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Franchising: New Opportunities in a New Market

9:00 a.m.
Introduction and Welcome
A. Government of the United States
1. The Honorable Charles H. Thomas, I, Ambassador of the United States

2. David Cowles, Director, U S. Agency for International
Development, Hungary

B. Representative of the Hungarian Government
l. Mr. Janos Both, State Property Agency
C. Introduction by the Sponsors
l. Representative of OTP
2. Philip F. Zeidman, Esq.

Co-Founder. EastEuropeLaw, Ltd.
Founder, Brownstein Zeidman and Lore®

9:45-10:30

An Overview of Franchising
Philip F. Zeidman

A. What Elements Define A Franchise?
B. Franchising’s Economic Significance
1. In the United States
2. In International Markets

C. How Franchising Works In Practice

A Professional Corporation
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11:00-12:30
Different Perspectives on Franchising
A. The Hungarian Franchisor:

Mr. Forczek Laszlé
Fordan, Ltd.

B. The U.S. Franchisor Entering the Market
James H. Amos, Jr.
President, Interrational Division
I Can't Believe It’s Yogurt!
Dallas, Texas, U.S.A.

C. The Hungarian Master Franchisee:

Mr. Virdgh Endréné
Fort Commercial Ltd.-Ceiling Doctor

D. The Hungarian Small Businessman
Representative, ECONOMIX
E. The Privatizing Company:

Dr. Sajad Jinos
Zarex Hungary, Ltd.

F. The Hungarian Franchise Association:

Dr. Istvan Kiss
Secretary General

12:30-1:00
Questions and Answers
1:00-2:00

Lunch



2:00-2:30

Franchising and Privatization
Philip F. Zeidman

A. How Franchising Can Be Used as a Vehicle for Privatizing a State-Owned Enterprise
B. The Franchising of Government Services: Special Opportunities for Municipalities
2:30-3:45

Financing the Franchise

A. Hungarian Resources: Commercial Banks and Other Hungarian Sources

Dr. Turdn Attila
OTP Rt.

B. International Resources
A panel cemposed of representatives of, or presentations regarding, organizations which have
financed franchise operations in Hungary, or developed special programs for doing so. These will
include:

* European Bank for Reconstruction and Development

* Hungarian-American Enterprise Fund

* Export-Impon Bank of the United States

* U.S. Agency for International Development
*  Others

3:45-4:00
Conclusion
Where do we go from here?

4:00-4:30
Questions and Answers
4:30-5:15
Sponsors’ Closing Remarks

EastEuropeLaw, Ltd.

OTP BANK
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The Agrobank Conference
“Franchising and the Foodservice/Catering Industry: Hungary”

1:00 p.m.

Welcome and Greetings
Philip F. Zeidman, Esq.
Founding Principal, EastEuropeLaw, Ltd.
Founding Partner, Brownstein Zeidman and Lore’,
Washington, D.C., U.S.A.
Borosnyaine Czangar Judit

Deputy Director
Agrobank Rt. Budapest Regional Branch

1:30-2:30

A Look at the Franchise System in the Hungarian Foodservice/Catering Industry
Comment by a representative of the Hungarian Ministry of Agriculture
Comments by a group of experts in the Hungarian Catering/Foodservice Industry

2:30-3:15

What is Franchising? How Has It Functioned in Market Economies?

How Does Franchising Support the Small Business Entrepreneur?

What Could Franchising Bring to the Catering Industry in Hungary?

An overview of these and other franchise issues by
Philip F. Zeidman, Esq., EastEuropeLaw, Ltd.

3:15-3:30

Coffee

A Professional Corporation



The Franchisor and the Supplier: A Look
at Their Relationship in the Catering/Foodservice Industry

3:30-3:50

What Does a Franchisor Expect From His Supplier?
James H. Amos
President
International Division

I Can’t Believe It's Yogurt
Dallas, Texas, 1J.S.A.

3:50-4:15
What Does A Franchise System Expect From Its Suppliers?
Endre Fazekas
Director
McDonald’s Hungary, Ltd.
A panel of McDonald’s suppliers in Hungary
4:15-4:35
What Are the Finance Options for the Catering/Foodservice Industry?
Remarks by a representative of Agrobank, Rt.

4:35-4:45

Concluding Remarks

A Brief Overview of the Parties and Their Responsibilities in the Franchised Catering Sector:

Philip F. Zeidman, Esq.
4:45-5:00

Questions and Answers

X;L‘
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In connection with the goals and objectives of this contract,
EastEuropelLaw principal Philip F. Zeidman and Tamas Kovacs, EEL
resident associate in Budapest, had three meetings with the State
Property Agency in January 1993. The first was a small meeting with
several directors. The second was a presenfation to mid-level policy
staff; the third, a presentation and questions-and-answers session with
PRI-MAN, the advisors to state-owned enterprises in the process of
being privatized. The attached is a topic list used at each of these

meetings.



