growing 3.1% in 2017,
and franchise employment will continue to outpaa®nemy-wide employment
growth. Total private nonfarm employment is foredasncrease 1.8% this year after
growing 1.7% in 2017.

* The output of franchise businesses in nominal dol&projected to increase 6.2% in
2018 to $757 billion and grew 5.6% in 2017.

* The gross domestic product (GDP) of the franchessos will increase by 6.1% to
$451 billion in 2018. This will exceed the growth @S GDP in nominal dollars,
which is projected at 4.7%. The franchise sectdlr a@ntribute approximately 3% of

US GDP in nominal dollars.

According to Franchise Business Economic Outlook&@om International Franchise
Association Franchise Education and Research Fdionggtrong economic fundamentals
and a boost from the tax reform and favourable leggry environment support the expected
above-trend growth in 2018. Consumer fundamental® walready on solid footing entering
2018, attributed to therising incomes and a samarket. Also the lower tax rates enacted
by the TCJA will modestly boost spending furtheepthe next couple years. Even before
the TCJA passed, equipment spending was runningllonylinders. Fourth-quarter real
spending is expected to be up a whopping 15.8%canttibute 0.9 percentage point to GDP
growth; this follows a 10.8% third-quarter gain éTteconomic Impact of Franchised
Businesses: Volume 1V, 2016).These are strong itailsv for consumer spending, capital
expenditures, and housing. Moreover, there aréon@aos imbalances that could threaten the
expansion, though policy missteps could mute thpaegion. (IHS Markit Economics
January 2018)
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Franchise Business Economic Outlook: January 2018 Forecast

Forecast
2014 2015 2016 2017 2018

Establishments 708,974 720,458 733,297 745,290 759,236
Percent change 1.6% 1.8% 1.6% 1.9%

Employment ('000) 7,164 7,379 7,645 7,881 8,172
Percent change 3.0% 3.6% 3.1% 3.7%

Output (SBillions) B02.7 B37.5 B75.7 713.2 757.2
Percent change 5.8% b.0% 5.6% 6.2%

GDP ($Billions) 363.2 382.9 405.0 425.5 451.4
Percent change 54% 5.8% 5.1% B.1%

Table 1.1 By IHS Market Economics January 2018

Evidently, franchise is an important organizatioiaimat that could contribute to the
nation’s economy. Miller and Gossman (1990), citedSpinelli & Birley, 1996), described
franchising as an organizational form structurecadgng-term contract whereby the owner,
producer, or distributor of a service or trademdrkeoduct (Andrea, 1999) grants the non-
exclusive rights to a distributor for the local tdisution of the product or service
“franchisee”. In return, the franchisee pays arfropt fee and ongoing royalties, and agrees
to conform to quality standards (Justis& Judd,198®k franchise business concept started
in 1900s in the United States (Alon & McKee, 199%n, Ni, & Wang, 2011) and spread
rapidly throughout the world.

In Malaysia, the size of franchise industry hagadly surpassed RM 10.7 billion revenue in
2003 (Ismail, 2004) with a total of 3,781 franchaeélets in Malaysia, contributing to 80,000
jobs to the country. Franchising consistently asbserevenue more than RM 10 billion for
the past few years. In 2009, franchising contridu&o of retail sales in Malaysia

(Damodaran, 2009).

In the speech of the then Minister of Defence, DStri Mohd Najib bin Tun Haji Abdul
Razak during the official launching of Franchiséemational Malaysia 2005, franchising
was mentioned and recognized as one of the fagtesting sectors in Malaysia. “...
franchising is one of the fastest growing sectar$/lalaysia.” (Tun Hj Abdul Razak, 2005,

para. 5) The franchise business rose rapidly syeee 2000 because of Malaysia’'s strong
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economic climate and also because of the Malaygimernment has adopted pro-franchise
policy and welcomed franchisors from within andsidé the country to invest in Malaysia
(Tun Hj Abdul Razak, 2005).

A survey done by the Malaysia Franchise Associa{idirA) recorded growth of 815%
within 10 years, in franchise outlets from 413 893 to 3,781 in 2003 (The Star, 2003). Faiz
(2006) mentioned that the growth of franchising Nfalaysia is because of four main
factors:consumeracceptance; advantages to framglideantages to franchisee; and 100%

backing by the Malaysian government (Hamid, 2007).

Franchising in Malaysia is governed by the Frarelist 1998 (Franchise Act), as amended
by the Franchise (Amendment) Act 2012 which cante farce on 1 January 2013, and the
Franchise Regulations 1999 (amended by the Fraadkisrms and Fees) (Amendment)
Regulations 2007).The responsibility of enforcin@nthising laws and regulations in
Malaysia falls on the Franchise Development Divisad the Ministry of Domestic Trade,

Co-Operatives and Consumerism, which is headetdRegistrar of Franchises(ROF).

Franchisors do need to register with the Francbiseelopment Division. Several types of
compulsory registrations are provided for both ¢tasors and franchisees, and different rules
and requirements apply to eadbh@ak,2010J-ailure by a body corporate local franchisor or
master franchisee of a foreign franchisor to complth this requirement is an offence
punishable with a fine up to MYR250,000, while nowdy corporate face a lesser fine from
MYR150,000 and/or imprisonment for a term betweer ¢o three years (Ministry of

Domestic Trade, Co-operatives and Consumerism,)2012
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Table 1.2Number of Registered and Active Franchising in Msia in 2010

Sector Registered Franchising| Active Franchising Reentage
Active

Franchising

Retail Stores

Food retail 143 110

Convenient Store & Supermarke 13 9

Apparel & Fashion Store 68 59
Book Store

Jewelry Store

Time & watch Store

Furniture Store

6 4

5 5

2 2

Souvenir Store 6 6
3 3
Electrical & Computer Store 6 6
8

Spectacle Store 10

Others 7 6

Sub Total 269 218 61.1%

Business services

Children & Preschool 54 39

Business service & Maintenance 48 39

Healthcare & Beauty 46 30

IT & Telecommunication 18 9

Others 31 19

Sub Total 197 136 38.9%
Total 466 354 100%

Source : PNS Website www.pns.com.my

Investing in a franchise can be a compelling chdicgives small enterprises the benefit of a
well-known brand, something that can take yearsafoindependent venture to build up, as
well as the proven business systems of the fraochi$hese two factors give franchisees a
valuable head start (Samy, 2011).According to Daguie Lamb, CEO of the National Retail
Association (NRA), 80% of independent small bussessfail in the first five years — “that’s
far higher than the 20% failure rate among frareds$ (Sadi and Henderson, 2011). The
advantages of franchising go beyond an establiditadd. “As a franchisee you’re not
entering a new industry on your own,” says Lambotithave the support of the franchisor,

and this can extend to assistance with human ressuorganising business bank accounts,
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which can mean securing discounts on equipmentraawhines (Herold, 2014). According to
Kotler and Keller (2012) Franchisors will also aftstep in to negotiate leases for franchisees
or at the least educate franchisees on how to raga commercial lease.” Simply being
answerable to a franchisor can be a plus. Many Ipelmve the idea of working for
themselves but they do not always have the negestiacipline to be small business

operators (Sadi and Henderson, 2011)

In Malaysia, franchising is a growing importanceti® economy especially in the retalil
sectors. As shown in Table 1.2 above, the retall store sectors which include food and
beverages stores; apparels and fashion storesew@m stores and supermarket; and other
specialized stores consist of 61.6% of all franelsgstems in Malaysia. 38.9% of Malaysian
franchising is involved in business services suehpaeschool child care, information
technology services, healthcare and beauty treatseevices, as well as farming, Water Park
trading and catering (PNS, 2010). The popularitythidse types of franchise systems is
because of the significant increase of demand itayd&a (Zhen, 2013).The business service
franchise is a type of business format franchisimigich Franchisor would need to transfer
the whole know how of the business to franchisee includes Childcare Centres and
Preschool, Tuition Centres, Healthcare (Ashken&4pP Business-format franchising is
booming in most developed and developing countwesldwide and in most sectors of
activity, including retailing and services, mosteatly in the social sector (Lafontaine, 2014).
This corresponds to the application of the maimgples of franchising in various social
sectors, such as education, healthcare, energyismmovand water purification in Asian
countries and Malaysia (Zhen, 2013).

One of the sectors gaining prominence is the educaector. One of the main reason this
study chooses to only study on the Franchise inngss Service sector especially those
involve in education or preschool for young chitldre Malaysia arethehigh demand for good
guality education for young children is the cause the emergence of franchising in the
education sector (Dahari &Ya, 2011). As a resudtepts perceived limitations of the public
school system to accommodate a broad section ofptipeilation and from its lack of

resources, which affect the quality of educatiderefd by the government (MAPECE, 2007).

1. Public education in Malaysia is also hampered axk lof funds and inefficiency in

administration.
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1) Fast Growing Industry

2) Social Dimensions
According to Roslan (2014), There are several $adimensions associated with
franchising in the education sector. First franiciysprovides benefit for the society
as a whole. Franchisors, through the use of medivate parents to educate their
children and promote education. With Franchisedslsh students in remote areas

have the opportunity to receive quality educatibaffordable fees (Zhen 2013).

Table 1.3 Number of Franchise Registration and @rdvate in Malaysia from 2000 to 2010

Year 2000} 2001 | 2002| 2003 | 2004 2005 | 2006 | 2007 | 2008 | 2009| 2010
Register 115| 27 34 25 21 22 27 44 51 30 v
Growth % | - -7 | 26 -26 -16| 5 23 63 16 -41 157

Source : PNS Websiteww.pns.com.my010

Franchise registration in Malaysia is shown in €abl3 above. In year 2000, when Malaysia
had just started to implement the Franchise AcB19here all previous franchise operations
in Malaysia had to be registered with the Malaysiamernment, the total number was 115.
The lowest number of registration for franchisingsi21 in 2004 when Malaysia was facing
slow economic growth. Similarly in 2009, there waaslip in the number of registration of
franchising. In year 2009, the Franchise Industrgswhit by the world economic
recession.Starting from 2005 to 2008 and 2010hasvs in Table 1.3, new franchising in
Malaysia grew by 5%, 23%, 63%, 16% and 157% respdgt(Perbadanan National Berhad,
2010). Strong growth rates indicate that the frasing is increasingly acceptable as a viable
business venture in Malaysia (Hamid, 2011).Betwelamuary 2000 and July 2017,
the number of registered franchise businesses Wammus sectors in Malaysia has increased
to 931, up from 830 last year, and of which 574 laeal brands.The franchise industry
contributed RM27 billion/ US$6.6 billion to the aumy’s GDP in 2017, which is a
significant contribution figure on the national eomy.Out of this volume, franchising on
education and childcare sector, occupied 11% oftaked, which placed at second highest
along with two other sectors - clothing and acceesand services (both also 11%) after the

food and beverage (40%).
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Franchise is primarily linked to the developmentt@ small and medium enterprises (SME)

where SME is considered the main economic driveafoountry (Water 2013).

A few countries have adopted franchising as a meapsomote entrepreneurship and SME
in the country namely, the United States (Alon &HK#e, 1999), Malaysia (Hamid, Mohd,

Selamat, &Mastor, 2003; Ibrahim, 2000), Singapdfeo( Peng, Lee, & Tang-Ng, 1998),

Indonesia (lbrahim, 2000), Brazil (Alvaro &Fabri#999), Austria (Glatz & Chan, 1999),

European Community(Chan &Justis, 1992), Ukrained®ako, et al.,, 2009), Spain (Chan
&Justis, 1992), and Russia (Alon &Banai, 2000; An#n, Tuunanen, & Alon, 2005).

The franchisees’ entrepreneurship success would tied franchise system to grow by
expanding their own businesses (Zhen, et. al.,20N&fably, the success or performance of
entrepreneurship is associated with specific kndgde and skills that are equipped by
individuals to perform a job role successfully whicesult in venture birth, survival and
growth (Ahmad, 2007; Ahmad, Ramayah, Wilson, &Kumowg 2010; Bird, 1995; Man,
Lau, & Chan, 2002). Specific skills and knowledghiet contribute to the success of a
venture are identified as entrepreneurial compéen¢Mitchelmore& Rowley, 2010).
Entrepreneurialcompetencies are found in a numibestudies contributed significantly
towards the venture performance for small and nmedemterprises in Hong Kong (Man &
Lau, 2000), Malaysia (Ahmad, Ramayah, et al., 20AQ¥tralia (Ahmad, 2007), China (Man,
et.al., 2012), and the United States (Chandler &k4a1994).

In the context of franchising, franchisee is coaesed as an independent, small business
operator whose entrepreneurial decision-makingndependent; however the extent of the
independence will vary according to the constraintposed by each franchise agreement
(Withane, 1991). In the competitive environmenanfthisees have consistently involved in
entrepreneurial activities such as product devetgmmarket research, and risk taking as
shown in various recent studies (Baucus, Baucusjugnan, 1996; Christensen, Parsons,
&Fairbourne, 2009; Combs, Michael, &Castrogiovan2004; Michael & Combs, 2008;

Shane & Hoy, 1996; Torikka&Tuunanen, 2009; Tuunar@2®07). Phan, Butler and Lee

(1996, pp 380) strongly argued and explained thHatrichisees are in fact potentially

entrepreneurial because franchisor’s ability toas®a strategic direction on any franchisee

is limited, ...” based on the argument that franctidtave incomplete information, unable to
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anticipate value beyond the contract and do noehhe flexibility to alter the strategic

orientation of the contractual relationship withrfchisees (Phan, Butler, & Lee, 1996).

Franchisor sets performance and management stanasngell as manages the brand image
of the franchise network. Franchisees manage tted Environment and daily operations to
gain profits from the activities to meet the cootual requirements of franchisor (Combs,
Ketchen, & Hoover, 2004). In this respect, the pability of franchisor comes from the
effectiveness and performance of franchisees irrilolising products and services to
customers. The franchisee entrepreneurial perfocen@ important because the success of
franchising will depend on the business performasfcine franchisee (Harmon & Griffiths,
2008). Gauzente (2003) stated that the performamzk satisfaction of franchisee are
considered the central of the franchise networldsgterm survival. Therefore, the
effectiveness of franchisee in managing the frasehbusiness will contribute to the

profitability of the franchisor (Gauzente, 2003).

In this regard, franchisee performance is importantinderstand the survival of franchise
network. There are only a few limited streams afesrch on franchisee performance
(Fenwick &Strombom, 1998; Hing, 1995; Withane, 1p9Morrison (1997) revealed that

franchisee performance is affected by the satisiacand personality of franchisee. It is
found that higher franchisee satisfaction wouldlléa better performance from franchisee
(Morrison, 1997). Morrison (1997) also suggesteat thanchisors with management system
that cultivates work-related attitudes and a steoragtachment to the network would promote
high franchisee performance. When franchiseesaisfisd with franchisor, franchisees are
more cooperative and will contribute more towarde success of the overall franchise
system (Roh& Yoon, 2009).

The nature of interdependence of franchisor andcfisee has made the relationship of
franchisor-franchisee a key to franchise perforreat@rown & Dev, 1997). In order to
obtain better performance, managing relationshigl gmoviding constant support to
franchisee is one of the most important functiamsffanchisor (Doherty, 2007; Foo, et al.,
1998). The constant support from franchisor wowdipdevelop skills and competencies for
franchisees. A higher level of competencies wouwldtigbute towards the performance of the
firm for franchisee, as franchisee is consideredgraall and medium enterprises (Ahmad,
2007; Man, et al., 2002; Rahatullah&Raeside, 2008).
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The franchisor supports, job satisfaction of frasehs, trust and commitment of franchisees
will create a value beneficial to the franchiseteys This intrinsic beneficial value,
conceptualized by Harmon and Griffiths (2008) asn€Ehisee Perceived Relationship Value,
would contribute towards the performance of thendhase system (Harmon & Giriffiths,
2008). Harmon and Griffiths (2008) also stressedhenimportance of franchisor-franchisee

relationship towards the performance of both frésedand franchisor.

Franchisees’ business performance is affected laychisees’ competencies and the
franchisor-franchisee relationships (Frazer et2@08). Improving the franchisees’
competencies and relationships would improve fressas’ performance and eventually
would also improve franchisor’s profitability (Fexzet al., 2008). Franchisees’ competencies
and franchisor-franchisee relationships can bet Ibiibugh utilizing internal and relational
resources obtained by franchisees (Mogan and H98%). Internal resources as stated in the
resource-based view refer to all assets, capa&silibrganizational processes etc. which are
controlled by SMEs that enable the firm to builanpetitive advantages (Barney, 1991). The
relational resources are the resources franchisb&sned from external parties, who are
referred as franchisor, by paying franchising féieensing fees, royalties etc. (Etgar, 1978;
Strutton et al., 1995). A combination of two thesriis used in this study to explain the
internal and relational factors that contributette business success of franchisee. Combined
theories in franchise research is gaining popylafltafontaine & Kaufmann, 1994).
Lafontaine and Kaufmann (1994) had encouraged tihey sof franchise phenomenon by
using combination of various theories. It has badact that a single theory is not able to
explain the franchise industry. This study will @stigate the three main factors that influence
the franchisees’ performance based on three undgrtheories namely 1) Resource-based
view; 2) Theory of Constraints; and 3) Agency TheoA model of franchisees’
entrepreneurial competencies and performance wilhtroduced and competencies that are
required by franchisees will be identified (Graoel &/eaven, 2011)

Similar to all businesses, franchising is also satgd to the influence of environmental
factors (Athanasopoulou, 2009). There are a l@nvironmental factors being studied by the
academic. In the context of entrepreneurship liteea two of the environmental dimensions,
Benign versus Hostile and Stable versus Dynamicrewesed to describe business

environment (Ahmad, 2007; Zahra, 1993). As thislgtpostulates that franchising is a form
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of entrepreneurship, the environmental dimensidnStable/Dynamic were adopted (Hayes
2013)

As seen in the Table 1.4, the number of franchisaggstration in Malaysia was affected by
the business cycle in Malaysia (Wang and Yang, R0b3year 2009, during the recession
and slow growth of the economy, the number of tegfion reduced significantly to 30 from
51 in 2008. In 2009, according to the Central BahKvialaysia Bank Negara Malaysja
GDP growth rate for Malaysia was -1.7, reduced iBgantly from 4.7 in 2008, which

indicated that Malaysia was in recession.

Table 1.4

Malaysia Gross Domestic Product (GDP) from Year 2002010
Year 2004 | 2005 2006 2007 2008 2009 2010
Gross Domestic Product 6.8 5.3 5.8 6.5 417 -1.7 1.2

SourceBank Negara Malaysia

The above phenomenon observed in the franchisimgisiny is clearly explained by
Oxenfeldt and Kelly (1968). During recession, decharll reduce and franchisors will face
increasing competition that puts pressure on @r@@xenfeldt and Kelly, 1968). Franchisors
will tend to alleviate pressure by buying back @iaises and managing them as outlets of
“wholly-owned chains” (Oxenfeldt& Kelly, 1968). Ineased competition will also reduce the
willingness of entrepreneurs to franchise theirifess. This explains the effects and
importance of environmental uncertainty or dynamtsmvards franchising industry. This is
also consistent with Boyle’s (1999) investigatidrtiee effects of environmental uncertainty
or dynamism on franchise system by examining theanpanies’ petrol retailing franchise
over the past 20 years. Increasing environmentaemanty or dynamism encourages
franchisors to adopt business format franchiseaitaristics in order to tighten franchisee
control (Boyle, 1999). Therefore the environmerdghamism would affect indirectly the
franchisee performance (Athanasopoulou, 2009).

1.2 Problem Statement

The Malaysian government has identified franchisesy one of the key measures to
encourage entrepreneurship in the country. In thghtRE Malaysia Plan Rancangan

Malaysia Ke-8) from 1995 to 2000, the government had allocatbd)dudget amounting to

19



RM 100 million via the franchise development prognae to develop 60 new franchisors
(Mohd, Mahad, et.al., 2011). Subsequently, the budgr franchise development in the
Ninth and Tenth Malaysia Plans were amounting to ROnillion and RM 50 million
respectively (Yaakob, 2010).

Although tremendous effort has been put in by thaldysian government to encourage
franchising, the results were not obvious (Yaakild,0). The size of the franchise market in
Malaysia has grown from USD 154 million in 1986atsignificant value of USD 214 million
(RM 532.86 million) in 1990 and subsequently to RWLbillion in 2009. According to the
Malaysia Franchise Association, in November 200&re¢ are 360 franchise systems
registered in Malaysia where 235 are home-grownchise brands and 125 are foreign
franchises. Out of the 235 home-grown franchisB%p br 35 franchisors have expanded into
international markets and penetrated into more tB&ncountries (Malaysia Franchise
Association, 2009). The Malaysian franchise inqusias an average growth rate of 9 per
cent per annum (Ibrahim, 2000). However, in numioéfsanchise establishments, Malaysia
is still in an infancy stage for franchising as g@ared to Singapore or Australia. As in 2008,
Malaysia has about 360 franchisors and 8300 fraeelsi (Malaysia Franchise Association,
2009). Comparing to Australia, a country wheregbpulation is similar with Malaysia, there
are 747 franchise systems in Australia which ishiilthe franchise systems in Malaysia. As
we compare to Singapore, the number of franchistesy stands at 354 which is similar to
Malaysia but with a quarter of Malaysian populat{dfalaysia Franchise Association, 2009).
The above statistics shows a significant variatiothe participation in franchising industry
among Malaysians as compared to the neighbouridgtrer countries.

Mohd and Mahad (2005) also stated that the corttabdrom franchising in Malaysia is still
unsatisfactory. It only covers around 5% of thalt@omestic retail sales (Mohd& Mahad,
2005). This shows that despite the enormous etfortievelop franchising industry, the

Malaysian franchise is still lagging behind andréhare plenty of rooms for growth.

The growth of franchisors will depend on the growthranchisees (Allen, D.R. and Rao, T.
R.N., 2000). Franchisees’ failure is consideredgwas-optimal performance of the franchise
system where franchise contract is terminated beafogxpires (Holmberg & Morgan, 2007,
Stanworth & Curran, 1999). The lack of performarmdther in the part of franchisor or
franchisee will lead to franchisee failure (Watsand Johnson, 2013). Sub-optimal

performance can be directly related to failure beeait is antecedents of franchisee failure.
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Success or failure dimensions are the end restilbsiginess venture in which the business
performance will be the measurement (Murphy, Trai& Hill, 1996). In the radically
changing business landscapes, a company with opeahtexcellence draws better
performance and they portray visible corporate dhrag which in turn, attracts more and
better potential talented employees to join the mamy.However, the product and process
innovation on one hand allow the organization tdqen better than the rivals, but at the
same time, it can lead to the risks of competitos@vergence and open innovation
(Trompenaars &Coebergh, 2015). This is becausé, soicjue and uniformized ideas can be

easily imitated by emerging market players.

A study conducted by Mohd and Mahad (2005) idesdifihe cause of franchisee failure in
Malaysia. Mohd et al (2005) stated that 8 majotdesc caused franchisee business failure,
namely; 1) greed of franchisee, 2) franchisee uaktif 3) poor service of franchisee, 4)
conflict with franchisor, 5) bad location selecteglfranchisee, 6) weak financial standing of
franchisee, 7) cash flow mismanagement by fraeehiand 8) bad payer franchisee. It was
found that franchisees failed due to mismanageraedtlack of entrepreneurial skills. This
statement triggers the debate whether franchisiilgré is mainly caused by the lack of
entrepreneurial competencies among franchisees afaygia (Mohd and Mahad, 2005).
Against this backdrop, the present study seeksnt@stigate the effect of franchisee

competencies on franchisee business performance.

Franchisor and franchisee are business partnersavéhmutuallydependent on each other’s
objectives and performance to achieve their goatsiaterest. This is because both parties
are bind together by a long-term legal contrace Tb-dependency nature of the franchisor —
franchisee relationships entails a sharing of benahd burdens (Grunhagen&Dorsch, 2003).
The quality of benefits and burdens shared betviarthisor and franchisee would lead to
conflict or cooperation and further determined therceived value or quality of the
relationship (Watson and Johnson, 2003). The rdiffees in perceived quality and value of
the relationship would affect the efficiency of thgstem performance (Maritz & Nieman,
2008). Empirical research has indicated that thegmtion of franchisee would affect the
franchise performance (Falbe& Welsh, 1998; Kaufm&rtanworth, 1995; Morrison, 1997,
Spinelli & Birley, 1998). Another study that invegdted the franchisee failure rate in the
United States and Europe found that the reason$rdachisee failure were mismatch of

expectations during early stage of relationshifppefiore signing franchise contract and shift
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of franchisee perceived value of the relationsiiplihberg & Morgan, 2007; Holmberg &

Morgan, 2003). Having noted that, most of the flasiog studies are done in a Western
cultural context (Huang &Phau, 2009) whereas thee few studies considering Asian
context (Chiou, Hsieh, & Yang, 2004). It is moramgeelling for studies related to alliance
relationships such as franchisor — franchisee ioglship, and performance because it is
found that cultural differences have a significamtpact on the alliance relationship
performance (David & Peter, 2004; Dong &Glaistdi02; Suku&Emilija, 2009). This study

attempted to contribute to the gap of literaturaneestigate franchise relationship in the

Malaysian context.

In the franchising literature, there is an emergimgrest and debate whether the franchisee
should be regarded as an entrepreneur (Fenwicko&®mm, 1998). As summarized by
Fenwick and Strombom (1998), there are three viawise literature namely 1) franchisee as
an employee because of the constraints imposelebfyanchise contract (Anderson, Condon,
& Dunkelberg, 1992; Baucus, et al., 1996); 2) ffasee as an independent entrepreneur
whose decision making can influence the performasfcthe outlet (Hoy & Shane, 1998;
Kaufmann &Dant, 1999; Merrilees& Frazer, 2006; \diths, 1999); and 3) franchisee as
intermediate between employee and independentpeetreur, and the independence will
vary between franchise system according to the tcings imposed by the franchise
agreement (Grunhagen&Mittelstaedt, 2005; Knigh@49Withane, 1991). There are times
when franchisee entrepreneurship and creativity lelped to develop the competitive
advantage of the franchise system (Combs, Ketc®leook, & Short, 2011). Quote from Ray

Kroc,

“The success of additions such as the Filet-o-Risé, Big Mac, Hot Apple Pie and Egg
McMuffin ... each evolved from an idea of one of ayerators. So, the company has
benefited from the ingenuity of its small businesarit More often franchisors will also have
to face with franchisee who acts in a more entregguwdal manner. Franchisee often breaks
the rules set by franchisor, in believing that theywe found a better way to enhance their
individual performance (Dant and Gundlach, 1999r@Quand Doherty, 2000; Davies et
al.,2009). These actions will frequently challerige integrity of the franchise system and
threaten the franchisor’s earnings (Fenwick &Stromb1998). This triggers a fundamental

guestion whether franchisees’ entrepreneurial dbaratics and competencies would affect
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the performance of the outlet. This study woulcerapt to clarify the relation between

franchisees’ entrepreneurship and the franchisesgure performance.

1.3 Purpose Of The Study

The purpose of this study is to investigate thaificance of the relationship of franchisee
competencies and franchisee perceived relationgjuplities on franchisee business
performance. This would enable franchisors to bettanage franchise relationship and
eventually enhance the performance of the frandnidestry.Companies with higher levels
of cooperation and reduced conflict are more wdllia improve innovation, expand markets,
and reduce costs (Cannon & Homburg, 2010). In aadd relationship, trust in partners, and
commitment should improve organizational perfornegangiven that, in an environment of
this nature, exchanges produce greater satisfaamohefficiency (Wang & Yang, 2013).
There are many key drivers of Franchisees and Risorc relationship performance.
Palmatier et al. (2007) claim that at least fourmtaeories dominate attempts to understand
these drivers. However the main focus in this neteas stream down to the quality
relationship of Franchisees and Franchisor whidbcafthe business performance, which is
reflected by dimensions such as sales growth, maime growth, return on investment,
profitability, relative market position, and marlgttares.

1.4 Research Objectives

Based on the preceding discussion, the main ofgeofithis study is primarily to understand
factors leading to franchisee business performadecifically, this study intends to:

(1) Review whether the 9-steps process is beinpvield during the setting up of the

Franchise business.

(2) Determine whether Franchisee’ commitment aratléeship skill have impact on the

Franchise business performance.

(3) Identify key factors that affect Franchiseeufahisor relationship quality

(4) Ascertain whether the business environmenirhpact on the mutual relationship and

franchise performance
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1.5 Research Questions

Based on the above-mentioned, the present studss $eefind answers to the following

guestions:

Research Question 1

Are the 9-steps process of setting up being foltbakering the set up of the Franchise

business?
Research Question 2

Will the Franchisees’ commitment and leadershigl gkipact on the Franchisee’ business

performance ?
Research Question 3

What are the key factors affecting the quality tieleship between Franchisor and

Franchisees that will impact both their performance
Research Question 4

Will the business environment affect the Franchidmesiness performance and mutual

relationship quality ?
1.6 Significance Of The Study

This study hopes to make six contributions to tleeetbpment of franchise industry in

Malaysia.

First, from the theoretical perspective, this stuehuld contribute towards using relational-
based view and resource-based view to developribpgoped framework of this study. This
study will provide answers to the current call $mch research to be done by Combs et. al.
(2011). Although multiple theories are used in @taising research, the combination of
resource-based view, Agency Theory and Theory ofs@aints are pioneered by this study.
Therefore, building from these theories, the fraswh performance construction and the

consequences of franchising can be developed furthe

24



Second, there are many franchising research dotteeimorld but they mainly focus on the
western culture. According to Chiou et. al. (200®re is limited literature on Asian context.
This study would provide insights into the franahgs industry in an Asian culture.
Franchising in Asia currently has been growing dafWang and Yang, 2013). It is very
crucial to have more studies using Asia as the nfiadus because this would provide
guidance to the franchise industry in Asian coestr(Wang and Yang, 2013). As the
franchise industry in Asian countries blossom, thtsdy is timely to investigate the
perspective of Asian franchisees towards relatignahd performance.

Third, practically, this study would provide a framork for franchisor to better manage the
franchise relationships. The perspective of frasehiregarding the value of the franchise
relationship is very important because this wiltedmine whether the franchisee would
remain or leave (Wang and Yang 2013). The turnaverfranchisee would affect the
performance of the franchise system. Therefores ivery important for franchisor to
understand what would encourage franchisee towihythe franchise system. This study
would provide a guide to franchisor in franchisemtionship management and further assist

the franchise industry to grow in Malaysia.

Fourth, the debate whether franchisee is an ertnepr has been on-going and the dominant
view has not emerged (Watson & Johnson, 2010)s $tidy would contribute and add into
the pool of literature debating the statement. Hawrethe significance of this study is that it
is the first in Malaysia to shift the debate fronwastern country to an Asian country. The
findings on how entrepreneurial franchisees areMialaysia would assist franchisor to
strategize and match such entrepreneurship towelgperformance and success of the

franchise system (Huang &Phau, 2009)

Fifth, although the customer perceived relationshipality is fully explored by the
relationship marketing scholar, there is still unstieidy for the perceived relationship quality
in the context of strategic alliance generally &aghchising specifically (Chiou et al., 2004,
Davies et al., 2009). Franchising is a unique aa#sstrategic alliance where a long-term
agreement governs the relationship between franchésmd franchisee (Natharz000).
Franchisee perceived relationship quality is imguatrt It would affect the performance of the
franchise system and would threaten the integriitthe franchise network (Lafontaine and
Slade,1997). This study emphasizes on the impataoic the franchisee perceived
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relationship quality and, urges and persuades Hitaacto put more focus in managing the

perception of franchisee to strengthen and to gh@afranchise industry in Malaysia.

Lastly, the Malaysian government has been puttiteg af effort to develop entrepreneurship
through franchising especially in the survival oarfchisees (Faiz, 2006; Hamid, 2007).
Plenty of soft loans and grants are given to fraesh to enhance their survival in a
competitive environment in Malaysia (Yacob, 20I)is study attempts to find out from the
franchisees’ perspective, the factors contributimghe franchisees’ business performance.
Mainly, the study would provide an overview on tt@mpetencies of franchisee that would
significantly increase the performance and survofdranchisee (Davies et al.,2009). At the

same time this study would be a guide for self-ovements for franchisee.

Similar study was done by Ahmad (2007) who appl&ttrepreneurial competencies
framework to study Malaysian SMEs but excluding ftenchise industry. With the focus
only on franchise industry, this study would conmpémt towards the entrepreneurial

competencies study on Malaysian SMEs.

1.7 Scope Of The Study

This study is done in Malaysia which is an Asiarurdoy. The respondents are from
Malaysian franchise industry. This is a countrywitesearch to better understand the
franchisee perspective in Malaysia. Franchisingifferent countries has different franchise
act governing the franchise relationships. Condgcsiurvey in only one country could help

to control the differences caused by the franchie
1.8 Limitation Of Study

The limitation of the research is within the chdde outlets of D’MONTE Franchise.
Because of the interest of the researcher, andubedausiness-format franchising involves
more complicated contracts that include not onlgssabut also the entire business concept
itself. Important aspects of the business formaindhise include the trademark,
compensation package, marketing strategy and plgnnihe management approach,
operating manuals and standards, quality contrad, & continuing process of consultation
with the franchisor. The largest industry to ussibess-format franchising is not within this

industry.
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1.9 Definition Of Key Terms

Franchiseis a business form consisting of franchisor, withuginess package of products or
services, entering into a continuing contractuddtrenship with franchisees, who are self-
financed and independently owner-managed smallsfiraperating under the franchisor’'s
trade name to produce and/or market goods or ssraccording to a format specified by the
franchisor (Curran & Stanworth, 1983).

Franchisor is a company who owns the rights to sells prodants services and the rights to
grants a franchise to a franchisee.

Franchiseeis a person to whom a franchise is granted by frisoc.

Motivation is the reason why people would like to be franadssén other word, why he or

she would seek a franchise rather than operatingdapendent business.

Evaluation is the franchisee’s perception of franchisor’s sarpp
Brand nameis the perceived brand value of the franchisorambrname.

The quality of the relationship is the degree to which franchisees are interrelatigtithe

franchisor. A high quality relationship can be extee to result in high productivity.

Performanceis the franchisee’s perception about his or herfaial performance or success

of the business.
Satisfactionis the franchisee’s affective (emotional) respdosihe relationship.

Commitment is defined as a franchisee’s predicting intentionetive the relationship with
overall assessment of worthiness or utility in antrhisor’s offering, based on what is to be

received and what is to be given.

Entrepreneurial Competenciesis the underlying characteristics such as genadcspecific
knowledge, motives, traits, self-images, sociaéspland skills which result in venture birth,

survival, and growth.

Perceived Relationship Qualityis the overall assessment of the strength of tlag@aship.
Prior models of relationship quality have identifignree dimensions namely, satisfaction
with exchange partners, trust with exchange pastragrd commitment to an ongoing

relationship.
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Environmental Dynamismis characterized by unpredictable and rapid chanbh

increases uncertainty for individuals and firmsragiag within them.
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Chapter 2 Literatur®eview

2.0 Overview

Although a considerable variety of business alkantypes exist, franchising has emerged as
a powerful form of two-party collaboration (Brook&ltinay, 2011). Both the franchisor
and franchisee have substantial incentives to emtiganchising system. Literature in this
field shows franchisors choose franchising as ankess model because it enables them to
grow faster in comparison to other business moid¢dsmon and Griffiths, 2008; Davies et
al., 2009).It may be because franchisees supplyahuand financial capital to carry out the
expansion (Bercovtiz, 1999; Elango& Fried, 1997;efson, 1998; Just®& Judd, 2002; Lim

& Frazer, 2004). On the other hand, franchisee®®hdranchising due to the help supplied
by franchisors (Justis & Judd, 2002). Many entreptes do not have previous work
experience to be successful businessmen; therdfag,prefer appealing to franchisors to
receive help and training to start their own bussnéLim & Frazer, 2004),continual
development and evolution of systems.Consequeindgchisors need to be responsive and
attend to franchisees’ needs, particularly durimg early stages of the partnership (Altinay,
Brookes, Yeung, & Aktas, 2014).

Prior to the contractual relationship between tla@dhisor and franchisee, franchisors direct
their potential franchisees towards ideal busidesations and help them with the interior
designing and material procurement (Harmon andfitasf 2008; Davies et al., 2009).They
also support franchisees in recruiting ideal emgésy while some offer business
management training, operation manuals, marketsigfasnce, etc. (Justis & Judd, 2002;
Kaufmann & Stanworth, 1995; Lim & Frazer, 2004; Wdinson, 1995). Likewise, a
franchisee receiving satisfactory support from fila@chisor partner develops confidence in
the franchisor’s capabilities (Altinay & Brooke9)12; Flint-Hartle & de Bruin, 2011; Hing,
1995). Therefore, the relationship between the chiesor and franchisee is of vital

importance for the development and success ofnaliiae.

However, while tapping into the benefits that friaiscng business can offer, the franchisor-
franchising collaborative arrangement faces seveegbr operational challenges (Matthew &

Evans, 2012) as discussed in the next paragraph.
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First, as many new franchisees are first time pnérgeurs; especiallyin a stagnant economy
or recession as unemployment rises, first timeepnéneurs often believe the job market
looks risky and starting a business appears sethurss, this dynamic affects their choice as
career opportunity options. Inevitably and predbtahe number of franchisees a franchisor
recruits may decrease due to high perceived jotkehapportunity cost. This slow down
perception will eventually lead to the franchisog’spectation of the slowerearning growth
and cash flow.Consequently, this end up the fraegs labour cost may increase as they
struggle to find relevant labour force. Hence, éf@irees are less likely to expand in markets
when they can’t readily find labour. This influenftanchisors’ prospects for organic growth
and new revenue streams from its most cost efiecnd lowest risk resource, successful
franchisees.In order to take care of the unifornaitypractice and to protect the corporate
values and branding, these wage increases ofterocantirely be passed on to the customer
in the form of service fee increases. This resulted decrease in the franchisees’ EBITDA,
and weakening the unit level economic. This dynamécket phenomenon appears in a spiral

effect that the franchisor suffers.

Nevertheless, forward-thinking franchisors will ate new and more innovative
offerings which better aligns franchisees and fhasars risk and reward, and

reduce the franchisees’ cost of entry.

However, franchisees are not always satisfied whih affiliation, believing they do not
receive enough assistance or resources, not onlyhetbeginning, but also at the
developmentstage (Morgan and Hunt, 1994; Harmon @niffiths, 2008). Moreover,
franchisees gradually learn the franchisor’'s opegatethods, strategies, and their strengths
and weaknesses (Watson et al., 2005). As frandliseecess increases, they attribute the
success to their own efforts and business quatiigr than their franchisor (Davies, Lassar,
Manolis, Prince, & Winsor, 2011). In franchisinghie franchisors seek to maintain
uniformity in their standard operations to preseihwe integrity of the brand, the franchisees
often wish to have greater autonomy in operatioorg¢8son & Sorensen, 2001; Weavin &
Frazer, 2007). Autonomy is a key component of tihdeweudemonic conceptualization of
well-being (Deci and Ryan, 2000), a key featuré¢hef enterprising process (Shir, 2015), and
a key explanation of entry into entrepreneurshipr(€ et al., 2003).0n a research project

carried out by Anna Berge (2015) relate franchisivgy property management revealed that a
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combination between franchise autonomy and relatidorms of governance would be
preferable for a franchisor organization to creéheegreatest possible growth in the long term

for the organization and the entire franchise chain

2.1 Background Of Study

Despite the importance of franchisee and worldwgdewth in franchising (Stanworth &
Dandridge, 1994), franchising and specifically thisees’ performance are still regarded as
the most understudied area of entrepreneurshipe$Bd995; Fenwick &Strombom, 1998;
Withane, 1991). There are very limited streamsrahdhising research on franchisee, and
most of the study focuses only on the role of ttaadhisee within the franchising network
(Anderson, et al., 1992; Hing, 1995; Knight, 1984anworth & Dandridge, 1994; Withane,
1991).

Franchising in today’s economy is very important the scholar has almost no effort to
understand what factors contribute to the fran@s'sperformance (Michael & Combs, 2008).
Knowledge on the factors affecting franchiseesfgrenance could help franchisors to adopt
better relationship improvement strategies in marmpdranchisees (Palmatier, 2008). In a
more recent review of franchising literature, itsmabserved that most of the literature in
franchisee consequences is lacking in theoretiqgalbeation of relationships and in the guide
of selection of variables (Combs, et al., 2011)mBGs et al. (2011) commented that most
studies are based on three areas namely 1) by “commisdom” (Grunhagen, DiPietro,
Stassen, & Frazer, 2008); 2) by prior findings thes contexts (Chiou, et al., 2004); or 3) by
interviews (Frazer & Winzar, 2005).

As stated by Combs, Ketchen, Shook and Short (264112):

“A next logical step is for researchers to buildtheeoretical foundation of explaining
franchisee consequences... theories such as resdepesdence (Pfeffer &Salancik, 1978)
and the relational view (Dyer & Singh, 1998) ... wablle good candidates to provide such a

foundation”.

According to the review done by Combs et. al. (901fiere is no research done using
resource dependence and relational view to explanfranchisee consequences such as
franchisee performance. Combs et. al. (2011) hearlgl identified the research gap for this

study theoretically.
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Answering the call from Combs et. al. (2011), thiady utilizes the resource-based view,
Agency Theory and Theory of Constraints in explagnine framework. The Agency Theory

involves mutual relationship between franchisee #madichisor; whereas the Theory of

Constraints explains the franchisee’s entrepreakeompetencies and skills in enhancing
franchisee business performance (Palmatier 2008). Resource-Base View emphasises on
the value and uniqueness of Franchisor’s produatn®y, 2001)

Following the preceding discussion, there are fmain research gaps in the franchise
industry and specifically in the Malaysian contekhe first research gap is to provide an
argument whether franchisee is fully responsibletfe franchise failure in Malaysia. By
investigating therelationship between franchiseemetencies and performance would help
to determine the effect of franchisees and thepabdities on the franchise failure in
Malaysia (Yacob, 2010). Second is to fill the ke gap of franchise relationship and
performance in Malaysia, which is an Asian counifhird is to clarify the relationship
between franchisee competencies and venture pefaen and last is to fill the research gap
using Resource-Based View, Agency Theory and Thedryfonstraints to explain the
franchisee performance (Faiz, 2006; Hamid, 2007).

