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A licence to
print money?

Success rate of franchises in the first five years is 93
per cent, compared with just 50 per cent for start-ups

Caroline Madden

THE IRISH TIMES

Business 2000

“Who steals my purse steals
trash; ’tis something, nothing;
’twas mine, ’tis his, and has been
slave to thousands; but he that
filches from me my good name
robs me of that which not
enriches him and makes me poor
indeed.”

Those of you studying Othello
this year will recognise this
quotation about the importance
of a person’s reputation.

Nowhere is the loss of your
good name more damaging than
in business, particularly in the
area of franchising.

Last October, the Health
Service Executive made an
unpleasant discovery in the
Stephen’s Green Shopping
Centre in Dublin - some
cockroaches had decided to take
up residence in a sandwich bar
on the first floor. An O’Briens
Irish Sandwich Bar to be precise
- one of two at the centre held by
different franchisees.

The owner of the O’Briens
franchise reportedly took swift
legal action to prevent the
operator of the outlet from
continuing to use the chain’s
name and branding.

Clearly, the aim of this
damage-limitation exercise was
to minimise the negative effect
on the valuable brand and other
franchisees.

The franchising model -
whereby a franchisee buys the
rights to operate a business
format created by a franchisor -
can be an excellent means of
achieving rapid expansion, but it
is not without its risks.

O’Briens is the fastest growing
franchise in Ireland and there are
now more than 300 outlets in the
chain.

But the pest infestation
incident highlights the
vulnerability of a brand once a
business owner gives someone
else the right to use it.

The process of recruiting
suitable franchisees is therefore
crucial.

“If the franchisor gets the
franchisee recruitment
programme wrong . . . and starts
recruiting bad apples. . . those
franchisees will reduce the
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reputations of the other
franchisees and the brand,”
explains Michael Bradley, chief
executive of the Irish Franchise
Association.

Despite this potential pitfall,
the argument in favour of the
franchise system is very
persuasive. The success rate of
franchises over the first five
years is a staggering 93 per cent,
compared with just 50 per cent
for start-up businesses,
according to Bradley.

Why exactly are franchises so
successful? “The franchisee
operates under a proven
business format,” he says.
Franchisees are buying into an
existing business so they hit the
ground running, because all of
the teething problems will
already have been ironed out.

Another critical advantage is
that the brand will already have
established a reputation.

“The products and services
will already be well known,
which should enable the business
to grow more rapidly,” he says.

Reputable franchisors will also
provide training, either on the
job or before the franchisee gets
their outlet up and running, so
experience in the field usually
isn’t necessary.

McDonalds even runs a
hamburger university, which is
attended by 5,000 students each
year, including potential
franchisees.

Under the franchise model,
franchisees pay a regular fee to
the franchisor, generally in the
region of 7 per cent of annual
turnover, in return for initial and
ongoing training, and sales and
marketing support.

“Usually a franchise will take a
small percentage of the
franchisee’s turnover and put it
into a central advertising or
promotional fund,” Bradley says.

This means that individual
franchisees don’t have the
responsibility of looking after
marketing and promoting the
business as it is done centrally,
and they can concentrate all their
efforts instead on running their
outlet.

Once a chain builds up a
critical mass of franchisees, it
will often use them for research
and development purposes, he
adds. For example, O’Briens
brings all of its franchisees from
around the world together once a
year and uses their input to
develop the brand.

Franchising is growing
increasingly popular in Ireland,
particularly in the services
industry.

The Irish Franchise
Association runs seminars
roughly four times a year and, in
the Dublin region alone, has
encountered at least 20
businesses at each seminar
considering franchising as a
means of expansion. Roughly
half of these go on to develop a
franchise, Bradley says.

For those who want to build an
empire from scratch, put their
own name to something and be
completely in control of their
own destiny, franchising
probably isn’t the right option, as
franchisees must run the
business in strict accordance
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with the operations manual or
risk losing their franchise.
Starting their own venture might
be more suitable.

However, for anyone who
aspires to run a profitable
business, but is put off by the
high failure rate of start-ups,
buying a franchise can be the
perfect solution.