THE STATE PROPERTY AGENCY
Budapest, Hungary
Meetings with EastEuropeLaw, Ltd.
January 27.28, 1993

“Franchising and Privatization"

For EastEuropeLaw:
Philip F. Zeidman
Founding Principal, Brownstein Zeidman and Lore*, Washington, D.C., USA
Founding Partner, EastEuropeLaw, Ltd., Budapest
What is Franchising
A Brief Overview: U.S. Franchising; Its International Expansion
Discussion: The Structure and Elements of Franchising; Its Development in Hungary
Franchising and Privatization

Priman: Problems: The Franchise Response

Some Transactional Problems Faced by Consultants to Privatizing Companies under the
State Property Agency

How Franchising Might Address Those Problems
What Next?:

The State Property Agency Committee on Franchising

Program Sponsors
EastEuropeLaw, Ltd. The U.S. Agency of International
East-Wes:t Business Center Development, under a grant to
Pf. 300725 EastEuropeLaw, Ltd,,
Rakoczi ur. 1-3 “Franchising an{ Privatization:

Hungary”
1088 Budapest, HUNGARY

Tele: 361-266-4979
Fax: 361-266-6360

* A Professional Corporation
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Materials Translated and Distributed

at January Meetings



Az

ORSZAGOS TAKAREKPENZTAR ES
KERESKEDELMI BANK Rt.

s az
EastEuropeLaw, Ltd.
tisztelettel meghivja Ont sankszakemberek, a franchise vildgdban jdrtas €s az

irdnt érdeklSdé zletemberek, valamint az érintett kormdnvhivatalok és
onkorminy zatok részére szervezett

A FRANCHISE MAGYARORSZAGON
cimd konferencidra,
A konferencia ideje : 1993, janudr  26. 9.00 - 17.00 ordig

nelye © Nemzetkozi Kereskedelmi K&zpont (ITC)
Budapest V. Vdci utca 19-21. 1. emelel

Részverelidyj . 3000.- Ft

A kunferencia megrendezését az OTP Rt., a l2gnagyobb magyarorszdgi
kereskedelm: bunk timogatdsa, vaiamint az Egyesiilt Aliamok Nemzetkazi
Fejlesztcsek Hivatala dlal megbizoit EastEuropeLaw, Lid. kGzremikodése tette
lehetGvé.

& franchise alapvets fogalmainak drtekintése,
™ afranchise finanszirozdsa,

* afranchise és a privatizdcio,

* afranchise napjainkban Magyarorszdgon,

* afranchise helyzete Kelet-Eurdpdban.

A megvitatandd t¥makorok:

Kérjiik ezen jelentkezési lapot a konferencidt szervezd INTEXPO Kft. (1057
Budapest, Csengery u. 48. tel /fax: 1216-830) részére legkésibb 1993. janudr
13-ig visszakiildeni sziveskedjék.

Visszajelzését a beérkezes sorrendjében regisztrdljuk. Tiiljelentkezés esetén a
konferencia esetleges megismétlésénck id6pontjdrol tdjékoztatjuk.

g e

Ch
T

Tudomdsul veszem, hogy a konferencidn val6 részvételi szdndékom jelzése utdn
a részvételi dij (3000.- Fr) Osszegét az INTEXPO 218-98299 510-071728-3 sz.
szimldjdra drutalom 65 az druraldsrol készitett mdsolatot faxon megkiildom.

..........................................



A FRANCHISE MAGYARORSZAGON:

UJ LEHETOSEGEK EGY UJ PIACON

EastEuropeLaw, Ltd.
East-West Business Center
Pf. 300/25

1088 Budapest,

Rdkéczi it 1-3.

Tel.: 266-4979

Fax: 266-6360

Rovid attekintés

Orszdgos Takarékpénzidr
és Kereskedelmi Bank Rt.
1876 Budapest,

Nddor utca 16.

Tel.: 153-1444

Fax: 132-0909



EastEuropeLaw, Ltd. OTP R1.