These issues create tension in the relationshgeek, the franchisees begin to doubt the
contract’s suitability and start to feel dissassfi Dissatisfaction can lead to conflicts and
negative results (Frazer et al., 2006, 2008, 20h®.ultimately affects the franchisor, whose
profitability depends on the success of the frasmds (Harmon & Griffiths, 2008). This is
why studying franchisees’ satisfaction level pr@ddiseful information for franchisors and
for determining the relationship success in theirch@his study focuses on the childcare
industry (Frazer et al.,2008)

Researchers recognize the need to create a catalmrand cooperative atmosphere to
handle tensions (Altinay and Brookes, 2012). Fraawhk should identify areas or factors
franchisees are dissatisfied with, and areas theyat to deal with these tensions (Altinay
and Brookes, 2012). They should also gauge theedegf satisfaction in different areas.
Such analysis would enable franchisors to mainthieir efforts and relationship in
satisfaction areas and improve in dissatisfacti@as (Frazer et al.,2008).Fraser et al. (2008)
also stated that Franchisors must also try to fadtors their franchisees are dissatisfied with,

as the degree of dissatisfaction may vary withoiact

32



As stated at the outset, the primary aim of thiglgtis to identify the covariates that could
explain franchisee performance in the context @nEhise business in Malaysia. In today’s
competitive commercial landscape where businessesen struggling to remain afloat and
surviving in the industry, business practitioneawvér no choice but to source for ways that
could keep their business going (Ahmad, Ramayalsdj & Kummerow, 2010). Similar to
other form of businesses, franchising is also suegeto the influence of various factors that
could increase or decrease the likelihood of siccas stated earlier, the central thesis of
this study is that franchisor-franchisee relatiopstand franchisee entrepreneurial
competencies are both important covariates thatdcatfect the franchisee performance
(Weaven et al., 2010Also, with the realization that businesses doaparate in vacuum and
that external forces would affect the way busirgssrates, business environment as proxies
by environmental “dynamism” is conjectured as a erating variable (Dant, et al.,2011).

This chapter provides a summary of the literatesgew that is relevant to the current study
of franchisee performance, competencies and fraaalelationship quality dimensions. Each
of the key dimensions is discussed in detail, irdato their previous studies, definitions,

theoretical construct, and the relationship betweerdimensions of interest.

2.2 Definitionof Franchise

2.2.1 Introduction

Throughout the years, the business collaboratemdtievolves radically due to globalization
and advancement of various technologies and theepdrof business innovation, which

many adapt to the power of emulation and duplicatbinnovation business models across

different industries.

Before franchising becomes popular, ones can teftec therationale of having such
collaborative business networked model by pondeonngthe early business partnership

outsourcing models.

Fundamentally, this partnership concept impliesdgdain extend, describes the transfer of
the operational responsibility for the provision afusiness function, or service to a third
party, in order to scale up market base, operdtijmauctivity and return of investment, etc.,

in order to establish a collective win-win econonaiod social benefits. Both types of
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business implementation include provision of tnagnas one of the primary focuses to assist
the third party — the franchisees, or the sub-emtdr (in the outsourcing case). Indirectly,
such spirit of business endeavour exists due toetiieepreneurship aspiration to achieve
wealth and successes. In short, franchising, outsay and entrepreneurship has their
overlapping common objectives while they are ddfgrated with varying design of
operational activities. Another distinguished featbetween outsourcing and franchising is
that the former one involves partiality of agreeiogerational or service levels of
responsibilities, while the later one involved félkdge of operational responsibilities, but
with the guidance and advices received from thecheor. The following paragraphs will

dwell more insight on the franchising theses astite primary aspect for this study.

The definition of franchising has evolved throughthe years as the business environment
changes (Stanworth & Curran, 1999). The term “frésing” has been used to describe many
different forms of business relationships, inclgditicensing, distributor and agency
arrangements. Franchising can be classified imgetmain development phases (Hoffman &
Preble, 1993). The first phase of franchise knowtied-house systems where majority were
consist of German brewers, who contracted with rtas@xclusively, to sell their brand of
beer (Bucklin, Parguel, 1998). The second phadeaothise known as product-trade name
franchising appeared in the nineteenth centuryngeoed by Singer Sewing Machine
Company to sell its products to its sales forceictviin turn had to find markets for Singer
(Bucklin, Parguel, 1998). Currently franchisingaists third phase of development known as
the business format franchising. It was developgdABW Restaurants in the twentieth
century (Boyle, 2002; Hoffman & Preble, 1993, 20P304; Preble& Hoffman, 1994).

In the early literature, franchising was commongfided as a distribution channel (Hunt,
1972; Stanworth & Curran, 1999). During 1960s, H@®72) who studied the consequences
of the franchise system of distribution had adopdefinition of Ozanne and Hunt (1971)
which defined franchising as:

1) A contract exists which delineates the respalitséis and obligations of both parties.

2) A strong continuing cooperative relationshipséxibetween them.

3) The franchisee operates the business substpniiader the trade name and marketing

plan of the franchisor.
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The first two characteristics defined the collalbiora between two firms. Only the third

characteristic stated by Ozanne and Hunt (19719sifled the relationships as franchise
relationships. Stanworth and Curren (1999) wertnefopinion that the definition by Ozanne
and Hunt (1971) was incomplete and understatethtiahat franchisee is a legally separated
business with its own capital base, employees,mzgtonal structure, and specific customer

relations which are independent of the franchisor.

In 1978, Rubin defined franchising from the legalnp of view which was widely accepted

by the researchers. Robin (1978) defined franchiasfollows:

“A franchise agreement is a contract between tegd(l) firms, the franchisor and the
franchisee. The franchisor is a parent company lihatdeveloped some product or
service for sale; the franchisee is a firm thatasup to market this product or service
in a particular location. The franchisee pays d@aoersum of money for the right to

market this product.”

Robin (1978) further defined franchisee as “frasebiis a separate firm, rather than as part
of the franchisor, is a legal and not an econonstirettion.” According to Robin, a franchise
organization is the network composed of a franchi@be parent company, including
company-owned units) and its franchisees. Franalpigs the contractual process used to
develop and maintain such a network (Castrogiovkaiustis, 1998). From the contractual
perspective, Klein (1995) also defined franchisaisga form of transaction where the choice
of contract terms would clearly differentiate thrarfchising from other forms of product
distributions. Franchising would permit the traniees to achieve the benefits of large scale
which is available in brand name development agdmeational design (Klein, 1995).

In a more competitive environment as compared édighteenth and nineteenth century,
licence owner would choose to tighten the contu@rdheir distribution agents (Boyle, 1999).
Petrol retailing and other similar product-tradeneafranchising havevolved their business
model and ventured into business format franchjsthigersifying into petrol cum convenient

store retailing.

In 1983, Curran and Stanworth (1983) had proposeeMadefinition which covers the most
modern varieties of franchising such as quasi-formmulti-unit and master form of
franchising which focus on product franchises sastautomobile and petroleum distribution
franchises. The definition is as follows:
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“A business form essentially consisting of an oigation (the franchisor) with a market-
tested business package centred ona product aceseentering into a continuing contractual
relationship with franchisees, typically self-ficmad and independently owner-managed
small firms, operating under the franchisor’s tradene to produce and/or market goods or
services according to a format specified by thadnésor” (Curran & Stanworth, 1983, pp.
11).

The main difference between product-trade namelfriamg and business format franchising
is the level of control by the franchisor. Franchisffers a business package to franchisee
which covers from site selection to point-of-sabédranchisee. The definition proposed by
Curran and Stanworth (1983) was more complete tharprevious definitions which only

focus on product-trade name franchising.

The scope of the franchisor-franchisee entitie®lved in this research work is within the
Malaysian context, that is related to the domebtisiness market, and does not involve
international business. Although the common busirescerns are the same — mainly the
sales, costs and profits, the entrepreneurshipdagtwlomestic and international lies on the
variation in the relative importance of the factaffecting each decision (Hisrich, et.al.,

2017) which will not be explored in this study.

2.2.2 Types Of Franchise

The official definition of franchising adopted blget U.S. Department of Commerce stated
franchising as “a method of doing business by wracfranchisee is granted the right to
engage in offering, selling, or distributing goamtsservices under a marketing format which
is designed by the franchisor (Dant, Weaven, 20A8tording to the U.S Department of

Commerce, franchising can be categorized into ttyjges namely:
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Business FormatFranchise

Is afranchisingarrangement where tfi@nchisorprovides thdranchiseewith an established
business, including name atrddemark for the franchisee to run independently (Di Larni
2009)The franchisor generally assists the independemtecsv/ franchisee considerably in
launching and running their businesses. Importamtlgomplete system to run the business
operate, marketing, inventory, support and more L(@&inia, 2009). In return, the business
owners pay an initial fees and ongoimgyalties In most cases, the franchisee also
buyssuppliesirom the franchiser. Fast food restaurantsga@dexamples of this type of

franchise. Prominent examples include McDonaldsrgBr King, and Pizza Hut.

Product Franchise

Is a franchising agreement where manufacturersvaktailers to distribute products and use
names and trademarks? In this case, manufactuné®kcbow retail stores distribute their
products (Ramirez-Hurtado et al. 2011). To obthese rights, store owners must pay fees or
buy a minimum amount of products. In a majoritysagtiations, the manufactured products
will require pre- and post- sale service or prepamnaby the franchisee (Ramirez-Hurtado et
al, 2011). A product distribution franchise closetymics a supplier-dealer relationship, with
a few unique differences in the degree of the imrahip. First, the franchisee may
sell/lhandle the franchisors products on an exckusiv semi-exclusive basis. Second, a
franchisee will receive more services from its ffaisor than in a typical supplier-dealer
relationship.Businesses in the automobile industny tire store are a good example of a

typical product distribution franchise (Ramirez-kthato et al, 2011).

Manufacturing Franchise

Is a franchising agreement where the franchisawealla manufacturer to produce and sell
products using its name and trademark ? Throughufaeturing franchises, a franchisor
grants a manufacturer / franchisee the right talgpce and sell goods using its name and
trademark (Neuman, 2011). This type of franchiseasmmmon among food and beverage
companies. For example, soft drink bottlers oftémaim franchise rights from soft drink
companies to produce, bottle, and distribute softkd. The major soft drink companies also

sell the supplies to the regional manufacturingndrases (Neuman, 2011). In the case of
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Coca Cola, for example, Coca Cola sells the syanrentrate to a bottling company, who

mixes these ingredients with water and bottleptioduct, and sells it on.

2.2.2 Importance Of Franchising

What Happened In Franchise Businesses

Franchised businesses operated 909,253 establishmehe United States in 2005, counting

both establishments owned by franchisees and edtaid@nts owned by franchisors. These
establishments amounted to 3.3 percent of all legsirestablishments in the United States.
Franchised businesses provided 11.0 million joket, ar5278.6 billion payroll, and produced

$880.9 billion of output. Franchised businessesuactzd for 8.1 percent of all private sector
jobs, 5.3 percent of all private sector payrolld @4 percent of all private sector economic
output in 2005 (Creswell, 2013).

To indicate economic size in a different way, fisised businesses provided more jobs in
2005 than all manufacturers of durable goods, sashcomputers, cars, trucks, planes,
communications equipment, primary metals, wood pectg] and instruments (Patton, 2012).

These numbers illustrate significant growth sin@®122 Overall, the number of franchised
establishments in the U.S. grew at an average amateaof 4.3 percent between 2001 and
2005 (Patton, 2012). The number of jobs in fraredhisusinesses grew at an average annual
rate of 3.0 percent over the same period. Paynall@utput of franchised businesses grew at

5.0 percent and 9.0 percent per year, respectisglyge 2001.

Franchise Business Growth Compare To All Businesses

From 2001 to 2005, the franchising sector exparadeafaster pace than many other sectors
of the U.S. economy. Direct economic output of &tased businesses grew by over 41%,
from $625 billion to $881 billion, while economiaiput of all businesses grew by 26%,
from $16 trillion to $20.1 trillion (Mertens, 2010)

Employment generated by franchised businesses byed2.6%, from 9.79 million to 11
million, while employment generated by all busiressgrew by 3.5%, from 132 million to
136.7 million. Payroll generated by franchised basses grew 21.6% compared to 15.4% for
all businesses. The number of franchised estabéstsrgrew by 18.5% compared to 15.9%
for establishment created by all businesses (Neugtsr)
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What Happens Because Of Franchised Businesses

The economic impact of franchising goes beyondviies inside franchised businesses,
because their purchases of products and servicetharmpersonal purchases of their owners
and workers contribute to the growth of non-fraseli businesses. As a result of these
spillover effects, the total impact of franchisimgas to provide 21.0 million jobs (15.3
percent of all private-sector jobs) and $660.9daillof payroll (12.5 percent of all private-
sector payrolls) in 2005. Output produced becadideanchised businesses grew from $1.5
trillion in 2001 to more than $2.3 trillion in 200&n average growth of 10.9 percent per year.
In 2005, output produced because of franchisednbases accounted for 11.4 percent of all

private-sector output (Watkins, 2014)

Prevalence Of Business-Format Franchising
The key component of any franchise business idi¢kase, or franchise agreement granted
to the franchise, allowing the franchisee to tradeheir own business under the brand of the

franchisor, following a proven business model.

Business format franchising was more prevalent graduct distribution franchising in 2005,
accounting for about 5.7 times as many establisksnand nearly 4.5 times as many jobs.
Business format franchises generated 2.9 timegdyeoll and nearly 3.1 times as much
economic output as product distribution franchigeganchisees owned most (73 percent) of
the establishments that operated under a busimesgtf franchise (Denzin and Lincoln,
2011).

Among business format franchises, Business Sertiaésnore establishments and generated
a greater portion of payrolls than other busineategories. Quick service restaurants
provided more jobs (35%) and generated more ecanoutput (22.9%) than other business
categories. Business Services and Personal Sewm@snext in terms of economic output,
with 22.7% and 14.4% respectively. Among produstribution franchises, Automotive and
Truck Dealers provided the most jobs and the gseatayroll. (2016 ITA Franchising Top
Markets Report)

Like the United States, franchise businesses artmavorld have seen steady growth in the
past decade, particularly in Asia region (Grewalakt 2011). More often, International

Franchise Association members are eyeing oversgaansion as an important way to
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diversify their portfolios (Grewal, 2011). Data shahat the franchising industry outpaces
many other sectors in terms of creating new busijnesw jobs and more economic output,
even during tough economic times(Harrison 2013). IBA President and CEO Matthew
Shay said that after the 2000 and 2001 economimtiow, economic output of franchise
businesses grew 40 percent compared to 26 pergemtlfother business sectors and jobs
grew 12.5 percent compared to 3.5 percent (CorRuié, 2017). He further elaborates that
franchise businesses are critical components okoanomy and have a proven track record
in creating local business opportunities for emeepurs (Corinne Ruff, 2017).
Entrepreneurship often energizes positive changesagiety providing breakthrough
commercial or social innovations that contributesticial well-being. Entrepreneurship is
also a potential source of personal developmenowity, and well-being (e.g.,Shir,
2015;Stephan, 2018).

Small businesses are critical to the economic hegfltthe nation. This is true around the
world. Private sector development and the creatfgmall businesses spur investment, jobs,
opportunity, and hope (Hayes. 2013). It empoweesmarket to meet local needs, whether
for food, basic goods, or services.The franchisiustry can create jobs and increase the
guality of goods and services to improve the qualitlife on a faster schedule. International
expansion of business-format franchising is nol amportant for the continued growth of
the franchising industry; it is an important compnh of economic recovery around the
world(Hurtado et al, 2006).

In fact, the core objective of franchising is tgitalize the power of ‘duplication’ processes
licensed and learned from the relevant franchiasrthe main business win-win strategy to
draw larger customer base and keeping customeosighrstrategic alliances between the
franchisor, and the networked group of franchisess] focus to run similar business
activities in multiple locationsby taping the casrefit aspects described in the previous
paragraph.

The implication of business win-win creation is tthdranchising is a network of
interdependent business relationships that allomsnaber of interested parties to sharebrand
identification, benchmark and adapting successtthod of doing business, and implement

proven marketing and distribution system
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In summary, the overall franchising goal is to aeki scaled up economic-of-scale of
business opportunities with higher potential retaminvestment through strategic alliance
between groups of people who have specific relahps and responsibilities with a common
goal to dominate markets, i.e., to get and keepencastomers than their competitors.This
involves the optimization of resources, distribatimetwork, business modelling duplication
power coupled with customization flexibility, comtaalized operation aligns with local

environment, authorities and demographical oppdrasm

The biggest challenge of the successful partnefséiyween franchisor-franchisee is the join

accountability promise to take care the legallynbed intellectual property under the

contractuallicense,to ensure the reputation corporate branding anihéss confidential
being delivered within the stipulated collaboratamtract tarade as their own business

under the brand of the franchisor, following a mowusiness modébmith,
2012; Johnson, 2015).

2.2.3 Franchising In Malaysia

Malaysia is becoming a popular destination for rimaéional franchisors. In his opening
speech, The Domestic Trade and Consumer AffairdstéinDatuk Seri Saifuddin Nasution
Ismail at the Franchise International Malaysia Bition and Conference (FIM 2019), off 5
April 2019, said the government is confident thal®jsia’s franchise industry will be able
to contribute RM35 billion to the country’s grossndlestic product (GDP) in 2020 based on
the positive performance achieved thus far.Todagrethare more than 400 franchisors
inMalaysia with some (5600) franchisees, comparihgt with just a few years ago.
According to Malaysia franchise Association (MFAjere are still lots of untapped
opportunities in the local franchising sector, soofievhich are huge enough to generate

income worth millions of ringgits every month.

According to Marcel Portman of the IFA, ‘Malaysgthe only country that has a ministry
dedicated specifically to promoting entrepreneudalelopment and that has been a key
factor in the recent franchise growth in the coyintMalaysian government is actively
promoting and encouraging franchise operation @& d¢buntry (Faiz, 2006; Hamid, 2007).

The stimulus package allows for grants and lowrggegovernment loans to be available for
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qualifying Malaysian franchises and make Malaysimtinue to appeal to international
Franchisors to park their business in the courior. several years, according to Malaysia
Franchise Association report 2006, Malaysian gavemt has designated the year as
‘Franchising Year’ to boast the country as the ¢bpice among franchisors and investors in
the region. As in other countries around the wotta franchise industry in Malaysia is
developing because of the comparatively low failuade of franchise stores and the
successful business models for operating and magafianchised business (Hsieh,
et.al.,2003).

The Malaysian franchise sector contains a variétgomcepts from snack food kiosks to
professional will writing operations,but only acobufor five percent of the total retalil
business (Wagner, et. al.,2013). The MFA aims tobte® the number of franchisor in the
retail industry in five years by intensifying eftdo identify potential franchisors. The setting
up of Franchise Development Corporation by the Bigiof Entrepreneur Development or
(KPDNKK) is to help to lure western based franchisdo Malaysia (Wagner, et.al.,2013).
These franchisors will be encouraged to sign masgerchise agreement in the country
which will in return employ native Malays in theafrchising sectors. At the same time, the
government also want to increase the number of fomachisors. The MFA plans to convert
more than half of the Malaysian Retailers Chainsoggation (MRCA) member companies
into franchise businesses. All this in an effortrtorease the number of local franchisors and

franchisees (Wagner, et.al.,2013).

The country indeed has bright franchising prospdmis franchisor contemplating Malaysia
should look before leap. The recent enacted Madaydranchise law contains some
provisions that are troubling to international tthisors including disclosure requirements,
regulation of the relationship between franchisad dranchisee, the role of Malaysian
government in franchising and some differences refttnent of native and foreign

franchisors (Sadiand Henderson, 2011).

The law also closely regulates the relationshipvben franchisors and franchisees including
terms of franchise renewal or extension, compemsand covenants against competition.
Very few countries undertake to interfere in thetipa’ own capacity to strike a bargain.

When asked about these provisions, the ministitedtdnat these provisions were ‘carefully
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drafted.” ‘Do not discriminate against either pdrtgnd ‘provide both franchisor and

franchisee a place to refer if dispute arises’ (8ad Henderson, 2011)

The governmental role in the Malaysian regulataryesne is more pervasive than in most
other countries (Yacob, 2010). The power of theegoment to approve or reject a proposed
franchise has very little parallel or precedenéeisere in the world. Although an application
for a proposed franchise has yet to be rejectetksmplementation of the law, the lack of

concrete guideline for rejection remains troublfRigrif, Hoe and Noor, 2011).

The Malaysian government has also undertaken dewgratives to bolster ‘Bumiputra’ or
native Malays participation in franchising (Hatifpe and Noor, 2011). Despite the assertion
of the ministry that there is no discriminationweén a local and a foreign franchisor, as the
Malaysian law is written foreign franchisors areatied differently under the law than
Malaysian franchisors(Ali and Wong, 2012). All fdmsors are required to submit an
application to sell a franchise which can be apedosr rejected by the registrar. In the case
of foreign franchisor, however, the registrar hahbligation to give a reason for rejecting an
application (Ali and Wong, 2012). The law also pd®s that foreign franchisor may be
subject to additional unspecified conditions by tegistrar (Frazer, et. al., 2012). For
instance, although the registration is not tecHlyicaquired by the act, the ministry appears
to take the passion that foreign franchisors aiegoeequired to submit master franchise
agreements;like Subways, McDonald’s, Domino’s Pi&tartbucks, Coffee Beans, But just
as impressive are the local shops like Secret Redarrybrown Fried Chicken, Habib
Jewelry, Seri Malaysia that have been rapidly edpan (Harif, Hoe and Noor, 2011).
Industry sources state that service, educationynmdtion technology and even food sectors
have been selected by the Malaysian governmeritedg Area to expend and nurture (Harif,
Hoe and Noor, 2011). Even the highly restrictiaalal’ dietary certification requirements,
common in so many Muslim countries, have not stdghbe application for food franchises.
Yet again another successful facet of the francimdaestry — its ability to adapt to the local

culture (Paswan et. al., 2014).

2.3 Franchise Performance

The franchisee is a key element within the franogisystem. However, they must have a
series of importantcharacteristics to be able teelbg their work within thesystem (Dant,

2011). The franchising system can be more apprepfaa somefranchisees than for others
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(Ramirez et al., 2011). Indeed, some franchiseashter the franchising system make a
greater contribution to the success of the relatgnthan others that fail (Jambulingamé&
Nevin, 1999).

Most discussion about the business of franchisswuglly centre on the franchisee — including
which franchise brands they should buy, how toerdie necessary capital and dealing with
franchise costs (Watson& Johnson, 2010). Howearethre a lot of considerations that have
to go into deciding to be a franchisor too. Frasiclg is a fantastic method of raising capital
and employing dedicated, passionate and motivatadagement (franchisees) to grow a
business concept quickly and effectively (FASA). éihimplemented correctly, a good
franchise results in a win-win situation as it ateduces the investor’s risk. However, if it
was easy, every franchise would be a stunning sscaed sadly that is not always the case.
(Hodge et. al., 2013)

2.3.1 Franchisor Perspective

When becoming a franchisor, you are placing yotiiseh position of social responsibility.
People are going to trust you with their life s@an Normally the main motivation to
franchise a business is that the owner wishes parek and needs additional capital to do so
(Doherty, 2009). In addition, the business will aicg dedicated and committed business
partners (franchisees) who will help the originalners to achieve their objectives (Haith,
2013). In this way the business will achieve caitimass more speedily and both parties will

benefit from.

From the franchisor's perspective, five argumehtseaefits for expanding by means of

franchising are discussed below.

2.3.1.1 Lesser Capital Needs

An expansion almost always results in higher capgads. Supply, inventory, accounts
receivable and initial costs tie up capital and cosney. In a franchise, it is generally the
franchisee who invests. In this way, the francheaarids unnecessarily high employment of
capital (Watson & Johnson, 2010).
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2.3.1.2 Shared Risk

The inherit risk when expanding with franchisees lba separated into two parts. The purely
financial risk is primarily taken by the franchisdtewould be the franchisee's company that

suffer the immediate losses were the businesshieae a negative result (Stites, CFE 2012).
Although it is not uncommon for franchisors to haa&ken some hands-on financial risk, such

as supplier's credit or IOU's etc.

Quite set apart from the financial risk, the frasoh does take a substantial commercial risk.
A bankruptcy on part of the franchisee is a vemaclcommercial disadvantage for the
franchisor (Wang & Yang, 2013). It is a disadvaetaghen recruiting and financing new
franchisees. As a result, suppliers can lose cua®mwhich in turn negatively affect the
chances of reaching favourable terms between srppéind franchisors (Wang & Yang,
2013). There is evidently an element of risk fag tranchisor as well. Sharing the risk with

the franchisee is a common argument in favouraidhising (Gaul et. al., 2011).

2.3.1.3 Quicker Expansion

The rapid rate of expansion is often cited as gnraent in favour of franchising. It relies not
only with the Franchisor avoiding unnecessary effiinding, but also on using the often
unparalleled ambition and zeal of a newly startesiriess (Palmatier, 2007). The motivation
that is present in the budding business is an pasged force. This force is carries the
business through the initial establishing phase iangifficult or impossible to instil in an

expansion with filial companies and employees €StiCFE 2012).

2.3.1.4 Local Motivation, Opportunity And Risk

The general consensus is that a self-employed éssiman has a higher degree of motivation
than an employee (Soontiens& Lacroix, 2009).Thd-amiployed have an incentive in
theform of the possibility of increasing her prsfiThis is well and true, but only part of what

constitutes the motivation.

The possibility of earning more money can be inetlith an employer-employee relationship
as well (Jurevicius, 2013). However, the risk dfitg money is unique to the businessman
and not possible to incorporate into an employni®abntiens & Lacroix, 2009).

The Financial risk is ever present in business rasidonly for the businessmen but also to

their families. This means that the pressure onbti@nessman not to fail is present even
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outside work (Soontiens& Lacroix, 2009).It is tHere not difficult to consider the risk-

taking as part of the motivation.

The financial risk consists in losing the capitat jmto the company as well as the securities
for the company's loans. Withal there is the rikoss of income during the time which the
company cannot afford to pay the businessman, wikicommon regardless of whether the

business is started as a franchise or entirelysoomin (Haith, 2013).

Dant (2013), in his research about personalitytdraaid that those who become self-
employed businessmen have a very strong will t&kénia What 'success' means varies from
person to person. It is not only measured in moeggn though it is part of the equation

(Windsperger, 2011). In whatever way one definefe successful and to 'make it' gives as
sense of satisfaction and pride that is not to herestimated as a motivating force (Dant,
et.al., 2011).

The other edge of the sword is of course the ridiiture. To fail in ones enterprise perhaps
even put the company into receivership is terribleught. Many view bankruptcy as the
definite failure (Dantet.al., 2011).

The combination of the possibility for success dhe risk of failure are the two main
components of motivation in independent businesss & also true of businessmen within

franchise chains (Dantet.al.,2013)
2.3.1.5 Effective Division Of Work Generates Les®verhead And Less Risk

Expanding through franchising does not result ipagxing the central administration. To the
contrary, franchising offers an opportunity to exgawithout constructing an elaborate
overhead.The pre-condition is that one clearlyfifies the division work between franchisor

and franchisee from the utmost start.

The division made on two principles. The franchisgnds to issues that require daily
presence and insight into everyday details. Thecfisor attends to issues that can be done
for many at the same time. This division of worlakles the franchisor to expand with a

smaller central administration (Gaul et. al., 2011)
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2.3.2 Franchisee Perspective

Incorporating an entity into a franchising systeepehds on both the motivation of the
franchisee, and the motivation pushing the framshig-rom the point of view of the
Franchisee, in choosing the franchisor, certaimireqnents have to be analyzed such as the
investment required, contractual conditions, frasmhs profitability, and reputation of the
trademark, evolution of the number of franchisésdraining program, and market available.
Tatham, Douglas, and Bush,1972,Jambulingam& Nek889; Knight, 1986; Ramirez et al.,
2011; among others).

The role of the franchisor (brand reputation, markg training and assistance) contributes to
the relationship development through the creatidnust, and demonstration of commitment,

both at the pre and post stages of franchisingnpeshipgAltinay et al., 2014).

Previous studies have examined advantages of fiangh with respect to other
organizational forms. Litz and Stewart(1998) showleat franchising brands are a source of
strategic advantage, because firm outcomes arévabgimpacted. Kaufmann (1999) shows
the rationale behind the franchisee’s decisioncguae a franchise. It depends on industrial
factors such as growth, competitiveness, and expesi organizational factors such as
personality traits; and financial factors, businéastors, and brand aspects such as the
franchisor’s reputation,terms of the contract, cgsbwth of the system, and power of the

brand.

According to Kaufmann (1999), some advantages &sdcwith being a franchisee, such as
independence and personal involvement in a firme, \&lued in the same way as in an
independent business. Notwithstanding, obtaininggreal benefits is an important advantage
of franchising in contrast to other forms of busisie

Previous literature paid close attention to the imest that lead a business to become a
franchisee. Ramirez and Quattrociocchi (2009) reetethe main papers about franchisees’
motivation for accessing a franchising system. Tsiaye that the ranking of motives varies
from study to study, and thus between countrieserdfore, the motivation is not as

homogeneous as expected by practitioners and obsggiPeterson &Dant, 1990).

Guilloux, Gauzente, Kalika, andDubost (2004)fouhdttthe main franchisee motivation in

France is advertising and start-up support. Pakrfanchisees need to be assured
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particularly about the initial support provided the franchisor. Trade name association and
the possibility for development are the second-npogtular motives for individuals to enter
franchising (Watson & Johnson, 2010).

Although their methodological approaches are netséime as those used in previous studies,
these two motives are widely used in the literatMvghane (1991)reported that the proven
business format is the main motive in Canada. Manogpective franchisees choose to join
franchises rather than start an independent busiimesorder to take advantage of the
established business format, brand goodwill, antdainand ongoing customer support
(Combs & Michael, 2004). This shows the importaoteupport as a motivational incentive
for companies to enter franchising. Peterson anat Q290 found that the main motives in

the United States are “training provisions,” “geandependence,” and “established name.”
“Lower operating costs,” and “less management ivewlent” were rejected as advantages.
Knight (1986) found that in Canada and in the UWh&ates, the main motive was the already
established commercial name; the second rankedvatioth was a greater job satisfaction
compared tosalaried employment. J. Stanworth (L88Scribes that the main motive was
“national affiliation,” which, according to Petersand Dant (1990), can be considered
equivalent to “established name.” Finally, Hougl®8@ found that the main motive was

ongoing support. Thus, the main criterion varieghwbuntry and time.

From The Franchisee's Perspective.
Five Arguments In Favour Of Franchising,
2.3.2.1 A Documented, Tested And Profitable Busiss Idea

For the one who wishes to start their own businessst often there is no tried and tested
business model. It is therefore difficult to prediow profitable the business idea will

become.

Although becoming a franchisee does not guaranig®f#table business, the business idea
should be extensively tested and be able to demade@sgood profits from the already

established operations (Doherty, 2009). This mdkesigher security even if one pays a
franchise-fee.
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There should always be a book of instructions tiehils how to run the franchise. This is
called the 'Manual'. It should give concrete instians on how the franchise should be run to
yield the best results. Such a manual does not textee businessman starting out entirely on
his own (Lebohang and Thulo, 2016)

2.3.2.2 Support, Counselling And Education

According to Shir (2015), knowing how, when, whesad why entrepreneurship influences
individuals in terms of their well-being would take one step closer to unpacking the drives
and motivations of individuals pursuing entrepreraiactivities. The payoff consideration
of the process of venture creation in terms of Wwelhg for the franchisee is utmost
important. A franchisee receives support and cdlingdrom the franchisor, both at the start
and on a continual basis. This is given in all areasential to running the franchise. This

partly includes commercial support such as (Alt&alsiyies 2006)

« Purchasing wares and supplies
« Selection composition

« Marketing

« Sale

It also includes administrative support and codmgglfor example (Altinay&Miles 2006)

- Staff issues, hiring and resignations

« Economic compliance and control

« Contact with authorities, landlords, banks, unietts

« Accounts

- T
The counselling that the franchisor can provideadmpted to the circumstances of the
operation. The fact that the franchisor's knowledgeives from practical experience in
running the same type of business, is a signifiediwrantage. Such customised counselling is

rarely available outside franchising (Knack, Baeleral., 2005).

A franchise chain most often has educational progrdor its franchisees.These tend to
become more extensive as the chain grows (Ramivetattb et al. 2011).1t is partly
education at the start of the franchisee's compamy partly continual education. The

education is specially adapted to owners and staffing just the same kind of business as
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the franchisee. Access to customised educatiorerg advantageous to the franchisee and

very rarely available outside the franchising mdtfRamirez-Hurtadet al.2011)

2.3.2.3 Economy Of Scale

Schaefer, M. (2014) stated that, every companyréethes a certain scale can often enjoy
various advantages related to its size. The adgantar a franchisee is taking part in
economies of scale that would not otherwise belaba. The most common economies of

scale are;:

« Purchasing rates and other terms
« Marketing
« Education
« National customer terms
«  Quality control
« Product and service development
« Testing of new ideas
As the chain grows, the economies of scale becoore potent. These kinds of advantages

are uncommon outside franchising (Knack and Batleil.e 2005)

2.3.2.4 Network Of Other Practitioners

To be an independent business owner is often céliedoneliest job in the world'. There is
rarely anyone else who understands your situatiowith its inherited opportunities and
problems. A common argument in favour of franchgsmthat it gives access to a network of

colleagues running the same kind of business (120&5)

The formal and informal connections that are ciéatghin a franchise chain are a great help.
The possibility of advice from peers is not to Imelerestimated. The advisor having in depth
knowledge about the business lends a good feelsy & it only involves confirming

one’sown ideas (Clarkin, J.E., Swavely, 2006)

Many that become independent business owners plissess a well developed competitive
instinct. Not surprisingly, there is often a comipet atmosphere between franchisees that
many find stimulating (Dickey et al., 2008).
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2.3.2.5 Effective Division Of Labour

To the business owner running his business entinellgis own, the division of labour is quite

clear. She has to do everything herself. In a fieec chain however, franchisors and
franchisees can divide duties in such a way tha plus one equals more than two.
According to Knack and Bader (2005).The franchswould, as mentioned above, attend to
issues that can be done for many at the same Time gives franchisee more time to devote

to issues on a local level. Examples of issuesstna time and energy are:

« Negotiations with suppliers

« Negotiations with national clients

« Product development

« Producing marketing material and PR

« Development of the business idea's concept

2.4. Franchising Theories

2.4.1 Resource Based View (RBV)

According to the resource-based model, every orgdéion will perform differently due to
their differences in their availability of uniquesources (either tangible or intangible) and
capabilities (Ireland et. al., 2002). The theomdtitamework of RBV (as illustrate in figure
2.1) was suggested by Barney (1991) in 1991, sthidn order for organization to sustain
their competitiveness, they must possess resouhagsare immobile and heterogeneous,
must be in the form of valuable resources, rarthéomarket, imperfectly imitable and non-
substitutable (the VRIN framework). In 1998, Barn#y and Wright P changed the VRIN
framework to VRIO framework with the O (organizatjocattribute added to his theoretical
framework as an adjustment factor, which Barneychated that to fully realize a firm’s
competitive advantage potential, a firm must beanrged to exploit its resources and
capabilities. Organizational processes such asitguaintrol system, management control
system, formal reporting structure, human resopaleies, etc. are needed to complement
and ensure the firm’s valuable, rare and inimitabources are secured (Shafeey and Trott,
2014).

Value
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The resource creates value when it allows the casnpa devise and implement strategies
that will improve its efficiency and effectiveneNgiwvbert, 2007). Resources are valuable
when they contribute to the production of somethtuigtomers want, at a price they are
willing to pay (Collis and Montgomery, 1995); vahla resources enable the firm to do
things that lead to economic value (Fiol, 1991)luahle resources have some capacity to

generate profits and prevent losses (Miller anch&ie, 1996).

Rareness

If most competitors hold the same valuable resquhen they will likely explore their use in
similar ways, thus implementing the same valuetorgastrategy. This would not result in
any company achieving competitive advantage assaltref owning a valuable resource
(Barney and Zajac, 1994).

Inimitability,

If valuable and rare resources are easily imitatiegpetitors would quickly copy them and
the potential for competitive advantage would dpesgy. Resources tend to be more difficult
to imitate if: (a) they are path dependent (Diexicdnd Cool, 1989; Vergne and Durand,
2011); (b) there is an ambiguous relationship betwehe resources that enhances
competitive advantage (Barney, 1995; Dierickx amblC1989; Reed and DeFillipi, 1990);
(c) they are socially complex, for example, if theg beyond the ability of firms to manage
and manipulate them in a systematic way (Barne91)19d) there are legal property rights,
such as in the case of patents (Wills-Johnson, )2d@3 the process of their imitation by
other companies is lengthy, for example dueto time theeded to train employees or to

absorb the knowledge necessary to master the ees@uills-Johnson, 2008).

Organization

Competitive advantage stems from the way firms aggeand interrelate their strategic and
non-strategic resources (Pan et al., 2006), expipibrganizational processes, to produce
what can be regarded as intermediate products batpemary resources and the firm’s final

products (Amit and Schoemaker, 1993). The DC liteea provides a rich hierarchy of

capabilities. For example, Collis (1994) argued thare are first, second and third order,
aswell as Meta, and ad infinitum Meta capabilitibanneels (2002) proposes two levels of
capabilities (first and second order). Winter (20p®poses the existence of zero-level, first
order and higher order capabilities while Zahraakt (2006) classify capabilities as

substantive and dynamic. They have been descritem & incremental, renewal and
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regenerative (Ambrosini et al., 2009), or operalocapabilities, portfolios of capabilities
and constellations of capabilities (Laamanen & WaR009), or as still capabilities and core
capabilities (Wang & Ahmed, 2007). Given the distos around these hierarchies of
capabilities, we propose that capabilities are migdional processes (skills, expertise, know-
how, management) firms use to explore their reesuand lower level capabilities in the
conduction of day-to-day operations. They are meatiary outputs between resources and
lower level capabilities (inputs), and final protki¢outputs). DC is defined as capabilities
that endow firms with competitive advantage in diag environments. Both capabilities
and DC are “organization”. A DC is the VRIO’s “OTo be a source of competitive

advantage it must be VRI.

Over time, firms have opportunities to improve theiganizational processes or routines
(which reflect how things are done in the compa®gmbining this path dependency effect
with the fact that, due to their strong intangilg@mponent, organizational resources or
routines are ambiguous (in the sense that theitioelship with competitive advantage is not
evident and is often the result of the integratbmarious packages of resources) and are also
socially complex, these processes/routines areculifffor competitors to imitate, which

increases the firm’s potential to achieve competiadvantage (Teece et al., 1997).

These issues of ambiguity, path dependency andgitiidity are so complex that despite
having mastered the capabilities firms view themaamiguous and mysterious (Lado and
Wilson, 1994;Reed and DeFillipi, 1990). Howevenm that develop better ways of
integrating their resources have more and strosgrces of competitive advanta@gllis et
al., 2014.

To summarize, from the RBV, to achieve competitikemtage, firms need VRIO resources.
The unit of analysis is the resource. From the D&wpoint, capabilities at the origin of
competitive advantage need to be VRI (the “O” & ¢thpability) and so the unit of analysis is

organization or capability (Figure 2.1).

Firm Resource = Value

Heterogeneity = Rareness Sustained
=—> = Inimitability - Competitive

Firm Resource = QOrganizational Advantage

Immobility Processes
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Figure 2.1: The Relationship of Resource-Based \dad/ VRIO framework by Barney
(1991)Source: Barney (1991)

Despite RBV is one of the major strategic managerieories that widely been accepted, it
is never free from any criticism (Shafeey & Tr@®b14). However, the fact is that there is no
one management theories that can perfectly fitxjplagn the best business management
practices as business is always operate undetithate of unknown and uncertainty (Tessier
&Otley, 2012).

2.4.2 Theory Of Constraint (TOC)

TheTheory of Constraints a methodology for identifying the most impottamiting factor
(i.e. constraint) that stands in the way of aclmgwa goal and then systematically improving

that constraint until it is no longer the limitifgctor (Watson et.al.,2005)

TOC developed by Goldratt (1990)in the 80s has p@ayimportant role in identifying,
analyzing and systematically eliminating constirthat could actually restrict an
organization’s value add process and affectingeffieiency (Oglethorpe and Heron, 2013).
Since then, TOC has developed and became a managghilesophy, whereby its assumed
that every company has a basic common goal whithhnsake money, but having a different
degree and types of constraints in achieving tbat,gvhich lead the company’s management
to focus on these constraints and resolved thersn{Adli, Almani and Khan, 2014). These
constraints, however, can be physical constrainh disnitation of the machine capacity, or
policy constraint such as company’s policies does ahange as the company evolve, or
constraint of behaviour of specific personnel aratkat(Souza and Pires, 2010).

Embedded in the Theory of Constraints (TOC) is mioéion of prioritizing improvement
activities. The top priority is always the curreainstraint. In environments where there is an
urgent need to improve, TOC offers a highly focusedthodology for creating rapid

improvement (Watson et. al., 2007).

The Five StepgGoldratt and Cox, 1984; Goldratt and Cox,2)99

. Identify the System Constrainthe part of a system that constitutes its wealkastcan be
either physical or a policy.

. Decide How to Exploit the Constraint: Goldratt (D98 structs the change agent to obtain as

much capability as possible from a constraining gonent, without undergoing expensive
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changes or upgrades. An example is to reduce onirglte the downtime of bottleneck
operations.

