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Discontented Franchisees Seek
A Bigger Say in Their Business

SARK ABRAMSON FOR THE NEW YORE TIMES
Members of the Asian American Hotel Owners Association at a conference this weelk after electing officers. The group’s chief executive says hotel owners are frusirated with franchisers,

Franchisers say the foundation of how their industry operates
is under assault at the state and federal levels.

By LYDIA DePILLIS

When you visit a2 McDonald's, a
Jiffy Lube or a Hilton Garden Inn,
You may assume you're visiting
one business. More likely, you're
actually visiting two: the operator
of that particular Incation, known
as the franchisee, and the larger
company that owns the intellectu-
al property behind it, or the fran-
chiser.

Conflict is inherent in that rela-
tienship, but it'shita beilin recent
months, as Iranchisees say
they're being squeezed out of the
profits their business generates
through new fees, required ven-
dors and constraints on their abil-
ity to sell.

On Monday, the Government

risks they bear” citing interviews
with dozens of small business
owners who said they lacked con-
trol over basic operations that de-
termined their ability to eamn a
profit.

They've found a sympathetic
ear in the Biden administration
and in several state legislatures,
giving rise to a growing wave of
proposals to limit the power of
franchisers.

Franchisers have been largely
successful in heading off new laws
and rules, which the chief execu-
tive of McDonald's, Chris Kemp-
czinski, has deseribed as an exist-
ential threat.

“The reality is that our business
model is under attack” he szid in
February at the convention of the

Accountability Office released a HATYLN BANGTHE NEW york Tves  nternational Franchise Associa-
report finding that franchisees Franchisers have been largely successful in heading off new laws, which the  tion, a trade group for franchisers,
“do not enjoy the full benefit of the  chief ive of M s has described as an existential threat. CONTINUED ON PAGE B5
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franchisees and franchise suppli-

. ers. “If you're not paying attention
to these pieces of legislation be-
cause you think they don’t impaet
you, think again”

Franchising has been a feature
of American capitalism for dec-
ades, allowing brands to grow
quickly using investment from en-
trepreneurs who commit their

- own capital in exchange for a busi-
ness plan and a logo that con-
sumers might recognize. The Fed-
eral Trade Commission reguires

- franchisers to disclose factors in-
cludmg start-up costs and the
company’s financial performance
to those considering buying a
franchise, and some state laws
‘govern coﬂmderatmns like trans-
fer rights.

- But much of the relauunstnp is
largely unregulated — changes a

franchiser can make to contracts,
for example, and whn_h vendors

chisees than ever” he sa:{d Fran-

chisees’ royalty paymentsusedto
 cover things like marketing, new

menus and sales tools, he added,
-but “now you seem to have to pay .

_'for your services.”

‘The franchise mdustry says ;
that its busiress model remains’
- beneficial to individual owners, :
and that additional ‘regulation
would protect subsiandard fran-
ch]sees at everyone else’s ex-

pense. Matthew Haller, chiefexec
utive of the Intematlonal Fran

- chise Association, citeda 2021 sur-

vey by the market research firm

_Franchise Business Review in
‘which 82 percent of &*anc}usees'_
said they supported their corp0~ :

rate leadership, -

‘But legislative battles at the_

‘state Jevel reflect rising tension.

‘Hotel franchisees, squeezed by
lost revenie d’urmg pandemic

lockdowns, say they have also

 been hurt by the hotel brands’loy-
alty programs, which require the -

hotelier torentroomsatareduced
rate. A bill in New Jersey that

would limit those loyalty pro- £ WS .

grams, as well as rebates that
“brands can collect from vendors

that franchisees are required to
. use, faces herae opposition frpm"

_association's chief executive, Chip

Rogers, said the bill would “com-

pletely undermine the foundation

of hotel franchising by Hmiting a

brand’s ability to enfome brami_'
i ~/which the International Franchise

.standards. ! .

Laura Lee Blake, the chief exec-
utive of the 20,000-member Asian
American Hotel Owners Associa-
tion, said hoteliers had reached
desperation. “There comes a point
when you've tried and tried fo
meet with the franchisers to ask
for changes, and they refuse to lis-
ten,” she said.

In Arizona, leg]slamn intro- -

duced to enhance franchisees’
ability to sell their businesses and
prevent retaliation from franchis-
ersif they band together in associ-
ations has also faced resistance.
The billwas approved by two com-
mittees in February and March,

but the International Franchise

Association hired two }obb}rmg
firms to fightit. =

In a Republican caucus meet-
ing, opponents attacked the legis-
lation as a “sledgehammer” that
would bring the government into

private business relationships.-
The bill's sponsor, Representative

.Anastasra T‘ravers, a freshman
ng Democrat, said she was taken
e aback by how quickly oppos:tlon'
‘snowballed, and ultimately gave

1p on it for the 2023 session.

