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As a business strategy, franchising has been overwhelmingly successful. A new franchised business is estimated to be opened every two hours, 365 days a year. Franchised businesses create over 155 new Canadian jobs each and every day. In Part One of this series, we explored the First Principle of Franchising: "Brand Name Awareness". In Part Two, we will explore how would-be entrepreneurs benefit from a franchise’s successful business formula and trade secrets.  This proven “business formula”, often referred to as a franchisor’s “Operating System”, means that a franchisee does not have to “reinvent the wheel” and can build a successful business more quickly by benefiting from someone else’s experience. The ability to benefit from someone else’s experience also minimizes financial risk. A proven Operating System is referred to as the Second Principle of  Franchising because it is absolutely fundamental to the reason why franchisees join a particular franchise system in the first place. 

An “Operating System” refers to the business techniques, know-how, trade secrets, methodologies, recipes, policies and procedures that enable a business to operate and expand consistently and successfully. This Principle was developed by Ray Kroc of McDonalds fame.  Back in the 1950’s when Ray Kroc originally became involved in McDonald’s, franchising was little more than a loose affiliation of entrepreneurs who shared the use of a common tradename as well as the distribution of a common product or service.  It tended to be a highly decentralized, often inconsistent method of servicing customers.  Kroc discovered that some McDonald’s franchisees made the transition from their previous careers successfully, while others did not.  He soon realized that this was due to the franchisee’s diverse backgrounds and skill sets.  The operational strengths and weaknesses of the McDonald’s Franchise System could only be achieved by Franchisees succeeding consistently.  To accomplish this, Kroc began to study the original techniques as developed by the McDonald brothers as well as those of the most successful franchisees in the System, down to the smallest detail.  Kroc documented these procedures in “Operations Manuals” and subsequently trained each and every Franchisee in a special school he called “Hamburger University”.  This was the birth of a true “Operating System”, having developed from proven results in the field.  It also represented an evolutionary leap in Franchising as a business strategy through Kroc’s creation of the “cookbook” or “recipe” approach to business that is now aptly known as the “Business Format” Franchise System.

From sourcing product, inventory control, advertising and business planning to how often the bathrooms should be washed and the tables wiped, McDonalds left nothing to the imagination.  As a result, McDonald’s franchisees were better trained and better educated than any of the “mom and pop” restaurants that existed at that time.  Today, McDonald’s Restaurants sell 6 out of 10 hamburgers eaten in the world.  Burger King. Wendy’s, Harvey’s and all the other familiar fast food franchised hamburger chains fight it out for the remaining 40%.  As for the Franchising as a Business Strategy, over 90% of the 1,400 Franchise Systems in Canada would refer to themselves as “Business Format” Franchise System, as originally defined and developed by Kroc.

A proven Operating System minimizes the risk of business failure by franchisees through benefiting from the experience of franchisors.  That is why many would be entrepreneurs seek out a franchise in the first place.  Thanks to Ray Kroc, it is also the reason it is the Second Principle of Franchising. In the third and last segment of this series, we will present the notion of On-Going Support as the Third Principle of Franchising.
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