. Subordinate Everything Else: The non-constraint poments of the system must be adjusted
to a setting that will enable the constraint torape at maximum effectiveness. Once this has
been done, the overall system is evaluated tometerif the constraint has shifted to another
component. If the constraint has been eliminateglchange agent jumps to step five.

Elevate the Constraint: Elevating the constraifgreeto taking whatever action is necessary
to eliminate the constraint. This step is only ¢desed if steps two and three have not been
successful. Major changes to the existing systentansidered at this step.

Return to Step One, But Beware of "Inertia": Thenking Processes: Tools for Analyzing

and Resolving Problems

TOC has been viewed as a general theory in thedreperations management, where the
thinking process (Figure 2.2) of the TOC has bdele & contribute to the finding of the
problems’ root causes through identification of tcain problems and overcoming the
potential obstacles as the solutions (Librelat@let2014).

Central Question  Tools Target
What to change? Current Reality The essential goal of the Current Reality Tree (CRT) is the
Tree - CRT definition of the central problems found in a specific system
What 1o change Evaporating The Evaporating Clouds aim at verbalizing assumptions that
it into? Clouds — EC cause the central problems, seeking innovative solutions
(injections)
Future Reality  The goal is to ensure the effectiveness of the solution and check
Tree — FRT the positive and the negative effects that may arise
How to cause Prerequisite The Prerequisite Tree is used to split the injection well,
the change? Tree — PRT Intermediate poals that must be achieved so that the injection
is implemented are sel
Transition The Transition Tree is responsible for setting up an action plan
Tree — TT objective, seeking to eliminate the core problems identified above

Figure 2.2 Thinking process of the Theory of Constraintdso8ource: Librelato et. al.
(2014)

2.4.3 Agency Theory

Agency theory is another management theory relatése delegation of authority, such as
decision making authority, from one party (the pipal) to another party (the agent) within
an organization (Fayezi, O’Loughlin and Zutshi, 2D1Agency theory talks about the agency
cost which arise due to the conflict between comgjsarmanagers (the agent) and
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stakeholders (the principal), or the interests betwboth parties are not perfectly aligned,
causing the managers tend to place their own ytiiove the value and interest of the

company (Dawar, 1994).

In the research by Zu and Kaynak (2012), it is nomeid that two potential problems may
arise in agency relationship, which are the aggmoplem and risk-sharing problem; agency
problem occurs when it is difficult to verify if ¢hagents have performed their work
appropriately or ethically; while risk-sharing pteim happens when both the principal and
the agents have conflict attitudes towards rislogiigon on the action to be taken.

Although the business model of franchising is exgedo lower the monitoring cost as the
franchisees are perceived to be better than emgdogie they are self-profit-motivated, the
potential risk of opportunism and moral hazard re&ist on another facet (Doherty et. al.,
2014). According to research, most of the confllm$ween franchisors and franchisees are
due to inadequate due diligence prior to entering franchising agreement, such as
franchisees did not review the franchise businesacept thoroughly or unrealistic
expectation of performance and the return of theiestment (Weaver, Frazer and Gidding,
2010). Research also shown that the weak relatiprisétween the franchisor and their
franchisees due to the absence of mutual undeistpad well as monetary conflicts and
strategic partnership conflicts could result inlue of any franchising partnership
collaboration (Altinayand Brookes, 2012).

Applications of Agency Theory may explain @uially beneficial ways to organize

relationships in which one party (the principal)tedenines the work that another party
(theagent) undertakes (Castrogiovanni, Bennett @achbs, 1995).Furthermore, Agency
Theory argues that the two most common agemclglgms are adverse selection and
moral hazard. Adverse selection pertains to thalitiom under which the principal cannot

determine if the agent possesses the ability ttheavork for which he is being paid. Moral

hazard addresses the doubt that the principal sSnainen considering if the agent has put
forth maximum effort to fulfil his duties (Mathie@997).

The underlying problems of adverse selection andamivazard debate the issue of fixed
wage contracts and incentive-based contracts batweprincipal and an agent (Mathieu,
1997). A fixed wage contract may encourage ageotshirk on his duties since his
compensation will be the same regardless of hiditguaf work or effort level (Mathieu,

1997). While a totally incentive based contract nesmgourage agents to act in their own
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interest without consideration of the agent. Banaple, a CEO may participate in corrupt
behaviour in an attempt to gain capital for himseithout considering the effect that such
behaviours would have on the company’s overallifably or trust among the shareholders.
Therefore, applications of Agency Theory (Mathiel©®97) suggest that some form of
ownership reduces the incentives for agentsees#vselection and moral hazard since it

makes their compensation dependent on their pediaceiactions.

Perhaps this is why franchising is so effextiThe franchisee has to assume
accountability and responsibility for his actiomghin his franchised unit. Ifthe franchisee
acts inappropriately or does not involve him in @pens, his personal compensation will
suffer not to mention the possible retributionstthi@e corporation may impose on the
Franchise (Pizanti& Lerner,2003)

Measuring a franchise’s performance is one of tleg kactors for success from the
Franchisor’'s (principal’'s) standpoint. The Framsciimust ensure that all members of the
system work to develop and maintain its branchelanage without attempting to take a
“free ride” off of the efforts of other Franchisé&snchisor that work hard to develop and
maintain the brand name/image (Seshadri, 2002adh Franchisee (agent) does not work to
uphold the principals and beliefs set forth by Emanchisor, the Franchisor’s reputation and
business could start to deteriorate (Seshadri, J2BO2 example, a customer visiting an
unfriendly and dirty franchised McDonald’s wdu probably not visit another
McDonald’s elsewhere due to association of a bageeence. Eventually, this kind of

discouragement of repeat customers may affect dtiechisees or the overall corporation.

2.5 Franchisee As Entrepreneur In Business

Franchising and Entrepreneurship are two diffebersiness concepts that share many facets
and aspects, even though they also have signifdiiatences (Suzanna Musial, 2016).

One major difference with the franchise model &t financhisors offer extensive training for
all of the above aspects of the business. Instéhadwng to figure things out on your own,
you get lots of help and guidance about how tothenbusiness day-to-day. Depending on
your franchise agreement, instead of having tovawyhing on your own, you may also get

help with the financial aspects of marketing.
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Surely, entrepreneurship means different thingsifterent stakeholder. From the perspective
that franchisor-franchisee for the people who &spirgain wealth and prosperity through the
concept of entrepreneurship business models, we teéook at the macro view through
complex patterns of interrelatednessbetween thieaglmational, industry, organization and
individual levels what drive the primary interesasd goals when venturing into the
entrepreneurship world for each party. Shir (20@8intedly mentioned, from a national-
economic perspective entrepreneurship is an impoftector of production, from a market
perspective it is a force that drives the marketmf an organizational perspective it is the
dynamics underlying the emergence of new orgamizatand/or a strategic framework for
successful management, from an individual perspedti is a number of other things: a
work-related alternative (career choice), a persengine of change and development, the
intended process (i.e., the personal goal) of 8skabg new and successful ventures, and/or
a role or source of individual identity. Regardlegsiefinition, and regardless of, or even due
to, the great dynamics involved in the practiceeotrepreneurship, from an individual
perspective, entrepreneurship has specific featinatsexert various effects on individuals’

psychology and behaviour.

According to Lindblom and Tikkanen (2010), businéssnat franchising able to gain vast
popularity and worldwide acceptance as an effectrag of business expansion are mainly
because this business format able to provide adoeBeancial capital, knowledge capital
and human capital; whereby the substantial amolimtiteal fee paid by the franchisee and
the subsequent fees paid on periodically basisgacel source of financial capital to the
franchisors to strengthen their business posititie knowledge and network of the
franchisees to deal with the respective local ntack@ tremendously reduce the entry risk
into a foreign community; while franchisees themsslare good workforce who are able to

take risk, motivated and possess abilities to wesaotisis.

As such, we must also take into account the matimat driver at the employee level who
forms the resource capability, are willing and ded to ventured into the franchised
endeavour.(Krause, 2013) realised that predictiveositive future outcomes such as higher
income and reemployment are important elements riderstand the psychological,
behavioural and performative outcomes of employéeés is critical to resolve the scarcity of
manpower helping franchisee to operate successitilie in turn benefit the franchisors as

the main investors.
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Research of Paswan et. al. (2009) suggested thaintpact of relationship between the

franchisor, the franchisee(s) and the customergeflyethe contribution of different sets of

knowledge (franchisor as in business knowledge)chisee as in local market knowledge

and customer as in sharing their knowledge in valuperience) are vital to make the

franchise network works. As an extension to thistienship, the emerge of “conversion

franchising” in recent years, whereby the franctsis@cruit the independent businesses or
franchisees from other franchised system to oveectimir shortcoming in recruitment, lack

of expertise and market saturation is proven tariher workable business strategy to gain
competitive advantages and business growth undendime of franchising. Hodge et. al.,

(2013)

Nonetheless, no business system is perfect withoyt dispute or conflict between the
stakeholder especially when the business systemsgarger, so does the case in franchising
where compliance issues, communication problengginaents on the fees and so on are part
of the conflicts that may harm the business ifaslmeing managed well (Frazer et. al., 2012).
Boonstra, J. J. (2013) addressing the cultural gbsuespecially in the situation of franchisor-
franchisee partnership, explained the co-evolutm close interactivity through good
communication and leadership is the inevitable r@gde components required in any

successful join business venture.

Franchising as a business model being adopted Iblqkamez-Gonzalez et. al., 2010), the
implications to business organization especiallyESMhave been researched extensively
(Hua and Dalbor, 2013; Sadi and Henderson, 201ahyMesearches were carried out to test
on the Agency theories within the franchising bass) especially on the franchisor-
franchisee’s foreseeable conflicts (Doherty, Cheth Alexander, 2014; Frazer et. al., 2012).
Research by researchers Gillis, Combs and Ketq2€i4) which focused on the relativity
of RBV (Resource-Based Theory) to franchising Hasas preliminary evidence that RBV

theory has merit on the explanation of franchidnginess model.

According to Ali and Wong (2012), due to the redtign by Malaysian government on the
value of franchising business with the implemenptatf various incentives and initiatives,
such as tax incentives, assistance of micro-fiman@nd the introduction of National
Franchise Blueprint, the franchise industry in Mala has surpass more than RM20billion a
year. However, as stated in the official portal Mélaysia External Trade Development
Corporation (MATRADE)(2015), despite the growingertd, franchising business in
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Malaysia is still relatively small at below 10% asmpare to some of the developed

economies whereby franchising business contrilt®%o of the retail business.

Nonetheless, with more experience gained througtimiyears on the knowhow to run the
franchise business, many local Malaysia Franchisgnlesses have successfully established
their footprint to overseas, from Middle East toir@a) such as Secret Recipe, Old Town,

Marry Brown and Smart Reader (Roslan, 2015).
2.5.1 SME

SMEs which account for the majority of businessiebally (Brickley and Dark, 1991) has
been the driving force of a market economy as aglbeing a major source that contribute to
a nation’s economic growth (Saunders, Gray and gamiear, 2013). However, with the ease
of global competitive entities entering into locaérkets, has posted a big challenge to the
survival of SMEs, which directly demands SMEs tentify and sharpen their competitive
advantage to face the challenge and therefore esébair long-term survival (Darcy et. al.,
2014).

2.5.2 SMEs Contribution To Malaysia Economy

Of all the total business establishments in Maky39% of the companies are SMEs, which
employs 55% of the total workforce, contribute fmp@ximately 31% to nation’s GDPin
2011 (Razak, 2011). SMEs in Malaysia therefore haveig role to play in driving the
national economies as well as providing job oppuoties (Ali and Yusuff, 2011). As
mentioned by the Malaysia’s Minister of Internatbfirade and Industry (MITI), Datuk Seri
Mustapa Mohamed, SMEs in Malaysia are expectedidribute as much as 41% of the
country’s GDP by 2020 (The Star Online, 2014).

Referring to Figure 2.3 below, based on statis@®8p of the SMEs in Malaysia comprised
of micro enterprises and have been the primary edsivin Malaysia’s economic
transformation process with 86% of those SMEs sgrthe services sector, followed by 7%

in manufacturing and 6% in agriculture (Hooi & NgR014).
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Distribution of SMEs in Malaysia

SME - Agriculture
6%

Non-SME
1%

SME - Manufacturing
7%

SME - Service
86%

Figure 2.3:Distribution of SMEs in Malaysia
Source: Ali and Yusuff (2011) and Hooi and Ngui12)d

According to Hashim (2012), on general perspectiS®IEs in Malaysia despite getting
various support from the government, are strugglmipe international market due to lack of
market knowledge, absence of technological and s&pabilities to produce higher quality

products that being able to compete on global qiatf
2.5.3 Franchising As A Mean Of Business Expansidy SMEs

Franchising is said to be a good way for SME bwssn@wners to expand and grow their
business around the world effectively which enathle small business owners to be a
franchisor in order to overcome the problem of iingdfinancial resources, human resources
as well as market knowledge (Sadi and Hendersoh]l)2@n the other hand, franchising
allows small business owners to start-up a busivestire with lower risk through acquiring
an already proven business format which inclusifegaining the access to training,

operational and marketing support (Altinay et. 2014).

Globally, franchising had helped many SMEs expanrtd foreign market and becoming a
larger corporation that stands a better chanceunfival in the dynamic and competitive
business arena via better access to talents awguisind power of leverage (Sadi and
Henderson, 2011).
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2.5.4 Franchising in Malaysia For SMEs

Minister of Prime Minister's Department of MalaysiBatuk Seri Abdul Wahid Omar
envision that in order for Malaysia to achieve higbome nation by year 2020, the country’s
SMEs, which will be one of the main pillars of tbeuntry’s economic development, will
need to grow and become world-class players (Zierd@h4). While growing a business to
achieve world-class standard is a big challengesording to survey, 8 out of 10
entrepreneurs who start their business will faithim the first 18 months due to various
reasons from disconnection with customers, abseasfcgoroduct UVP (unique value
propositions), communication breakdown, leaderdmipakdown or attempting a wrong
business model (Wagner, 2013). Obviously, manyepnéneurs did not manage to get their
way to the top of business world, with many of theatbed up their business and take away

huge debts and mental stress with them (Brude#)201

In a statement made by the Minister of Domesticd&raCooperative and Consumerism,
Datuk Seri Hasan Malek, franchise industry in Malaycontributed 2.6 percent to the
country’s 2014 GDP, and sixty local franchise firimas successfully made their global
footprint in 55 countries with a total of 2,380 ket (Roslan, 2015). Malaysia government
has in fact put in much effort to stimulate thenfriaise industry within the country with

several programs launched to aid the business a@aweint and funding to convert a
conventional business to a franchise business (Wdigu2012). Apparently, with the

government aid, the success rate should be highemtrepreneurs who involve themselves

in franchising business.

Statistic of Registered Franchise Business in Malaia 2015 according to Industry

No. | Sector Total Percentage

1 Food and Beverages 298 37

2 Clothing and Accessories 87 11

3 Service and Maintenance 89 11

4 Learning Centre and Nursery 89 11

5 Health and Beauty Care 81 10

6 Convenient shop and Supermarket 18 2

7 ICT and Electronics 28 4

8 Other Businesses 107 14
Total 797 100
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Table 2.5; Source from Ministry of Trade and Conetiem 2015 report

Statistic of Registered Franchise Businesses accaord to States in Malaysia (2015)

Sector |Perlis |Kedah|Penan |Perak|Selango|N. |Melaka|Johor|Pahan |Trang |Kelanta|Saba |Sarawa |[EL |Total
g T Sem g a n h k

Food & 10 18 4 139 3 7 20 1 1 4 6 851298
Beverages
Clothing 1 3 2 30 1 2 6 1 o 87
&
Accessori
es
Service & 1 1 2 35 1 4 5 1 2 2 35| 89
Maintenan
ce
Learning 3 4 34 1 6 1 1 2 ERTN 1]
Centre &
Nursery
Health and 1 2 1 34 1 2 7 1 2 2 2 26 81
Beauty
Care
Convenien 4 1 6 71 18
t shop &
Supermar
ket
ICT & 1 2 2 9 2 1 1 0] 28
Electronic
Other 2 4 6 48 1 2 4 1 2 2 35 107
Businesse

Total 0 20 38 21 | 335 8 19 49 3 3 7 9 13 |271) 797

Table 2.6

2.6 Franchisee-Franchisor Relationship

A research on franchisee performance for a cassglotation setting demonstrated that the
quality of relational relation is important in inguing franchisee performance results(Sanny,
et. al.,, 2017).According to the literature, a cmtflsituation may arise when the costs
ofremaining in a franchise relationship are gredten the perceived costs of leaving
therelationship (Kaufmann & Stern, 1988; Ping, 1996ranchise relationships are
undertaken when the parties perceive that the iefity produced in the relationship
willresult in increased value. The viewpoint of @tenson and House (1971) is that
forfranchise relationships, the benefits are based the potential for greater gains

throughgroup membership than through operatingpeddently. The characteristics of the
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franchise relationship raises questions about howchm latitude the parties have
forindependent action, and about constraints onsieemaking autonomy. The authors
reached the conclusion that there was no particbl@nefit in a high degree of
franchiseeautonomy (Schaefer, 2014).

Kaufmann and Stern (1988) used, in their researelational exchange theory, which
investigates the nature of transactions betweetiemntThey cite franchising as a prototype
for relational exchange, and suggest that the tiondi that are detrimental to the exchange
relationship are not easy to identify. According Hunt and Nevin (1974), franchisee
cooperation might be obtained through the use afegpoto manipulate the franchisee’s
behaviour, or by convincing the franchisee of tkeediits to be gained in the relationship. A
study by Felstead (1994) concentrates on the teyd&ar power to becentralized in the
organization, and for the franchisor to use thawgroto achieve goals.The stability of the
relationship is important to any composite orgatnira(Borys & Jemison, 1989). Although
the literature portrays the relationship as onerettbe franchisee is the recipient of the
franchisor's expertise and knowledge, it is importéaorecognize the franchisee as an
intelligent participant who is capable of contriibpgt to thesystem. A study by Zeller,
Archabal, and Brown (1980) discovered that the g@dlranchisors and franchisees are in
conflict, in that the franchisor strives to maximiprofits for the entire system, and the

franchisee would like to maximize profits in itsteary, and particularly unit profits.

Early research focused on the tendency of the lfiaaaelationship to be conflictprone, and
involving a great deal of dissatisfaction due te timbalance of powerbetween the
participants (Parsa, 1996; Gaski, 1984, 1986). Ud of interorganizationalpower and the
satisfaction of distributors were studied in theétext of heavy industrial machinery (Gaski
and Nevin, 1985). In this context, and based oe\apus study by Hunt and Nevin (1974),
the authors dichotomized measures of powersourm@gsxercised power as “coercive” and
“reward.” They found that if franchisorsrelied mame non-coercive power sources and less
on coercive power sources, franchisee satisfaationld be greater. The authors further
stated that the membershipcontract builds intorétationship the direction of power for
decision-making. In astudy of franchised automobdialers, Lusch (1976) investigated the
relationshipbetween power sources and intra-chanaeflict. He found that conflict in

theautomobile distribution franchise system wasdased by the use of non-coercive power.
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Another approach to the study of franchising is thiero-economic theory, whichplaces
franchising theme of intangible assets-sharing themretical structure (Groonen, 2013). In
thistheory, the reduction of costs or the incre#sevenue is seen to result from a divisionof
tasks between two independent firms (Williamson735)9 The assumption underlyingthis
theory is that both the franchisor and the frarediare seeking to maximize profits (Hayek,
1989). The franchisor-franchisee relationships afected by differences in theperceived
value of a franchise. In the initial contract negtons, franchisors specifyuniform contract
terms for all franchisees (Pizanti and Lerner, 2088 highlighted, relational development is
assumed that the contract terms take into acchwnvalue of the franchise and its brand
name, should include estimations of theretail dsitlienancial performance, and should
specify the costs of providing services (Scha&26d,4).The contract terms are contained in
disclosure documents, used by prospective franehiss a “menu” from which they can
choose franchise opportunities.Prospective fraeesisare more likely to choose franchisers
with a higher brand namevalue, and with proven esedormulas. Such franchisors find
easier entry into newmarkets. Since franchisor megeis generated primarily through
franchise fees,royalties, and sales of goods amites to franchisees, successful franchisors
are likelyto charge higher fees to franchisees, badmore strict in selecting potential
franchisees (Wang & Ahmad, 2007).Hunt (1977) fotimat franchising benefits society by
offering more opportunities forminorities and womeamd because franchisees have higher

success rates thanindependently owned businesses.

Arrow (1969) used a cost-economics approach toysfuahchising relationships.In this
theory, the principal burden of analysis lies ie tomparisons of the various costsinvolved
in running the economic system under investigatibnis assumed that theparties in the
relationship are acting out of economic self-insér@nd will enhance theirown positions by
engaging in opportunistic behaviours (Bergen, Duated Walker, 1992).In transaction-cost
economics, the basic unit of analysis is the tretima (Williamson,1975). Analysisof
transactions involves examining the basic dimersiom which they differ, and the
implications of those differences for the designnoinagement systems.Transaction-cost
analysis (TCA) regards asset-specificity as a pynwncept(Williamson, 1985). TCA is
utilized as a technique to safeguard transactigamatpossible opportunism by either party
(Simpson, 1990). In any franchising relationship,tformal safeguard is the license
agreement that specifies the terms of the commoamhilp and the responsibilities of both

parties with reference to their common asset.\Wilsan (1991) has found that transaction-
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cost economics analysis extends fartherthan mdrginalyses, in that it investigates
efficiency in resource allocation. His conclusiantiat franchising has more benefits than
autonomy in transactions, in that itis multilatgradlependent, a situation that reduces the
costs and risks.

Conflict reduction and the maintenance of the mhship are linked withfranchisee
satisfaction in the relationship exchange (Frazi@ill, and Kale, 1989).Among the
researchers in the area of conflict in franchisenciels of distribution areLusch (1976), and
Brown and Day (1981). These authors have focusiedaply onidentification of the reasons
for conflict. Two major areas of conflict are detiep in theselling and granting of franchises,
and unfair practices in operating franchise systéNevin, Hunt, and Ruekert, 1980). The
interrelated goals of the franchisor and franchisee to generate high degrees of trust and
solidarity in the relationship. Kaufmann and Ran@ga®90) have proposed a mathematical
model to resolve the problem of conflictbetween ttanchisor and franchisee during the
process of adding new franchised units.This modeludes an integration of store choice,
site allocation, and a proactive systemof managémhan optimizes the dichotomous effects

of competitiveness and systemattractiveness.

Sharing economic rent becomes an issue when ahismmdranchisee relationship is entered
into. Franchisors have available as revenue soutivesinitialfranchise fees, royalties,
property rentals, the sale or leasing of equipmsopplies andraw materials, franchise
products’ sales, and the sale of territorial rigfigoll, 1968). Itwas found, by Baucus,
Baucus, and Human (1996), that both the industdy feemchisorcharacteristics determined
base fees and royalty rates. The applicable frapctharacteristics included age of the
company, market share, number of employees inytbiers, the types of services offered to
franchisees, and the value of the franchisor’streat& value.

The assumption arises, from an examination ofridwechisor’s theoretical coststructure,

that the franchisor’s cost is fixed. Therefore, ttenchisor’s revenue curve is linked to that
of the system'’s franchisees, and, as previouslgries], will slopedownward and to the right.
However, this assumption must be modified to ineltitetiered placement of overhead and
the marginality of product and services sales tufingsees. A proposal by Hayek (1989)
suggests that the price-system is very efficieataseans of communicating information and

bringing about change. In this proposal,the cendlgéctive of economic organizations is
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adaptation, with a marketplace focus.These findimgse congruent with those of Sen (1993),
who reported that the totalinvestment per unit, tleein sales requirements, and the
percentage of franchised unitsset the initial feequired by franchisors. A positive
relationship was found by Combs and Castrogiovai2®04) between the number of

franchised units and the amount ofroyalties chatgethe franchisor.

In the economics literature, the choice of the dhasee to purchase a franchise is seen as a
rational response to an appealing investment oppibyt (Kay, 2010). However, this view
point does not take into account the personal cheriatics of the franchisee.Peterson and
Dant (1990) describe the franchisee as being sulge@ “large number ofsituational,
personality, and economic correlates are likelinfluence perceptions” about franchising. It

is important to understand the franchisee’s economiivations, but such an inquiry should
be augmented by a consideration of thefranchigeer'sonal characteristics, which may have

both economic and social origins (Baker, Dant, 2013

Schul, Little, and Pride (1985) discovered thanéfisee satisfaction is related tohow the
franchisee perceives the quality of the interadiovith the franchisor, thequality of the
franchisor's operational support, the appeal of téward structure, and thefairness and
autonomy of the relationship. Similar results winend by Lewis and Lambert (1991), that
franchisees were satisfied if they felt that thecsss of theirfranchise was due to the
franchisor. Franchisee satisfaction or franchisé@®ment ofits goals has been used as a
performance measure in some studies (Elango aret,FAi997). Another performance
measure that has been used for franchising israysidegrowth in sales or units. Carmen
and Klein (1986) have suggested that these measuagsbe flawed in that they fail to
recognize the multi-layered features of franchigpegformance. Most research has measured
franchising only from the perspective of thefraischj and it should be understood that the
performance impact on franchisees mightbe differ&nt example of this difference is the
fact that increasing the number of unitsmay be esfdiit to the franchisor, whose revenues
depend on royalties from units in thesystem, whilethe other hand, such increases may be
detrimental to the franchisee, whose market maydéereased by the existence of new
franchisees (Grewal &Weaven, 2011). Morrison ()988und that in the contractual
relationship between franchisor and franchiseeh g@actyhas a role to play in ensuring that
financial satisfaction will result for both, and aththefranchisee will experience job
satisfaction.
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The legal problems involved in franchising haverbstudied by Hunt and Nevin (1975).
They suggest that legal problems currently facnagdhising fall into three mainareas: “(1)
misrepresentations by franchisors to potentialdngsees about the operationof the franchise
(the disclosure problem), (2) restrictions by friaisors on the source ofsupplies or services
purchased by their franchisees (the tying agreemmiilem), and (3) onerous termination
provisions in the franchise agreement (the capigidermination problem)”. Tying
agreements are justified by advocates of francfisimthe basisof mass purchase and quality
control (Cadario & Parguel, 2014). They recommérat tvhen tying agreements areused by
franchisors in order to achieve higher prices ttte competitive market offers, they may
have negative effects on franchisee’s revenues rerte with his satisfactionwith the
franchise relationship. In a study of franchisegdbrter and Renforth (1978), it was found
that the three most common legal problems encoemhtby franchisees werecooperative
advertising, franchisor inspection and evaluatiang minimum performancerequirements.
Franchising tie-in contracts can be seen as reduti@ monitoring coststhat could prevent

franchisee free-riding on the franchisor’s tradmadKlein and Saft, 1985).
2.7 The Concept Of Entrepreneurial Competencies

From an economical standpoint, franchising is amaetive business system.One of the
reasons for this is that the entrepreneurs re#tiaetheir entrepreneurial project faces many
risks if they try to develop their business onthaivn (Grewal, lyer, javalgi&Radulovich,

2011). For them, franchise represents the oppityttm set up a businesswhile benefiting

from the "security” of an organized system: thaétasenetwork.

The long-term survival of a franchise system departhe willingness of thefranchisees to
pursue the relationship with the franchiser (Mamis1997).The relationship management
can be conceived as an evolutionary phenomenoniohwthe initial tie is the decision to

purchase a franchise. Hence the decision procéks isitial, crucial step that will condition

the relationship between thefranchised entrepreaedrthe franchiser (Dant, Grunhagen,
&Windsperger, 2011). The work of Nerilee Hing (199995) demonstrates clearly the
importance of initial steps toward the choice ahathise. In reviewing franchising literature,

several types of reasons for choosing a franclaaebe observed.

Stanworth & Curran (1999) acknowledged that these still a debate concerning

themotivations of the entrepreneur who choosesaachise. While some authorshave
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assimilated the franchisee to an ordinary entrearenseeking profitmaximization, others
indicated that franchisees' choice is mainly drilsgrselfactualizationand risk aversion. They
state (Stanworth & Curran op. cit., pp335): "At tieart of the above debate lies the issue of
precisely where, on acontinuum ranging from seluazing on the one end to profit
maximizing onthe other, the franchisee resides."eséh authors then call for

researchpropositions reflecting the high compleaftfranchisee motivations.

Two additional reasons for joining franchise : {1¢ evolution of economic situation and (2)
the nationalculture (Huntley, 2006). First, currdists of reasons need to be updated by
including the unemployment phenomenon: a certaimbar of franchisees decide to buy
afranchise in order to pursue a professional dgtamd to have a source ofrevenue. In such
cases, the "entrepreneurial spirit" (that is césda classicalreason to choose to franchise) is
not a pivotal incentive for these individuals tooke franchise. Unemployment hence has a
fearful effect; individuals mainlyseek to earn mgne the future (Huntley, 2006). Second,
franchise is restricted to a defined geographiosh avhich appeals to the Malaysian as they
are not known for beingvery mobile, and this istlyareflected in the reasons for choosing

franchise.
2.7.1 Entrepreneurial Competencies Relevant For anchisee

Dant et al. (2013) find that common goals and snsbde coordination between a franchisee
and a franchisor spurthe strength of the netwoska avhole. Franchising is an expansion
form permitting easyaccess to capital, rapid magestetration, development of a network

distribution system, cooperation with striving epreneurs, and quick growth rates

(Hoffman, Preble 1991, pp. 76; D.Ahlert& M. Ahl&®10, pp. 158; Alon 2006, pp. 69). The

franchising world has developedover time to be aenamd more sophisticated environment.
Within this environment, certainkey questions ar@ae of these questions is how to choose
an adequate franchisee. This quest is perceivékeasanchisor's most pervasive operating
problem. Proper selection offranchisees can hatsanding results, while poor choices can
lead to continuing problemsfor the franchise sysi@ambulingam, Nevin 1999, pp. 363

cited in Clarkin, Swavely 2006, pp.134; Justis,d1889 cited in Saraogi 2009, pp. 32).

The individual units within vertical cooperationssgms depend on each other. For this
reason, it is necessary to select partners cayefiitley have to meet necessary requirements

and bear sufficient potential. As Friedrich Schille his famous poem states: “Whoever
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would form external bonds. Should weigh if heartheart responds. Folly is short —
repentance long.” (German original version: “Drumiifp, wersichewigbindet, obsich das
Herzzum Herzen findet Der Wahnistkurz, die Reuasg.”) (Schiller 1799, German writer

1759-1805, “Das Lied von der Glocke” (English: T™®eng of the Bell); 8 paragraph). This
statement is not only true in various spheresfef but also in franchising. Wrong decisions
may influence the business environment for a lomg tand bear great risk, to the extent of

the loss of existence.

Finally the research supports effective partneragament and spurs the prospering potential
of franchise partnerships. Long-term positive relaghips are the basis for a positive image

of the partnerships, the respective company, amtbtisiness type (Grace & Weaven, 2011)
2.7.2 Franchising Competencies

Doherty clarifies that financial background, busimeknow-how, local knowledge,shared
understanding of business are key aspects forldaipgospects (Doherty, 2009, pp.532-533).
This shows that the decision for a potential caaichas strong influence onseveral future
steps of the business, as it reflects the markssipitities the candidateperforms in. Altinay
uses Geringer’s task and partner-related criterigroup certainintangible assets and to infer
an adequate choice for future franchisees in thel mdustry(Geringer, 1991) first came up

with the task and partner-related grouping of ctiarsstics).

Altinay names important partner-related aspectsh sas reliability, commitment, culture,
experience, and defines significant task-relateghects, such as operational skills
andresources. Depending on the stage in the seigutocess, task or partner-related criteria
are of greater or less importance. In the divididmampany level the emphasis is on the task
relatedcriteria, which can be seen in the imposagigen to managerial experience (Altinay,
2006).

Besides, financial resources are highly importead, they, together with managerial
experience, areseen as vital point in successferatipn of a franchise unit. Within
marketing, customerperception reaches high impoetgAltinay 2006, pp. 124-126). This
results in the need for afranchisee to understamangible asset issues. Nevertheless,
relationships are of greatsignificance and sho@désed on mutual evaluation long before

an agreement is struck (Liao &Kickul, 2009)

70



Partner-related characteristics are the centre lafkid and Swavely’s (Clarkin, Swavely
2006, pp. 138-140) study of a variety of industries which personal characteristics
arecompared and related. The characteristics eeamirare consistent with
JambulingamandNevin’'s categories of financial, widlial background, and personal
characteristics. Though,in Clarkin and Swavelylgdgtpersonal interviews were rated most

important, followed bythe applicant’s financial medrth, and general business experience.

Industry experience was rated least important.&eih, Clarkin and Swavely announce that
many franchisors stilltake their intuition and deeling into account. This finding stresses
the importance ofattitude and personality of caathd (Stanworth, Kaufann 1995 cited in
Clarkin & Swavely, 2006, p. 140). It goes hand @nd with Jambulingam and Nevin's

finding, which alsoemphasizes the influence of peat attributes when selecting a
franchisee. In a previouscontribution, Clarkin é&wavely (2003) had similar outcomes, as

personal interviews wererated highest.

The component of financial background is interegtas the majority rated it asthe third and
the fourth. Formal education and specific industrperience are seen to be lessimportant
and therefore support Jambulingam and Nevin's itgmae ranking. Should formal
education influence a potential franchisee’s abilib learn, the training provided by
thefranchisor may or may not produce the desirtstefAs seen in the results franchisors try
toovercome this challenge, by rating formal edweathigher, and by providing more
trainingdays to their franchisees (Watson et. 2007).

Franchisors who rate a franchisee’s backgroundhigportant, offer more training. It is
the same group that emphasizes business experiantdeeirselection criteria (Clarkin,
Swavely 2003, pp. 17-18). Considering the findiof®Im et al., and comparing them to the
results of this study, the required financial backmd is different. Their sample shows a

suitable financial qualification as the second miwgtortant criterionout of four.

The other qualifications are personality, skilledabackground. The academicbackground
appears not to be rated vital to the franchisoeth& general business experience is rated
vital to measure the financial qualification indma, such as credit ranking, personal cash,
personal assets, business reference, and familgtsasgere taken into consideration

(Dant&Weaven, 2013). In addition, this sample ssggdranchisees to be primarily female
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entrepreneurs combined with a hard-working and-reeffivated attitude to perform

successfully.

When ranking other general franchisee charactesisthe top three are reputation, followed
by family commitment, followed by health. Afterward self-employment, citizenship,

disabilities, residency, celebrity status, and tahstatus are ranked in the order respectively.

This study makes clear that franchisors in this @anby noting family commitment and
family assets evaluate not only the applicant, &ab the family surrounding (Olrat al
1988, pp. 10-16). Over time, this seems not to lchemged, as already in 1976 the study by
Edens et al. investigated family background toreaore about the personal situation of the
applicant (Ederet al 1976, pp. 40). This is of particular interestountries where franchise

companies are characterized and seen as familgusinesses (Altinay, Miles 2006, pp. 430).

Olm et al. 2009 outlay the indicators for persdgahnd attitudes in detail: industrious
behaviour, motivation, perseverance, attitude tdwaothers, precision work capability,
energy, sincerity, decision-making initiative, sem$ business autonomy, leadership, and risk
aversion, respectively. Knowledge and capabilidies measured and ranked according to the
following criteria: general management, previouskvexperience, management of personnel,
expertise in the field, public relations, accougtiand book keeping, merchandising, and
grade point average.

Ramirez-Hurtado et al. describe the service seaitking desirable attributes and profiles of
a franchisee candidate. In their work of the Sganetional service industry, they have found
out that the most important attributes are loyaityhe franchisor, managerial capacity, and
willingness to work hard. The least important atites are financial capacity, and previous
experience. The method of this simulation is basedour hypothetical franchisee profiles,

in order to proceed with a conjoint analysis, ontoch the empirical work is building up.

In another study of the Spanish market within thme period Ramirez-Hurtado, Rondan-
Cataluiia, et al. came to very similar results. Afsthat case the conjointanalysis was used
(Ramirez-Hurtadeet al. 2011, pp. 59). However, that study included othsirtess sectors
apart from the service sector, and therefore reguit a larger sample size. Ina previous work,
Hurtado et al. consider three business sectorsitp@md cosmetics, fashionand accessories
assessors, and hotel and restaurant businessakobioomes show lessimportant attributes,
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such as professional work experience, entrepresiecharacter, andextroversion. However,

overall loyalty and honesty towards the franchisoa characteristicthat has turned out to be
the basis for any future cooperation. Especiallyhm hotel industry high level of leadership

skills and the ability to work hard are absolutegcessary, compared to the fashion industry,
where leadership skills are not relevant (Hurtatlal. 2006, pp. 24, 30-31).

The overall preferred profile is an individual wiglood leadership skills, withentrepreneurial
character, extroverted, who fully dedicates alletimvailable to the franchisedunit, who is
loyal to all instructions from the franchisor, whaishes to succeed, who hasbusiness
experience of some kind, who has perseverancewandis financially capable toinvest in
more than only to meet the initial requirements (fWiaSchaefer, 2014).

2.7.3 Franchise Selection Process

Common goals and sustainable coordination betwefeanahisee and a franchisor spur the
strength of the networks as a whole (Schendera)2@8nchising is an expansion form
permitting easy access to capital, rapid marketepation, development of a network
distribution system, cooperation with striving emireneurs, and quick growth rates
(Hoffman, Preble 1991, pp. 76; D. Ahlert& M. Ahle®010, pp. 158; Alon 2006, pp. 69).
The franchising world has developed over time to aenore and more sophisticated
environment. Within this environment, certain keyestions arise. One of these questions is
how to choose an adequate franchisee. Thisqueperiseived as the franchisor's most
pervasive operating problem. Proper selection oéingsees can have outstanding results,
while poor choices can lead to continuing problemshie franchise system (Jambulingam,
Nevin, 1999, pp. 363 cited in Clarkin, Swavely, 80@p.134; Justis, Judd 1989 cited in
Saraogi 2009, pp. 32).

The individual units within vertical cooperationssggms depend on each other. For thisreason,
it is necessary to select partners carefully. Theye to meet necessary requirementsand bear
sufficient potential. As Friedrich Schiller in hiamous poem states: “Whoeverwould form
eternal bonds. Should weigh if heart to heart redpo Folly is short — repentancelong.”
(German  original  version:  “Drum  priufe, wersichewigbet, obsich das
HerzzumHerzenfindet! Der Wahnistkurz, die Reu @stg.”) (Schiller 1799, German writer
1759-1805, “Das Lied von der Glocke” (English: T8eng of the Bell); 8 paragraph).

Thisstatement is not only true in various spherkdife, but also in franchising. Wrong
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decisionsmay influence the business environmenaflamg time and bear great risk, to the

extent ofthe loss of existence.

Considering partner selection, two points of vieas be recognized. For the purpose of this
research, the author only considers the point @vvof the franchisor.Doherty clarifies that
financial background, business know-how, local kisolge,shared understanding of business
are key aspects for suitable prospects (Dohert@92pp.532-533). This shows that the
decision for a potential candidate has strong enfae onseveral future steps of the business,
as it reflects the market possibilities the caniigarforms in. Altinay uses Geringer’s task
and partner-related criteria to group certainintblegassets and to infer an adequate choice
for future franchisees in the hotel industry(Geendl991) first came up with the task and
partner-related grouping of characteristics).Afimames important partner-related aspects,
such as reliability, commitment, culture, andexgece, and defines significant task-related

aspects, such as operational skills andresources.

Depending on the stage in the selection procesk,dapartner-related criteria are of greater
or less importance. In the divisional / companyelétie emphasis is on the taskrelatedcriteria,
which can be seen in the importance given to maragexperience. Besides, financial
resources are highly important, as they, togeth#dr managerial experience, areseen as vital
point in successful operation of a franchise uWiithin marketing, customer perception
reaches high importance (Altinay 2006, pp. 124—-1Z6is results in the need for afranchisee
to understand intangible asset issues. Neverthekdationships are of great significance and
should be based on mutual evaluation long beforegmement is struck.Partner-related
characteristics are the centre of Clarkin and Slya/€006, pp. 138—-140) study of a variety
of industries, in which personal characteristioscampared and related. The characteristics
examined are consistent with Jambulingam and Nev(tt999) categories of financial,
individual background, and personal characterisii¢®ugh,in Clarkin and Swavely’s study
personal interviews were rated most importantpfedd bythe applicant’s financial net worth,
and general business experience. Industry experies rated least important. Stanworth,
Clarkin and Swavely announce that many franchistlisake their intuition and gut feeling
into account. This finding stresses the importaofztitude and personality of candidates
(Stanworth, Kaufann 1995 cited in Clarkin, Swavé@a, pp. 140). It goes hand in hand with
Jambulingam and Nevin’s finding, which alsoemphasithe influence of personal attributes
when selecting a franchisee. In a previousconiobytClarkin and Swavely(2003) had
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similar outcomes, as personal interviews wererdtigghest. The component of financial

background is interesting, as the majority ratexsihe third and the fourth.

Formal education and specific industry experienmeesaen to be less important and therefore
support Jambulingam and Nevin’s importance rank®igould formaleducation influence a
potential franchisee’s ability to learn, the tramiprovided by thefranchisor may or may not
produce the desired effect. As seen in the resaitshisors try toovercome this challenge,

by rating formal education higher, and by providingre trainingdays to their franchisees.

Franchisors who rate a franchisee’s backgroundhigidy important too. It is the same group
that emphasizes business experience in theirsabeatiteria (Clarkin, Swavely 2003, pp. 17—
18). Considering the findings of Olm et al., 200®l a&omparing them to the results of this
study, the required financial background is différ& heir sample shows a suitable financial
gualification as the second most important criteoiat of four. The other qualifications are
personality, skills, and background. The acadencitpaund appears not to be rated vital to
the franchisors. Rather general businessexperiencated vital. To measure the financial
gualification indicators, such as creditrankingrso@al cash, personal assets, business
reference, and family assets were taken intocoretide.