Ms. Travers said.
A similar bill in Arkansas,

Association initially said would be
“themost extreme franchise regu-
lation of any state,” was amended
to strip entire sections, including
one that would have prevented
franchisers from imposing any re-
quirement  that ““unreasonably

changes” the financial terms of

the relationship as a cendmon of
renewal or sale. :

' After the bill was. slxmmed down:
~ leaving provisions such ; asone
restoring the existing statute,

which had been rendered ineffec-
tive by a subsequent law, and an-

sition, allowing swift passage.

Inan email to supporters beforé'

the votes, the franchise
tion's vice president for state

Hanscom, credited the Arkansas
agnbus:_mss g:dn; 1'3750 Fm

“Time has not been my friend” |

for being * mstfh:iié:;ml in heéc'uﬁ:
. ating this outcome” Iyson Foods

did not respond toa’ request fm-
‘comment.

The Biden administration is
moving on two fronts; One is the
Federal Trade Commission, which

- issued a request in March for in-
‘formation about the ways in

which: franchisers control fran-

chisees. The initiative conld result

in additional guidance or rules —
puiting the industry on high alert.

The second front is the National
Labor Relations Board, which has
proposed making it easier for
franchisers to be designated as

“joint employers” that wouldbe li-
able for the Iabor law violations of

franchisees if they exerted mgmﬁ

cant control over working condi-_
‘tions, Franchisers maintain that
other requiring the franchiser to.
establish. material cause betare;
terminating the franctnse — the
industry group withdrewits 0ppo- .

this would “destroy” the busines
mude], be:.ause it wou_]d bje 3

Service Employees International
Union, in particular, has long ¢
-.-'tought 1o get McDonald's desig- i
loeal government reia,nom, Jeff . i

nated as a joint’ em{JleEr so

: :-rather than store by store .

At the federal level, | Imnchwars-
‘may face greater challenges.

. Robert Zarco, a Miami lawy

retained by an association.0f 1,000 -
McDonald’s owners, said that to
| vertisers — whlch include law

avoid the joint-employer designa-

tion, ‘and the extra lability it
would bring, franchisers could
i chwse 10 weaken their gnp C

franch.tsee operations.
“Hthe company wants to not be

considered a joint employer, it’s

very simple to fix" he said. “Un-

wind all those excessive controls

that they have implemented that

~are outside of protecting the
brand and the prndnct and semce_

quahtv”

The franchise associat:un s fed-
eral lobbying spending hit a high
of $1.24 million in 2022, aiong31de
millions more spent in recent
years on federal elections, which
doesn't include money spent by

. the individual franchise brands.
- The high stakes are ewdem’ m_

therways, ‘as well.

year. [ ]
. cation with six editorial empiay&
ees; \_mtes_ about : day%-ﬁ._a

 executive leadershlp
changes, technalegy irends.

- When stnie arises, such as law-
. suits and bankrupicies, it writes

'ieaderufme&sxanﬁmencanmtei

ha_s given rise to more dispmes.

._abautmose,too

 leashed Brands, a portfolio of i

' sponse, the company pubhshed a
. stories in red pen font with “DE-

York Times. Both publications |
_ stand by their reporting, and Un-

~ tions. )

; “NaFrancmse‘iimes.com
: fr dey

_ executive of Unleashed Brands

_ bership saying that while he had

“Mr. Browning did not respond toa |

_publication says its advertising

‘business reporting, the episode

. todivert attention from real prob-
_ lems ~
are playing hardball. -
- “They're trying to Jut at_ our |

 keep going,” she said. “There’s a {
ot of people spending a lot of time |
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Above center Laura Lee Blake, the

Owners Association. A Subway
franchisee says a lack of oversight

. Earlier this year ﬂie pubhca-
tion's iegal_cql_uramst, Beth Ewen,
wrote several stories about Un-

franchises that has drawn law-
suits  from franclnsees In re-

markup of one of Ms. Ewen’s |
BUNKED” stamped across the |
top. (The orgamation had given

similar. treatment to an article
about the company by The New |

leashed did ‘not ask for correc-
In March a new websrte

popped up ‘at the address
Its

It.ca]led fr.rrthe pubhcahons ad-

firms; vendors and brands
caneel their purchases. =
- Michael Browning Jr., the chief

and a hoard mémber of the Inter-
national Franchise Association,
emailed the trade group’s mem-

not created the website, he sup-
ported ifs message and thought
the  group should revoke The
Franchise Times's membership.

request for further comment.
The association declined to re-
voke the membership, and the

revenue isupfrom lastyeat. But to
Ms. Ewen, a 35-year veteran of

shows that the industry is trying

and that some members

busmess'mode] and our ability to

trving to get us and others to stop |

domgﬂwse sumes 2