And fortunately there has
never been more choice.
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Job to enforce law

Employment rights will be high on
the agenda at the next round of pay
talks as existing labour laws are more
tightly enforced, writes Gerald Flynn

|

T was no accident that the

announcement of increased

staff to monitor compliance

with employment legislation
was made on the same afternoon
last week as the public service
benchmarking report was pub-
lished. Employment rights are the
“mood music” for the next round
of pay negotiations due to start
within six weeks.

Tighter enforcement of labour
laws is the latest “big issue” - like
the affordable housing, work-
place partnership and extensive
childcare facilities pledged in ear-
lier wage agreements, not yet
quite delivered.

Eighteen months ago the social
partners emerged from a pro-
tracted series of encounters to
produce a 10-year social develop-
ment plan called Towards 2016,
which encompassed a 27-month
pay deal.

The entire process was ini-
tially jeopardised by the contro-
versial plans of Irish Ferries to
replace nearly 500 ferry crew
members with lower-paid
migrant workers through an imag-
inative redundancy scheme.

The partnership negotiations
only got into serious session five
months later and, by the time
they concluded in late June 2006,
it had taken longer than the nego-
tiation of the Versailles Treaty in
1919 which remapped most of
post-Imperial Europe.

Within the next few weeks,
largely the same social partners

will be back for renewed pay
negotiations. But first they will be
looking back at what was agreed
in 2006.

Key to the 140-page Towards
2016 is an entire section on
employment rights and compli-
ance. This was in response to
demands, led by Siptu, for
increased enforcement of basic
employment entitlements such as
paid holidays, minimum wage
rates and protection of agency or
sub-contracted workers.

A series of union-inspired
exposés of exploitation, in the
wake of the Gama manipulation
of migrant Turkish construction
workers, played to the unions’
agenda amid calls for protection
against “the race to the bottom”.

Macro-economic arguments
were presented that immigration
had neither reduced employment
standards nor deprived Irish
people of decent employment
opportunities.

But economists do not sit on
the seats of dumpers shifting con-
crete; share a bedroom with up to
six compatriots; or pick and pack
mushrooms for up to 10 hours a
day.

And a research paper from the
ESRI last month estimated that
non-Anglophone, central Euro-
pean, female migrant workers
earn about 30 per cent less than
their Irish counterparts.

There is plenty of evidence
from those working with vulner-
able migrants that some disrepu-

table employers are abusing for-
eign workers, whether in their
homes as domestic servants or in
sweatshop conditions where they
hire labour from a growing
number of unregulated recruit-
ment agencies.

The social partners, somewhat
reluctantly, eventually agreed to
set up a new Office of the
Director of Employment Rights
Compliance (ODERC) roughly
similar to the Office of the
Director of Corporate Enforce-
ment which keeps an eye on
unscrupulous directors of limited
companies.

At that stage, in mid-2006, the
effective number of labour inspec-
tors operating throughout the
State was just 14 for a workforce
exceeding two million - roughly
one for every 120,000 employees.

The pledge was that there
would be 90 labour inspectors
operating for the new ODERC by
the end of 2007.

That has not quite happened.
The new office, set up last Feb-
ruary on an interim basis, is
called the slightly less off-putting
National Employment Rights
Authority (NERA) and it is led by
the energetic, former taxi regu-
lator, Ger Deering.

By the end of 2007 it had 50
labour inspectors and 32 more
expected to join their ranks this
month followed by eight more for-
eign nationals with language
skills.

Initially junior civil servants
were reluctant to have many of
the positions opened to “out-
siders” but eventually conceded
one in nine vacancies.

In some respects this is a reac-
tion to the embarrassing situation
which arose in the Gama case
when the Minister for Enterprise,
Trade and Employment, Micheal
Martin was prevented, following
legal action, from publishing the

labour inspector’s report into
employment practices in the
Turkish group’s Irish subsidiary.

The real sting in NERA is not
that fines for breaches of employ-
ment legislation will be increased
to a ceiling of €250,000 but that it
will have scope to team up with
inspectors and investigators from
the Revenue Commissioners and
the Department of Social Wel-
fare.

Unscrupulous or exploitative
employers who fail to keep
details of their employees’ pay-
ments or issue pay slips; operate
rosters exceeding 48 hours a
week; ignore health and safety;
breach minimum pay rates or
charge excessive “accommoda-
tion and travel levies” may not be
compliant when it also comes to
VAT returns, PRSI contributions
and income tax issues.

