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Franchise

A franchise arrangement allows an enterprise to purchase the right to sell a
particular product. The enterprise, known as the franchisee, makes a payment
to the owner of an established branded product, known as the franchisor.

The franchisee can then sell the product and take advantage of the marketing
provided by the franchisor. Four of the most famous franchises in the world
are McDonalds, the Body Shop, Burger King and Pizza Hul.

Advantages for a new enterprise

@ The franchisee is able to sell a well-known and recognised branded product
and so the revenue received is likely to be significant.

® Some of the advertising will be carried out by the franchisor, keeping down
the costs of advertising by the franchisee.

® Such an arrangement is likely to be less risky than starting up an enterprise
with a new name because the branded product will be familiar to many
people and so there is likely to be less risk of failure.

® Certain services, such as training and some aspects of administration, may
be carried out by the franchisor, saving the franchisee money.
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Disadvantages for a new enterprise

The franchisee will need to make a payment to the franchisor for the
franchise rights and this payment will usually still have to be made even if
the franchisee makes a loss.

In addition to this initial fee, the franchisee will usually be required to pay
a percentage of the sales revenue to the franchisor every year.

The franchisor may strictly control the activities of the franchisee, giving it
lirtle choice in certain aspects of business, such as in relation to the design
of the premises, the use of suppliers and possibly the area of operation;
these aspects of a franchise agreement can be regarded as very restrictive by
the franchisee.

The franchisor has the power to withdraw the agreement and sometimes
can prevent the franchisee from using the premises.
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SUBWAY

Be part of a Winning Team with the Number 1 Franchise

With more than 45,000 global locations, the SUBWAY system is the Number 1
Quick Service restaurant chain in the world. Fach SURWAY sandwich shop

is focused on making great sandwiches, so great in fact that many SUBWAY
customers have become franchise owners.

Here are some of the reasons for SUBWAY'S phenomenal success:
The sandwiches are customised just the way the customer wants.
The décor creates warm and inviting dining destinations.
SUBWAY products are products you will be proud to serve.

The nutritional value of SUBWAY food is very good.

The SUBWAY brand is committed to making its operations as environmentally
and socially responsible as possible.

Contact us today to find out more about joining a winning team!

Extension questions

1 Outline the ways in which SUBWAY is trying to attract people to enter into
a franchise arrangement with them.

2 Evaluate whether this franchise opportunity is likely to be a worthwhile enterprise.
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