In addition, this sample suggests franchisees terbearily male entrepreneurscombined
with a hard-working and self-motivated attitudepgrform successfully. Whenranking other
general franchisee characteristics, the top three m@putation, followed byfamily
commitment, followed by health. Afterwards, selffgdoyment, citizenship,disabilities,
residency, celebrity status, and marital statusram&ed in the order respectively.This study
makes clear that franchisors in this sample byngotamily commitment and family assets
evaluate not only the applicant, but also the familrrounding (Olnet al1988, pp. 10-16).
Over time, this seems not to have changed, as étah 1976, pp. 40) in 1976 the study
already being investigated by family backgrounéeti’n more about the personal situation of
theapplicant (Eders$ al 1976, pp. 40). This is of particular interestaountries where
franchisecompanies are characterized and seemég-fan businesses (Altinay, Miles 2006,
pp. 430).0lm et al. 1988 outlay the indicators fmrsonality and attitudes in detalil:
industrious behaviour,motivation, perseveranceitudi towards others, precision work
capability, energy, sincerity,decision-making iaitve, sense of business autonomy,

leadership, and risk aversion,respectively.
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Knowledge and capabilities are measured and raakedrding to the followingcriteria:
general management, previous work experience, neamagt of personnel, expertisein the
field, public relations, accounting and book kegpimerchandising, and grade pointaverage.
Ramirez-Hurtado et al. (2011) describe the senseetor ranking desirable attributes
andprofiles of a franchisee candidate. In theirkwairthe Spanish national service industry,
they have found out that the most important attébuare loyalty to the franchisor,
managerial capacity, and willingness to work hdilte least important attributes are financial
capacity, and previous experience. The method o #imulation is based on four
hypotheticalfranchisee profiles, in order to prateeth a conjoint analysis, onto which the
empiricalwork is building up. In another study betSpanish market within the same period
Ramirez-Hurtado, Rondan-Catalufia, et al. came y similar results. Also in that case the
conjointanalysis was used (Ramirez-Hurtagtoal. 2011, pp. 59). However, that study
included otherbusiness sectors apart from the a@seactor, and therefore resulted in a larger
sample size. Ina previous work, Hurtado et al. mmrsthree business sectors: beauty and
cosmetics, fashionand accessories assessors, dad amol restaurant businesses. Final
outcomes show lessimportant attributes, such asfegsional work experience,

entrepreneurial character, andextroversion.

However, overall loyalty and honesty towards tlanéhisor is a characteristic that has turned
out to be the basis for any future cooperation.egmsly in the hotel industry ahigh level of
leadership skills and the ability to work hard aaesolutely necessary, comparedto the
fashion industry, where leadership skills are et#vant (Hurtadet al 2006, pp. 24, 30-31).
The overall preferred profile is an individual wigood leadership skills, withentrepreneurial
character, extroverted, who fully dedicates alletimvailable to the franchisedunit, who is
loyal to all instructions from the franchisor, whaishes to succeed, who hasbusiness
experience of some kind, who has perseverancewandis financially capable toinvest in

more than only to meet the initial requirements.

Empirical studies on franchisee selection critettizal with several factorslike age and
business or industry experience, personality, parfcialstrength (Altinay, 2006; Clarkin
&Swavely, 2006; Jambulingamé& Nevin, 1999; Wang &Adty, 2008). Using various criteria
(Choo, Mazzarol,&Soutar, 200Moherty, 2009 to evaluate potential franchisees is a
franchisor’sinput control strategy. Franchisors ugeese criteria to select potential

wellperforming franchisees. Commercial franchisty@cally use criteria like financial net
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worth, general business experience, formal edutatazalmarket knowledge, ties to local
community, and psychological profile. Weshall dssuthese criteria and indicate their

relevance in social franchiseeselection.

Financial Net Worth

In commercial franchising, financial net worth (Cmsn&Ketchen, 2003) is a very significant
factor. It decides franchisee investment capabditylcontinuance profitably. Commercial
viability is crucial for the franchisor andthe fridmsee. Financial net worth is an indicator of
the ability to manage abusiness. In addition, fleots the risktaking ability and an
understanding of cost management. Monitoring ofrfcial net worth (Doherty, 2009)
offranchisees is crucial for sustaining the frasehusiness. Thus, financialnet worth is a key
component of self-sustainable business operatitiallnnvestment may not be a major
criterion for social franchisee. Afranchisor or doremphasizes self-sustainability. In such
cases, a socialfranchisee must demonstrate capdbiliattracting donor funding tosustain
services provision. In addition, she might be regpiito convinceconsumers to accept a
minimum service fee. This would be ableto recoveleast service operating costs. A fee
could ensure a revenuesource other than donor depee for securing a franchisee’s

financialnet worth (Leavy, 2003).

Business Experience

A commercial franchisor expects a franchisee toehav least some businessexperience
(Williams, 1999; Kalnins& Mayer, 2004). Without bnessexperience, the franchisor will
find it tough to train this franchisee in busingss@tions. Business experience ensures that
the franchisee starts herbusiness as soon as ghe &ifranchising contract. Moreover,
exposure to business or being a business ownes hplpreciate the uncertainty inherent in
business. It also helps in reducing a greater dbgere on the franchisor for sustaining the
business. Many researchers (Yang et al., 2008;X3&deill, & Wang, 2008;Wang &Altinay,
2008) have found the most important factors in #etection process to be general
management knowledgeand previous work experiensedral franchising, for example, a
health care franchisee needs experience servirlgahepopulation’s health care needs. Such
a requirement ensures experience in serving alsoaiese but not in a business setting.

(Sivakumar and Schoormans, 2011).
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Formal Education

A commercial franchisor also looks out for a fraisele with (some) formaleducation. Formal
education (Jambulingamé& Nevin, 1999) helps the dhéseeto face uncertainmarket
environments and be a continuous learner.Absenckigbfer-level formal education can

result in susceptibility to failureamong franchise@ertiary education of the franchisee is
important sothat she understands the implicatiohsa dranchise contract. The rights,

responsibilities, and clarity of roles are aidedhwaducation. These help inavoiding potential
conflicts in franchising.Similarly, in social franising, a qualified social worker with formal

education will provide bettegxpertise in counselling and treatment. She catydpgarning

to the specific sociatause that she serves. Thus, formaleducatiorregjErement for both

social and commercial franchising entities.

Local Market Knowledge

Franchisees are agents of franchisors serving Igealgraphical areas. Local market
knowledge (Jambulingam & Nevin, 1999; Killion, 2008n bean important reason for a
commercial franchisor to select a franchisee.Friaeels local market knowledge helps the
franchisor in popularizingthe franchise through wsijion of economical local inputs, best
local processes,and superior local marketing gtya{€hoo et al., 2007). Franchiseescan
exercise entrepreneurial initiative and adopt tbein standards ofquality and conduct. Local
market knowledge helps in site selection, localdikiag, and local consumer behaviour.For
a social franchisee, understanding of local soca@itext is animportant requirement. In
health care franchising, knowledge on diseasesthatpresent in the local community
ensures better communication (Wilson et al., 2009also helps in communication with

franchisors ordonors about franchisee contributtonthe community. Franchising as

aretailing form depends greatly on community ineohent in the enterprise.Thus, better
franchisee social standing in local community armh¢hisee involvement in supporting
community activities are significant in commeraiatichising. They become even more

important therefore in socialfranchising.

Personal Profile

In commercial franchising, franchisors accord ahhdpgree of importanceto franchisee
personal characteristics (Clarkin & Swavely, 2006;Huang & Phau, 2007). Franchisee
cooperation with the franchisor depend greatlyor franchisee’s attitude. While the
franchisor can transfer business orFranchisee Bmieprocess skills to the franchisee, the
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franchisee’s attitude (Harmon & Griffiths, 2008) @& inherent trait that significantly
determines franchising success.Therefore, franchigpically interview potential candidates
and administertests to gauge commitment level, -taklhg ability, and
innovativeness.Conflict in channel management adidith a fit between the franchisorand
franchisee personal profiles (Zhang, 2007; Kidweelal., 2007). Effective franchisees should
be dedicated entrepreneurs, good team-playersataetb work within the system (Vazquez,
2008).

In social franchising, personal integrity, persuasess, entrepreneurship,confidence,
enthusiasm, and commitment to social causes are ikgnedients for success. These
franchisee traits are important even if shedoespossess strong financial background or
experience in social sector. Thus personality eelatactors are significant in both

commercial and social franchising.

2.8 Gaps In The Literature

There are more than 2700 childcare centres anceigadiens set up throughout Malaysia.
Those registered with Jabatan Kebajikan Masyarghétl) and Jabatan Pendidikan Negara
(JPN) are less than 15%. Among the 15% of regidtehildcare and kindergarten, those that
were accredited with a franchise license were @nlyandful. Among the popular one are
Smart Reader, Krista, Q Dees and D’MONTE. Thereeweery few researches done on

Kindergarten or childcare franchise in MalaysiaisTthapter concludes by identifying the

research gap and formulating the research quessitine starting point for further analysis.
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2.9 Conceptual Framework
The overall conceptual framework of this studysgalow.

Start — up Process Sustained Competitive Advantage

S
| | |

Follow Accordingly Developmer Reviewing Process
i l & Approach
& * O-stepsin l
§ setting-up a : igB;;yV'li:gory « TOC
= Franchise System * Agency Theory
« Agency Theory T T
T Established Time Taken to
Feedback & Resolve
Level of Participatio Discussion Proce Constraint

l

Level of Satisfactio

l

Overall Effectiveness of the Franchising
System

Figure 2.7: Conceptual Framework

Based on Figure 2.7 above, the critical succesoriador D’MONTE Childcare
Centreis identified based on the influences (frésedy franchisee-franchisor
interaction and franchisor management) in the mssirenvironment followed by the

measurement of the overall level of performandestdrts with the 9 steps of setting
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up a Franchise system which observed the propeofusach of the 9 steps to develop
a favorable relationship between Franchisee andchrsor. The RBV-VRIO theory
was chosen as the grounded theory for this reseaschhildcare centre such as
D’MONTE Childcare Centre operate in highly compe&tand complex business
environment and therefore need to sustain theirpetitive advantages based on
differences in resource and capabilities (Barne§95). It has to continuously
develop and enhance that the products are valuahte, inimitable and well
organized in order to sustain a competitive adygntan a highly ccompetitive
business environment (Barney, 1995). Processesohbs continuosly reviewed to
identify any constraints that may affect the growththe business, and to ensure the
actions are taken to overcome the constraints ghatrastinate the growth of the
business. It becomes an important factor affectihg quality relationship of
Franchisee and Franchisor if constraints are untbtesolve (Gaylen L & Troy A,
2013).

The 9 Steps In Setting Up Of A Franchise

The 9 steps begins with drawing up of a businemss pf busines proposal. The plan is
essential as it sets the roadmap for the busimesisei future. Advice and guidance
from a professional or consultant is needed to nake the plan is carried out
accordingly in the rightful manner. Developed amtumented every processes of
operation. And conduct an intellectual property iau@®nce every processes is
documented, it can be compiled into a manual ordstad operating procedure. Nest
is to plan an advertising and promotional stratigythe new farnchise business and
develop a franchise training program. Develop antéa carry out the processes for
the franchise system and tarin the sales teamrgemscand recruit the prospective
franchisees. Once Franchise contarct is grantesl,tedhm has to assist the new

Franchisee from site selection to the opening efailitlet.
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9-STEPS IN SETTING UP OF A FRANCHISE

Table 2.8; 9-steps of seeting up of franchistem

2.10 Assumptions of Research Outcomes

This research will review D’MONTE Childcare & Dewglment Centre from the perspective
of three key stakeholders, the management tearheothildcare centre (Franchisor), The
owner operator of the childcare centre (Franchisee) customers (parents). This research
will discuss one SM theory, the Resource-Based mddee assumptions as below were
derived from the conceptual framework to ascerth#n VRIO and determine the CSF for

growth and sustainability.

Al: Franchisor practiced in sequence according to tbie®s process during the setup of its

Franchise system.

A2: Franchisee(s) had fully participated in those @ty that were stated in the 9-steps
process of franchising set-up.
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A3: The Franchisees leadership skills, competenaied commitment will impact the

business performance of the franchise.

A4: The leadership skills, competencies identitigsboth Franchisor and Franchisees are

aligned.

A5: Franchisor has products and services that aleable, rare, inimitable and well
organized in the market, thus helps improve busipesformance.

A6: Franchisees are able to give feedback and sistheir ideas or suggestions with the
Franchisor through an established process.

A7: Franchisor agrees that it is more effective tloe outlets (or branches) to be run or

managed by the franchisees than hiring a manager.
A8: Franchisees’ major constraints were resolvethbyFranchisor promptly

A9: Franchisees has high level of satisfaction towathe business approach of the

Franchisor.

A10: Franchisor is constantly reviewing their pregeand approaches to identify any
potential constraint arise within their Franchidagsiness network, and find solution to

resolve the constraints.

2.11 Conclusion

This chapter comprises a review of selected liteeatrelating to franchising and the
franchisor-franchisee relationship. The chapteriergs franchising literature from the
viewpoint of organizational structure, which inchgdliterature that is primarily a mixture of
descriptive and empirical studies. Also revieweslrasearch perspectives from capital theory,
resource constraints, agency theory, and literattmecerning the franchisor-franchisee
relationship, including relational exchange theokost usually, research attempting to
explain the creation of franchise systems has fatugoon the franchisor's motivation to
open a franchise. These studies do not attempixptaie why some people want to be
franchisees. The motivation of individuals who jdranchise systems and the antecedents
that predict which individuals are likely to be enésted in becoming franchisees have
received little attention (Bradach and Kaufmann88)9 The majority of theoretical and
empirical support has been found in the organinati@fficiency perspective, which views
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the optimal franchise contract as one which exdreats, and minimizes free-riding by either

party.
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Chapter 3 Methodology

3.0 Overview

This chapter introduces an overview of methodolaggd in this study. The discussion in this

Chapter is structured around the research desigih,0fi analysis, focus of research, case
profile, research objects and data collection fedd by statistical treatment of the empirical
data. The research design will be linked to theceptual framework discussed in Chapter 2.
Besides that, the technique and analysis methogoisgreviewed to ensure questions,

analysis tools and theories are suitable for thidys

3.1 Research Design

Organization studies generally employ quantitatesearch methods as these are considered
as objective in comparison to qualitative reseancbthods, which are subjective and
therefore, less reliable (Boodhoo&Purmessur, 208@)wever, according to Avis (1994),
there is no one research method that is superi@ntdher, the quality of research design
depends on the ability of the researcher to unaiedsthe strength and weakness of the
obtained data (Harwell, 2011). Aryee et al. (2048p mentioned that researchers today are
more concerned on the goal of improving all typEgducational inquiry as its complexity
requires a whole range of research methods. Therefiois research will adopt qualitative
research method on a single case study, as itheilb the researcher to have a better
understanding of the relationship between Franctasd Franchisees of a childcare centre,
and therefore, improve the performance of the lmssinfor Franchisee and eventually

improving the business performance of the Franct{Boodhoo&Purmessur, 2009).

This research will be based on the single case/shethod as suggested by Harder (2010) to
obtain data, which would be categorized and andlyir® nature is qualitative, with statistical
treatment to support the data. The research wiligoon data collection from interviews of
D’MONTE Childcare Franchisees to collect primaryadt support the study.The single case
study approach was chosen as it met several eritgriYin (2014); the study focuses to
answer ‘how’ and ‘why’ questions on critical sucgdactors; the behaviour of individuals
interviewed in the study cannot be manipulated;rds®archer wants to consider contextual
evidence as hel/she believes it is relevant to thdiesl phenomenon and, additionally,

boundaries are blurred among phenomenon and context
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According to Baxter and Jack (2008), the case sapjpyroach is to explore a phenomenon
within its context using various data sources. ffpe of case studies are often selected based
on the goal of research, and among the most comtypas include, exploratory,
opportunist,descriptive, experimental case, exptagaand illustrative case studies (Ryans,
Scapens& Theobald, 2002).This research is explgragmd explanatory in nature as
suggested by Yin (2013), as it seeks to explore ghenomenon of CSFs within an
organization using various sources of data, arghtwer questions that explain causal links
in real-life interventions that are too complex the survey or experimental strategies. This
research seeks to answer questions that explorexotain critical success factors (CSF) for
a specific childcare centre franchise, which wal lised in the balanced scorecard to assess
the level of performance in the centre, and asGB&s are unique in different companies,
they are too complex for survey or experimentaligies (Grunert & Ellegaard, 1992).In-
depth face-to-face interviews (Silverman, 2010)l wé conducted with the franchisor and
franchisees of the D’MONTE Childcare and Developtr@éantre, and frequent visits will be
made to the franchisees’ centres to observe tie ala@rations.

3.2 Unit Of Analysis

The unit of analysis for this research is the omz@tion, as the focus is on a Franchisor
(D’MONTE Childcare Centre), with interviews of tl@hildcare Franchisees and Franchisor
top management team in Penang Island and Mainlamiem/orth. Consequently, the
operational definition is used to identify the wiaywhich values are assigned to variables in
the study (McNabb, 2013).The time scale for thigdgtwill be cross sectional as the
interview of the target population and data coltecwill be conducted at a single moment in
time, that is at the moment the interview is reedrdnd the moment the questionnaires are
collected (Levin, 2006). The setting of this studgytreated as non-contrived (Mudaki et al,
2012) as it involves studying the opinions of rextents in an interview within the work
environment (childcare centres).According to Plghti(2011), the ecological validity of the
case study will be higher if research is conduateal non-contrived environment; the method
used in this study. However, as this study onlyuées on one business entity, the research

outcome may not be applicable to the overall Ma&yshildcare industry.
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3.3 Qualitative Case Study

One of the most important decisions in case st@dygth involves choosing between either a
single case, or a set of multiple case (Robsonl1R0mhere are four case study designs
according to Yin (2013); holistic (single-unit ohalysis) single-case design, embedded
(multiple-units of analysis) single-case desigrigtic (single-unit of analysis) multiple-case

study designs and embedded (multiple-units of amglymultiple case designs.A holistic

single case study was selected for this researdheagim was to understand the mutual
relationship of franchisor and franchisee (chilécaentre) in depth, instead of discovering

findings true of the general target population (ka&Leod, 2004).

3.4 Company Profile

D’MONTE Childcare Centre was established in 199&dater for children 18 months to 6
years old. The founder set out to start a careezantly childhood education with a very
simple minded as to create a conducive environrf@nyoung children to play and learn.
After having some experience with hands on teaghihg founder discovered that early
childhood education was not as easy as she thotigate was much more than just teaching
children how to read and count. Instilling valuechildren, developing social, emotional and
physical skills become some of the important eleserequired besides intellectual
development. As a result much of the effort andueses were invested in developing its
educational syllabus into a holistic educationalgoam in the early years of D’MONTE's set
up. After 10 years in business, there were alrd&d’MONTE centres in Penang Island and
mainland Butterworth. The ability of the owneridentify the potential of her own staff and
parents of children (customer) who display intetestards opening their own centers enable
D’MONTE to further extend its wing across the statel region. In 2006 D’MONTE was
awarded the 1SO 9001: 2000 certification standardhe United Kingdom Accreditation
Service (UKAS) for complying with the internationatandards. The hard work and
investment in the business did not go unnoticedMIDY&ONTE received a series of awards
and recognition from government and NGO bodiesh sag ‘Enterprise 50 awards’, ‘SME
award’, ‘'SMI award’, ‘SOBA award’ and ‘Dr. Sun Y&in achievement award’. The
company took leverage on the ISO 9001 certificatmpursue business expansion through
franchising in 2010. Not only did they successfullytain the Franchise License from the

Ministry of Domestic Trade and Consumerism of Malay D’MONTE also reached out to
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obtain National Mark of Malaysian Brand certificati from the Ministry in 2015 — a
certification scheme jointly organized by SME Capd SIRIM QAS International that
distinguished selected brands that are associatadjuality, excellence and distinction. The
company continues to expend and currently has gttex including 10 franchise outlets, all
in the northern region of Malaysia. Dedicated teithbrand promise ‘Your Partner In
Parenting’, D’MONTE will continue to spread its wis throughout Malaysia as mentioned

in its Vision statement ‘A D’MONTE centre in evemajor city in Malaysia’.

3.5 Research Object Or Participants

This D’'MONTE Childcare Centre was selected as thga of study due to the ease of
access to it, making this an opportunistic casdysas averred by Otley & Berry (1994). The
researcher also aims to seek details as to whagsralchildcare franchisee successful as a
business organization, and decided to choose D’MBildcare, as despite management
and external environment challenges (low entryibesrand high competitive rivalry), it
continues to operate post-1996. Among researclcishier this case study include the owner
(Franchisor), operator (Franchisee), employee (idament personal from both Franchisor
and Franchisee) and parents. The children arenchtded in this research study as they are

too young, and parents always make the choiceifalekgartens for students in Malaysia.

3.6 Data Collection Methods

In the case study protocol, data can be collectedugh six sources of evidence;
“‘documentation, archival records, interviews, direlosservation, participant observation, and
physical artifacts” (Yin, 2013). According to Tall{1997), one of the most important sources
of case study information is the interview methathjich could take either the open-ended,
focused, or structured forms. In this study, daid ke collected through standardized
structured open-ended question interviews, in wthehquestions are identical but worded to
ensure open-ended responses from participants, (Gall & Borg, 2007). This will
encourage participants to contribute detailed mftion as desired, as well as allow the
researcher to ask follow-up probing questions (€urr2010). It is important for the
researcher to be flexible with questions asked tdudne complexity of human interactions
and unpredictable responses to the questions (Gliahl & McDonald, 2011). In fact,

respondents may even answer the question askethteraguestion, and thus, the questions
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must be constructed in a manner that will ensumtiggzants remain focused with their
responses to the questions asked (Creswell, 2007his study, four-in-depth interviews
were undertaken with the centre operators (fraeelsls and owner of D’MONTE Childcare
and Development Sdn Bhd top management team, osuradde organizational performance
aspects. Questionnaire on relevant organizatiorcaspvere distributed to 21 principals or
centre operators who own or operate a D’MONTE Qaitd centre, based on the adaptation

of the proposed interview questions.

3.7 Proposed Interview Questions

The interviewer decided to adapt questions fromndu@007) and Mazjub (2013) studies.
Huang (2007) developed a balanced scorecard bastg d-ranchisor and Franchisee, while

Majzub (2013) identified several issues critical jloeschool education in Malaysia.

3.7.1 Proposed Interview Questions For Franchisor

1. How long have you been in franchising?
2. How many franchise outlets are you running aintioenent?

3. Where are the outlets located?

4. Can you demonstrate your capacity to provide gwessary follow-up services?
5. How many franchise business failures have beenrexmed by your franchisees?

6. On what basis do you choose your franchisees —dwb@ctive are you?

7. What does your head office organisation consiat of

On Costs

7. How much does your franchise opportunity cost, tvdwees this price include and what
capital costs will be incurred in addition to tpisce? And what for?

8. How much working capital do | need?

9. What will be the gross profit margin and what sostll | incur in arriving at a net
profit? (Do these figures take my salary and depten into account?)

10. Did you run your own pilot schemes before franicig®

11. What financing arrangements can you make and tehais for repayment will there be?
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On Methods

12.1s the franchise business seasonal?

13. Do you take any commission on supplies of goodsaterials to a franchisee? Do | have
to purchase all or just scheduled items from yoo@dxhis apply to equipment?

14.Will | be obliged to maintain a minimum fee or nmmum purchase of goods? What
happens if | fail to meet this commitment?

15. What advertising and promotional expenditure do grpect from your franchisee?
16.What initial services do you offer?

17.How often do you conduct teachers / principalning? And who pays for it ?

18. What continuing services do you provide afterftaachise business has commenced?
19.Do you sign a franchise contract with the franeb

20. Does this contract permit me to sell my busin&¥&at restrictions are there affecting my
rights to sell the business?

21.For how long is the franchise granted?

22.What happens at the end of that period?

On Your Involvement

23.Can a franchisee choose to terminate a contrab W the consequences of termination?
24.1s there any audit conducted after outlet’s open& \Who is the auditor?

25. Do you supply any marketing material to help fifasees in their promotion of the
business?

26. What type of assistant do you provide in bogsthe sales?

27.What will be the opening hours of the franchiseibess?

28.What if the franchisees do not follow the opemtiours?

29. Do the franchisees advice to budget for centregert@anding?

30. Do franchisees upgrade their centre image acaptdischedules?

On Communications & Operations

31. What systems do you have for keeping franchiseé&such with you and each other?
32.What are the local advertising and promotion do gelp the franchisees?

33. Are the franchisees briefed or clear of the dabdon’'ts?

34.Do you provide instruction and operation manuals?

35. What would happen if you misjudged the site ardidtnot produce the anticipated

figures but resulted in a loss?
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36. Do you have a proper channel where franchiseegsgaroach when facing operational
problems?

37. For franchisees request that you are unaldelteer, what is your action?

38. Is your company a member of the MFA? If not maykmow the reason?

3.7.2 Proposed Interview Questions For Franchisee

1. Was the training the franchisor offered helpfugetting the business off the ground?

. Did franchisor assist or advice in site selactiteast negotiation / construction and design?
. Did the franchisor provide any financial assistor advice in getting financial support?

. Did the franchisor help in obtaining the neceggarmits or license to operate the business?
. Is the franchisor responsive to your needs ovidng advice for problem solving?

. Tell me about a typical day for you.

. Have there been problems you didn't anticipate?

0o N o 0o~ WD

. Has your experience proved that the investmeahicast information in the FDD was
realistic?

9. Have you incurred any hidden expenses?

10. Are the advertising fees reflected in the mingesupport (for example, local advertising
or in-store signage) that you receive?

11. What are your sales patterns like? Are thega@®a? If so, what do you do to make ends
meet in the off-season?

12. Have your sales and profits met your expectafidrell me about the numbers in the
business.

13. What do you feel about your relationship wita franchisor in

« Supportive
« Caring

« Consistent
« Responsive
« Effective

« Organized

«  Trustworthy

14. Are there expansion opportunities for additidremchise ownership in this system?

15. Knowing what you know now, would you make timgestment again?
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3.8 Data Analysis Method

Several types of validity are important to the @lecontribution of validity to a study, the

main ones being internal and external validity mawtitative research (Kumar, 2014).
However, in qualitative research, trustworthinessoften questioned as the concept of
validity and reliability cannot be addressed inimiler manner as quantitative research
(Shenton, 2004).Therefore, the researcher showlitad maintain the quality of the case
study during all stages to ensure rigor and relesaf the findings are established from the
beginning of the research (Runeson et al., 2012).

The aim of qualitative data analysis is to enshesdeconstruction of data into a collection of
categories, which is then related to in terms ohcept and theories besides making
assumptions about the phenomenon being studieedg,J@907).In this research, two data

analysis method is being used :

Strategic Objectives are the continuous improveraetivities that we must do to implement
strategy (Creswell, 2013). It breaks down the nadrstract concepts like mission and vision
into actionable steps. Creswell (2013) also meetioinat actions that the organization takes
should be helping the company to achieve the gfi@tibjectives. Examples might include:
Increase Revenue, Improve the Customer or Stakeh&gperience, or Improve the Cost-

Effectiveness of Our Programs.

3.9 Ethical Limitation

There is a need for researchers to collect datmiethical manner in order to maintain the
quality and integrity of a research (Banyard & Fgan, 2005). Data in this study were
collected in an ethical manner, with participantduntarily sharing their opinions without
confusion. The researcher assured participants #tlatpersonal information is kept
confidential and data from their interview wouldtrime exploited in the future (DiCicco-
Bloom & Crabtree, 2006). Consequently, this wouldbva participants to trust the
interviewer and give honest answers to the questasked. Participants of these interviews
were also provided with a briefing sheet of thespective language to help them understand

the research topic better and the reason for ¢isisarch (Creswell, 2013).

Moreover, secondary data based on literature reviene obtained from sources that are
authentic and adequately referenced to preventigslagn of any material (Marshall &

Rossman, 1999). The interview was prepared basedhenresearch assumptions and
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conducted in simple language to ensure participanterstood the questions asked (Mason,
2010). As the interview questions and conceptuaihéwork were adopted and developed
from past researches on critical success factodsbatanced scorecard (Belassi & Tukel,
1996; Kaplan & Norton, 1996; Hanafizadeh et al02®ohrabi & Manteghi, 2011; Trkman,
2010), follow alphabetical orderthey helped to ioya internal validity and enhanced the
external validity of the research (data was collddrom the kindergarten, the natural work

environment for the participants).

3.10 Conclusion

This chapter has developed the research framewaded on the overall research
methodology and literature reviewed in Chapter Be highly complex and competitive
business environment require private childcare siscthe organization used in this research
(D’MONTE Childcare) to be able to differentiateterms of resource and capabilities, hence,
the use of the Resource-Based View and Agency Vreogrounded theory is to explain this
phenomenon under study, and to relate to the Th@frZonstraints for preschools and
childcare centre. This chapter has also explainetétail the research design, unit of analysis,
research focus, case profile, research objects daltection, statistical treatment of the
empirical data and ethical limitation for this raseh. In-depth interviews with open-ended
guestions will be used to explain critical success$ors for preschool and childcare centres,
which will then be used in the data analysis adogrdio the four perspectives to assess the
level of performance in the childcare centre. Caagt will assess the results of this case

study research.
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Chapter 4 Findings And Results
4.0 Overview

This chapter covers all findings that were captutetbughout the research. Detailed
explanation will be given to describe the profifettte interviewees and how the interview is
being conducted. The output from the interview va# used to testify the assumptions,
identify key findings and also for comparative as@ (Mertens (2010). Conclusions from
the findings will be provided at the end of the pfea. The chapter begins from the profile of
the organization and interviewees, followed by ipmelary results, Assumptions, finding and
discussions, and detailed analysis of the Franclisd Franchisees perspectives as well as
their perception in terms of mutual relationshi@lify and improvement for the betterment

of the business as a whole.
4.1 Company’s Profile

D’MONTE Childcare Centre was established in 199&ater for children 18 months to 6
years old. The founder set out to start a careezaimy childhood education with a very
simple minded as to create a conducive environrf@nyoung children to play and learn.
After having some experience with hands on teacghihg founder discovered that early
childhood education was not as easy as she thoUdiere were much more than just
teaching children how to read and count. Instillvgue in children, developing social,
emotional and physical skills become some of theoant elements required besides
intellectual development. As a result much of tliflere and resources were invested in
developing its educational syllabus into a holigitiucational program in the early years of
D’MONTE'’s set up. After 10 years in business, therye already 10 D’MONTE centres in
Penang Island and mainland Butterworth. The gtolithe owner to identify the potential of
her own staff and parents of children (customerd wtsplay interest towards opening their
own centres enable D’'MONTE to further extend itegvacross the state and region. In 2006
D’MONTE was awarded the 1SO 9001: 2000 certificatgiandard by the United Kingdom
Accreditation Service (UKAS) for complying with tlaternational standards. The hard work
and investment in the business did not go unnotwledn D'MONTE received a series of
awards and recognition from government and NGO dmdiuch as ‘Enterprise 50 awards’,
‘SME award’, ‘SMI award’, ‘SOBA award’ and ‘Dr. Suviet Sin achievement award’. The
company took leverage on the ISO 9001 certificatmipursue business expansion through

franchising in 2010. Not only did they successfullytain the Franchise License from the
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Ministry of Domestic Trade and Consumerism of Malay D’MONTE also reached out to

obtain National Mark of Malaysian Brand certificati from the Ministry in 2015 — a

certification scheme jointly organized by SME Capd SIRIM QAS International that

distinguished selected brands that are associatadjuality, excellence and distinction. The
company continue to expend and currently has 2fregnncluding 10 franchise outlets, all
in the northern region of Malaysia. Dedicated teirthbrand promise ‘Your Partner in

Parenting’, D’MONTE will continue to spread its wgis throughout Malaysia as mentioned
in its Vision statement ‘A D’MONTE centre in evemyajor city in Malaysia’.

4.2 Interviewees’ Profile

A total of six top management personal from thenElngsor and 21 Franchisees (census)
were interviewed, the roles and responsibilitiegdership skill, competencies level and
commitment of Franchisees were discussed in depthei interview. The information may be
potentially biased as it is based purely on eashardent’s personal experiences and opinion
in operating the business. Throughout the intervé®ssions, the researcher observed that
respondents may have differing opinions towardsdn@e issue experienced in the business.
However, the researcher assumed that they areeallffom influences of past experiences

that are unrelated to the research questions
4.2.1 Franchisor’s Profile

Referring to Table 4.1 below, four of the particitmhave been in the board member roles
for more than 10 years and one participant withhteigears exposure in Board of Director
roles. And one junior staff with 2 years experiengkthough one of the participants did not
hold any board position, she has been working Bsrecipal in one of our Franchise outlet
for more than five years, and as such is the omg best candidate to represent the
Franchisees sector. Based on the profile, the refsetawas able to tap the opinions not only
from both senior and junior staff, but also frone thoint of view from an ex-principal /
franchisee. It is interesting to find out the opms from those who have been in the decision
making position for more than 10 years and those aife considered relatively new to the
role. The participants also came from diverse bamkgd, which help to provide a broader

perspective for the research.
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Franchisor Gender | Position Experience
Linna Lim Poh Bee Female R&D and Curriculum Devehgmt Director | 11

Vivien LohvPohKhoon Female Admin and Finance Dioect 11

Witney EngEan Ling Female Advertising and Promofinrector 11

Joanne Lim Yoke Inn Female Event and Function Darec 11

Chung Bee See Female Chief Curriculum Developmgatiiive 8
ZorysYeam Chai Ee Female Marketing and Event Manage 2

Table 4.1 Franchisor’s representative profiles

All the 6 interviewees representing the manageroktite company being studied are
females with a minimum of two (2) years’ experiermat, with the majority having about 11
years of experience with the company. Thereforesdlrepresentatives are deemed
appropriate to conduct the interview on due tokim@wledge inherent within them on the

company’s franchising operations.
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4.2.2 Franchisees’ Profile

Franchisee Gender Quialification| Duration in franchise
1 Ashen Lye Female Diploma 8
2 Linna Lee Ling Hong Female Degree 8
3 Lina Leong Female Diploma 2
4 Michelle Lye Female Degree 9
5 Celes Khoo Ting Li Female STPM 3
6 Venus Ho Female SPM 4
7 Avril Ong Ching Yi Female Degree 3
8 Elaine Ooi Female Diploma 2
9 Julia Ooi Female MCE 1
10 | Tracy Poh Lay Ying Female Diploma 4
11 | OoiGeok Wah Female MCE
12 | Susan Ng Soo Shan Female Diploma 9
13 | Mary Tan Lay Eng Female MCE 9
14 | Chee Shook Khoon Female Diploma
15 | Michelle Chee Shook Kum| Female Degree 9
16 | Lee Jian Female STPM 4
17 | Ooi Gin Ling Female Diploma 4
18 | Loh Shi Lin Female Diploma 8
19 | Lim Poh Bee Female Diploma 9
20 | Teh Siew Kim Female STPM 6
21 | Cheah Female Diploma 5

Table 4.2 Franchisees Profiles

After the researcher obtained Ethics Approval mtfon from the Franchisor, an official
invitation note was sent out to identified intewees through email to seek their permission
to participate in the interview. In the invitatioote, researcher explained the purpose of the
research, that the participants are free to ppdiei or withdraw at any time and the research
will provide anonymity. The researcher also expddi to them there will be no harm or risk
shall result from taking part in this research,bgrno participating. Data or conversation
during the interview will be kept private and cat#ntial and for the purpose of this research

only.
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Once the participants agreed to participate, tseaieher scheduled the session date, time
and venue based on the participants’ availabilitiesvas a challenge for the researcher to
gather all participants into one interview ses@srall participants are prominent individuals
with tight working schedules. Due to this, the sesber had to make appointment with each
individual interviewee at their convenient time atatation to conduct the interview.
Interview is carried out in one-to-one basis asemgourage active, precise and accurate
interview. With this one-to-one interactive sessitime researcher is also lead to look at
situations from different perspectives. Four of ithterview sessions were conducted through
online Skype meeting due to researcher’s inabibtyarrange face to face meeting with the

participants due to schedule conflicts.

The interview started with participant being briatfen the background of the research and
also some basic guidelines of the interview. Thhmug the process, the interviewer
remained silent so as not to interrupt the flowdafcussion but most importantly not to
introduce biasness or influence to the participaNisvertheless, there were times when
interviewer has to be involved in order to curtan-productive discussions and to ensure
that the desired topics are discussed. Duringritexview, participants also asked questions
for clarifications and also to go deeper on theidofghe face-to-face interview went
smoothly except for occasional phone calls thagrinpted the discussions. Nonetheless, it
did not significantly disturb the overall intervigeocess. However the skype interview faces
more disruption as the intermittent of the wifidi As such researcher has to decide on a

plane tele-communication interview with the pagamts.

The group dynamics within the Focus Groups’ intams needed to be observed, encouraged,
but at the same time curtailed if the thread swayay from the focus of the probing and
deep questions asked. The interviewer or researabteonly asked the questions, but also

observed the group dynamics during the Focus Granesviews.

In this research, the interviewees are made u0¥dladies, disregard it is from Franchisor
or Franchiseeshe workforce in these settings is predominangimdle. In social context,
men are normally perceived as less responsive tmg/ahildren than women. Mothers’
sensitive interaction with children is more focusedproximity and caring comparing to men.
From a traditional perspective, fathers are thoughtrovide security in exciting situations
through sensitive and challenging support, whessasire attachment to mothers provides

comfort and relaxation. Therefore women are pestki®@s possessing a more caring nature
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towards children. Therefore parents would prefairtichildren to be taken care off by a
gender which they perceived as a better care givat least equivalent to the comfort level

that a mother is able to provide.

Fathers achieve the affectionate bond with thalddn by being more physical during play,
following the child’s lead, motivating and challeng children to perform at a higher level
and behaving like age-mates (John, Halliburton an&lumphrey,2013
John, A., A. Halliburton & J.Humphrey, 2013). Aldathers tend to actively engage in and
initiate play with boys (Ross and Tayld989 Ross, and Taylor, 1989), and teach children to
cope with unfamiliar situations and stand up foentiselves by encouraging risk taking in
(Paquette2004). Overall, boys are being activated more by thiithers than girls
(Gaumonand Paquette, 2013). Thus, fathers play iquenrole in the development of
children’s autonomy and their openness to the detsvorld (Paquette, D., 2004), which
contributes to the development of children’s soc@hpetences (Bdgels & PeroD11). In

line with this, it can be concluded that fatheremeto stimulate children to expand their
outside world, whereas mothers provide security ¢hdd’s inner world (Perotti, 2011).
Therefore it will be beneficial if the care ceniseable to engage male caregiver to provide

certain activities to the children.
4.3 Preliminary Review
4.3.1 Franchisor

Referring to Table 4.3 below, as the Franchisenmss in this study has been established
since 2006, in its 12 years of inception. The H@a@rter of this Franchise business consists
of six top management officers providing the supporthe whole franchise chain. Under
their arms there are 21 outlets and 250 staff andnal 2000 students enrolled under the
business brand name. 14 of the outlets are in RBetsdand, four outlets in Butterworth
mainland and three outlets in Kedah state. The eomjs trying to expend its wing to the

central and south of Malaysia in the near future.

All the six top management personals are all fenrakbeir mid forties. When interviewed,
four out of the six interviewees said that theyfdilow the 9-step process in setting up the
franchise business 11 years back when they jusedtarwo of the interviewees were not as

sure as they were not with the company when thiesysas set up. But they do understand
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what the 9-step process is all about and werelaisbed by the top management after they

joined the company.

As through the interview with the Franchisor, certdacts are highlighted by the

interviewees and feedbacks were recorded and suradars below:

Summary Of Franchisor’'s Feedback

m

[

D

will impact the business
performance of the
franchise (RO2)

No Assumption Agree | Disagree Remark

1 Franchisor practice in 4 (67%) 2 (33%) 4 (67%) of the interviewees
sequence according to the |9- (not sure) | said they follow the 9 steps
steps process during the set- during the setting up stage of
up of the franchise the franchise system, while 2
(RO1) (33%) of the interviewees wer

not sure cause they joined the
company at the later stage.

2 Franchisees had fully 6 (100%) | Nil All the 6 (100%) interviewees
participated in those said that the management tea
activities that were stated in from the franchisor office take
the 9-steps process of up the responsibility to train
franchise set-up the Franchisee according on
(RO1) their respective portfolio.

Therefore there were at least
personals involved in the
training. 9 steps were carried
out in stages as stated in the
manual. But at times due to
contingency, some of the step
may have to be carried out at
the same time, making the se
up schedules very tight. And &
times one step may precede
another due to urgency or due
to schedule of the contractor
itself.

3 Franchisees All 6 interviewees agreed that]

e Leadership skill, 6 (100%) | NIL leadership, competencies and
commitment of franchisees

e Competencies and 6 (100%) | NIL will impact business
performance. They prefer to

* Commitment 6 (100%) | NIL look for qualities such as

commitment and ability to
communicate as the two most
important factors during the
start-up phase of the
franchising relationship.
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e Leadership skills,
¢ Competencies and
e Commitment

identifies by both
franchisees and
franchisors are aligned
(RO2)

6 (100%)
6 (100%)
6 (100%)

NIL
NIL
NIL

Even though both Franchis
and Franchisees point eiew
is aligned in this assumption
The Franchisor, in this cas
said that they are doing the
best and strive to hel
motivate, encourage and ev

DI

se
dir
p
en

make the commitment easier

for the franchise owner. In fag
that's what the franchise
signed up for: “I want to owr
my own business and | neg
the support to stay committe
to my success.” “As i
franchisor we are here
provide a supportable syste
that leads to franchisee
success.”

but in the opinion of
Franchisees to be effective,
Franchisor has to genuinely
care about the success of the
Franchisees. Good relationsh
start with a Franchisor that is,
first and foremost, committed
to Franchisees success. That
commitment, more than
anything else, needs to
permeate the Franchisor
organization at every level. If
Franchisees don’t sense the
commitment from Franchisor,
the relationship can quickly
become adversarial. If on the
other hand, Franchisees see
Franchisor breaking their back
to help them succeed, there’s
almost nothing they won't do
for Franchisor.

t,
e
A

ad
nd

A
o
m
5’

P

N

Franchisors has product or
service that is valuable, rar
and inimitable in the marke|
and thus help improve

business performance (RO

6 (100%)

— (D

NIL

All the six interviewees in this
study see that the competitive
advantage of D’MONTEwas
assessed in terms of two
financial indicators, growth in
turnover and market shafée
ability of the brand to help
Franchisees to generate
desirable income and create
more value than our
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competitors.