In a special deal, the TEEU elec-
tricians’ union secured a section
guaranteeing them legislation,
also promised to be published in
2007, to strengthen inspections
and compliance with the regis-
tered employment agreements in
the electrical contracting sector.

Not all of the deadlines have
been met. The Employment Law
Compliance Bill, the anticipated
Employment Agencies Regula-
tion Bill and the Protection of
Employment (Exceptional Collec-
tive Redundancies and Related
Matters) Act 2007, have yet to be
published or have real effect.

The last-mentioned piece of
legislation is a direct response to
Irish Ferries’ wholesale replace-
ment of its crews and associated
de-unionisation as its crews are
now lower-paid, mainly Eastern
Europeans employed through a
Cypriot agency.

The entire result is that
employment rights are becoming
much more a legalistic issue
rather than being based on social

or market norms, or on agree-
ments reached with employee
representatives, usually in the
form of trades unions.

Last April, a confident Minister
responded to DAil questions that:
“Sanction has been secured from
the Department of Finance for an
additional 59 labour inspectors.
The necessary arrangements and
selection process for the recruit-
ment of the remaining inspectors
are well advanced including the
recruitment of ten labour inspec-
tors with specialist language
skills.

“To date, seven new inspectors
have been appointed and the
process is well on target to meet
the commitment in Towards 2016
of having 90 inspectors in place
by the end of 2007.”

They had got as far as 50 inspec-
tors by the end of the year with a
total staff of 95 and another 30 to
40 vacancies due to be filled early
this year while the core draft legis-
lation may be circulated by the
end of January or in February.

This is going to put more strain
on state agencies like the Employ-
ment Appeals Tribunal, Rights
Commissioner service and the
Labour Court, all of which will be
entitled to award up to two years’
earnings to compensate claim-
ants for their financial loss due to
breaches of employment legisla-
tion.

In many respects, these rushed
reforms are making up for a
laissez-faire approach over the
past 15 years which culminated in
exploitation as soon as plentiful
migrant labour became available
to what some rather coyly call
“rogue employers”.

Gerald Flynn is an employment
specialist with Align Management
Solutions in Dublin.

gflynn@alignmanagement.net
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Business graduates are shunning
careers in government-owned
companies in favour of publicly
listed or venture capital-funded
. businesses in the IT, banking and
finance and energy-utilities sec-
tors.

A global study of MBA stu-
dents carried out by Hill &
Knowlton revealed that reputa-
tion and geographical location
also played a part in attracting
graduates to businesses.

Sixty-one per cent of respond-
ents said they were interested in
working for publicly-traded com-
panies and just over half wanted
to work with firms owned by ven-
ture capital or private equity
funds.

However, only 24 per cent said
they wanted to work with family-
owned companies, with 32 per

cent uninterested, while Govern-

ment ventures fared even worse,
with 46 per cent saying they
would not consider it.

According to the survey, gradu-
ates are seeking out companies
with established reputations.
Almost three-quarters of those
who took part in the study said
that corporate reputation was
extremely or very important
when choosing where to work,
with only 4 per cent saying it was
unimportant.

Companies doing business in
the alcohol, chemical or tobacco
sectors are bottom of the list for
graduates seeking a job. Oil, gas
and pharmaceutical firms were
also hindered by reputation.

“MBAs graduating in a post-
Enron, post-Parmalat world have
a strong preference for the com-
panies with the best reputations,”
said Andrew Laurence, chairman
and chief executive of Hill &
Knowlton EMEA. “It is clear that
recruiters of top talent will need

MBA students shunning jobs
in government-owned firms

more than just generous compen-
sation and ample opportunity.
The leaders of tomorrow are over-
whelmingly seeking to associate
themselves with industries, and
specifically companies, with
great reputations.”

Quality of management was
one of the top factors affecting
reputation, with social responsi-
bility the least important to

respondents.
Graduates are influenced by
geographical location, with

western Europe and North
America topping the list of pre-
ferred locations. Emerging mar-
kets such as the Middle East,
Africa and eastern Europe lan-
guished at the bottom of the
charts.

MBA students are considering
possible career opportunities, the
corporate culture and working
environment, and the compensa-
tion and benefits package offered
before making a career choice.
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