The concept and the strategy
used by D’MONTE is always
seen as the leader in this

industry. And the syllabus useg
were designed in house by our
expert team. Therefore the six
(100%) interviewees confirmed
that the product and system used
by D’MONTE are VRIO

Franchisees are able to givet (67%) 2 (33%) Four of the interviewees (67%o)
feedback and discuss their said that for major problems,
ideas or suggestions with Franchisor gather the feedback
the franchisor through an and discuss within the
established process (RO3) management team and come

out with a solution or
suggestion to the feedback.
And the area director is
assigned to discuss the
suggestion or plan of action
with the franchisee. They
believe that successful
Franchisors are ‘Franchisee
driven’ and Franchisor should
have multiple ways to get
information from Franchisees
about all topics, but have
different groups on each topic.
It does mean engaging
Franchisees to make decision
all the time. From what do they
want, need, like or think. What
are their markets and
customers calling for? Find ol
and give them solution. On th
other hand one of the
interviewee is not so sure abgut
the correct way of doing it.

—

[1°)

Franchisor agreed that it is| 6 (100%) | NIL All Six interviewees (100%)
more effective for outlets ta agreed that outlets should be
be run or managed by the managed by Franchisees
franchisee than hiring a especially at the first two years
manager (RO3) of operation. And once the

operation is on track,
subsequently Franchisee is
allowed to hire a manager to
run the daily operation.
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Franchisee’s major
constraints were resolved k
the franchisor promptly
(RO3 + RO4)

4 (67%)
y

2 (33%)

Four of the interviewees (67

have the opinion that the major

constraint of the Franchisor is
to deal with Franchisees who
are not following instruction
and acting on their own way.
To resolve the problem,
Franchisor conduct frequent
audit to the outlet and regular
meeting with the individual
Franchisee

Two of the interviewees (33%
see the major constraints as t
insufficient fund to help
Franchisees to promote their
business. This issue was una
to resolve promptly as it
involve financial planning.

0)

he

ble

Franchisees have high levg
of satisfaction towards the
business approach of the
franchisor (RO3)

14 (67%)

2 (33%)

Four of the interviewees (67

said that the management team

from Franchisor office is

implementing a mentor/mentee

program where a mentor will
be assigned to each Franchis
to meet at least twice a month
to discuss issues pertaining tq
the business performance.
Feedback will bring forward tg
discuss during management
meeting. In the opinion of
these four interviewees, they
felt that the Franchisees shou

be satisfied with the hand held

support from the Franchisor.

Two other interviewees (33%
felt that the financial constrain
or disability to meet the desire
profit is the major
dissatisfaction which the
Franchisor was unable to solv
immediately.

0)

Id

~+

10

Franchisor is constantly
reviewing their process and
approach to identify any
potential constrain arise
within their franchise
business network. And find

6 (100%)

NIL

Franchisor is facing a dilemm
in standardizing or flexibility
in their system. Cost
minimization,brand image ang
innovation are the main
reasons that push towards

a
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solution to resolve the standardisation, while
constraints flexibility is claimed in order
(RO3 + RO4) to achieve a higher adaptation
to local markets and enhance
franchisees’ entrepreneurial
attitudes.

Table 4.3 Summary of Franchisor’s feedback
4.3.2 Franchisees

The company under this research has 21 Franchttetounder its wings. The operators of
the Franchise outlets are 100% female. In the opimf the Franchisees, parents have a
perception that a lady operator is a better camelittatake charge of the children’s well being.
Out of the 21 outlets 10 outlets has survive thaifirst cycle of franchise tenure, and isgoing
for its second cycle. This figure contributes t@#8f the total outlets. Six more outlets are
going to finish their first cycle and to considérenewing the contract for another five years.
Out of the 21 Operators, 10 of them are having nibem five years experience in this
industry.

These are some of the reasons given by Intervieareegy they choose D’MONTE brand

» Track record of success: The Company has develapeethod of doing business that
works well and produces successful results.

» Strong Brand: The company is building a strong 8ram northern regional of
Malaysia and has value in the eye of customers.

» Training Program: An established training programffanchisees to successfully
operate their business.

» Ongoing operational support: The Company has dedficated to providing ongoing
assistance to Franchisees. You are not alone wdearg building and running your
business, and you can always call on experiencepl@&vhen you hit a rough spot or
want to share new ideas for growing the business.

* Marketing assistance: Has marketing assistanceotade you with proven tools and
strategies for attracting and retaining customgeng. team from HQ helps to develop
the actual marketing plans and budgets for youndygpening as well as ongoing
efforts to market your business effectively.

* Real Estate assistance: The Company have manuhlstiaer documentation, as well
as staff, to help franchisees to find the righ¢ sihd negotiate the best possible deal
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on the site. This is a very important advantage ¢ha hold cost down and provide
the best possible chance of success in our siterdhusiness.

Purchasing Power: Franchisees can take advantatpe diuying power of the entire
system to negotiate prices for everything they regesignificantly lower levels than
they could achieve as an independent operator. &p@ies not only to initial
furniture and equipment purchases, but also tcstipplies, inventory, uniforms and
everything else they will need on an ongoing basis.

Construction assistance: Franchisor provide a wdaldbenefit in helping in the
design and layout of the business and select gt dontractor to do the necessary
renovation on the building and making sure frareégsget the exact mix of furniture

and equipment they need to maximize the efficiesfdye initial investment

Referring to Table 4.4 below, in this case studyJONTE Childcare’s 21 outlets Principals

were interviewed. Appointment was made through phaall, prior to the interview. Venue

for interview was set at the centre of the respectnterviewees in order to provide a

comfortable and neutral ground for the FranchisEash interviewee was expected to spend

1.5 hour in the interview process. The remarks faedbacks were recorded and transferred

to a summary of interview as below:

Summary Of Franchisee(s) Feedback

No Assumption Agree | Disagree Remark

1 Franchisor practice in 12 (57%)| 9 (43%) 12 (57%) of the interviewees
sequence according to the |9- confirmed that they have been
steps process during the set- following the 9-steps process
up of the franchise during the set up of their
(RO1) outlets. While nine (43%)

others were not sure because
they took over the centre from
previous owner. Out of the
nine, Eight (88%) of the
interviewees also confirmed
that they have been trained
using the training manual and
brief on the SOP in the
operating manual.

2 Franchisees had fully 12 (57%)| 9 (43%) Out of the 12 franchisees that
participated in those confirmed 100% following the
activities that were stated in 9-steps process said that the
the 9-steps process of management team from the
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franchise set-up
(RO1)

franchisor office take up the
responsibility to train the
Franchisee according on their
respective portfolio. Therefor
there were at least six
personals involved in then
training. 9 steps were carried
out in stages as stated in the
manual. But at times due to
contingency, some of the step
may have to be carried out at
the same time, making the se
up schedules very tight. And @
times one step may precede

another due to urgency or due

to schedule of the contractor
itself.

D

S

D

Franchisees

» Leadership skill, 14 (67%)| 7 (33%) All the 21 Franchisees agreed
that Leadership skill and
e Competencies and 14 (67%)| 7 (33%) competencies in Franchisor
and Franchisees is the most
* Commitment 18 (86%)| 3 (14%) important quality that both
will impact the business must have. And all the 21
performance of the Franchisees reiterate that when
franchise (RO2) they make a leap, at least part
of their investment is in with
the Franchisor. They bought
into the Franchisor’s ability to
help them grow a business.
» Leadership skills, 14 (67%)| 7 (33%) Even though both Franchisor
e Competencies and 14 (67%)| 7 (33%) and Franchisees point view
e Commitment 18 (86%)| 3 (14%) is alignedin this assumption,
but in the opinion of
identifies by both Franchisees to be effective,
franchisees and Franchisor has to genuinely
franchisors are aligned care about the success of the
(RO2) Franchisees. Good relationshjp

start with a Franchisor that is,
first and foremost, committed
to Franchisees success. That
commitment, more than
anything else, needs to
permeate the Franchisor
organization at every level. If
Franchisees don’t sense the
commitment from Franchisor,
the relationship can quickly
become adversarial. If on the
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other hand, Franchisees see

Franchisor breaking their bac
to help them succeed, there’s
almost nothing they won't do

for Franchisor.

Ca)

Ul

(%)

[1°)

D

Nts

for
is

A4

5 Franchisors have roduct or 7 (33%) | 14 (67%) Competitive advantage is
service that is valuable, rare based on valuable, rare,
and inimitable in the market inimitable resources and
and thus help improve organization (VRIO). But
business performance (RO4) Franchisor is lacking in

continuous upgrading and
reconstruction of its core
capabilities in response to the
changing environment and to
remain competitive

6 Franchisees are able to givel2 (57%)| 9 (43%) D’MONTE is facing a big
feedback and discuss their challenge in establishing a
ideas or suggestions with feedback loop with
the franchisor through an Franchisees. They have to be
established process (RO3) vulnerable enough to accept

feedback from people in the
trenches.

7 Franchisor agree that itis | 14 (67%)| 7 (33%) Franchisees and Franchisor
more effective for outlets tg agreed that outlets should be
be run or managed by the managed by Franchisees
franchisee than hiring a especially at the first two year
manager (RO3) of operation. And once the

operation is on track,
subsequently Franchisee is
allowed to hire a manager to
run the daily operation.

8 Franchisee’s major 6 (28%) | 15 (72%) Franchisees feel that althoug
constraints were resolved by Franchisors were able to solv
the franchisor promptly certain operational constraints
(RO3 + RO4) in a prompt manner, but

majority of the problems faceq
were regulatoryinfrastructure,
and human resource constrai
which are out of the control of
Franchisor and cannot be
resolved overnight.

9 Franchisees has high level 9 (43%) | 12 (57%) A happy Franchisee makes
of satisfaction towards the a strong franchise system. Th
business approach of the is the factor that determines
franchisor (RO3) whether a Franchisee will exit

or remain in the system. The
dissatisfaction was mainly dug
to some of the above factors.

10 Franchisor is constantly 18 (86%) 3 (14%) Frésaihs facing a dilemma
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approach to identify any
potential constrain arise
within their franchise
business network. And find
solution to resolve the
constraints

(RO3 + RO4)

reviewing their process and

in standardizing or flexibility
in their syst. Cost
minimization,brand image ang
innovation are the main
reasons that push towards
standardisation, while
flexibility is claimed in order
to achieve a higher adaptation
to local markets and enhance

franchisees’ entrepreneurial

attitudes.
Table 4.4; Summary of Franchisees Feedback
4.4 Assumption — Categorization
Detailed Thematic Categorization
No Assumption RO Themes Align|  Not
Align

1 Franchisor practice in RO1 e Franchisor : Yes N
sequence according to the 9- * Franchisees: Yes
steps process during the se-up
of the franchise system (57%)

2 Franchisee(s) had fully RO1 | 57% of the interviewees
participated in those activities confirmed that they have been
that were stated in the 9-steps following the 9-steps process
process of franchising set-up during the set up of their
(57%) outlets. Nine steps process

were carried out in stages.

43% others were not sure
because they took over the
centre from previous owner.
They have missed out the
‘location selection’ and ‘grand
opening’ process.

88% of those owners who took
over the business from former
owner also confirmed that they
have been trained using the
training manual and brief on
the SOP, marketing strategy,
sales promotion, and customer
service.

3 The Franchisees leadership| RO2 e Leadership skill (A3) 67% | (A4)
skill, competencies and - Communication skill \
commitment will impact the - Motivational skill N,

- Delegation skill
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business performance of the
franchise

- Positive mind set
- Trustworthiness

- Creativity
- Responsibility N
- Goal setting \
Competencies (A3) 67% N
- Education level (A4)
- Language Proficiency N
- Management skill N
- ECE knowledge ~
Commitment (A3) 86% N
- Follow guideline (A4)
- Uphold brand name N
- Collaborate with N
Franchisor and other N
Franchisees
- Smooth operation of N
the system N
- Welfare of staff and
customers
The leadership skill, RO2 Refer to item 3
competencies and \
commitment identifies by
both Franchisor and
Franchisees are aligned
Franchisors have products arRO4 Agree : 33%
services that is valuable, rare, Disagree : 67% \
inimitable in the market and
thus helps improve business
performance (33%)
Franchisees are able to givg RO3 Support N
feedback and discuss their Communication V
ideas or suggestions with the Training \
Franchisor through an Operational matters v
established process
(57%)
Franchisor agreed that it is | RO3 Agree : 67%
more effective for the outlets Disagree :33 % \
to be run or managed by the
Franchisee(s) than hiring a
manager
Franchisee(s)’s major RO3 Handling feedback N
constraints were resolved by RO4 Communication Channel V
the Franchisor promptly
Franchisees have high levell RO3 Trust N
of satisfaction towards the Commitment \
business approach of the Interdependence \
Franchisor Respect \
Cost of Operation v
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10 Franchisor is constantly RO3 e Cost minimization
reviewing their process and | RO4 » Brand Awareness \
approach to identify any * Innovation \
potential constraints arise
within their franchise
business network. And find
solution to resolve the
constraints

Table 4.5; Thematic Categorization

4.4.1 Analysis Discussion For Research Objective 1
To review whether the 9-steps process is beingweltl during the setting up of the

franchise business

Assumption 1 Franchisor practice in sequence according taOtkeeps process during

the set-up of the franchise system (RO1)

A Franchise consultant was enlisted to guide thinoaig the processes. They used their
industry-specific knowledge in drawing up Franchisentract, dealt with legislative
matter including submission of the Franchise lieempplication and preparation of

disclosure documents.

Assumption 2: Franchisee(s) had fully participated in thosevétats that were stated in

the 9-steps process of franchising set up (RO1)

Referring to Table 4.6 below, 12 (57%) of the iatewees confirmed that they have been
following the 9-steps process during the set uphefr outlets. Nine steps were carried
out in stages as stated in the manual. But at tonesto contingency, some of the steps
may have to be carried out at the same time, makiaget up schedules very tight. And
at times one step may precede another due to wgertte to schedule of the contractor
itself. While 9 (43%) others were not sure becatissy took over the centre from

previous owner. They have missed out the ‘locasefection’ and ‘grand opening’

process. But out of the nine, eight (88%) of thienviewees also confirmed that they
have been trained using the training manual aref bri the SOP in the operating manual

which include marketing strategy, sales promot&nd customer service.
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Follow S-steps process during setting up of business

do not follow : 43 %

follow : 57 %

Il do not follow I follow

Table 4.6: pie chart showing the percentage of interviewees agreed on using of 9-steps set up

4.4.2. Analysis Discussion For Research Objectize
To determine whether Franchisee’ commitment anddeship skills have impact on the

franchise business performance

Assumption 3 The Franchisees leadership skill, competencies @a@mmitment will
impact the business performance of the Franchi€2]R

All six (100%) representative from Franchisor agreéhat leadership, competencies and
commitment of franchisees will impact business grenbince. They prefer to look for
gualities such as commitment and ability to comroata as the two most important
factors during the start-up phase of the franchisglationship. Whereas in the opinion of
the Franchisees, the experience, business acuntenocammitment of company leaders
have a greater impact on the outcome of the busitiean the other factors. Great
leadership is essential in any company and a fisedk certainly no different. Both a
Franchisor and Franchisees are expected to delegapgre and off course, achieve
results.

Leadership skills which in their opinion a Franchisee must have :

» Communication skill: All of the six (100%) representatives from Fraison agreed
that ability to communicate with their staff, otHassiness associates and Franchisor
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are the most important skill to have. And the opinion of 14 (67%) of the
Franchisees feel thane of the most important skills you can have &wachisee is

the ability to communicate and interact with peoNet only do you need to interact
in a positive manner with your customers to buildeputation for having good
customer service, but you also need to instil acw@rfce in your employees and
motivate them to be productive. You will also ndedoe on good terms with your

franchisor if you expect your franchisor to helpuyo

Two-way communication is vital to get message acrtiss not only Franchisees
must be able to communicate well with their cust@raend staff; they need to have
frequent communication with the Franchisor as wiilpeople aren’t aware of your
expectations, and they fall short, it's really ydault for not expressing it to them.

Communication is a balancing act.

However, when asked what factors are importantet feanchisors and franchisees
out of the conflict stage and into the interdepemdphase. 12 (60%) of the
interviewees said that it is crucial for franchisede loyal to the franchise, while the
franchisor has the ability to instil trust in tharichisee. Both parties must be able to
communicate effectively and be willing to commiteith resources for long-term

benefits.

By working together, franchisors and franchiseesuesn the success of each other
(Williamson 1995). Franchisees normally viewed teelwes as the weaker party in
the event of franchising disputes. A proper comratmn between franchisors and
franchisees in times of conflict helps reduce thesybility of misunderstanding. It
allows both parties to understand the underlyingsoes behind the actions and
conflict and provides opportunities to remedy tlitiadion. This may result in a
higher level of trust between the parties.

The communication channel should also redressebalaace of power through the
requirement that the complainant must tell the adent in writing the nature of the
dispute and the outcome which the complainant waagswell as the action the
complainant thinks will settle the dispute (Framsaing Code of Conduct 1998). This

gives franchisees the opportunity to remedy theasibn should they be in the wrong,

112



rather than have the franchisor terminate theirtragts based on a minor

transgression.

Motivation skill : Four (67%) of the representative from Franchisaid that the
ability to motivate their worker and co-workers &exy important factors that moves
the business forward. Whereas the other two saahdhisee can hire professional

motivator to do the job periodically.

Only five (24%) out of twenty one Franchisees felt motivational leadership is
necessary skill for Franchisees. They do agree abat manager or operator of a
business must possess some leadership qualitthdyutio believe the motivation and
leadership should be from Franchisor more than ffmanchisees. They want the
Franchisor to lead and motivate them and also thenworkers. Motivational
Leadership refers to someone who is able to lelerstoy motivating them to strive
for certain goals rather than simply act on ordéhe leader tries to create a safe and
trusting environment, and ensure the organizat®masitioned for success in its
domain—a motivational leadership in principles Ideato establish strong ethics,
clear vision, definable values, authentic commuroca and be genuinely motivated
to promote collaboration and a positive working iemyment. So Franchisees do
believe that Franchisor is the one that should hlagenecessary leadership quality to
lead the Franchisees and to motivate their staffeanployees as well. After all, for a
Franchisee to buy a Franchise business is to folbat have been set by Franchisor

and operate the business and get full support thent-ranchisor.

Delegation skill: Four (67%) of the representatives from Franchémeed that the
Franchisees that possess this ability would be abledistribute the job and
responsibility equally among the staff so as toeetipe the whole process to meet
target or at least able to conclude the task imaoth manner. Whereas the other two
interviewees look at this as to pass the message ehough to an assistant, and let

the assistant do delegate and follow up after that.

12 (57%) of Franchisees agreed that the abilitwisely and effectively delegate is

the quality that is most crucial to a leader’'s ssscand achieving goal. Delegating
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free you up to tackle the truly important task.ttis case Franchisees should be in
charge of the overall direction of the team, logkehead, steering the course and
making needed correction to avoid getting off trdoktead if buried the small detalils,
leaders may lose in the big picture and fail totbe¢ the mission is falling apart until

it is too late.

Positivity mind setSix (100%) of the representatives from Franchabagreed that
positive mind set is important as it is a forcegtesh the whole organization forward

from setting a goal to execution to achieving trgeét.

18 (86%) of the franchisees feel that they aretpesithat is why they take up the
challenge to invest in a Franchise business andilgog with the leadership of
Franchisor. The truth is, leaders need to keeppam onind while being flexible. In
order to achieve greatness, Franchisees must aeatkure of optimism. There will
be many ups and downs, but the prevalence of pigitvill keep the company going.
It is easy to be positive when things are goingl wat a good leader will remain
confident when things go wrong. They are confidbat Franchisor should be in front
of them to lead. And they embrace failures and @blaspire Franchisees to consider
such events as opportunities to learn. A positivglook will not only help
Franchisees but also their staff to remain encadaand create an overall upbeat
environment where people will want to remain. Tlmgkand acting positive go hand-

in-hand. You have to truly believe in making thgbssible possible

Trustworthiness: Six (100%) of the representatives from Franchegnee that as a
business owner, especially in education industrystivorthiness is of utmost

important to parents and other business associates.

Franchisees in this research found that Franclsisoedibility, trustworthiness and
integrity is an important driver in their relatidng. In order to ensure longevity of the
relationship, as well as the reduction of any desive conflict escalation. Trust play
a key role in any collaboration relationship, ttiere in the opinion of the Franchisees
interviewed in this researched raised an importamint that Franchisor should
encourage, established and make sure the preséheesto trustworthiness, fairness,

loyalty and unity in the franchise system
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Creativity : Three interviewees said Franchisee which is mea$ able to bring the
business to another level as they are able to muhwiith different ideas to improve
their CRM and strengthen the relationship with ocostrs and improve on recurring
sales. They are also able to guide their teaclvec®rme out with more creative and
fun lesson for the children. Whereas the otheretiméerviewees do not look at it the
same way. They merely agreed that the Franchisesédgllow strictly on what has

been given by Franchisor and implement it accoigling

18 (85%) of the Franchisees said that creativitgsdoot imply in this business. As
they are managing a franchise outlet which you canhoose to paint the building in
another colour code nor having a different seuofiture or using a different syllabus
in the teaching. What the franchisees need to do fisllow strictly as the instruction

and guideline set by franchisor.

Responsibility. All six interviewees agreed that the Franchisees business owner,
is responsible to make sure the brand image istakdin care of and the business is
carry out and progressing well according to thérucsion and steps planned out by

the Franchisor.

21 (100%) or all the franchisees interviewed instmesearch understand their

responsibility well.

1. Follow the franchise’s system and operations
2. Manage the success and growth of the Franchiseddsss

3. Marketing and uphold the brand image

Goal setting Despite the fact that Franchisor is responsiblset a short term and
long term goal for their franchise business, thoé¢he interviewees agree that the
Franchises should set their own goal as well, such as the student enrolment number,
teachers performance and KPI, KPI for CRM and soltwe other three interviewees
said that it is not necessary for the Franchiseeset their own goal, just follow
strictly to the Franchisor's plan and if they hadeubts, just refer to the HQ for

clarification and help.
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In the opinion of sixteen (76%) of the Franchisererviewed, they would leave the
goal setting to Franchisor. They prefer the Frasmhio inform them on the latest
market / industry development and franchisor’s foou the future development and
direction of the company. Franchisees feel thaebigva clear vision and plan is the
responsibility of the Franchisor. And they feelttRaanchisor in this study is lacking
of a clear and consistent plan. These leaves #ra te struggle for direction and
spend time putting out fires instead of taking ¢aurddive action. This is like taking a

journey without a map.

In terms of competencies level must include ;

Educational level Three (100%) of representative from Franchisoreagthat

educational level play an important role in hangllthe business, especially helping
the business to expend. The more knowledgeableayeuthe better it is to make
decision pertaining to the business circumstariCiesee others do not think the same

way, as to them experience is more important tlolrcaion.

Fourteen (65%) of the Franchisees in this studygiee with having a higher

education will help them to succeed in the Frarehigsiness. Not having a college
degree has not hindered a personal success, lgamething that franchisors look

for. Most franchisors are going to give little wieigo a person’s degree during the
selection process, “When it comes to owning a & does it really matter whether
you have a college degree or not? “Having a colldggree is no guarantee of
franchise success,” stateme of the interviewees. “At the end of the dafyaachisor

is in the business of selling franchises,” says @inie Franchisee. “While they may
be very good at telling the story and getting yousign, they may not be a good
match for you.” Instead Franchisor should look foansferable skills that the

franchisee can leverage in order to be successfanaowner. Skills like marketing,

management, team building, administration, andrsthee most often built during a

person’s working years, not their college years Tdottom line? Education is

important, but it's not always the determining tacin a franchisee’s success. The
most important is getting off to the right start.dddition, the education provided by
the franchisor can be more important that any usitsewhen it comes to applying

that knowledge to a franchise.
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Language proficiency All six interviewees agreed that if a Franchige#tuent in all
three languages, it will definitely be a big bonukhis ability is needed in

complementing with their communication skill.

From a practical standpoint an English languagefigeemcy requirement for
Franchisees make sense. Franchisees which arevttes oum operator in this study,
must be able to communicate in English with custoreployees and suppliers and
the Franchisor. Further, operating manual and otiigten materials are essential to
the operation of the Franchise business are ofteanglish. English proficiency in
Preschool and day-care is particularly importanpaents demand in their children

learning of English is increasing.

Management knowledge and skill Four (67%) of the representatives from
Franchisor agree that Franchisees is merely theabpe manager of the outlet. While
managing their outlet, they should be able to jplad control the available resources,
deciding how the resources available to the opmratand ensuring the resources are
used to complete the task in full. She must haglear vision on how the operation is
carryout efficiently to produce quality services.orffinually monitoring and
improving the overall performance of the outlet ig@n. The other two interviewees
said that management skill of the Franchisee iomapt, however, they can refer to

Franchisor’s operation guideline /manual and folkivictly.

Whereas from the Franchisees, 16 (75%) of thevi@eres agreed that having sound
financial management skills will help you to runuydousiness profitably and protect
your financial investmentBeing able to effectively managing your financesais

critical. You will need to be able to forecast yaash flow and sales, as well as,
monitor your profit and loss. You will also needdeclare your income tax at the end
of business financing year. Other than these, teelythat the Franchisor should be

able to help them in their business planning antketeng strategising.

Early childhood knowledge and skill Four (67%) of the representatives from
Franchisor interviewed said that Franchisees mase fsome knowledge, skill and
disposition regarding the development and learmhgoung children, provide the

foundation for sensitive, responsive care givingl dagh quality early childhood
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practice. This also encompasses an understandingjoi development theories and
practice. Most importantly, the health and safedgeet for early childhood care. The
other two interviewees agree that it would be betteranchisees do possess the early
childhood knowledge, but experience from their redtiood will be sufficient to

handle situations.

From the Franchisees point of view, seventeen (8dPdhe interviewees said that
ECE knowledge is important for the business owmerthis case, but it is not
compulsory. At the set-up stage, it is the dutythed Franchisor to brief or guide
Franchisees on the important aspects in ECE. Neless, they still feel that it is
necessary to acquire the knowledge for the long run

Establish system for smooth program functioning All six (100%) representatives
from Franchisor agreed that the Franchisees / @perenanager should continually
monitoring and strive for improvement in overalleogtion, such as reduce operation
cost by increase staff efficiency, increasing rexetoy delivering good services,
reducing investment needed in operation by effettiincreasing the capacity of the

operation.

Manage the staff to carry out the mission of the pygram: Five (83%) of the
representatives from Franchisor agreed that aadeiten the outlet, Franchisees must
have the ability to inspire / motivate the stafpierform effectively and efficiently by
award and recognition system. Develop a policy #ratourage transparency and

improving the communication in the outlet can i productivity.

And in terms of commitment:

To follow the guideline set by the FranchisarAll six (100%) of the representatives
from Franchisor agreed that Franchisees have tanibto follow the steps set by

Franchisor. Follow it to a tee, do not deviate. tihse goes by, the Franchisee may
learn a way to tweak within his market. The Frasehi should make sure the
Franchisor knows what he is doing differently, dadether, both continue to grow

the system.
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The nature of the franchise relationship depicesrtbed for commitment, supported
with comments by one franchisee stating, “you hgweto be fully committed and
your other half has to be fully committed”. As thhanchise relationship constitutes a
business-to-business relationship, formal commitmane necessary, usually in the
form of franchise agreements (e.g. both partiessggsng financial and legal
obligations to each other). All franchisees intewed possessed such contracts,
commitment bound legally and financially. All resylents recognised the legal (and
subsequent financial) commitment to the franchetationship (through the franchise
agreement) however outcomes of the research revehte manifestation of this
relationship needed to be personalised of particumigrest, the varying levels of
commitment amongst respondents. Mature franchiske®ing less of an interest in
remaining fully committed and new franchisees eggirey a stronger commitment
mindset. One franchisee stated when he neededithelfis important to know that
“they are (franchisor) going to be there for me"times help is required. . Further,
commitment expressed on a personal level enhameegrofessional nature of the
franchising arrangement. Thus, franchisors thaevable to instil a friendly, positive

organisational culture enhanced system trust andrib

To uphold the brand name of the businesdn the opinion of all the six (100%) of
the representatives from Franchisor, the major déithe Franchisor is to safeguard
and police the use of trade mark by Franchisees@pdotect the public from being
misled about the quality and consistency of thedped and services under the
Franchisor’'s trade mark. In the absence of a Fiaach control, Franchising would
create the danger that product and services bedrengame name may have diverse
gualities. Therefore, the Franchisees have to benatied to uphold the brand image

of the Franchise business.

In the opinion of the 21 (100%) of the interviewetwey have to treat the brand as
their own. They bear the responsibility to uphdié brand name. When Franchisor
accepts a Franchisee, they are bearing the braagkiend brand name in the hand of
the Franchisees

To work hand in hand with Franchisor and collaborate with other Franchisees

in terms of event and marketing Be committed to each other, and encourage each
other to commit. The six (100%) of the represewéstirom Franchisor all agreed that
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the reason of acquiring a Franchise business eddkantage of the brand image and
the system which the Franchisors have and shargygiem to expend their business.
Therefore, the Franchisees in one way or anothes tastrive to work hand in hand

with the Franchisor and work as a team with othran€hisees to strengthen the brand

image of the Franchise business.

All 21 (100%) of the interviewees agreed that thismportant as we may need help
not only from Franchisor but other Franchisees al. Building good relationships
through networking will help to grow the businessl dhe support that we may need

in the cause of operation.

To make sure the system runs smoothly in the outletFour (67%) of the
representatives from Franchisor agreed that thechisor should treat the business as
their own baby and take good care of the businpssation especially in the early
state of the business inception. Whereas the dtherinterviewees said that the
Franchisees may choose to hired an experienceigalnor manager to run the
business. And the duty of the manager is to supervie running of the daily routine

to make sure it is operate in its full capacity amdhe track set by the Franchisor.

All the 21 (100%) of the interviewees agreed thanaging time effectively may
mean delegating responsibility to someone elsehm husiness or outsourcing.
“Identifying who we can delegate tasks to allowgaisoncentrate on those tasks that

generate revenue.” said one of the interviewee.

Make sure the welfare of the staff and children undr our care is well taken care
off: In the opinion of all the six (100%) representesi from Franchisor, taking good
care of the customer is one of the CRM program timatFranchisor must have and
the Franchisee should follow strictly to the coimhis set. However not to forget the
well being of the internal customers, that's theptyee’s benefit and appraisal
system to work well in order to ensure the retenbbgood employees and assurance

of quality services to the customers.

From the Franchisees interviewed, 21 (100%) hageoffinion that customers form
the foundation of how their employees make monegupport their families. “The

more delighted customers we have, the more opptgsimy team members have to
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take care of the people most important to themt'Shahy we never stop talking
about customer service.” Said one of the

Assumption 4 The leadership skill, competencies and commitnaaritifies by both
Franchisee(s) and Franchisor are aligned (RO2)

As referring to Table 4.7 below, even though bothnEhisor and Franchisees point
ofview is aligned in this assumption, but in thanapn of Franchisees to be effective,
Franchisor has to genuinely care about the suafeb® Franchisees. Good relationship
start with a Franchisor that is, first and foremasimmitted to Franchisees success. That
commitment, more than anything else, needs to pEemée Franchisor organization at
every level. If Franchisees do not sense the comemt from Franchisor, the
relationship can quickly become adversarial. If the other hand, Franchisees see

Franchisor breaking their back to help them succente’s almost nothing they will not
do for Franchisor.

SKILLS : LEADERSHIP, COMPETENCIES
AND COMMITMENT

73.7T%

" Agree

® Disagree

Table 4.7; chart showing the alignment of thoughbagst Franchisee and Franchisor
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4.4.3. Analysis Discussion For Research Objective 3

To identify key factors that affect Franchisee-Faisor relationship quality

Assumption 6 Franchisee(s) are able to give feedback and sksitieir ideas and

suggestions with the Franchisor through an estaddiprocess (RO3)

Franchisor has a scheduled meeting with Franchesekesast once a month. Four (67%)
of the representatives from Franchisor said thatrfajor problems, Franchisor gather the
feedback and discuss within the management teamcanme out with a solution or
suggestion to the feedback. And the area direstassigned to discuss the suggestion or
plan of action with the franchisee. They believatttsuccessful Franchisors are
‘Franchisee driven’ and Franchisor should have ipleltways to get information from
Franchisees about all topics, but have differemtugs on each topic. It does mean
engaging Franchisees to make decision all the timam what do they want, need, like
or think. What are their markets and customersingplfor? Find out and give them
solution. On the other hand one of the interviewge®ot so sure about the correct way of

doing it.

A happy Franchisee makes for a strong franchiséesyslt is simple and true, yet
perhaps one of the biggest challenges in all ohchéing is for Franchisor and

Franchisees to stay in harmony.

As a franchise brand owner, D’'MONTE is facing a ligallenge in establishing a
feedback loop with Franchisees. They have to baerable enough to accept feedback

from people in the trenches. Out of the 21 inten@es:
Twelve (57%) of them was in the opinion that D’MOREhould enhance their feedback
loop to listen to the franchisees, what are thepeas and dreams, their highs and lows,

how are they doing in the field.

Sixteen (76%) of them would like to receive evesimaple call from one of the executives

to see how a valued franchisee is doing can go@uay.
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Only four (19%) of them was impressed with the $papaous check-ins from one of the
executive member from the HQ. According to thens thihows the commitment from

Franchisor.

Assumption 7 Franchisor agreed that it is more effective far dutlet to be run or

manage by Franchisee(s) than hiring a manager3YRO

All six (100%) of the representatives from Franohigreed that outlets should be
managed by Franchisees especially at the first yaars of operation. And once the
operation is on track, subsequently Franchisedlaosved to hire a manager to run the
daily operation

In the opinion of 67% of franchisees, they prééemanage the outlet themselves as it is
difficult and costly to employ a manager who isealb oversees the business and has
responsibility for all the activities in the centamd can significantly contribute to the
success of the business. To achieve this, the reamagst be creative, innovative and
energetic in her efforts to improve processes, avhising available resources to

efficiently provide services to ensure customeisattion.

Assumption 9 Franchisee(s) have high level of satisfaction aals the business
approach of the Franchisor (RO3)

Based on the effort, support and strategic plargarozed by the Franchisor for
Franchisees, all the four (67%) interviewees ftbmFranchisor felt that Franchisees are
satisfy with the services given by the Franchisbro of the interviewees felt that
Franchisees are not so easy to satisfy as thexeaygrofit oriented. And there are lots of

financial constraints when come to issues thatliresoapital investment.

A happy Franchisee makes for a strong franchisesysThis is the factor that determine
whether a Franchisee will exit or remain in thetsys The dissatisfaction were mainly

due to some of the above factors. (No. 5 and No. 8)

4.4.4. Analysis Discussion For Research Objective 4
To ascertain whether the business environmentrhpadt on the mutual relationship

and franchise performance
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Assumption 5 Franchisor has product or services that is vadyabre and inimitable in

the market and thus helps improve business perfocengR04)

For the Franchisors, they see their product andcger as a unique, rare, inimitable and
well organized based on the facts that D’MONTE drawell accepted by customers /
parents (Industrial force) and syllabus were desidoy in house experts (competitive

advantage). And Franchisor is planning to condwseraes of training and workshops for

principals and teachers to enhance their performéorganizational competency).

In the opinion of Franchisees, to be unique andiggithe market share, Franchisor's
service has to be a strategic resource that islkbduare difficult to imitate, and non
substitutable ocompetitors have a hard time replicating. Fifteéa%) of Franchisees
felt that Franchisor’s asset does not have conmpetdvantage over its competitor. The
competitive advantage was seen from the perspeabivebusiness profitability.

Franchisees do not foresee much increase in rexaraiprofit in the near future.
In other words only (28%) of the Franchisees doteeeFranchisor’'s product as unique

and irreplaceable. They assess tmmpetitive advantage in terms of two financial

indicators, growth in turnover and market sharas T$reflected in Table 4.8 below.
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PropucT- VRIO
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Agree Disagree

Table 4.8; chart showing the percentage ofnéhisees agreed on VRIO of
Franchisor’s product

Assumption 8: Franchisee(s)’s major constraints were resobyethe Franchisor
promptly. (RO3 + RO4)

Major constraints faced by Franchisees are :

» Shrinking disposable income: As the cost of livingreases due to number of
economic factors, parents are spending less. $luee the biggest threat

* Rising cost: it is inevitable that the operatiostas increasing due to high inflation
rate. As parents are already struggling with shnigklisposable income, it is difficult
to pass on these costs to them.
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» High turnover of staff: This problem will lead tog@r performance by student, and
lack of human resources to carry out extra acéisiand event for children and parents.
And eventually it will affect the brand image.

» High cost in recruiting and training of staff: threquent turnover of staff will lead to
high cost in recruiting and training of new staff.

* Increasing competition: A number of foreign ownedras have now been
incorporated into local market. While this has aifpee economic impact and gives
parents more choice, it significantly increases getition and put more pressure on
the business performance.

» Adapting to consumer need: Convenient and innoratidgechnology is increasingly
becoming important to customers. So we have toataad of industry development

and continue to grow and remain a step ahead afdhmpetitors.

Franchisee in this case claimed that Franchisaclksof forecasting/ planning. (86%)
of the Franchisees interviewed said that they megdiline from Franchisor for

yearly plan and strategy their business.

Most of the constraints that Franchisees faced weesto economical situation of the
society and country which is out of hand of then€rasor. So they feel quite hopeless.
Based on the result shown in Table 4.9 below, 72%eFranchisees felt that
Franchisor is unable to solve their constraints@mlgl 28% of the Franchisees have

faith in Franchisor in helping them to resolve treginstraints.

Assumption 10: Franchisor is constantly reviewing their procasd approach to identify
any potential constraints arise within their fraisehbusiness network. And find solution to
resolve the constraint (RO3 + RO4)

Franchisor is facing a dilemma in standardizing flexibility in their system. Cost
minimization, brand image and innovation are the main reason$ poah towards
standardisation, while flexibility is claimed ind®r to achieve a higher adaptation to local

markets and enhance franchisees’ entrepreneutitaldats.
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ABLE TO RESOLVE CONSTRAINTS

B Agree

Disagree

72 %

Table 4.9; Chart showing the percentage of Frapehagreed that problems faced can be
resolved
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4.5 Result

Summary of Result

No

Assumption

Verified / Refuted

Franchisor practice in sequence according t@4bieps

process during the se-up of the franchise syst&#b)5

Verified

Franchisee(s) had fully participated in thosévaes that
were stated in the 9-steps process of franchigtgs (57%)

Verified

The Franchisees leadership skill, competencids an
commitment will impact the business performanceef
franchise (73%)

Verified

The leadership skill, competencies and commitridnttifies
by both Franchisor and Franchisees are aligned 73%

Verified

Franchisors has products or services that isabé rare,
inimitable in the market and thus helps improveimess
performance (33%)

Refuted

Franchisees are able to give feedback and ditlcessdeas
or suggestions with the Franchisor through an éstedul
process

(57%)

Verified

Franchisor agree that it is more effective fer dutlets to be
run or managed by the Franchisee(s) than hiringuaager
(67%)

Verified

Franchisee(s)’s major constraints were resolyetth®
Franchisor promptly (28%)

Refuted

Franchisees has high level of satisfaction tow#nd business

approach of the Franchisor (43%)

Refuted

10

Franchisor is constantly reviewing their procass approach
to identify any potential constraints arise witkieir
franchise business network. And find solution tsofee the
constraints (86%)

Verified

In this research finding, referring to Table 4.1fbwee, Franchisees and Franchisors’ view

Table 4.10; Summary of Result

were aligned in seven out of 10 assumptions (70%)

Both Franchisor and Franchisees agreed that they fedlowed the 9-steps process while

setting up the centres. (RO1)

Both also agreed that the level of commitment flwsth side as an important factor in order
to drive the success of business. Good relationsfaig with a Franchisor that is, first and
foremost, committed to Franchisees success. Andchisees have to commit to follow the
steps set by Franchisor, and uphold the brand rantiee business. Leadership skill and
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ability to lead the operational team is an impadrilement to have for Franchisees to run the
business smoothly. And Franchisees competencigsrins of language and management
skills, at certain level will also help to promdfge smooth running and decision making.
(RO2)

Both Franchisees and Franchisors also agreedhbet tire established channels online or
offline to encourage both parties to communicateamy one time. They believe that
successful Franchisors are ‘Franchisee driven’ Fnaghchisor should have multiple ways to
get information from Franchisees about all topbg, have different groups on each topic. It
does mean engaging Franchisees to make decisithrediine. From what do they want, need,
like or think. What are their markets and custonmaliing for? Find out and give them
solutions. (RO3)

Both parties also agreed that outlets should beagethby Franchisees especially at the first
two years of operation. And once the operation nstack, subsequently Franchisee is

allowed to hire a manager to run the daily operat{i® O3)

Franchisees also agreed that Franchisor has daie ghrt in regular and periodical
reviewing of their processes and approaches totifgethe constraints. Process being
reviewed such as teachers’ performances, studemgrgss, customers feedback and
complaints, students recruitment and growth in meee competition among market players
etc. However again, Franchisees do feel that Fraoichshould put a high priority in terms
of adopting and developing curriculum that suite temand and trend that customers are
looking for. (RO3 + RO4)

However the view of Franchisees and Franchisorg wet aligned especially in Assumption
No. 5, which stated that Franchisor’s product aendises are valuable, rare, inimitable and
well organized. Due to the fact that Franchisees the product and services offered by
Franchisor do not have a competitive advantage etdyeit does not offer the potential for

profitability. And the threat of new entrance amdensity of rivalry among competitor is

huge. And the straight rule of increasing compmtiind reducing of profit is very clear in

the part of Franchisees. (RO4)

Having said that, Assumption No. 8 which stipuldtest Franchisees’ major constraints were
able to resolve by Franchisor promptly are alseaéfd due to the fact that the improvement
of product and services to meet the demand of m&t® in order to gain the market share
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will take time. This involves the evolution and owative development of syllabus, time
spent in research and development of the syllabdstesting and adjusting of the whole
system. Therefore Franchisees do not foreseeghmitems will be resolved in a short period
of time. (RO3 + RO4)

Lastly, the Assumption No. 9 which mentioned thestactory level of Franchisees towards
the business approach of the Franchisor was ngnedi In the perspective of Franchisor,
they were trying their level best to provide supporterms of organizational competency to
the Franchisees so that they are skilful enoughatadle the intense competition posted by
competitors, the threat of new entries and alsméathe evolutional changes in the industry.

But to the Franchisees, the biggest satisfactionvet® from franchisee’s experiences
compares with their expectations. Satisfactiorelewill be high when expectationsare met
or exceeded. And Franchisees expected their expeseare unique and add value in terms
of the brand, product and service offering, operetiand procedure manual, training and
support systems, relationships withfranchisees staff, etc But in this case study, the
satisfactory level of Franchisees towards the lmssirapproach of the Franchisor is not up to
expectation. The main cause is due to the profitalasind market share. And they see this as
the asset of the Franchisor do not have competiilv@ntage over the competitors as it does
not have unique features or product differentiativat are perceived by the target market as
significant and superior compare to the competit@®©3)

4.6 Conclusion

In this case study, out of the 10 assumptions nwdehe Franchisees and Franchisors
perception on the business approaches, seven assusnpvere verified and three
assumptions were refuted (Table 4.10). The nomualent of the perceptions is basically
caused by one major factor; that is the VRIO effééthen a differentiation strategy that
focuses on the cost value of the product versusr giimilar products on the market, it creates
a perceived value among consumers and potentisdroess. A strategy that focuses on value

highlights the cost savings or durability of a prodin comparison to other products.

The product differentiation strategy also allowsibess to compete in areas other than price.
In this case study, D’MONTE Childcare can focus diféerentiation strategy on the quality
services and innovative and wholesome developmeagram for children that enable the

company to gain a competitive advantage in the etarkthout decreasing their price.
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Chapter 5 Conclusion And Recommendation
5.0 Overview

The purpose of this paper is to extend the idiosticdynamics of the franchisor-franchisee
relationship. Although this research focuses onbilgavioural attributes of Franchisees and
Franchisors. The key component of commitment, cdempges and leadership skKill, is

reflected in this research as successful busiredaians and requires further insight. This
sentiment was a dominant theme throughout the rfggliwhere those suffering in a

competitive business environment were generallyatieg toward their franchisor, as they

tended to blame the franchisor for their misfortukl®wever, it is still necessary in the

franchising relationship for the franchisor “to ider...the personality behind it”.

This research shows that the resource based vieapp$icable to D’MONTE Childcare
franchise, whether it brings above average returapecially in terms of financial returns,
remains inconclusive. The application of RBV-VRIMeobry reflects the status of
Franchisor’s assets, both tangible and intangiatech is affecting the Franchisor-Franchisee
relationship, and it is aligned with the Agency ®hewhich focuses on the influences that
affect the Franchisor-Franchisee relationship. H@ruewe are not so sure whether it will

affect both Franchisee and Franchisor financially.

It is an external factor that influences enrolmanD’MONTE Childcare. Therefore, for the
business to be able to sustain long-term operatibekould improve other measures in their
operation, especially those that translate to beamareness. This is as parents tend to choose
preschools based on their recognition of brandsy ttave emotional association with brand
which creates trust and loyalty, and thus, assedtawith quality of teaching and qualified

teachers as well as strong syllabus which prombi@egome fun learning and growth.

Overall, according to the comment made by (Joe Mashand Deb Evans, Franchise
Performance Group) in addition to marketing thewmducts and services, franchisors must
recruit high-quality franchisees, train them todree peak performers and collect as much as
they can in royalties and recurring revenue. Fremach can clean carpets or make tacos
brilliantly but still fail as franchisors becaugeey fail to recruit high quality franchisees and

teach them how to win.
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5.1 Conclusion Of Results

Key findings suggest that VRIO are limited or nexistent within D’MONTE Childcare
franchise systems.Franchisees view Franchisor'stass not valuable, rare, inimitable
and well organized to lead the business to a coithgetadvantage'ls this resource or
capability valuable to the firm?” In this case, tthefinition of value is whether or not the
resource or capability works to exploit an oppoitiuor mitigate a threat in the marketplace.
Franchisees felt that the D’MONTE syllabus is vacademically developed to suite children
of average to high learning ability. But young pasenowadays have change their perception
to a more relaxing and fun learning style for thehrldren. Therefore this group of young

parents do not see the value in high academic atdrad syllabus and curriculum.

Ten Assumptions in terms of the factors affectihg telationship of both Franchisee and
Franchisor were made in this research. Howevegrsagsumptions were aligned in the view
of Franchisee and Franchisor. These may be theessidactors for D’MONTE Childcare to
be in this industry for 21 years. It can also ledlected in the stream of effort and
commitment by the Franchisor to continuously impmgvtheir operational and functional
aspect in their business.

The other three assumptions which were not aligneédeir views are related to RBV-VRIO,
which Franchisees perceived the assets of Francigssdo not have a competitive advantage
in the marketplace. Franchisees believe that patentd to choose preschools based on their
recognition of brands; they have emotional asswmeiatvith brand which creates trust and
loyalty, and thus, associate it with quality ofdkeng and qualified teachers as well as strong
syllabus which promote wholesome fun learning armvgh. Once the enrolment of student
is affected, it directly affects the revenue ancbme flow of the business. The satisfactory
level of the Franchisee is very much based on ¢kaltr of the business profitability. If the
problem with the competitiveness of the Franchsasset cannot be resolved in a short term,

it may very much affect the satisfactory levellod Franchisee.
5.1.1 Concluding Discussion For Research Objectivie

To view whether the 9-steps processes is beimgafet! during the setting up of the

Franchise business.

Both Franchisees and Franchisors agreed on theofi€estep process during the set up of

outlets. Even though the 9-step were sometimegheiad simultaneously, or not in the
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sequence as listed, due to the availability ofweses and timing restriction of the contractors.
Nevertheless, both agreed that they did go threwginy step. Standard operating procedures
were also used to guide the Franchisee on th@gefi, monitoring and managing the

operation process. Therefore, Both FranchisorFaadchisee were deemed not having much

problem and Franchisees were quite contented ibeb&ning of the relationship

5.1.2 Concluding Discussion For Research Objecti&

To determine whether Franchisees’ commitment aadedeship skill have impact on the
Franchise business performance

The experience, business acumen and commitmemingbany leaders have a greater impact
on the outcome of the business than the otherriactGreat leadership is essential in any
company and a franchise is certainly no differd&ddth a Franchisor and Franchisees are

expected to delegate, inspire and off course, aehiesults.

As the franchise relationship constitutes a bushtesdusiness relationship, formal
commitments are necessary, usually in the formrafidhise agreements (e.g. both parties
possessing financial and legal obligations to edhbbr). All respondents recognised the legal
(and subsequent financial) commitment to the fregcihelationship (through the franchise
agreement) however outcomes of the research relvdaemanifestation of this relationship
needed to be personalised of particular interbstvarying levels of commitment amongst
respondents. Mature franchisees showing less oftarest in remaining fully committed and
new franchisees expressing a stronger commitmemtsat. Further, commitment expressed
on a personal level enhanced the professional eatuthe franchising arrangement. Thus,
franchisors that were able to instil a friendlysgiwe organisational culture enhanced system

trust and commit
5.1.3 Concluding Discussion For Research Objectiva

To identify key factors that affect Franchisee-Ftaisor relationship quality

In the perception of Franchisees, D’MONTE Child¢aravailable resources in terms of
syllabus, intellectual property, organizational aaifities, company goodwill and reputation
are deemed as decreasing in differentiation wighpifoduct of its competitors. It is unable to
help the company to grow perceived customer vaineé. it is unable to exploit and alleviate

a threat in the marketplace. As denoted by assomptb, A8 and A9.
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The product differentiation decreases may also based by demographic changes,
technological changes, economical climate, cultehanges, legal and political conditions
and globalization changes increases. And this l¢éadke threat of suppliers, the threat of
substitutes, the threat of buyers, the threatvafiny and threat of new entries.

The product is also view as rare in the marketpibiteés absolutely unique among its current
and potential competitor. Whenever there is a shiftlecreasing product differentiation, it
tends to experience a shift in customer preferenidest imposed a competitive disadvantage

for the Franchisor’'s asset.

The prevailing of a Franchise system perceived lnyeat or potential Franchisee is its
profitability and support by the Franchisor. If ooethese factors is negatively affecting the

business, it will directly impact the relationstypality of both parties.

5.1.4 Concluding Discussion For Research Objective

To ascertain whether the business environmentrhpadt on the mutual relationship and
franchise performance.

Business environment in this case refers to théasamd economical environment. The
social environment is referring to the preferent¢he customer based on the influence by
the peer or words of mouth on the product. In tlaise customers choose not to register their
child because the product is not attractive enongérms of value and uniqueness.

It is because the Franchisor’'s product is not abmpetitive advantage. In the economical
point of view the product perceived at a value Wwhito not match the expectation of the
customer. And the customer is willing to pay a leigprice for the competitor’s product or
settle for a less expensive product.

Looking at these two factors, in order for the Etasor continue to be competitive with the
competitor in terms of the product, the Franchisas to upgrade and improve it's products to
make it valuable, unique, inimitable and well onged to attract more customers. In the
trend driven innovation society, an upward cyclepmoduct and service quality, and in
customer expectations of quality is inevitable a®sult of creative destruction which are
fuelled by the incredible democratization and gltagion of emerging product and service
innovations (Mason, et., al. 2015).
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5.2 Contribution
5.2.1 Contribution To The Academia
Resource Base View (RBV)

From the finding result, the researcher concludies first and foremost resources must be
valuable. According to the RBV, resources are seeraluable when they enable a firm to
implement strategies that improve a firm’'s effidgnand effectiveness by exploiting
opportunities or by mitigating threats. If non bktresources possessed by Franchisor are
considered valuable, the Franchisor is unlikeliqdoe a competitive disadvantage (Berney JJ,
2001).

Secondly, resources must be rare. Resources timatomly be acquired by one or few
companies are considered to be rare. If a certalimable resource is possessed by a large
amount of players in the industry, each of the @tayhas a capability to exploit the resource
in the same way, thereby implementing a commonegjyathat gives non of the players a
competitive advantage (Bowman & Ambrosini, 2007ucls a situation is indicated as
competitive parity or competitive equality (Bowm&rmmbrosini, 2007). In case a company
does possess a large amount of resources thaalabie and rare, it is likely to have at least

temporary competitive advantage (Collis, 2008)

Although valuable and rare resources may help campao engage in strategies that
other competitor cannot pursue since the other etitop lack the relevant resources, it is
no guarantee for long-term competitive advantagarn@v& Ahmad, 2007). It may give
the Franchisor a first-mover advantage but congrstivill probably try to imitate these
resources (Wang, Ahmad, 2007). Another critirioat tiesources should meet is therefore
that they should be hard and costly to imitate whbssitute. According to the RBV,
resources can be imperfectly imitable due to a d¢oation of three reasons (Cardeal,
Antonio, 2012)

= Unique historical conditions choices made in the past influence the optioograpany
has in the present and future (path-dependenayiile®ily, a company that has located its
facilities on what turns out to be a much more &hla location than initially anticipated,
has an imperfectly imitable physical resource (€atdAntonio, 2012).
= Causal ambiguity. causal ambiguity exists when the link between ihsources

controlled by the Franchisor and its sustainablepmetitive advantage is not fully

135



understood. Competitors will not be able to dupé¢caince they simply don’'t know
which resources they should imit{dMakadok R, 2011).

Social complexity if the most important resource of Franchisor isoanbination of
the strength of its social network, interpersomddtions, a company’s culture and its
reputation among both suppliers and customerss itery hard for competitors to
build an identical social network since it is degent on so many different
factor{Newbert SL, 2008).

If Franchisor’s resources are both valuable, rar@ iaimitable due to the reasons
mentioned above, the Franchisor has a high potdat@ain a competitive advantage
that is sustainable over time. There is howeverrmonee important criteria that needs

to be present within the company.

The resources themselves do not create any adeaftathe group if the Franchisor
is not organized in a way to adequately explois¢heesources and capture the value
from them (Berney JB, 2001).The Franchisor therefore needs the capability to
assemble and coordinate resources effectively. Blesmof these organizational
components include a company’s formal reportingcstire, strategic planning and
budgeting systems, management control systems @ngensation policies (Beyney
JB, 2001).Without the correct organization to aogjuuse and monitor the resources
involved, even companies with valuable, rare angeirfectly imitable resources will
not be able to create a sustainable competitivargdge. When all four resource
attributes are present, a company is safe to asgurmas a distinctive competence that
can be used as source of sustainable competitivengatje (Collis, 2008).Below is a
diagram (Table 5.1) that sums up the four VRIOilaites and the resulting

advantages the company has in different situations.
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Difficult to Organizationally
? ?
Valuable? Rare~ Imitate? Compatible? Result

b 4 X X X Competitive Disadvantage

v X X b 4 Competitive Equality

v v X b 4 Short-Term Advantage
Unused Competitive

= e = S Advantage
Sustainable Competitive

v v v v Advantage

Table 5.1; VRIO Framework
Agency Theory (AT)

In a typical franchise agreement, the franchiseehases the rights to the profits from a
particular unit by putting up an initial investmdaé and participating in an agreement to pay
ongoing sales royalties to the central franchisoreturn, the franchisee has the right to use
the trademark and operating procedures of the coynpaithat location while maintaining
autonomy to hire personnel, advertise, etc. Ultalyatthe franchisor reserves the right to
monitor the quality of the product and services #rmavalue of the trademark in relation to

the corporate image.

So in essence, franchise type relationships bethefifranchisor and the franchisee mutually.
The Franchisor makes money from self owned locatesmwell as collecting royalties from
independently ran units without all of the costd dassles associated with everyday business
associated with said units. The franchisee, orother hand, benefits from the Franchisor by

utilizing trademarks and business operations adstablished, successful company.

Although the above-mentioned situation seems idewakry business deal comes with
potential risks and costs associated with it. Restibe theory that is most applicable to such
an agreement of incomplete information and unaettas Agency Theory (Mathieu, 1997).
Applications of Agency Theory may explain poteryiabeneficial ways to organize
relationships in which one party (Franchisor) deiees the work that another party
(Franchisee/agent) undertakes (Combs, Michael,)2G4thermore, Agency Theory argues
that the two most common agency problems are aghw&igction and moral hazard. Adverse
selection pertains to the condition under which Hranchisor cannot determine if the
Franchisee possesses the ability to do the worlwfach he is being paid (Mathieu J, 1997).
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Moral hazard addresses the doubt that the Franchmswrs when considering if the
Franchisee has put forth maximum effort to fuli lluties, in which the Franchisee has to
assume accountability and responsibility for higsoss within his franchised unit (Mathieu J,
1997)

Measuring a franchise’s performance is one of tleg kactors for success from the
Franchisor’s (principal’s) standpoint. Franchisarsiensure that all members of the system
work to develop and maintain its brand name/imadbout attempting to take a “free ride”
off of the efforts of other Franchisees/Franchit@t work hard to develop and maintain the
brand name/image. If each Franchisee (agent) doesvork to uphold the principals and
beliefs set forth by the Franchisor, the Franclfssogputation and business could start to
deteriorate. For example, a customer visiting aniemdly and dirty franchised McDonald’s
would probably not visit another McDonald’s elsewehedue to association of a bad
experience. Eventually, this kind of discouragemaintepeat customers may affect other
franchisees or the overall business image of taadfisor.

A solution to insure that the franchisee is adlgetm the contractual terms of the franchise
agreement is to closely monitor the Franchiseetwities through impromptu and routine
visits. If the Franchisee fails to meet the staddathe Franchisee should be forced to submit
and implement a plan to bring the unit up to pardieg further discipline from the corporate
headquarters (including but not limited to finesl doss off privileges to use the corporate

name).

Another problem to consider is the moral hazardaaged with the inability to transfer
information in a non-hierarchical setting of busise If the franchisor (principal) has
misinformation about the franchisee’s (agent’s)igbio perform certain tasks, the principal
will have difficulty ensuring that the tasks arargeperformed correctly which in turn might
encourage the Franchisee to shirk on the propdorpeince of the task. In essence, if the
Franchisee realizes that there is a glitch in tlaitoring system due to inability to check up
on their performance, he may not be willing to fauth the amount of effort that is necessary
to ensure adequate job performance. ConversetyFifanchisee (agent) is not able to get a
message to the Franchisor (principal) in a timeneéd, operations may halt or fail. For
example, a Franchisee may become frustrated whieonpliold by the corporate office in an

attempt to ask an important question concerningss#ébrecasting for the quarter. This
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inability to communicate would probably cause undtress and a lack of confidence in

support from the Franchisor.

The solution to this problem is to establish a rodtlof daily communication between the
Franchisor (principal) and the Franchisee (ageiatewmail, log books, teleconferencing, etc.
This system would allow information to be exchangadily while eliminating the possibility
of misinformation and simultaneously alleviating<eaty. It would be ridiculous to think that
the aforementioned problems are the only issuesdfat a Franchise based relationship but
they are a good illustration of the types of mohalzard and adverse selection that

thefranchisers and franchisees face in relatiokgency Theory.

Theory Of Constraints (TOC)

A constraint is anything that prevents the systemmfachieving its goal. There are many
ways that constraints can show up, and constraarisbe internal or external to the system.
An internal constraint is in evidence when the rmademands more from the system than it
can deliver. If this is the case, then the focutheforganization should be on discovering that
constraint and following the five focusing steptzen it up (and potentially remove it). An

external constraint exists when the system canysedhore than the market will bear. If this

is the case, then the organization should focusiechanisms to create more demand for its

products or services.

Types of (internal) constraints

- Intellectual property / syllabus: The way thesegthle assets that currently used
limits the ability of the system to recruit mored¢nts and generate more revenue.

« People: Lack of skilled people limits the systemental models held by people
can cause behaviour that becomes a constraint.

« Policy: A written or unwritten policy prevents tegstem from making more.

. Financial :

The constraint is thiemiting factorthat is preventing the organization from gettingreno

throughput (typically, revenue through sales) ewben nothing goes wrong.

The Theory of Constraints (TOC) is an importantl tlmy improving process flows. The
implications of the theory are far reaching in terof understanding bottlenecks to a process

and better managing these bottlenecks to createffement process flow. Simply put the
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theory states, “the throughput of any system iemd@ned by one constraint (bottleneck).”
Thus, to increase the throughput, one must focudeantifying and improving the bottleneck

or constraint.

Every system has at least one weakest point. Thie an@ of every company is increasing
the profit, and constraints are the main obsta@ssicting the company’s grow in achieving

their goal.

5.2.2 Contribution to D’MONTE Group

As the research is done based on D’MONTE Childsacase study, and the research finding
has shown the strength and weaknesses of the ksanas a whole. It has indicated that
Franchisor has a strong leadership, competence@nditment towards their business and
their Franchisees. And their Franchisees also dgmeh the Franchisor that strong

leadership is needed at the Franchisees end im tbderomote and manage the business
towards a healthy growth and profitable end redtliey have to be committed to their new

set up at least for the beginning two to three yadter business being set up.

In the contrary, in this research, the researchssr proved that one of the very important
factor for the Franchisor to continue survive irstindustry is it has to find a way out to be at
a competitive advantage comparing to its competitdrhich means the Franchisor’s product
has to be perceived by customers as valuable,inamgtable and well organized.

If the product does not have a competitive advantagstomer may choose to purchase from
competitors who are able to provide a more valupbbeluct at a better price. In loosing the
business to the competitor, meaning the effectrescly towards their profitability. One the
profitability is affected, the whole financial dig business is affected. The largest constrain

in a business is non other than it is financialstan.

This may impact the Franchisee and their preseintkeoFranchisor as incapable in helping
them to reach their goal or target. And the serisgissatisfaction can be reflected directly

from this impact.

Therefore the researcher would highly recommendRtanchisor to put their priority in

looking into their research and development ofrtheaduct seriously. And first and for most,
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to make their Franchisees feel satisfy with thedpob that they are selling and confidence to

convince customers to register their kids with D’MTE .

5.2.3 Contribution To Franchising Industry

The finding of this research gives a very good aigao the Franchising industry as no matter
how strong the Franchisor may be in terms of legtdpr commitment, and competencies. No
matter how reliable and how much trust their Frageds may have towards the Franchisor
(Agency Theory). But the constraint that arises ttueertain factors, be it human constrains
or constraints in the product form (Theory of coaisits), may create a vast impact on the

inter relationship of the Franchisee and Franchisor

The relationship of resource based view (RBV-VRIOheory of constrains (TOC) and
Agency theory (AT) are inter related. The mild ftion of one may loosen the link of the
other two. Refer to Table 5.2 below, as a successanchisor, the management team has to

always take into account these three inter reldtedries in their franchising system.

INTERRELATIONSHIP OF THE THEORIES AND
THE FINDINGS

VRIO-RBV (Product)

Agency Theory Theory of Constraints
(Satisfaction) (Problem Solving)

Table 5.2; Chart showing inter-relationship of thethree theories
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5.3 Recommendations

There is no doubt that the franchisor and the fiese together play a role in the success of
the overall franchise company. However, what or wiekes the franchisee committed to
making his business successful? Can any one péosmanother person to be committed to
anything? Dr. Robert Schuller, pastor and motivatlspeaker, tells us, “If it's to be, it's up
to me.” Commitment to “whatever” is a personal dewma How then does a franchisor
enhance the franchisee commitment? Think about ltitian be me, you can be you, but we

can’t “be” each other.

There are ways a franchisor can help motivate, wage and even make the commitment
easier for the franchise owner. In fact, that's e franchisee signed up for: “lI want to
own my own business and | need the support togiaymitted to my success.” The mindset
of the franchisor should be to provide a suppoéalystem that leads to franchisees’ success.
Conversely, the mindset of the franchise owner hbe: “I am committed to be number one,

| am committed to win the race and | am committedutsell my competition.”

Both the franchisor and the franchisee must defthat success means to them. Then each
party must be committed to one thing: the succésach other. While there is a multitude of
ways to help someone succeed, here are five suggesthat may help enhance the

commitment level of the franchisee:

1. The franchisor must have a proven and easyhkwfosystem and the franchisee must

follow that system.

2. The franchisor should have a mentor programl@atepand the franchisee should take
advantage of that program.

3. The franchisor should strive to ensure decisamsfield driven and the franchisee must

share knowledge from the field to make those decssi

4. The franchisor should have reward systems amgrams in place to motivate the
franchisee and the franchisee should strive toezehihese rewards.

5. The franchisor must strive to keep things singie the franchisee should focus on the

simple and not overcomplicate the process.

Have a Proven, Executable System and Follow it: Migthat? It's the brand, the “how to”
of the system. Having a cookie-cutter system irtglaelps franchisees focus on the things

that add to their commitment. Remember, some péttse system are simply non-negotiable.
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That is the must do’s: the aspects of the busitiesdeal with the brand. Other parts of the
system can be tweaked by the franchisees. Thenasaadly two ways to do something, two
ways to get from point A to point B, without breagithe law. We all have to follow the laws
and rules of both paths. A rubber gavel is a greatay to enforce a system and lead the

franchisee to commitment.

For the franchisee, his role is simple: he boughtas awarded a franchise system. Follow it.
In the beginning, follow it to a tee. Do not deeiafs time goes by, the franchisee may learn
a way to tweak within his market. The franchiseeusth make sure the franchisor knows

what he’s doing differently , and together, tltay continue to grow the system.

Have a Mentor Program : One of the best ways tamed franchisee commitment is to
establish and promote a mentor program. The Intiema&l Franchise Association has a
program in place, so take advantage of it to léew to match the good with good and the
like with like. The goal is to help new and everuggling franchisees by matching them with
successful franchisees. People learn from andehriv rubbing shoulders with successful
people. A mentor program provides opportunitiesnaiwork with success. For the
franchisee, take advantage of those who “have beme and done that,” but not of those
who “have been there and didn’t do that.” Therelsigadifference. Do not listen to the bad
apple. The saying, “Every market is different” reie; “Every market is different.” The

difference is the franchisee. “If it's to be, it to me (you).” Franchisees should listen to,
learn from and grow with their mentor. Above alietfranchisee should ask his mentor to

hold him accountable to succeed.

Ensure decisions are field driven. Successful fimwes are franchisee and field driven.

Franchisors should have multiple ways to get infatan from franchisees about all topics.

Get input and advice. That does not mean a fraeehtouncil all the time, but instead,

different focus groups on each topic. It does m&agaging franchisees to make decisions all
the time. What do they want, need, like or thinkhatVare their markets and customers
calling for? Find out and give them solutions. &rhg to and providing the need adds to the
franchisee commitment as they learn firsthandatisrtnership, give and take.

For the franchisee, offer advice, not commandsyviBeosuggestions. Take advantage of
participating in focus groups. Franchisees in ilb&dfcan provide their unique knowledge.

Together, franchisees can help lead the franchisgreat commitments.
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Have reward systems in place. Franchisees like tecognized and win, no matter what the
prize is. The satisfaction of being first or wingilgoes a long way toward developing
commitment. Set up company or regional reward systand award top franchisees for
various achievements. Franchisors can have diffdmrels of achievement with bigger
prizes as the accomplishment grows. Franchiseragstan set up contests for franchisees to
compete with each other. Set up contests that atetifranchisees to achieve the main goal
of the business. Make sure the contest is fairlawlclear objectives. For franchisees, they
should participate in all rewards programs and esist to win. They might consider
motivating their staff and adding their own prine them to win. And even if they don’t win
every time, play the game to win every time. Bepagt of the contest shows commitment

and encourages your staff to commit to win as well.

Keep it simple, do not overcomplicate : In todagver-changing world, simple must
outweigh complex; don’t make it hard. Rid your systof the stuff that bogs it down of time
and money. Franchisees want easy in and out. €laetlooking for companies that are easy
to do business with, so be that company. It's be®ven that simple works; keep it that

way.

Franchisees should not undercut and overcomplibatanstead follow the system and make

it easy for themselves and their staff.

Be committed to each other. If it's to be, it's tgpme. | can’t commit for you and you can’t
commit for me. But together we can encourage e#ofr ®o commit. Through providing and
following a proven system, by having a mentor pangrby making sure decisions are field
driven, by having a rewards program in place, andtdeping it simple, both the franchisor

and franchisee and focus on that one thing: sucGesamit to it.

5.4 Future Research Direction

Conduct a research using VRIO framework with thip loé Micheal Porter 5 forces analysis
and Agency Theory framework.

VRIO and other resource-based models suggest thiah'a competitive advantages are a
result of its ability to derive value from the resces that it controls. The better a firm can

identify and utilize its resources, the betteriit sompete in the marketplace.

Five forces analysis helps organisations to undedsthe factors affecting profitability in a
specific industry, and can help to inform decisioakting to: whether to enter a specific
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industry; whether to increase capacity in a spediidustry; and developing competitive

strategies.
‘ Resource-based view ‘
| relies on resources |
‘ Tan:gible Intan“gible |
that must be
‘ Heterogeneous Immeobile ‘

and have VRIO attributes to become

|

‘ VRIO resources ‘

|
that provide

|
‘ Competitive advantage

5.5 Conclusion

To be effective, Franchisor has to genuinely cdreutthe success and shortfall of the
Franchisees. Be alert with the constraints faceBrapchisees, and always be there to rectify
and improve the system. Good relationship startls aviFranchisor that is, first and foremost,
committed to Franchisees success by always loakimproving their Franchise facilities,
such as the products and the processes. Eliminateonstraints in the system, and enhance
the product and processes to make it valuable, irameitable and well organized so that they
always have the competitive advantage in the cathgemarket. That commitment, more
than anything else, needs to permeate the Framclosganization at every level. If
Franchisees do not sense the commitment from Fsorghthe relationship can quickly
become adversarial. If on the other hand, Franebisee Franchisor breaking their back to

help them succeed, there is almost nothing theynatldo for Franchisor.
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Appendix 1

Basic Interview Questions For Franchisor (4)

No | Interview Questions Follow-up Questions RelateotResearch Objectives
&Propositions
1 | What position do you currently | How long have you been Basic information about
hold? in this industry interviewee
2 | What is the size of your What is the average
company? tenure for your Franchise
contracts?
a) Number of outlets
b) Number of staff
¢) Number of students
3 | Where are the outlets located? How many outlets d
your company have?
4 Do you follow the 9 steps proces$f not, what are the RO1:To review whether the 9-

when setting up the outlets?

(RO1)

Were the Franchisees
involved in the 9-step
process during set-up?
Why/ why not?

guidelines that you use?

steps process is being followe
during the set up of the
franchise business

Al:Franchisor practise in

sequence according to the 9
steps process during the set-y
of its franchise system.

A2: Franchisee had fully
participated in those activities
stated in the 9 steps process

o

of

franchising set up.

Probing Questions: (10)

Follow-up Questions

Relate to Research Objectisd
Propositions

In your Opinion, do you
think the leadership skills
competencies and
commitment of the
Franchisee will impact
the business
performance? (RO2)

What are the leadership

RO2:To determine whether

,skills and competencies yguFranchisees commitment and

are looking for when
selecting a Franchisee?

Why do you think those
skills, competencies are
important for franchising
success?

Do you also focus on the
franchisee’s commitment
level? Why?

leadership skills have impact on the
franchise business performance.

A3:Franchisees leadership skill,
competencies and commitment will
impact the business performance o
the Franchise
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6 | What is the key factors | Do you think that the cost | RO3:To identify key factors that
affecting the quality of operation will affect the | affect Franchisor/Franchisee
relationship between relationship between relationship quality
Franch!sor and ' Franchisor and Franchisee A5-Franchisor has services that are
Franchisees that will (RO2) valuable, rare and inimitable in the
impact both their . .| market and thus helps improve
performance Can you list out the major Pusiness performance

expenses that are of highes
concern in franchising to
the franchisees.

7 | Do you think that Why do you think so ? RO3:To identify key factors that
D'MONTE brand is affect Franchisee / Franchisor
considered as valuable, relationship quality
rare (unique), |r1|m|tab|e A5: Franchisor has product or
and well organized services that is valuable, rare,
(VRIO-RBV) inimitable in the market and thus

helps improve business performan

8 | Who do you prefer the | Franchisee? Why RO2:To determine whether
outlet to be managed by? Franchisees commitment and

Employed manager? why | leadership skills have impact on the
franchise business performance.
A7: Franchisor agree that it is morg
effective for the outlet to be manag
by the Franchisee than hiring a
manager.

9 | How often do you have | How do you deal with theirl RO3:To identify key factors that
meeting / discussion with feedback and suggestions? affect Franchisor/Franchisee
Franchisee in order to Do you work out a common relationship quality
obtain feedback (ideas | action plan?
and suggestions) relating A6 :Franchisee are able to give
to the business feedback and discuss their ideas or
performance suggestions with the franchisor

through an established process

10 | In your opinion do you | Who decides for the RO4:To ascertain whether Busines
think the location of the | selection of location? environment and the impact on
outlet play an important mutual relationship
part in the business HOW.dO you ensure that the

location is feasible for
performance (RO4) business success of the
franchisee?

11 | Do you help your If yes, what are the RO4:To ascertain whether Busines
Franchisee in obtaining | constraints that you faced | environment and the impact on
the required licenses fromWith the Authorities? mu':cual relationship and franchise

L performance

» authorities (RO4) If no, why not?

Would it be easier for
franchisee to apply those
licenses themselves?

A8:Franchisees’ major constrain
were resolved by the Franchisor
promptly
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13 | Do your existing If yes, Is there any RO3:To identify key factors that
Franchisee renew theirincentive? affect Franchisor/Franchisee
contract after the initial 5- relationship quality
year term? If no, what are the reasong?

A9:Franchisee has high level of
satisfaction towards the business
approach of the Franchisor

14 | In your opinion what areDo you have a plan / RO4:To ascertain whether Business
the major constraintsstrategy to resolve these | environment has impact on mutual
faced by the Franchisorconstraints? relationship and franchise
when franchising? performance

If yes, how would you do

it? A10:Franchisor is constantly

If no, why not? reviwing their process and approach
to identify any potential constraints

Do you also support and | arises within their franchise busingss

assist your franchisees to | network, and find solution for it.

resolve their constraints?

Deep Questions: (8)

Interviews Questions Follow-up Questions Relate tResearch Objectives /
Propositions

15 | As Franchisor, how do | Is there a system to measurRO1: To review whether the 9-steps
you help your Franchiseg the level of commitment of| process is being followed during the
to acquire the necessary| the Franchisee along with | S€tting up of the franchise business.

16 isnkntjlzearr;;jincg?fqlgegizrriz< their business performancq %Z:Franchisee had fully participated
0 the fullest? How do you measure the in those activities sta?e_d in the |9

skills and competencies of steps process of franchising set up
Is there a structure for thefranchisees? And how
systematic development frequent?
of the skills and
competencies of the
franchisees?

17 | How can you as a Do you think by enhancing| RO3:To identify the key factors that
Franchisor to further the VRIO will strengthen | affect Franchisor / Franchisee(s)
ensure D’MONTE brand the Franchisor / Franchiseg relationship quality
to become more valuable,relat'onShlp ? . :

o A5:Franchisor has product or
rare, |_n|m|table and well services that is valuable, rare,
organized ? inimitable and well organized in the
market and thus helps improve
business performance

18 | In your opinion, what are Please rank those factors inRO3:To identify key factors that
the factors that will help | terms of importance to affect Franchisor/Franchisee
to improve the franchisor rela'tionship quality that impact the
relationship between business performance
Franchisor and Why_those f_actors are
Eranchisee? considered important? A9: Franchisee has high level pf

ISee: satisfaction towards the busingss
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approach of the franchisor

19 | How do you respond to | Do you have an effective | RO3:To identify key factors that
the feedback and channel to convey messageaffect Franchisor/Franchisee
suggestion of the to Franchisees? rela'tionship quality that impact the
Franchisee after meetings : business performance

. . If yes, are they being used
and discussions? to its fullest? A6:Franchisee are able to give
feedback and discuss their ideas and
If no, why? Do you suggestions with the Franchisor
consider to establishing onethrough an establishing process
in the near future?

20 | How often do you Kindly provide possible RO3:To identify key factors that
evaluate and review your Strategies or action plan thagffect Franchisor/Franchisee
process and approach tg You are currently adopting | relationship quality that impact the
identify the constraints business performance
and ways to improve? Al10:Franchisor is constantly

reviewing their processes and
approach to identify any potential
constraints arise within the Franchise
system

21 | What are the guidelines | Can you provide a liston | RO4:To ascertain whether Business
given to the Franchisees| what are the ideal location| €nvironment and the impact on
in selection of location? | 5nd what are the locations| Mutual relationship

to avoid? A10 :Franchisor is constantly
How do you know those arereviewing th‘?” processes and .
locations that are suitable? approa(_:h 0 |Qent|fy any potential .

‘| constraints arise within the Franchise
Do you assess them system and_ find a solution to resolve

: .| the constraints.

together with the potential
franchisees?

22 | Besides providing theDoes your current action | RO2:To identify key factors that
routine audits and involve any cost and time | affect Franchisor/Franchisee
trainings  and other on the Franchisee’s part? | relationship quality that impact the

development  activities
what are your curren
action that helps t
improve the relationshi
between Franchisor an
Franchisee?

tIn your opinion, generally,
pwould the Franchisees agr
D with your action plan?

d

Why or why not?

business performance

A 10 :Franchisor is constantly
reviewing their processes and
approach to identify any potential
constraints arise within the Franchi
system and find a solution to resoly

the constraints.
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Appendix 2

Basic Interview Questions For Franchisees (5):

No | Interview Questions Follow-up Questions RelateotResearch
Objectives &Propositions

1 | What position do you currently | How long have you been | Basic information about
hold? in this industry interviewee

2 | What is the size of your What is the average tenure
company? of your Franchise

contracts?
a) Number of outlets
b) Number of staff Why did you decide to
c) Number of students | obtain this franchise?

3 | Where are the outlets located? How many outletgod

have?

4 Do you follow the 9 steps processf not, what are the RO1:To review whether the
when setting up the outlets? guidelines that you use? | 9-steps process is being
(RO1) How involved was the followed during the setting up

franchisor in the 9-step | of the franchise business

process during set-up of

your outlets? Why/ why | Al:Franchisor practise in

not? sequence according to the 9
steps process during the sett
up of its franchise system.
A2: Franchisee had fully
participated in those activities
that were stated in the 9 stey
process of franchising set up

5 Do you agree that franchising is|aVhy or why not? RO1:To identify key factors

better model for expanding a

business?

that affect Franchisee /
Franchisor relationship
quality

A2: Franchisee had fully

that were stated in the 9 stey
process of franchising set up

Probing Questions: (9)

Follow-up Questions

Relate to Research Objectisé
Propositions

In your Opinion, do you
think the leadership skills
competencies and
commitment of the
Franchisee (you) will

What are the leadership skill

competencies and
commitment you need as a
Franchisee?

What about for the

sRO2:To determine whether

Franchisees’ commitment and
leadership skills have impact on
the franchise business performan

A3: Franchisees leadership
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impact the business
performance? (RO2)

franchisor?

What do you look for in the
leadership skills and
competencies of the
franchisor?

Why do you think those
skills, competencies are
important for your franchising
success?

How would you rate your
current commitment level to
this franchise business? Wh

skill, competencies and
commitment will impact the
business performance of the
franchise

?

RO3:To identify key factors that

1)

\re

4]

or

7 | What are the key factors| Do you think that the cost of
affecting the quality operation will affect the affect Franchisor/Franchisee
relationship between relationship between relationship quality that impact th
Franchisor and Franchisor and Franchisee business performance
Franchlsegs that will (RO2) A5:Franchisor has services that g
impact their c i h . valuable, rare and inimitable in th
performance? (RO3) e)‘?n you 'S:] outthe MaJor | - rket and thus helps improve

penses that are Qf highest business performance
concern in franchising?

8 | Do you think that Why do you think so ? RO3:To identify key factors that
D'MONTE brand is affect Franchisee / Franchisor
considered as valuable, relationship quality
rare (unique), |r1|m|tab|e A5: Franchisor has product or
and well organized services that is valuable, rare,
(VRIO-RBV) inimitable in the market and thus

helps improve business
performance

9 | How often do you have | Do you discuss together with RO2:To identify key factors
meeting / discussion with the franchisor to arrive at an| affecting Franchisor / Franchisee
Franchisor in order to action plan when there are | relationship quality that impact th
obtain the support and | challenges? business performance
sharing that is needed to
improve business Do you think you obtain A6:Franchisee are able to give
performance? sufficient support and inputs| feedback and discuss their ideas

from the franchisor? suggestions with the franchisor
through an established process
Do you work out a common
action plan?
10 | In your opinion do you | Who decides for the selectionRO4:To ascertain whether the

think the location of the
outlet play an important
part in the business
performance

of location

How do you ensure that the
location is feasible for
business success of the
business?

Business environment has impac
on mutual relationship and
Franchisees’ performance

A8: Franchisee’s major constrain
were resolved by the Franchisor

promptly

IS

151



11

12

Does your franchisor
helps you to obtain the
relevant licenses from
appropriate authorities?

Would it be easier if you
were to apply those
licenses yourself?

If yes, what are the
constraints that you faced
with the Authorities?

If no, why not?

Why? Or why not?

RO3:To ascertain whether the

on mutual relationship and
Franchisees’ performance

A8:Franchisee major constrain

promptly

13

Would you renew th
franchising contract afte
the initial 5-year term?

r

o |f yes, Is there any incentive?

If no, what are the reasons?

P RO3:To identify key factors that
affect Franchisee-Franchisor
Relationship quality

A9:Franchisee has high level of
satisfaction towards the business
approach of the Franchisor

14

In your opinion what ar
the major constraint
faced by you as th
franchisee when involve

in a franchising businessf:

e

n
If no, why not?

Do you get support and
assistance from your
franchisor to resolve the
constraints?

cDo you have a plan / strateg
5to resolve these constraints?

dif yes, how would you do it?

y RO3:To identify key factors
affecting Franchisor / Franchisee
relationship quality that impact th
business performance

RO4:To ascertain whether the

on mutual relationship and
Franchisees’ performance

A8:Franchisee major constraints
were resolved by the Franchisor

promptly

A9:Franchisee has high level of
satisfaction towards the business
approach of the franchisor

A10:Franchisor is constantly
reviewing their process and
approach to identify any potential
constraints arises within their
franchise business network, and
find solution to resolve the
constraints.

Deep Questions: (8)

Interviews Questions

Follow-up Questions

Relate tResearch Objectives
/ Propositions

15

Does your franchisor hel
you to acquire the
necessary skills and

competencies in operating the business?

p Is there a system to measure
the level of commitment along
with business performance of

RO2:To determine whether
Franchisee’ commitment ang
leadership skills have impact
on the Franchise Business.

Business environment has impact

were resolved by the Franchispr

1)

Business environment has impact
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16 | the business to the fullest?Are your skills and Al:Franchisor practise in
competencies being measuredsequence according to the 9
Is there a structure for the by the franchisor? If so, how | steps process during the set-ug
systematic development offrequent? of its franchise system.
the skills and
competencies of you as tne/Vhat factors would engage | A2:Franchisee had fully
tranchisees? you to continue to acquire the| participated in those activitie
zggg‘ig i(';'r':]smei‘t”g)iﬁg"petenc'eﬁwat were stated in the 9 stey
franchised business? Why? process of franchising set up
17 | In your opinion, what are | Please rank those factors in | RO3:To identify key factors
the factors that will help tg terms of importance to affecting Franchisor / Franchise
improve the relationship franchisee relation_ship quality that impact
between Eranchisor and the business performance
. Why those factors are
Franchisee? considered important?
A9:Franchisee has high leve
of satisfaction towards the
business approach of the
franchisor
18 | How does the franchisor | Do you have an effective RO3:To identify key factors
normally responds to the | channel to convey messages taffecting Franchisor / Franchise
feedback and suggestion Franchisor? relation_ship quality that impact
of the Franchisees after . the business performance
. . _ If yes, are they being used to
meetings and discussions s jest? A6:Franchisee are able to gi
feedback and discuss their ide
If no, why? Do you consider tg and  suggestions  with  th
establishing one in the near | Franchisor through a
future ? establishing process
19 | How do you think the Do you think by enhancing the RO3:To identify the key factors
Franchisor can further VRIO will strengthen the that affect Franchisor /
ensure D’MONTE brand | Franchisor / Franchisee Franchisee(s) relationship
to become more valuable relationship ? quality
rare, |p|m|table and well A5:Franchisor has product or
organized ? services that is valuable, rare,
inimitable and well organized in
the market and thus helps
improve business performance
20 | How often do you evaluateKindly provide possible RO3:To identify key factors

and review your process
and approach to identify
the constraints and ways
improve?

Do you work with the
franchisor to review the
processes and approache
needed to improve and

strategies or action plan that
you are currently adopting

tqs there a better way to furthe
strengthen the franchised
business?

Would the franchisor listen to
She franchisees?

enhance the franchised

Why?

affecting Franchisor / Franchisg¢
relationship quality that impact
the business performance

Al0:Franchisor is constantly
reviewing their processes and
approach to identify any
potential constraints arise withi
the Franchise network and find
solution to resolve the
constraints.
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business?

21

What are the guidelines
given when selecting a
location for the branch?

are the locations to avoid

How do you know those are
locations that are suitable?

Do you assess them together
with the franchisor?

Can you provide a list on whaf RO3:To ascertain whether the
are the ideal location and whatBusiness environment has

impact on mutual relationship
and Franchisees’ performance

22

Besides the franchis
providing the routine
audits and trainings an
other developmen

piDoes your current action
involve any cost and time on

dyour part?

t

activities, what are yourIn your opinion, generally,

current action that helps t
improve the relationshi
between Franchisor ar
Franchisee?

owould you agree with the
dranchisor?

Why or why not?

D action plans developed by the

RO2:To identify key factors
affecting Franchisor / Franchise
relationship quality that impact
the business performance

A8:Franchisor is constantly
reviewing their processes and
approach to identify any
potential constraints arise withi
the Franchise system and find
solution to resolve the

pe

=)

constraints.
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Appendix 3

Interview Transcript Summary

Franchisor
Basic Questions Summary from 6 Interviewees
1. Position a) R&D Curriculum Development Director

a) Duration of the business

b) Admin and Finance Director

c) Advertising and Promotion Director
d) Event and Function Director

e) Training and Operation executive
f) Marketing and Event Manager

7 Years

2. Size of the company

a) Tenure for Franchise contract

b) 21 outlets
c) 250 Staff
d) 2000 students

5 years

3. Location of the outlets

a) Total number of outlets

b) 14 outlets in Penang Island
c) 4 outlets in mainland Butterworth
d) 3 outlets in Kedah

21 outlets

4. Following 9-steps when setting U

Ig-our interviewees said they follow and 2 was noyve
sure

Probing Questions

5. Impact on business performance

a) Leadership skills

All 6 interviewees agreed that leadership, compmésn
and commitment of franchisees will impact business
performance. They prefer to look for qualities sash
commitment and ability to communicate as the tweimc
important factors during the start-up phase of the
franchising relationship.

According to the interviewees, below are the lesligr
skills which in their opinion a Franchisee mustéav

e Communication skill: All of the six interviewees
agreed that ability to communicate with their stz
other business associates and Franchisor are t
most important skill to have.

e Motivation skill: Four of the interviewees said th
the ability to motivate their worker and co-

D

Aff
he

a

workers are very important factors that moves t

he
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business forward. Whereas the other two said
Franchisee can hire professional motivator to do
the job periodically.

» Delegation skilt Four of the interviewees agreed
that the Franchisees that possess this abilityavoul
be able to distribute the job and responsibility
equally among the staff so as to expertise the
whole process to meet target or at least able to
conclude the task in a smooth manner. Whereas
the other two interviewees look at this as to pass
the message clear enough to an assistant, and|let
the assistant do delegate and follow up after that.

» Positivity mind set6 of the interviewees all
agreed that positive mind set is important asdt s
force to push the whole organization forward frpm
setting a goal to execution to achieving the target

» Trustworthiness: Six of the interviewees agree
that as a business owner, especially in education
industry, trustworthiness is of utmost important|to
parents and other business associates.

» Creativity : Three interviewees said Franchisee
which is creative is able to bring the business to
another level as they are able to come out with
different ideas to improve their CRM and
strengthen the relationship with customers and
improve on recurring sales. They are also able|to
guide their teachers to come out with more
creative and fun lesson for the children. Wheregs
the other three interviewees do not look at it the
same way. They merely agreed that the
Franchisees just follow strictly on what has begn
given by Franchisor and implement it accordingly.

* Responsibility: All six interviewees agreed that
the Franchisees as a business owner, is
responsible to make sure the brand image is well
taken care of and the business is carry out and
progressing well according to the instruction and
steps planned out by the Franchisor.

» Goal setting Despite the fact that Franchisor is
responsible to set a short term and long term gpal
for their franchise business, three of the
interviewees agree that the Franchisees should set
their own goal as well, such as the student
enrolment number, teachers performance and KPI,
KPI for CRM and so on. The other three
interviewees said that it is not necessary for the
Franchisees to set their own goal, just follow
strictly to the Franchisor’s plan and if they have
doubts, just refer to the HQ for clarification and
help.
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b) Competencies

Educational level Three interviewees agree tha
educational level play an important role in
handling the business, especially helping the
business to expend. The more knowledgeable
are, the better it is to make decision pertainong
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the business circumstances. Three others do npt

think the same way, as to them experience is n
important than education.

Language proficiency All six interviewees
agreed that if a Franchisee is fluent in all three
languages, it will definitely be a big bonus. This
ability is needed in complementing with their
communication skill.

Management knowledge and skillFour
interviewees agree that Franchisees is merely {
operation manager of the outlet. While managir
their outlet, they should be able to plan and
control the available resources, deciding how tf
resources available to the operations and ensu
the resources are used to complete the task in
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She must have a clear vision on how the operation

is carryout efficiently to produce quality service
Continually monitoring and improving the overa
performance of the outlet operation. The other
interviewees said that management skill of the
Franchisee is important, however, they can ref¢
to Franchisor’s operation guideline /manual anc
follow strictly.

Early childhood knowledge and skilt Four
interviewees said that Franchisees must have
some knowledge, skill and disposition regardin
the development and learning of young childrer
provide the foundation for sensitive, responsive
care giving and high quality early childhood
practice. This also encompasses an understan
of major development theories and practice. M

S
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importantly, the health and safety expect for early

childhood care. The other 2 interviewees agree
that it would be better if Franchisees do posses
the early childhood knowledge, but experience

from their motherhood will be sufficient to hand|e

situations.

Establish system for smooth program
functioning: All six interviewees agreed that the
Franchisees / Operation manager should
continually monitoring and strive for
improvement in overall operation, such as redu
operation cost by increase staff efficiency,
increasing revenue by delivering good services

S

reducing investment needed in operation by
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effectively increasing the capacity of the
operation.

Manage the staff to carry out the mission of the
program: Five interviewees agreed that as a
leader in the outlet, Franchisees must have the
ability to inspire / motivate the staff to perform
effectively and efficiently by award and
recognition system. Develop a policy that
encourage transparency and improving the
communication in the outlet can increase
productivity.

c) Commitment

To follow the guideline set by the Franchisar
All six interviewees agreed that Franchisees ha
to commit to follow the steps set by Franchisor
Follow it to a tee, do not deviate. As time goes
the Franchisee may learn a way to tweak withir
his market. The Franchisee should make sure {
Franchisor knows what he is doing differently,

and together, both continue to grow the system.

To uphold the brand name of the businesdn
the opinion of all the six interviewees, the majo
duty of the Franchisor is to safe guard and poli
the use of trade mark by Franchisees and to
protect the public from being misled about the
quality and consistency of the product and
services under the Franchisor’s trade mark. In
absence of a Franchisor’s control, Franchising
would create the danger that product and servi
bearing the same name may have diverse
gualities. Therefore the Franchisees has to be
committed to uphold the brand image of the
Franchise business.

Towork hand in hand with Franchisor and
collaborate with other Franchisees in terms of
event and marketing Be committed to each
other, and encourage each other to commit.Thg
interviewees all agreed that the reason of
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acquiring a Franchise business is take advantage

of the brand image and the system which the
Franchisors has and share the system to exper
their business. Therefore, the Franchisees in o
way or another has to strive to work hand in ha
with the Franchisor and work as a team with ot
Franchisees to strengthen the brand image of {
Franchise business.

To make sure the system runs smoothly in the
outlet: Four interviewees agreed that the
Franchisor should treat the business as their oy
baby and take good care of the business operg
especially in the early state of the business
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inception. Whereas the other two interviewees
said that the Franchisees may choose to hired jan
experience principal or manager to run the

business. And the duty of the manager is to
supervise the running of the daily routine to make
sure it is operate in its full capacity and on the
track set by the Franchisor.

» Make sure the welfare of the staff and children
under our care is well taken care offIn the
opinion of all the six interviewees, taking good
care of the customer is one of the CRM program
that the Franchisor must have and the Franchisee
should follow strictly to the conditions set. Buitr
to forget the well being of the internal customers,
that’s the employee’s benefit and appraisal system
to work well in order to ensure the retention of
good employees and assurance of quality services
to the customers.

Can any one person force another person to be dbeami
to anything? Dr. Robert Schuller, pastor and maoiiveal
speaker, tells us, “If it's to be, it's up to me.”
Commitment to “whatever” is a personal devotionwHo
then does a franchisor enhance the franchisee
commitment? Franchisor should strive to help mao#iya
encourage and even make the commitment easiehdor t
franchise owner. In fact, that’'s what the franchisegned
up for: “I want to own my own business and | nekd |t
support to stay committed to my success.” The nahdé
the franchisor should be to provide a supportaiétesn
that leads to franchisees’ success.

Another important factor mentioned by all the Bix
interviewees was the loyalty franchisees need @ lar
the franchise system. ‘It is upsetting and damagpntipe
franchise system if the franchisee is not loyalthe
franchise, or does things that are negative to|the
franchise’ They also felt that mutual trust and

commitment by both parties were essential ingrediém
make the relationship work. They compared |the
franchising relationship to a ‘marriage’ and sdudttthese
were the two most important factors to make theriage
work.Following the start-up phase, the franchisad g
franchisees may experience some disharmony as |their
relationship matures (Nathan 1996; McCosker andédfria
1999). It was expected that franchisees would tend
refer to the provisions of the contract during thiase of
the relationship where disputes and disagreemeats| m
occur. Therefore it was proposed that the contranild
be the most beneficial to them during the confiicase.
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1. Cost of operation

a) High cost concern

All 6 interviewees agreed that cost of operatioarie of
the major factors that affect the relationship gyal
among Franchisee and Franchisor

Below are some of the high cost items suggested by
interviewees:
Salary: All the six interviewees unanimously

agreed that salary consumed the most from their

Profit. Take up about 40% of the profit

rental is ranked number two in the expenditure
list. Around 20% of the profit goes to rental
Marketing: 4 of the interviewees in their opinion

Rental: All the six interviewees also agreed that

both Franchisee and Franchisor should set some

budget for marketing. Whereas the other two

interviewees said that since there is no marketing
fees collected from Franchisees, therefore all the

marketing expenses should be on the Franchis
part. But all the six interviewees agreed that
marketing expenses is a must in order to up hg
the brand image of the business, and to keep t
prospects aware of our existence

Training: all the six interviewees agreed that or
going training of Franchisees in term acquiring
new knowledge on the latest business
development, strategy and technology is a mus
order for the Franchisees to successfully manal
and handle the business. Besides that, the
periodical training for their employees to impro

their teaching skills and classroom management

skill especially for new staff is also a must
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6. Key Factors that affect the quality
relationshipbetween Franchisor and
Franchisees

Fees structure

Cost of operation

Other major cost concerned

6 of the interviewees (100%) agree that the firgnci
status and profitability of the business the the fieetors
that affect the relationship of both parties.

4 interviewees (67%) said the fees charged byehee
is reasonable and the ROI should be around 1 eagsy
and 2 (33%) interviewees said that the fees chasyexh
low. ROI will be dragged to 3 years

Cost of operation in terms of Salary/wages (vadatulst)
are considered the highest and most difficult toage in
service industry. It takes up to 40% of the totafanue.
All the 6 interviewees (100%) all raised their cenrcin
this case, as the high labour cost will lower thafip
margin. If Franchisees do not attain the desirditpro
margin as promise, definitely they will put the ok on
the franchisor.

The fix operation cost such as rental is also aroth
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concern raised.

7. D’'MONTE brand is valuable, rare
inimitable and well organized

,All the 6 interviewees in this study see that the
competitive advantage of D’MONTEwas assessed in
terms of two financial indicators, growth in turresand
market shar@he ability of the brand to help Franchiseg
to generate desirable income and create more Yadume
our competitors.

The concept and the strategy used by D’MONTE isagw
seen as the leader in this industry. And the syHalsed
were designed in house by our expert team. Thexreifier 6
interviewees confirmed that the product and sysised by
D'MONTE are VRIO

2S

8. Prefer outlet to be managed by

All Six intenees (100%) agreed that outlets should
managed by Franchisees especially at the firstyteos
of operation. And once the operation is on track,
subsequently Franchisee is allow to hire a managem
the daily operation.

be

9. Frequency of meetings and
discussion between both parties

a) Handling feedback and common
action plan

Franchisor have a schedules meeting with Franchi&ee
least once a month

Four of the interviewees (67%) said that for major
problems, Franchisor gather the feedback and discus
within the management team and come out with a
solution or suggestion to the feedback. And tha are
director is assigned to discuss the suggestiothaor qf
action with the franchisee. They believe that sesfé
Franchisors are ‘Franchisee driven’ and Franchisor
should have multiple ways to get information from
Franchisees about all topics, but have differeatigs on
each topic. It does mean engaging Franchiseeske ma
decision all the time. From what do they want, néikd
or think. What are their markets and customersnzall
for ? Find out and give them solution. On the otieand
one of the interviewee is not so sure about theecbway
of doing it.
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10. Location and impact on busines
performance

a) Who decide for location

b) Feasibility of location

sAll 6 unanimously agree that the location of thenfrhise
outlet is a major impact on the business perforraanc

4 of the interviewees said that both have to agrethe
selection of location. Whereas the other two prafer
Franchisees to suggest on an area and the Franchiso
choose the exact location for the Franchisee set up

In the opinion of the interviewees, below are tbms of
the factor to consider while choosing a suitabtatmn

High Population density: All six interviewees
agreed that upon choosing of a suitable locatio
this is the first in the list to consider. Choose a
location with high population density will give a
high assurance to the student enrolment rate.
Near to primary school: 3 of the interviewees s
that if the centre is set near to a primary school
will help in their student enrolment rate as pase

look at it as a convenience drop off point for the

older child who is enrol in the primary school af
the younger child to D’MONTE centre which is
near to the primary school.

Building is visible from main road: It is indirewgtl
a publicity if the centre is able to catch the
attention of the passer-by. Therefore all the six
interviewees agreed that if the outlet is at
allocation which is visible from the busy main
road, it will add to the advantage in terms of
awareness and publicity.

Easy access to customers: In the opinion of the
interviewees, they unanimously agreed that
customer mostly from busy working class parer
One of the factors that they consider while
sending their children to a preschool is on
convenient of pick up and drop off. Therefore
easy access to the centre is vital to most paren
Safety aspect in terms of picking and dropping
children: All six interviewees agreed that the
safety aspect of the children is utmost importar

for parents as well as for the business owner. T

pick up and drop off point should be away from
the heavy flow of traffic.
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11. Obtaining of licenses

a) Constraints

b) Franchisee to apply the license

All the six interviewees said that this is the natm
practice in their franchise system as Franchisasdd
apply for the required licenses according to thiegline
and advice provided by the Franchisor.

Below are some of the points given

* Frequent change of officers who are handling t
applications: 4 Interviewees look at it as it isye
confused and inconvenience as the officers
handling the application keep changing. Once
there is a change in the officer, the applicant ha
to get familiarize with the officer and explain the
situations one more time. Worst is when there |
change of hand, the application file may be
misplaced or never handed down properly to th
new officer in charge, and the applicant is aske
to resubmit the file again.

» High cost for change of use for the building: All
six interviewees agreed that the high cost evoly
in change of use of the residential building to
commercial purpose is a drawback in applying
legal license to operate the business.

* Long and tedious procedure: One application is

filed, due to the working practice and behaviour

the officer in the government sector, we have {(
keep follow up from time to time in order to
expertise the application. Lots of time spend in
doing the follow up.

Yes, it is easier for the Franchisees to applylitesse
themselves as it is advisable they do follow uphen
progress. And being informed by the officers diyeon
the date of inspection and visits.

In some cases, Franchisee has to get consent ffiem t
house owner on the changes made to the houseentor
comply to the regulations.
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13. Renewal of Contract

a) Incentive for renewal

40% renew
60% sold their business to new owners

For renewal of Franchisees contract for anothezass;
an incentive of 80% discount on Franchise fee$visg

14. Constraints faced by Franchisor

S < Insufficient fund for branding and marketing:
Since there is no marketing fees collected from
Franchisees, it is impossible for Franchisor to
carry out any marketing activities. Most of the
marketing activities carried out are funded by tk
pool fund from Franchisees .

e

» Insufficient fund to carrying out event and
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a) Plan of Action

b) Support and assist Franchisees

Frequent audit to the outlet and regular meetirty e
individual Franchisee

irYes, we dealt with each individual constraints fiiogty

activities to boot sales: Royalty fees collected
from Franchisee is too little not enough to supp
event and functions to boot sales.

Franchisees not following the plan of action by
Franchisor: Franchisees normally will follow the
instruction given by Franchisors at the beginnin
of their Franchise business inception. As times
goes by, they gain experience and learn more
about the business operation, they will tent toeh

more ideas of their own to manage the business.

Many a time they will do thing on their way
without informing Franchisor and not to follow
instructions given.

Franchisees not following instruction: They pref
to do things according to their ways and followi
plans and strategies set by Franchisor.
Franchisees find it too costly to send staff for
training: They think that training is a waste of
time and money. They prefer to training their oy
staff to what they want.

Franchisees do not turn up for meetings: There
many reasons for Franchisees not to turn up fo
meetings. Some of them claimed that there is 3
shortage of manpower in the centre where they
have to help up in the operation. Some of them|
said that the meeting venue is not feasible for
them (too far)

Franchisees do not attend management and
business trainings organised by Franchisor: Ag
there are many reasons for not attending trainir
Some claimed to be too expensive, and some 3
that it is a waste of time and money for all thesg
trainings.

Franchisees do not concern about branding an
image of their outlet: Most of their focus is on
financial side of the business.

Franchisees do not put much effort on the CRN
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resolving their constraints of urgency
Deep Questions
15. Help Franchisees to acquired the « Conducting business management training for

necessary skills in order to operate
the outlet to the fullest

Franchisees or it's manager: Four interviewees
agreed that more trainings to be organized to
impart necessary knowledge to Franchisees sq

the

that

they are equipped with the necessary skills to r
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a) System to measure the level of
commitment / business
performance of Franchisees

the business. Whereas the other 2 interviewees
said that mentor and mentee program is a bette
way to get closer to the Franchisees and
understand their problems and find a solution t
help them solving it.

Conducting regular syllabus training for teacher

4 interviewees agreed that training for teachers
impart the latest teaching methodology and ski

ins necessary, whereas two interviewees said that

personal guidance and supervision from the
principal is essential.

Frequent updating of latest news / issue pertair
to the business: 3 interviewees said that
Franchisors should keep Franchisees inform of
latest development of the local and internationa
education system so that Franchisees are awa
the changes around them. Whereas the other t
interviewees said that we should encourage
Franchisees as a business owner to read more
expose to latest development in the education
industry

Organize field trips or visitation to other centres
or over sea: All the six interviewees like the ide
of organising of field trips whether it is local or
over sea, it is an opportunity for Franchisees to
expose and learn from others out of our franchi
system

Establishing a mentor mentee system to guide
weaker centres: Five interviewees expect the
Mentor program to work well by matching the
good with good and the like with like, the goal i
to help the new or struggling franchisees by
matching them with successful franchisees.
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People learn from and thrive by rubbing shoulders

with successful people. A mentor program prov
opportunity to network with success. Franchise
should listen to, learn from and grow with their
mentor. Above all, Franchisees should ask the
mentor to hold him accountable to success.

ide
es

Invite Professional speakers to train teachers and

Franchisees: Three interviewees said that
Franchisees will take advice or comments from|
professional consultant than to listen to
Franchisor. Therefore it will be effective to irevit
professional speakers to conduct relevant
management courses to enhance their skills an
improve their competencies in operating the
business. Three other interviewees said that c
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monitoring and advise from Franchisor will be
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b) How to measure the skills and
competencies of Franchisees

more effective in enhancing the skill and
competencies of the Franchisees, as Franchisg
have all the knowledge and know how in runnir
the business successfully.

Establishing a communication channel betweer,
both parties: All six interviewees agreed that a
proper communication channel is essential for
both Franchisor and Franchisees. Two of them
said that the current usage of email and whatsa
group chat system is able to carry messages
between Franchisor and Franchisees. But four
the interviewees although they agreed with the
of email and whatsapp for communication
purpose, but they are looking into a more persc
contact communication like the face to face or «
least tele-communication to be used in the casg
dispute and showing personal concern on certa
issues.

KPI for Principal: All six interviewees agreed th
setting up KPI for principals to gauge their
performance and commitments, like complaints
from customers, numbers of accidents happen:
in centre, numbers of staff meeting held.

KPI for teaching staff: Four interviewees agree(

on the use of KPI to monitor the performance of

teachers, eg. Punctuality, absentees, accidents
happened in the class, performance of student
the class, complaints by parents etc. Two
interviewees agreed that Principals should use
evaluation system established by the Franchisg
evaluate their teachers and staff performance.

Number of student enrol: All six interviewees
agreed that the number of student enrolment is
able to show how the centre performance and t
reflects on the leadership, commitment and
entrepreneurship of the Franchisee.

Number of dropouts: This is basically the same|
the enrolment number of students. All six
interviewees agreed that Franchisees who are
to manage the centre well are able to meet
customer’s need and have more satisfy custom
Therefore have lesser students dropout.

Teacher’s turn over: All six interviewees agreec
that A successful manager is not only able to m
customer’s need, but also able to make employ
happ)é and retain in the company as far as
possible
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16. Systematic development of skill
and competencies

Franchisees Engagement Training: All six

interviewees looked at the Franchisees
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a) Measure of the Franchisee skill
and competencies

JJ

engagement program as a necessary before
signing of Franchise contract. A thorough
understanding of Franchise eco-system is esse
for Franchisee to know how a franchise system
and franchise environment work.

Principal On Boarding Training: All six
interviewees also agreed that the principal who
operate the centre should go through a 3 week
Principal On Boarding (POB) training, so that tk
Franchisor is able to impart the knowledge and
skill to the Principal, especially on the day o da
operation of the business.

Assigning of Mentor/Mentee: Four interviewees
said that it is very effective if each Franchisge i
assigned a mentor to guide and consult especi
during the beginning stage of set up and opera
of the business. Some may even need a hand
or constant reminder on performing of certain
task. Two other interviewees said that a standa
precise guide and SOP is what a Franchisee n¢
to follow.

Regular Auditing of Franchisee’s outlet: All six
interviewees agreed on regular centre audit by
Franchisor to the Franchisees outlets (at least 4
times in a year). This is very much subject to th
time and human resource available on the
Franchisor. They too agreed that Franchisor
should treat the audit as a strong support to the
Franchisees rather than a fault finding
opportunity.

Monthly Principals meeting: Three interviewees
agreed that the frequency of meeting will impro
the relationship of the Franchisees and
Franchisors as problems are able to table for
discussion and solved together with other
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Franchisees. While three other interviewees said

that Franchisors should have a one-to-one mee
more frequently as to save time on the Franchi
side to allow them to concentrate on their busirn
operation.

Informal Meeting and discussions: All six
interviewees agreed that informal meeting with
the Franchisees are more effective and fruitful
the discussion is direct to the Franchisees
problems and issues. And Franchisees are mo
open to discuss their problems or give suggest
in private then in open.

Complaints and complements from parents: All
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six interviewees agreed that there is no doubt t

hat
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the number of complaints and complements frgm
parents will determine the Principal and teachefs
performance. It reflects on the quality of the
services given to customers. However 3 others
interviewees also added that the complaints and
complements also depends on the performance of
staff and teachers not only the Principal or
Franchisee.

» Sales conversion rate: Four interviewees agreed
that the sales conversion rate of the sales tean is
based on the leader's competencies to lead the
group. A good and competence leader should be
able to focus, plan and target the market need,
leading the team to successfully achieve a better
sales result. However two interviewees said that
the sales rate depends very much on the brang
image of the product in the market and the trust of
the customers on the brand.

* Number of events carried out in a year: Three
interviewees agreed that a successful leader
should be able to plan and organized events and
functions to boost the publicity and image of thg
product or services provided by the company.
This will eventually establishes a strong brand
image in the mind of customers. Three other
interviewees said that Franchisors can outsource
the marketing and promotional activities to a
marketing company.

» Student progress: All parents need to see after
sending their children to a preschool and care
centre is to make sure their children are taken
good care off and they learn something at the end
of the day. All six interviewees agreed that the
progress result of the children in the centre ogfl
the ability of the Principal and staff to organize
effective learning activities so that children are
able to have fun and learning as well.

* Turn over of staff: Employees tent to look for
company which provide better pay and better job
satisfaction. All six interviewees agreed that if
employer (Franchisee) are able to provide a good
remuneration and benefit to staff, providing a
good career path and other advancement
opportunities for staff's future will win the heart
of the employees, therefore having a higher staff
retention rate. For this six interviewees agreed on
the idea.

» Student drop out: This is the follow through
reaction after the student progress is announced.

1%
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b) How Frequent

All Franchisees are supposed to record all of Howva
Twice a year

For students which do not achieve a desirable
progress, parents may choose to terminate the
enrolment and find for other better preschool to
continue their study. Therefore all six

interviewees agreed that the student dropout rate

reflects the ability of the Principal / Franchisées
monitor the performance of the teachers and th
progress of the children in the centre.

Students enrolment: For a Principal / Franchise
she should be able to drawn out a marketing
strategy or follow closely on the marketing plan
the Franchisor to promote their centre. Three
interviewees said that the Franchisee or owner
the centre should have some business mindset
plan out marketing activities in their centre and
also not forgetting to follow closely on the
marketing activities planned out by the
Franchisors. Three other interviewees said that
long as Franchisees follow closely to the
marketing plan set by the Franchisor, they shot
have no problem in recruiting students.

17. How to enhance D’'MONTE
brand to become more VRIO

1. 4 of the interviewees (67%) said that in order fq
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them to stay as leader of the industry, they have t

be :-

competitive advantageTo make sure our
syllabus/curriculum and services provided are
more efficient and differentiated from our
competitors. When there is a product

differentiation, it will be perceived by customex fa

an increase in value. That will help to increase
customer loyalty. And eventually it will reduced

cost competition and lead to an increase in prof

organizational competences it encompasses th
competencies and skills required to manage th
business operation and to attain profit for the
whole organization including the top
management, principals, teachers and general
strategies: setting long and short term goal and
developing strategy and policies to achieve sug
goal

resources optimizing use of resources

18. Rank the factors that help to
improve relationship between
Franchisor and Franchisees

Prompt advice: Four of the interviewees agreed

that Franchisees appreciate prompt advice from

9" o))

it

staff

h

Franchisor disregard is by phone call or in person

when they are in need of one. Two interviewees

said that a written email is a better prove of
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support in case there is a dispute.

3. Accessibility and availability for help: Four of
the interviewees agreed that easy accessibility and
availability of help from Franchisees will make
Franchisees more engaged to the system. Twqg
others said that as long as there is a proper
communication channel, Franchisees can send
their request through email to Franchisor and
through the right channel, help or advice from
Franchisor can reach Franchisees

4. Plan ahead of time All six interviewees agreed
that no one will like an instruction in and an hog
manner. Therefore Franchisor should provide g
whole year calendar of activities at the beginning
of the year and follow strictly according to
schedule. And Franchisees are advice to plan ¢ut
their schedules according to guide line given.

5. Frequent communication All six interviewees
agreed that frequent communication disregard
through which channel is important to take the
message across to each other. Voice out when
there is a need.

6. More branding and promotional events to
boost salesRecognition and brand image is
essential to bring awareness of the product or
services to the target market. Therefore, all six
interviewees believe that brand awareness thrqugh
Advertising and promotion is able to help to
increase enrolment of students. And once business
is good, Franchisees will have less problems or
complaints.

7. Help to reduce cost of operation by buying in
bulk: All six interviewees also believed that
lowering the operational cost by lowering the cost
of material will enable Franchisees to have a
higher profit margin. Once business is making
money, Franchisees will be more willing to wor
together with Franchisor.

8. Help to motivate and train new teaching staff:
Franchisees are usually too engulf in the centre
day to day operation, therefore they do not hay
much time in training and motivating of staff to
boost their performance. It will be helpful if
Franchisor can take over the training of staff,
especially new staff and occasionally conducting
motivational courses for staff to leave up their
spirit and team work.

9. Upgrading on latest issue and use of latest
technology to solve problemsThe Franchisor’'s
R&D department is expected to source for state

o)

¢

170



a) Why those factors are consider
important

of-art technology or innovative ideas to help an
improve the operation of the business

Because all these assistance from Franchisor alfil to
improve the job of Franchisees in operating thereesnd
they can have more time concentrating on improtieg
daily operation and solving the problems facedhgy t
centre.

o

19. Respond to the Feedbacks from
Franchisees

a) Channel to convey messages to
Franchisees

All the six interviewees who are in the managenteain
agreed that Franchisor should take the feedback fro
Franchisees seriously and discuss with the managem
team from HQ and come out with reasonable solation
Delegate to the Area Director / Mentor to guide the
Franchisee on the Plan of Action.

Four of the interviewees said that by the use o&wipp
group chat for urgent and short messages and teaaif
for important and long messages. However two
interviewees believe that communication throughikima
a more professional way to do it.

All six interviewees agreed that the use of dropbox
system is useful and effective way to keep and pass
documents, records and forms to Franchisees.

Three of the interviewees like to use Skype comiezgo
discuss issues with small group of Principals ayent
matters and on project planning. However the atiere
interviewees prefer to meet face to face to discuss
mistake.

All six interviewees also in the opinion that todty all
too tempting to rely on the internet for communicas.
But depersonalizing the franchisor is a big mistakme
and again, well intentioned emails or text ignite
firestorms when they are misinterpreted. Don’t midiee
mistake of believing a can substitute for humanacn
Relationships are build with dialogue, so it is ortant to
encourage dialogue in every aspect of the relatipns
with Franchisees. Therefore, the Franchisor isfobne
creating multiple venues for constructive dialogue.
Annual conventions, regional meetings, and advisoy
advertising councils all provide for this two-way

communication.
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20. Evaluate and review of processs
and approach to identify constraints

2§ wice yearly after the centre audit, the managertesarh
will hold meeting and discussion to evaluate the
performance of each centre. The evaluation includes

» Teachers competency level and problems faced: It
reflects in the teacher’s ability to plan and detiv
the syllabus and lesson well to the children. And
By way of training and coaching to improve the
skill in delivering.

» Students performance level and problems facegd:
Whether the students learnt whatever that has
been delivered by the teachers or they have
learning difficulties that may be caused by their
own developmental stages. The problem may also
lies on the syllabus which is not in tune with the
developmental stages of the children.

» Image and Centre outlook/display/arrangement:
Do we need a new outlook design to enhance our
image to the target market ? What do the target
customers like to have and look at ?

» Operational issues: Is there any useful gadgetg tha
can help to improve in the operation. Do we negd
to amend our SOP for smoother operation ?

* Human Resource Constraints/Benefits: How and
where to find suitable employees. How to retain
good employees

* Awards and Recognition for staff: Is there any
other incentives or benefits that can attract goo
employees

» Customer Relationship Management: How to get
parents engaged and becoming our raving fan

* Complaints and Complements: Develop a systém
to handle complains and complements ?

» Events and Functions organized by the centre:
the centre carried out events and functions
according to calendar of activity set by the
Franchisor ? do they have extra activities to get
customers engaged ?

* Local marketing and promotional events: Is the
Franchisees having additional local marketing and
promotional activities to convey the brand image
in the mind of target customers ? beside the
marketing activities planned by Franchisor

» Principal’s sales ability / conversion rate: Is the
principal possesses the ability of a good sales
person ? Is the principals sales script convincing
enough ? Is she having enough sales tools or kits
as an aid to help in sales conversion

o

S

* Principal’'s problem solving skill / leadership $kil
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a) Strategy and Action Plan

Is the principal having the right mindset in
problem solving. How should the Franchisor he
to improve the problem solving skill of the
principal

Will be implementing the ISO 9001 QMS system in all
centres. To make sure all centres pass througtse
certification. Before the ISO audit, the followiagtion
has to be taken

Principals and staff have to go through a thorot
training on handling the 1ISO processes.
Understand the SOP of each process and follo
strictly

Check list has to be used in each process.

Benefit of implementing ISO 9001 QMS system :

Improvement of customer satisfaction- One of
the quality management principles that are the
foundation of the ISO 9001 requirements is to
improve customer satisfaction by planning for g
striving to meet customer requirements. By
improving your customer satisfaction you will
retain more repeat customers since happy and
satisfied customers are the key to keeping
customer loyalty. And such customers bring in
additional revenues

Better process integration— By looking at the
overall process interactions through the proces
approach of ISO 9001, operators / managers W
be able to more easily find improvements in
efficiency and cost savings. This is done throug
eliminating the waste that can occur when
processes are maintained without a view of the
inefficiencies that can arise during process
handoff. The better process flow can also be ug
to drive efficiencies towards fewer errors and
resulting reworks, which can improve cost
savings.

Improve your evidence for decision making- A
second quality management principle of ISO 9(
is the need to use evidence-based decision
making. By driving your decisions based on the
evidence, rather than on “gut feelings,” you car
more focused on applying resources to the are
that will improve efficiencies and increase cost
savings with less trial and error to find the right
decision. In addition, by monitoring the process
you are improving, you will be able to see how
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data.

e Create a continual improvement culture—
Continual improvement is a third quality
management principle of ISO 9001. By adoptin
this culture to improve your processes and
organizational output, you will find efficiencies
and cost savings, including the use of systematic
processes when problems occur in order to reduce
the impact of the problem and increase the speed
of recovery. By making this continual, improving
year after year, the company can see continuing
benefits from this.

e Engagement of employees Employees who are
involved in the improvements of the processes
they work with are happier and more engaged
employees. Who better than the people working
on the process to best identify the areas that need
improvement, and to help to test and advance
these improvements when they are implemented?
Engaged employees are more productive and il
help the company better improve and save,
especially when they understand how the quality
of the process depends on them.

e Improvement of your credibility and image —
Because 1ISO 9001 is an internationally recognized
standard, it has become the basis for creating 4
guality management system around the world,
replacing many previously published
requirements. When a company is looking for g
supplier, it is often a requirement to have a QMS
based on ISO 9001 in order to be considered.
Attaining 1ISO 9001 certification is a powerful
marketing tool.

«Q
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21. Guideline in choosing of location From the opinion of all six interviewees, while ngan

a) ldeal Location

startup mistakes can be corrected later on, a ¢fumce
of location is sometimes impossible to repair. Bedve
the criteria for searching of an ideal location.

* Visible from main road :foot traffic is extremely
important. We want to be noticed, we don't war
to be tucked away in a corner where potential
customers are likely to bypass us.Monitor the
traffic outside a potential location at different
times of the day and on different days of the week
to make sure the volume of pedestrian traffic
meets your needs.

* High population density : We are looking for
areas with high population of young working
parents with children below 6 years of age. This is
our target market.

» Competition :Are competing companies located
nearby? Sometimes that's good, we may also ¢atch
the overflow from existing businesses. But if a
nearby competitor is only going to make your
marketing job tougher, look elsewhere.

» [Easy access by customet®nsider how
accessible the facility will be for everyone who'll
be involved; customers, employees, and suppliers.
If you're on a busy street, how easy is it for ¢ar$
get in and out of your parking lot? Is the facility
convenient for parents to send and pick up thei
children to and from the centre ? Will the
suppliers be able to easily and efficiently get
materials to the centre ?

» Safety aspect for customers especially
children :Also make sure the parking lot is well-
maintained and adequately lighted.

* Who are the neighbours :Take a look at what other
businesses and services are in the vicinity from
two keyperspectives. First, see if we can benefit
from nearby businesses--by the customer traffic
they generate--because those companies and their
employees could become our customers, or
because it may be convenient and efficient for us
to be their customer.

* Image and history of the site :Whatdoes this
address say about the company? Particularly iffwe
are targeting a local market, be sure the locatign
accurately reflects the image that we are
projecting.Ask about previous tenants, do some
research to find out the business of the previou
tenant, their success and failure. If previous
occupants have been wildly successful is certajnly

—
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b) Location to avoid

c) Assess the suitability with
Franchisees

a good sign. If the previous tenant failed to
succeed, the tendency of general public to ass
your business will go the way of the previous
tenants is high.

Ordinances: Our nature of businessrequired us
operate in a residential area with quiet
neighbourhood to ensure a conducive learning
environment for the children. We definitely don
want a liquor store or an entertainment centre
opening up next to our day-care centre.

The building’s infrastructure : Find out whether
the building have the necessary infrastructure t
support the high-tech needs of contemporary

operations. Make sure the building has adequate

electrical, air conditioning, and
telecommunications service to meet the preser
and future needs. We will normally advice the
potential franchisees to hire an independent
engineer to check this out.

In the opinion of the six interviewees, Locatiohattwe
should avoid are as bellow :

Busy Street : Not safe for parents to send and |
up their children. Exposed to danger of traffic

Entertainment Centre by the side : expose to h
noise pollution and patronage of people from a
walks of life.

Car / motor repair shop or coffee shop as
neighbour : expose to noise

House beside a big drain or stream : safety asg
and health concerned.

Beside places with heavy flow of people (eg.
Market, Temples or Mosque)

Yes both parties decide together
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22. Current action taken to improve
the relationship between Franchisor
and Franchisee

Four of the interviewees said that the managen
team from Franchisor office is implementing a

mentor/mentee program where a mentor will be

assigned to each Franchisee to meet at least ty
a month to discuss issues pertaining to the
business performance. Feedback will bring
forward to discuss during management meeting
Six of the interviewees also in the opinion that
award and recognition program to award top
performance Franchisees for various
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a) Cost or time involve on
Franchisee’ part

b) Will Franchisees agree on this
action plan

achievements (eg. Student number, most evenls

and functions carried out through out the year,
best event organized,) will help to improve the
relationship. Set up different levels of
achievement with bigger prizes as the
accomplishment grows.

In the opinion of the six interviewees, no coshiglved
on the consultation, unless matter involved purctyasf
certain items for process improvement or engaging a
professional trainer for staff motivation. And alse
keep the system as simple as possible. It's bemrepr
that simple works.

In the opinion of the six interviewees, Franchiskeuld
welcome this proposal as the management team slgce

shown their concern and willingness to help
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Appendix 4

Interview Transcript Summary

Franchisees

Basic Questions

1. What position do you currentl

y21 interviewees are all principal cum manager ef th

hold centre

lyear=1 6years=1

a) Duration in this business 2 years =2 7 years =0
3 years =2 8 years =3
4 years =5 9years =6
Syears=1
52% of the Franchisees have been with the busfoess
more than 5 years
48% are involved for less than 5a years

2. Size of company

a) Number of outlet owned

b) Number of staff

c) Number of students

d) Tenure for the contract

e) Reason for choosing this
brand

18 (86%) interviewees said they own only 1 cer8re,
(14%) interviewees confirmed they owned 2 centres

4 centres x 6 staff = 24 staff
9 centres x 10 staff = 90 staff
5 centres x 15 staff = 75 staff
2 centres x 20 staff = 40 staff
1 centre x 25 staff = 25 staff
Total 256 staff

2 centres x 30 students = 60 students

3 centres x 50 students = 150 students
8 centres x 80 students = 800 students
5 centres x 100 students = 500 students
2 centres 150 students = 300 students
1 centre x 200 students = 200 students
Total 2010 students

With a ratio of 8 students to 1 staff
5 years

These are some of the reasons given by Interviearees
why they choose D’MONTE brand

» Track record of success8 (38%) of the
franchisees said that the Company has develoy
a method of doing business that works well ang

ned
)

produces successful results.
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Strong Brand: 10 of the franchisees (48%)
agreed that the company is building a strong brand
on northern regional of Malaysia and have value
in the eye of customers

Training Program: In the opinion of 6 (29%) of
the interviewees that the Franchisor has an
established training program for franchisees to
successfully operate their business.

Ongoing operational support 5 (24%) of the
Franchisees said that the Company have staff
dedicated to providing ongoing assistance to
Franchisees. “You are not alone when you are
building and running your business, and you can
always call on experienced people when you hit a
rough spot or want to share new ideas for growing
the business.” Said one of the Franchisees.
Marketing assistance 15 (71%) of the
interviewees said that Franchisor do have
marketing assistance to provide proven tools apd
strategies for attracting and retaining customer
The team from HQ helps to develop the actual
marketing plans and budgets for the grand
opening as well as ongoing efforts to market the
business effectively.

Real Estate assistancdn terms of finding
strategic location, 18 (86%) of the Franchisees
said that the Company have manuals and other
documentation, as well as staff, to help
franchisees to find the right site and negotiage t
best possible deal on the site. This is a very
important advantage that can hold cost down and
provide the best possible chance of success injour
site driven business.

Purchasing Power In the opinion of 16 (76%)
interviewees agreed that Franchisees can take
advantage of the buying power of the entire
system to negotiate prices for everything they
need at significantly lower levels than they could
achieve as an independent operator. This applies
not only to initial furniture and equipment
purchases, but also to the supplies, inventory,
uniforms and everything else they will need on jan
ongoing basis.

Construction assistance 16 (76%) of
interviewees said that Franchisor has a ready plan
that help Franchisees in the design and layout pf
the business and select the right contractor to do
the necessary renovation on the building and
making sure franchisees get the exact mix of
furniture and equipment they need to maximize

U
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the efficiency of the initial investment.
* Risk Avoidance Infect 19 (90%) of the

Franchisees view this as one of the most impor
factor in choosing a brand. “The biggest reason

buy a franchise is that, if you are smart, it will
help you avoid much of the risk of starting a ne
business. Make no mistake.” Said one of the
Franchisee.

tant
to

W

3.

a)

Location of the outlets

Number of outlets that
franchisees owned

100 % of the outlets are in Northern region of Mala :

3 centres in Kedah
4 centres in Seberang Prai
14 centres in Penang Island

4 (19%) of the Franchisees owned 2 centres, thefds
Franchisees (81%) owned a single unit

Following the 9-steps process
during set up (RO1)

How do Franchisor apply the
9-steps during your outlet set

up

12 (57%) of the interviewees confirmed that theyeha
been following the 9-steps process during the getfu
their outlets. While 9 (43%) others were not sweduse
they took over the centre from previous owner. @fuhe
nine, Eight (88%) of the interviewees also confidntieat
they have been trained using the training manuzkbaief
on the SOP in the operating manual.

Out of the twelve franchisees that confirmed 100%
following the 9-steps process said that the managém
team from the franchisor office take up the respulity
to train the Franchisee according on their respecti
portfolio. Therefore there were at least 6 perona
involved in then training. 9 steps were carriediaut
stages as stated in the manual. But at times due to
contingency, some of the steps may have to beechout
at the same time, making the set up schedulestiggy
And at times one step may precede another due to
urgency or due to schedule of the contractor itself

Do you agree that franchising is
better model for expanding a
business?

aReason given same as 2e
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Probing Questions

6.

Impact on business
performance (RO2)

a) Leadership Skills

The experience, business acumen and commitment of
company leaders have a greater impact on the oetodm

the business than the other factors. Great |ehigeis
essential in any company and a franchise is céytam
different. Both a Franchisor and Franchisees ape@®rd
to delegate, inspire and off course, achieve result

Communication: In the opinion of 14 (67%) of
the Franchisees feel thanhe of the most

important skills you can have as a franchiseeas th

ability to communicate and interact with people|

Not only do you need to interact in a positive

manner with your customers to build a reputation

for having good customer service, but you also

need to instil confidence in your employees and

motivate them to be productive. You'll also nee
to be on good terms with your franchisor if you
expect your franchisor to help youwd way
communication is vital to get message across.
not only Franchisees must be able to communi

well with their customers and staff; they need to

o

tis
cate

have frequent communication with the Franchisor

as well. “If people aren’t aware of your
expectations, and they fall short, it's really your
fault for not expressing it to them.
Communication is a balancing ddowever, when

asked what factors are important to see franchisors

and franchisees out of the conflict stage and into

the interdependent phase. 12 (60%) of the

interviewees said that it is crucial for franchisee
be loyal to the franchise, while the franchisor has

the ability to instil trust in the franchisee. Both

parties must be able to communicate effectively

and be willing to commit their resources for lon
term benefits’ By working together, franchisors
and franchisees ensure the success of each ot

(Williamson 1995). Franchisees normally viewed

themselves as the weaker party in the event of
franchising disputes. A proper communication

between franchisors and franchisees in times of

conflict helps reduce the possibility of
misunderstanding. It allows both parties to
understand the underlying reasons behind the
actions and conflict and provides opportunities

remedy the situation. This may result in a highe

level of trust between the parties. The

ner

to

-

communication channel should also redressesthe
balance of power through the requirement that the
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complainant must tell the respondent in writing
the nature of the dispute and the outcome which
the complainant wants, as well as the action th
complainant thinks will settle the dispute
(Franchising Code of Conduct 1998). This give
franchisees the opportunity to remedy the
situation should they be in the wrong, rather than
have the franchisor terminate their contracts based
on a minor transgression.

D

[92)

Motivational leadership: Only 5 (24%) out of
21 Franchisees feel that motivational leadership is
necessary skill for Franchisees. They do agree|that
as a manager or operator of a business must
possess some leadership quality, but they do
believe the motivation and leadership should bg
from Franchisor more than from Franchisees.
They want the Franchisor to lead and motivate
them and also their co-workers. Motivational
Leadership refers to someone who is able to lepd
others by motivating them to strive for certain
goals rather than simply act on orders. The leader
tries to create a safe and trusting environmert, |an
ensure the organization is positioned for success
in its domain—a motivational leadership in
principles is able to establish strong ethics,rcleg
vision, definable values, authentic
communication, and be genuinely motivated to
promote collaboration and a positive working
environment. So Franchisees do believe that
Franchisor is the one that should have the
necessary Leadership quality to lead the
Franchisees and to motivate their staff and
employees as well. After all, for a Franchisee to
buy a Franchise business is to follow what have
been set by Franchisor and operate the business
and get full support from the Franchisor.

D
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Delegation 12 (57%) of Franchisees agreed that
the ability to wisely and effectively delegatehet
guality that is most crucial to a leader’s success
and achieving goal. Delegating free you up to
tackle the truly important task. In this case
Franchisees should be in charge of the overall
direction of the team, looking ahead, steering the
course and making needed correction to avoid
getting off track. Instead if buried the small
details, leaders may lose in the big picture aild|fa
to see that the mission is falling apart untikitoo
late.
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Positive mindset:18 (86%) of the franchisees

feel that they are positive, that's why they take
the challenge to invest in a Franchise business
go along with the leadership of Franchisor. The

truth is, leaders need to keep an open mind whi

being flexible. In order to achieve greatness,
Franchisees must create a culture of optimism.
There will be many ups and downs, but the
prevalence of positivity will keep the company
going. It is easy to be positive when things are

[

and
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going well but a good leader will remain confidgnt

when things go wrong. They are confident that

Franchisor should be in front of them to lead. And

they embrace failures and able to inspire
Franchisees to consider such events as

opportunities to learn. A positive outlook will nat

only help Franchisees but also their staff to rem
encouraged and create an overall upbeat
environment where people will want to remain.
Thinking and acting positive go hand-in-hand.
You have to truly believe in making the
impossible possible.

Trustworthy : Franchisees in this research foun
that Franchisor’s credibility, trustworthiness ang
integrity is an important driver in their
relationship. In order to ensure longevity of the
relationship, as well as the reduction of any
destructive conflict escalation. Trust play a key
role in any collaboration relationship, therefame |

the opinion of the Franchisees interviewed in thi

researched raised an important point that
Franchisor should encourage, established and

make sure the presence of trust, trustworthiness,

fairness, loyalty and unity in the franchise syste

Creativity : 18 (85%) of the Franchisees said tf

creativity does not imply in this business. As they

=0
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are managing a franchise outlet which you canpot

choose to paint the building in another colour
code nor having a different set of furniture or
using a different syllabus in the teaching. What

the franchisees need to do is to follow strictly as

the instruction and guideline set by franchisor.

Responsibility : 21 (100%) or all the franchisees
interviewed in this research understand their
responsibility well.
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b) Competencies

ok

Follow the franchise’s system and operations
Manage the success and growth of the Franchi
business

Marketing and uphold the brand image

Goal Setting In the opinion of 16 (76%) of the
Franchisees interviewed, they would leave the
goal setting to Franchisor. They prefer the

Franchisor to inform them on the latest market
industry development and franchisor’s focus on
the future development and direction of the

company. Franchisees feel that develop a clear

vision and plan is the responsibility of the
Franchisor. And they feel that Franchisor in thig
study is lacking of a clear and consistent plan.
These leaves the team to struggle for direction
spend time putting out fires instead of taking

constructive action. This is like taking a journey
without a map.

Education Level: 14 (65%) of the Franchisees

sed
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this study disagree with having a higher education

will help them to succeed in the Franchise
business. Not having a college degree has not
hindered a personal success, but is it somethin
that franchisors look for. Most franchisors are
going to give little weight to a person’s degree
during the selection process, “When it comes {(
owning a franchise, does it really matter whethg
you have a college degree or not? “Having a
college degree is no guarantee of franchise
success,” stateome of the interviewees. “At the
end of the day, a franchisor is in the business @
selling franchises,” says one of the Franchisee
“While they may be very good at telling the stor
and getting you to sign, they may not be a gooc
match for you.” Instead Franchisor should look
for transferable skills that the franchisee can
leverage in order to be successful as an
owner. Skills like marketing, management, tear
building, administration, etcetera, are most ofte|
built during a person’s working years, not their
college years. The bottom line? Education is
important, but it's not always the determining
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factor in a franchisee’s success. Most important is

getting off to the right start. In addition, the

education provided by the franchisor can be more

important that any university when it comes to

applying that knowledge to a franchise.
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c) Commitment

Language Proficiency: From a practical
standpoint an English language proficiency
requirement for Franchisees make sense.
Franchisees which are the owner cum operator
this study, must be able to communicate in
English with customer, employees and supplier
and the Franchisor. Further, operating manual

other written materials essential to the operation

of the Franchise business are often in English.
English proficiency in Preschool and day-care i
particularly important as parents demand in the
children learning of English is increasing.

Management Knowledge 75% of the
interviewees agreed that having sound financia
management skills will help you to run your
business profitably and protect your financial
investmentBeing able to effectively managing
your finances is a critical. You will need to be
able to forecast your cash flow and sales, as w
as, monitor your profit and loss. You will also
need to declare your income tax at the end of
business financing year. Other than these, the
feel that the Franchisor should be able to help
them in their business planning and marketing
strategising.

Knowledge in ECE: ECE knowledge is
important for the business owner in this case, b
it is not compulsory, Advisable to acquire the
knowledge for those who doesn’t have.

To follow Guideline set by Franchisor: The
nature of the franchise relationship depicts the
need for commitment, supported with comment
by one franchisee stating, “you’ve got to be full
committed and your other half has to be fully
committed”. As the franchise relationship
constitutes a business-to-business relationship
formal commitments are necessary, usually in t
form of franchise agreements (e.g. both parties
possessing financial and legal obligations to ea
other). All franchisees interviewed possessed S
contracts, commitment bound legally and
financially. All respondents recognised the lega
(and subsequent financial) commitment to the
franchise relationship (through the franchise
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agreement) however outcomes of the research
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revealed the manifestation of this relationship
needed to be personalised Of particular interest
the varying levels of commitment amongst
respondents. Mature franchisees showing less |of
an interest in remaining fully committed and new
franchisees expressing a stronger commitment
mindset. One franchisee stated when he needed
help it was important to know that “they are
(franchisor) going to be there for me” in times
help is required. . Further, commitment expressed
on a personal level enhanced the professional
nature of the franchising arrangement. Thus,
franchisors that were able to instil a friendly,
positive organisational culture enhanced syster
trust and commit

>

To uphold the brand name of the businessAnd
when Franchisor accepts a Franchisee, they are
bearing the brand image and brand name in the
hand of the Franchisees
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To work hand in hand with Franchisor and
other Franchisees: this is important as we may
need help not only from Franchisor but other
Franchisees as webBuilding good relationships
through networking will help to grow the business
and the support that we may need in the ng cauise
of operation.

To make sure smooth operation of the

system Managing your time effectively may
mean delegating responsibility to someone els¢ in
the business or outsourcing. Identifying who you
can delegate tasks to allows you to concentrate on
those tasks that generate revenue.

Welfare of staff and children under their care
are well taken care off Customers form the
foundation of how my employees make money|to
support their families. “The more delighted
customers we have, the more opportunities my
team members have to take care of the people
most important to them. That's why we never stop
talking about customer service.” Said one of th¢
interviewee.

1%

Operating system franchisor do provides a
detailed operations manual that includes
instructions for carrying out their operating
system. It establishes the rules, standards and
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specifications of the franchise system. Training

usually take place at the corporate headquarters,
S0 you may need to factor in travel expenses, at

your franchise outlet or a combination.
Franchisors also offer periodic training and
seminars for new staff or for refresh.

» Select your team Make sure every member in
your team is a good fit and have what it takes t
help the company thrive.

All the 21 Franchisees agreed that Leadership shkdl
competencies in Franchisor and Franchisees is s m
important quality that both must have. And all #ie
Franchisees reiterate that when they make a léégast
part of their investment is in with the Franchisbiney
bought into the Franchisor’s ability to help therow a
business.

To be effective, Franchisor has to genuinely camua
the success of the Franchisees. Good relationtdip s
with a Franchisor that is, first and foremost, catted to
Franchisees success. That commitment, more than
anything else, needs to permeate the Franchisor
organization at every level. If Franchisees doeitse the
commitment from Franchisor, the relationship can
quickly become adversarial. If on the other hand,
Franchisees see Franchisor breaking their backlm h
them succeed, there’s almost nothing they wonfodo
Franchisor.

. Key factors that affect
Franchisee / Franchisor
relationship (RO3)

Trust

In the opinion of the interviewees, 18 (85%) agies
relationship quality among franchisees and frarotase
perceived as consisting of four dimenstomsitual trust,
mutual commitment, interdependence and cost of
operation

e Trust: Franchisees expressed “a lot less stressful”

business relationship if personal variables were

apparent. Trust start with good personal
relationship. When asked about this perception

personal relationships, one franchisee answergd:

“I think in any relationship you are going to hav
disagreements. We do with our staff, we do wit
our franchisor, but you need to have that perso
touch to heal that afterwards.” Four franchisees
(19%) stated they did not have an effective

personal relationship with their franchisor. These

on
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Commitment

franchisees were either exiting or considering
leaving their respective systems. Such findings
establishing the importance of developing
effective personal relationship between
participants in the franchise system.

One franchisee stated, “There probably would Ipe

an element of trust if there was a relationship, bhu

there is no relationship.” This franchisee found
difficult to commit to the business relationship
through a lack of trust. In this case, trust exisie

the beginning of the relationship, however, when

probed further, the respondent stated “too muc
the beginning”, in the context of too much trust
Such trust over time slowly depleting, possibly
driven by opportunistic actions undertaken by t
franchisor, shifting the franchisee’ perceptiorata
belief “they don’t care”.

Commitment : The nature of the franchise
relationship depicts the need for commitment,
supported with comments by one franchisee
stating, “you’ve got to be fully committed and
your other half has to be fully committed”. As th
franchise relationship constitutes a business-to
business relationship, formal commitments are
necessary, usually in the form of franchise
agreements (e.g. both parties possessing finan
and legal obligations to each other). All
franchisees interviewed possessed such contrag
commitment bound legally and financially. All
respondents recognised the legal (and subseq
financial) commitment to the franchise
relationship (through the franchise agreement)
however, outcomes of the research revealed th
manifestation of this relationship needed to be
personalised of particular interest, the varying
levels of commitment amongst respondents.

Mature franchisees showing less of an interest
remaining fully committed and new franchisees

expressing a stronger commitment mindset. One

franchisee stated when he needed help it was
important to know that “they are (franchisor)

going to be there for me” in times help is required

Further, commitment expressed on a personal
level enhanced the professional nature of the
franchising arrangement.

Thus, franchisors that were able to instil a
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Interdependence

Respect

Cost of Operation

friendly, positive organisational culture enhanced
system trust and commit

* Interdependent: Each franchisee varied their
level of “dependence” on their franchisor, an
element associated with the nature of each
individual franchisee. That is, one franchisee
stated they “don’t actually like depending on
people”. This particular franchisee lacked trust
and commitment within her franchising
relationship. Another independent franchisee
stated:l don’t have any problems with anyone,
say what | think, they can say what they think t
me you know, everyone’s entitled to their opinion.
A strong theme from these findings indicated that
every franchisee possessed different levels of
dependence on their franchisor but franchisees
new to the system were generally more dependent
on the franchisor than more mature franchisees.
This theme exists throughout franchising research.
However, regardless of the time spent in a
franchise, an important aspect necessary in the
franchising relationship identified in this resdar¢
included the perception that franchisees being
“strong enough to advocate themselves)” would
avoid being “dictate(d )” to by the franchisor.
However, one franchisee believed “that the
franchisor has the right advice for me and
whatever advice they give me | just do it.” This
statement highlights a link between dependence
and trust with the franchisor

O

* Respect Also significantly influenced the
relationship stability. One franchisee realised tha
respect in her relationship improved her
performance and stated: | think you do better for
them because you want to do well for them as
much as yourself because you’ve got that respect.
Another franchisee developed an opposite
perspective, due to a lack of respect in her
relationship. She did not want to perform for the
franchisor based on the franchisor’s prior
behaviour. Therefore, the actions of the franchisor
could and should foster mutual respect.
Alternatively, where little or no respect was
apparent, generally there were negative
perceptions toward the franchisor.

A perceived higher level in the quality of the fchisor’s
support leads to a higher quality relationship leemvthe
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franchisor and the franchisee. Franchisees incHsgs

required a broad-base support system from Franghisg

including :

e Training
* Advertising and promotion
e Strong Brand name

In the opinion of the Franchisees these are theatipa
cost that they need the most support from the fiaar
One of the Franchisees quoted “We need to trairstadi
to be competence in teaching and care for childaethe

same time we need to make our brand well know 40 as

attract more parents to enrol their children wish \We
need to advertise and promote the brand name.”

Companies typically develop their brand image and
trademark through extensive advertising and pramnoti
Franchisees are basically hoping on Franchisciak
up this expenses from them to promote brand awasen
and brand loyalty that favourable to the brand ienagd
associations that provide competitive advantage and
future earning streams

As a business operator, Franchisees have to kadpaf
both operating costs and costs associated with non-

operating activitiesTo master or to reduce the overhead

cost and to increase the profit margin is what nobshe
Franchisees is looking at. profit can be increds®t by
increasing revenue and by decreasing operatingieggse
Because cutting costs generally seems like anreasie
more accessible way of increasing profits, most
Franchisees will often be quick to choose this meth

* Cost of inventory is a major operational cost.
Additionally, the cost to store and maintain the
inventory are all part of the operational costha t
business.

» Salaries and benefitare a large chunk of any
business' operational cost. This is particularly
expensive for a small firm, as the cost can easi
take up a large percentage of revenue. The mo
benefits offered to employees, the more this
category takes up of the budget.

» Advertising and marketing are operational cost
that support the business by increasing awarer
and recognition of their product or service in the
marketplace. Advertising and marketing is a

1°2)
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different operational cost than sales, as sald®is
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direct line between the customer and the busingss.
Advertising and marketing works to create
branding and support the sales staff in driving
sales

However, trimming operating costs too much can cedy
a company’s productivity and, thus, its profit aaliw
While reducing any particular operating cost wglally
increase short-term profits, it can also hurt thenpany’s
earnings in the long-term

A business’s operating costs are comprised of two
components, fixed costs and variable costs, whiitérd
in important ways

Fixed costsuch as rental, equipments and furniture, can
help in achieving economies of scales, as when rofay
centre’s costs are fixed the centre can make moifé p
per student enrolled. In this system, fixed costsspread
out over the number of students enrolled, making
operation more efficient as number of studentssiased
increases by reducing the average per-studenbtost
operation. Economies of scale can allow large conegsa
to sell the same goods as smaller companies farlow
prices.This principle can be limited in that fixeosts
generally need to increase with certain benchmiarks
production growth.

Variable costs like the name implies, are comprised of
costs that vary with production. Unlike fixed cqsts
variable costs will increase as production increasel
decrease as production decreases. Examples obhearia
costs include raw material costs, payroll, andcibet of
electricity and other utilities. For example, irder for a
fast-food restaurant chain that sells French foes
increase its French fry sales, it will need to éase the
size of its purchases from its potato supplier.

It is sometimes possible for a company to achieve a
volume discount or "price break" when purchasing
supplies in bulk, wherein the seller agrees tchdlyg
reduce the per-unit cost in exchange for the bsyer’
agreement to regularly buy the supplies in largeuants,
thereby diminishing the correlation somewhat betwae
increase or decrease in production and an inc@ase
decrease in the company’s operating costs. For gheam
the fast-food company may buy its potatoes at $pe50
pound when it buys potatoes in amounts of less 268n
pounds, but the potato supplier may offer the teata
chain a price of $0.45 per pound when it buys pesin
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bulk amounts of 200 to 500 pounds. Yet, volume
discounts generally have a small impact on theetation
between production and variable costs and the trend
otherwise remains the same.

Generally speaking, companies with a high proportib
variable costs relative to fixed costs are consid¢o be
less volatile, as their profits are more dependerthe
success of their sales. In the same way, the abiliily
and risk for the same companies are also easgauge.

8. Do you think that D’MONTE
brand is considered as valuable
rare (unigue), inimitable and wel
organized (VRIO-RBV)

In the opinion of Franchisees, to be unique andiggi
the market share, Franchisor’s service has to be a
strategic resource thatvaluable, rare, difficult to
imitate, and nosubstitutable ocompetitors have a hard
time replicating. 15 (72%) of Franchisees feel that
Franchisor’s asset does not have competitive adgant
over its competitor. They assess tompetitiveadvantag
in terms of two financial indicators, growth in mawver
and market share

D

9. Frequency of meeting and
discussion between both
parties

a) Handling feedback and
common action plan

A happy Franchisee makes for a strong franchisesys
It is simple and true, yet perhaps one of the sgge
challenges in all of franchising is for Franchisod
Franchisees to stay in harmony.

As a franchise brand owner. D’MONTE is facing a big
challenge in establishing a feedback loop with
Franchisees. They have to be vulnerable enougtcepa
feedback from people in the trenches. Out of the 21
interviewees,

e 12 (57%) of them was in the opinion that
D’MONTE should enhance their feedback loop
listen to the franchisees, what are their hopes &
dreams, their highs and lows, how are they doi
in the field.

* 16 (76%) of them would like to receive even a
simple call from one of the executives to see h(

a valued franchisee is doing can go a long way.

* 4 (19%) of them will be impressed with the
spontaneous check-ins from one of the executi
member from the HQ. According to them this
shows the commitment from Franchisor.

to
ind

bW

10. Prefer outlet to be managed
by?

In the opinion of (67%) of franchisees, they préée
manage the outlet themselves as it is difficult emstly

to employ a manager who is able to oversees the
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businessand has responsibility for all the acasiin the
centre and can significantly contribute to the sgsoof
the business. To achieve this, the manager must be
creative, innovative and energetic in her effants t
improve processes, while using available resouxces
efficiently provide services to ensure customer
satisfaction.

11.Location and impact on
business performance

a) Who decide for location

b) Feasibility of location

The location of outlet is as important to the sgsoaf the
business. The location can make - or break, thimbss

Franchisor provides selection criteria in choosihg
suitable site. This information covers topics sashthe
demographic characteristics and population density,
traffic and parking parameters, and the importasfcate
visibility to the success of the business. But the
negotiation of rental and legal aspect of licensaigft to
the Franchisee to pursue with the advice and gaa&lan
from Franchisor.

Franchisees interviewed said that Franchisor ndymal
expect Franchisee to have a general area in miet wh
making the decision to open one of their franchisée
feasibility study include : demography and popuwiati
density, traffic flow, neighbourhood, including inechate
neighbour, Franchise territory given,

12.Obtaining of license

a) Constraints

It is the responsibility of the Franchisee(s) tplggdor
business operation license from related local aiiibs.
Licenses needed include :

* Business registration

* Building conversion certificate

* Approval from fire department

* Approval from Health department

* Approval from building department

Constraints in applying for the above license iiethe
hand of the local government officers and the lagise
procedures. The high cost of building conversioals® a
major issue. Franchisor in this case will providedgline
and criteria in the process of application. Itis t
Franchisees who do all the running and follow upkwo

13.Renewal of contract and
incentive to renew

The Franchise tenure in this case is 5 years. Ris@e is
offer a renewal for another 5 years with a rendees
with is an incentive of 80% discount from the cuatre
Franchise fees.

14. Constraints faced by
Franchisees

Major constraints faced by Franchisees are :
» Shrinking disposable income : As the cost of
living increases due to number of economic
factors, parents are spending less. This is one

the
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a) Plan of actions

b) Support and assistance
from Franchisor in
resolving constraints

biggest threat
* Rising cost : it is inevitable that the operati@stc

income, it is difficult to pass on these cost to
them.
» High turnover of staff : This problem will lead tg

resources to carry out extra activities and even

the brand image

» High cost in recruiting and training of staff : the
frequent turnover of staff will lead to high cost i
recruiting and training of new staff

* Increasing competition : A number of foreign
owned brand have now been incorporated into
local market. While this has a positive economi
impact and give parents more choice, it
significantly increase competition and put more
pressure on the business performance

» Adapting to consumer need : Convenient and
innovation in technology is increasingly becomi

remain a step ahead of the competitors

Franchisee in this case claimed that Franchisacks of
forecasting/ planning. 86% of the Franchisees weared
said that they need guideline from Franchisor farly
plan and strategy their business.

Most of the constraints that Franchisees faced deego
economical situation of the society and countryclihs
out of hand of the Franchisor. So they feel qudpdiess.

is increasing due to high inflation rate. As pasent
are already struggling with shrinking disposable

poor performance by student, and lack of human

children and parents. And eventually it will affect

 f

ng

important to customers. So we have to stay ahead
of industry development and continue to grow and

Deep Questions

15. Help from Franchisor for you
to acquire the necessary skills
in order to operate the outlets
to the fullest

Franchisees interviews were concern on how

staff. It is important for franchisees to understand jpet
and amount of continuing support that they willaige.

Franchisees do not work for the franchisor; they an
independent businessperson operating under a éicbag
requires them to meet the franchisor's standg
Franchisees are not limited to receiving suppoly toom

the franchisor, and should always consider whatrg
types of support they can obtain in addition toghpport
received from the franchise system.
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a) System to measure the
level of commitment /
business performance of
your outlet?

b) How does the Franchisor
measure your skills and

competencies

Franchisor provide a field support consultant, vehasde
generally is to help Franchisees to improve

performance of their business, and also to endhae
Franchisees are operating the business to brandsstis.
The field consultant is not a supervisor, nor &eytthe
supervisor of Franchisee’s staff. They are the rsaurce
of support from the franchisor, and Franchiseealsh
make the time to always meet with them in persoah
not simply have them meet with the management tear

=

Franchisor conduct a biannual audit in the areclsidie
Operational compliance,

Human resource management (in turnover
staff)

Customer relationship management (in numbe
complaints made by parents)
Marketing and sale proficiency from Franchise
team (Event and function organized o promote
centre)
Compliance to rules and regulations set by I
authorities and the Franchisors

Business growth in revenue

Financial control (reflected in P&L statement)

16. Does your franchisor help you ta
acquire the necessary skills and
competencies in operating the
business to the fullest?

15 (71%) of the franchisees said that Franchisors d
conduct regular trainings to help Principals (mamagnt
and leadership training) and teaching staff (ctamsr
management and lesson plan training) to enhanae the
skills and performance. However 6 (29%) of the
Franchisees feel that many a time their staff vaeteable
to attend the training due to short of staff ortifaéning
do not benefit the centre.

17. Systematic development of
skill and competencies
a) Measure of the Franchisee
skills and competencies
b) How frequent

13 (62%) of the Franchisees feel that the Franchiso
have a good staff on boarding program for new
employees.

S

18.Rank the factors that help to
improve relationship between
Franchisor and Franchisees

a) Why those factors are
considered important

Franchisor-franchisee relationship are formalized b
contract, The partners in a franchise system ateatiy
dependent on one another’s objectives and perfarenar
to achieve their goals. Factors that produce a-Qiglity
relationship between franchisor and franchisee dbel
beneficial to both parties.

Franchisor Support :A franchisor’s support is related t
the quality of the relationship, to the franchisgeb
performance, and to the franchisee’s job satisfacti

Franchisor's Brand Name ‘A good brand name would
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have a positive impact on perceived value and the
willingness to stay in the franchise system. A braan
be considered a conceptual construct that stamds fo
product’s tangible and intangible assets, and iat\shts
the product apart from other products in a comipetit
market. Brand name is associated with the qualithi®
relationship between the franchisor and

the franchisee, and is related to the franchigee'’s
performance.

Franchisees’ Job PerformanceA franchisee’s job
performance is related to the level of the franehis
satisfaction, andalso is related to the franchssee’
commitments.

Franchisee’s Job Satisfaction :

19.How do Franchisor respond t¢

your feedback

a) Channel to convey messa
to Franchisor

\J

g€he key to successful relationship is trust. Angbtiistarts
with communication. Communicate openly and hone
between Franchisor and Franchisees and be conc
with the profitability as you are with your own. &best
Franchisors diligently provide their franchiseesthw
frequent, useful communication, which means moas
the occasional email, newsletter or perfunctoryt fiem
their field representative. Today it is too temgtio rely
on the internet for communications. But depersairaii
the franchisor is a big mistake. Time and againll-w
intentioned emails or texts ignite firestorms whiesy are
misinterpreted. Don’t make the mistake of believang
email can substitute for human contact. Relatignssi
build with dialogue, so it is important to encoug
dialogue in every aspect of the relationship witle
Franchisor.

stly
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20.How do you think the Franchisor
can further ensure D’MONTE
brand to become more valuable
rare, inimitable and well
organized ?

21.How often do you evaluate and
review your process and approa
to identify the constraints and
ways to improve

ch

22. What are the guidelines given
when selecting a location for the
branch?

It is important that the demographic profiles cbpke
who work or live in the target area match the targe
customer profile for income level and age group.
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a) Suitability of the location

b) Legality of the house for
License

c) Competition

d) Rental

high level of walk-by traffic to be successful. Egar to
a primary school, near to a morning market sottiat
location is able to provide sufficient pedestrigaffic
now and to provide sufficient growth.

Is there adequate parking space during the peats o
parents to send and pick up their children, aiglsafe
for them to park at the available parking lot.Here
traffic congestion. Or do all thes&ffic problems
seriously affecting parents access to the centre ?

Look for such warning signs as too many vacant éats|
that area, for-lease or sales signs, Too many vacan
houses indicate that the population density is low.

Check with local authority for the conversion statii the
building to be used for Preschool purposes. Cousnan
ordinances and restrictions

Look at the proximity of the competition and detere
their strengths and weaknesses. Would you have a
competitive edge?

The rental is a critical factor in determining whet the
location is attractive. What is the proposed reatisures
as a percentage of the anticipated sales.

23. Besides the franchisor providin
the routine audits and training
and other development activitig
what are your current action th
helps to improve the relationsh
between Franchisor ar|
Franchisee?

g
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Appendix 5

Summary Of Franchisor’'s Feedback

identifies by both
franchisees and
franchisors are aligned

(RO2)

No Assumption Agree | Disagre Remark
e

1 Franchisor practice in sequenget (67%) 2 (33%) 4 (67%) of the interviewees said they
according to the 9-steps process (not sure) | follow the 9 steps during the setting
during the set-up of the up stage of the franchise system,
franchise while 2 (33%) of the interviewees
(RO1) were not sure cause they joined the

company at the later stage.

2 Franchisees had fully 6 (100%) Nil All the 6 (100%) interviewees said
participated in those activities that the management team from the
that were stated in the 9-steps franchisor office take up the
process of franchise set-up responsibility to train the Franchisege
(RO1) according on their respective

portfolio. Therefore there were at
least 6 personals involved in the
training. 9 steps were carried out in
stages as stated in the manual. But at
times due to contingency, some of
the steps may have to be carried out
at the same time, making the set up
schedules very tight. And at times
one step may precede another due to
urgency or due to schedule of the
contractor itself.

3 Franchisees All 6 interviewees agreed that

e Leadership skill, 6 (100%) | NIL leadership, competencies and
commitment of franchisees will
« Competencies and 6 (100%) | NIL impact business performance. They
prefer to look for qualities such as
o Commitment 6 (100%) | NIL commitment and ability to
will impact the business communicate as the two most
performance of the franchise important factors during the start-up
(RO2) phase of the franchising relationshir.
4 » Leadership skills, 6 (100%) | NIL Even though both Franchisor and
« Competencies and 6 (100%) | NIL Franchisees point ofiew is aligned
e Commitment 6 (100%) | NIL in this assumption, The Franchisor,

in this case said that they are doing
their best and strive to help motivate,
encourage and even make the
commitment easier for the franchise
owner. In fact, that's what the
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franchisee signed up for: “I want to
own my own business and | need the
support to stay committed to my
success.” “As a franchisor we are
hereto provide a supportable system
that leads to franchisees’ success.’
but in the opinion of Franchisees to
be effective, Franchisor has to
genuinely care about the success ¢
the Franchisees. Good relationship
start with a Franchisor that is, first
and foremost, committed to
Franchisees success. That
commitment, more than anything
else, needs to permeate the
Franchisor organization at every
level. If Franchisees don’t sense th
commitment from Franchisor, the
relationship can quickly become
adversarial. If on the other hand,
Franchisees see Franchisor breaking
their back to help them succeed,
there’s almost nothing they won't d
for Franchisor.

—

D

[®)

Franchisors has product or
service that is valuable, rare ar
inimitable in the market and
thus help improve business
performance (RO4)

6 (100%)
nd

NIL

All the 6 interviewees in this study
see that the competitive advantage| of
D’MONTEwas assessed in terms of
two financial indicators, growth in
turnover and market shafrdée

ability of the brand to help
Franchisees to generate desirable
income and create more value thar
our competitors.

The concept and the strategy used by
D’MONTE is always seen as the
leader in this industry. And the
syllabus used were designed in house
by our expert team. Therefore the 6
(100%) interviewees confirmed that
the product and system used by
D’'MONTE are VRIO

Franchisees are able to give
feedback and discuss their ide
or suggestions with the
franchisor through an
established process (RO3)

4 (67%)
AS

2 (33%)

Four of the interviewees (67%) said
that for major problems, Franchisor
gather the feedback and discuss
within the management team and
come out with a solution or
suggestion to the feedback. And the
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area director is assigned to discuss
the suggestion or plan of action wit
the franchisee. They believe that
successful Franchisors are
‘Franchisee driven’ and Franchisor
should have multiple ways to get
information from Franchisees abou
all topics, but have different groups
on each topic. It does mean engag
Franchisees to make decision all th
time. From what do they want, nee

like or think. What are their markets

and customers calling for ? Find ou

and give them solution. On the othe

hand one of the interviewee is not s
sure about the correct way of doing
it.

—

ng
e
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r
50

Franchisor agree that it is mor¢
effective for outlets to be run o
managed by the franchisee the
hiring a manager (RO3)

26 (100%)
r
N

NIL

All Six interviewees (100%) agreec
that outlets should be managed by
Franchisees especially at the first t
years of operation. And once the

operation is on track, subsequently
Franchisee is allow to hire a manag
to run the daily operation.

NO

jer

Franchisee’s major constraints
were resolved by the franchiso
promptly

(RO3 + ROA4)

4 (67%)
I

2 (33%)

4 of the interviewees (67%) hawe
opinion that the major constraint of
the Franchisor is to deal with
Franchisees who are not following
instruction and acting on their own
way. To resolve the problem,
Franchisor conduct frequent audit t
the outlet and regular meeting with
the individual Franchisee

2 of the interviewees (33%) see the
major constraints as the insufficient
fund to help Franchisees to promot|
their business. This issue was unal
to resolve promptly as it involve
financial planning.

Dle

Franchisees has high level of
satisfaction towards the busing
approach of the franchisor
(RO3)

4 (67%)
SS

2 (33%)

4 of the interviewees (67%) saat t
the management team from
Franchisor office is implementing a
mentor/mentee program where a
mentor will be assigned to each
Franchisee to meet at least twice a
month to discuss issues pertaining

=)

to
ck

the business performance. Feedbal
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will bring forward to discuss during
management meeting. In the opinipn
of these four interviewees, they felt
that the Franchisees should be satisfy
with the hand held support from the
Franchisor.

2 other interviewees (33%) felt that
the financial constraint or disability
to meet the desire profit is the majqg
dissatisfaction which the Franchiso
were unable t solve immediately.

- =

10

Franchisor is constantly
reviewing their process and
approach to identify any
potential constrain arise within
their franchise business
network. And find solution to
resolve the constraints

(RO3 + RO4)

6 (100%)

NIL

Franchisor is facing a dilemma in
standardizing or flexibility in their
system. Cost minimizatiotorand
image and innovation are the main
reasons that push towards
standardisation, while flexibility is
claimed in order to achieve a highe|
adaptation to local markets and
enhance franchisees’ entrepreneurjal
attitudes.

=
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Appendix 6

Summary Of Franchisee(s) Feedback

Assumption

Agree

Disagree

Remark

Franchisor practice in sequend
according to the 9-steps proce
during the set-up of the
franchise

(RO1)

2 (57%)
5S

9 (43%)

12 (57%) of the interviewees
confirmed that they have been
following the 9-steps process durin
the set up of their outlets. While 9
(43%) others were not sure becausg
they took over the centre from
previous owner. Out of the nine,
Eight (88%) of the interviewees als
confirmed that they have been
trained using the training manual a
brief on the SOP in the operating
manual.

Franchisees had fully
participated in those activities
that were stated in the 9-steps
process of franchise set-up
(RO1)

12 (57%)

9 (43%)

Out of the twelve franchisees that
confirmed 100% following the 9-
steps process said that the
management team from the
franchisor office take up the
responsibility to train the Franchise
according on their respective
portfolio. Therefore there were at
least 6 personals involved in then
training. 9 steps were carried out in
stages as stated in the manual. Bu
times due to contingency, some of
the steps may have to be carried o
at the same time, making the set u
schedules very tight. And at times
one step may precede another due
urgency or due to schedule of the
contractor itself.

Franchisees
» Leadership skill,

» Competencies and

* Commitment
will impact the business
performance of the franchise
(RO2)

14 (67%)
14 (67%)

18 (86%)

7 (33%)
7 (33%)

3 (14%)

All the 21 Franchisees agreed that

Leadership skill and competencies|i

Franchisor and Franchisees is the
most important quality that both
must have. And all the 21
Franchisees reiterate that when the
make a leap, at least part of their

investment is in with the Franchisor.

They bought into the Franchisor’'s

y
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red
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ability to help them grow a busines
e Leadership skills, 14 (67%) | 7 (33%) Even though both Franchisor and
« Competencies and 14 (67%) | 7 (33%) Franchisees point afiew is aligned
e Commitment 18 (86%) | 3 (14%) in this assumption, but in the opinic
of Franchisees to be effective,
identifies by both Franchisor has to genuinely care
franchisees and about the success of the Franchise
franchisors are aligned Good relationship start with a
(RO2) Franchisor that is, first and foremos
committed to Franchisees success
That commitment, more than
anything else, needs to permeate t
Franchisor organization at every
level. If Franchisees don’t sense th
commitment from Franchisor, the
relationship can quickly become
adversarial. If on the other hand,
Franchisees see Franchisor breaki
their back to help them succeed,
there’s almost nothing they won't d
for Franchisor.
Franchisors has product or 7 (33%) | 14 (67%) competitive advantage is based o
service that is valuable, rare and valuable, rare, inimitable resources
inimitable in the market and and organization (VRIO). But
thus help improve business Franchisor is lacking in continuous
performance (RO4) upgrading and reconstruction of its
core capabilities in response to the
changing environment and to rema
competitive
Franchisees are able to give | 12 (57%) | 9 (43%) D’MONTE is facing a big challeng
feedback and discuss their ideas in establishing a feedback loop with
or suggestions with the Franchisees. They have to be
franchisor through an vulnerable enough to accept
established process (RO3) feedback from people in the
trenches.
Franchisor agree that it is more 14 (67%) | 7 (33%) Franchisees and Franchisors agre
effective for outlets to be run or that outlets should be managed by
managed by the franchisee than Franchisees especially at the first t
hiring a manager (RO3) years of operation. And once the
operation is on track, subsequently]
Franchisee is allowed to hire a
manager to run the daily operation.
Franchisee’s major constraintg 6 (28%) | 15 (72%) Franchisees feel that although
were resolved by the franchisor Franchisors were able to solve
promptly certain operational constraints in a
(RO3 + RO4) prompt manner, but majority of the
problems faced were regulatory,
infrastructure, and human resource
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constraints which are out of the

control of Franchisor and cannot be

resolved overnight.

9 Franchisees has high level of | 9 (43%) | 12 (57%) A happy Franchisee makes for a
satisfaction towards the busingss strong franchise system. This is the
approach of the franchisor factor that determine whether a
(RO3) Franchisee will exit or remain in the

system. The dissatisfaction were
mainly due to some of the above
factors. (No. 5 and No. 8)

10 | Franchisor is constantly 18 (86%) | 3 (14%) Franchisor is facing a dilemma in

reviewing their process and
approach to identify any
potential constrain arise within
their franchise business
network. And find solution to
resolve the constraints

(RO3 + RO4)

standardizing or flexibility in their
syst. Cost minimizatiojrand image
and innovation are the main reasor
that push towards standardisation,
while flexibility is claimed in order
to achieve a higher adaptation to
local markets and enhance

S

franchisees’ entrepreneurial attitud

(D
«»
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