A FRANCHISE MAGYARORSZAGON:
UJ LEHETOSEGEK EGY UJ PIACON

I. MEGNYITO

A. Az Amerikai Egyesiilt Allamok kormédnya képviselGinek
megnyitd beszeéde

1. Charles H. Thomas II,
az Egyesiilt Allamok magyarorsz4gi nagykévete

9

David Cowles,
az Egyesiilt Allamok Nemzetkizi Fejlesztések Hivatala
(A.ID.) magyarorszdgi igazgatdja

B. Dr. Csepi Lajos,
az Allami Vagyon ligynokseg ligy vezets igazgatdja

C. A szponzorok bemuratdsa

L. Az OTP Rt. képviselgje

9

Philip F. Zeidman,
az EastEuropeLaw, L, tdrsalapitdja

II. A FRANCHISE MODSZER ATTEKINTESE
Philip F. Zeidman
A.  Alapfogalmak
A franchise gazdasdgi jelentGsége

C. Gyakorlati alkalmazdsok

II. A FRANCHISE MAGYARORSZAGON

A. A magyar franchise dtadg
Forczek LdszI6, tulajdonos, ligyvezetd igazgatd,
FORDAN Kft.
B. Az amerikai franchise médszer megjelenése a magyar piacon

James H. Amos, e/nok,

I Cant Believe It's Yogun!
Nemzetkézi Osztdly
Dallas, Texas, U.S A.



EasiEuropeLaw, Lid. OTP R1.

C. A magyar "master” franchise drvevé
Virdgh Endréné, iigyvezet6 igazgato,
FORT Kereskedelmi Kft. - Ceiling Doctor
D. A magyar kisvdllalkoz6
Az ECONOMIX képviselgje

E. A privatizdcids €s franchise megolddsok a tandcsadd cégek
szempoentjdbol

Dr. Sajé Jdnos, iigyvezetd igazgatd,
ZAREX Magyarorszdg Kft.

F. A Magyar Franchise Szovetség

Dr. Kiss Istvidn, f6titkdr

IV. A FRANCHISE ES A PRIVATIZACIO

Philip F. Zeidman

A. A franchise médszer alkalmazdsi lehetGségei az dllami
vdllalatok privatizicidjdban

B. Franchise az dllami szolgdltatdsok privatizdcigjdban:
kiilonleges lehetGségek az Onkormdnyzatok szdmdra

V. A FRANCHISE FINANSZIROZASA

A. Hazai forrdsok: kereskecelmi bankok €és egyéb
magyarorszdgi forrdsok

Dr. Turdn Attila, iigyvezet§ igazgatg
OTPRe.

B. Kiilfoldi forrdsok: A hazai franchise finansziroz4sdval foglalkozé
nemzetkdzi szervezetek.

* Eur6pai Ujjépitési és Fejlesztési Bank

* Magyar-Amerikai Villalkozdsi Alap

* Amerikai Export-Import Bank

* Egyesiilt Allamok Ne.zetkdz Fejlesztések Hivatala
VI. OSSZEFOGLALAS

A franchise jovéie Magyarorszdgon

Budapest, 1993, janudr 26.



Az alkalmazando mddszcrek tébbek kézitt magukban foglaljsk
- eldaddsok tartdsdt az amerikai és magyarorszagi taldlkozokon,
- konferencidk és munkacsoportok szerve zéset Budapesten és mds varosokban,
- piaci informdciok Gsszeallitasat és

- taldlkozcok szervezését amerikai véllalatok és leend6 magyarorszigi fran-
chise-dtvevok kozott.

“A franchise Kozép- és Kelet-Eurépiban: Magyarorszdg” névvel indulg projekt
megvaldsitdsdt az EastEuropeLaw, Ltd., Budapest kapta feladatdul. Felelgs vezetdként Philip F.
Zeidman dr, az EasiEurcpeLaw, Ltd., alapité igazgatdja és a Brownstein Zeidman and Lore
washingtoai ligyvédi iroda tarsalapitdja lett megbizva.

A Deloitte Touche International nemzetkizi konyvvizsgal6 €s iizleti tandcsadg cégaKozép-
¢sKelet-Eurdpai A.LD. programegyik fJviilalkozdja. A Deloitte a franchise projekthez adminisztrécids
hdtterének biztositdsdval janil hozzd.

David Cowles ir, az Amerikai Egyesiilt Allamok budapesti nagykdvetségének A.LD.
képviseldje a kovetkezoket nyilatkozta a tervezetrdl: “Megtiszteltetésnek vessziik, hogy
esatlakozhatunk a franchise teriiletén az clmiilt 25 évben vildgszerte tcvékenykedd szakemberckhcz
annak érdekében, hogy segitséget nyijtsunk a leendé vallalkozknak K&zép- és Kelet-Evrdpai
ujtirsadalmalnak egyik legigéretesebb orszigdban. Meg vagyunk gy6zddve arrdl, hogy a franchise
komoly elényoket nydjthat Magyarorszdgnak és a térség tobbi orszigdnak privatizdcids céljaik
elérésében, a befektetések elémozditdsiban és a kisvillalkozdsok fejlesztésében.”

1V1392FP027



AMERIKAIES BRIT CEGEK BUDAPESTIIRODAT TERVEZNEK
(The Wall Street Journal, 1990 februir 9)

Kelet-eurdpai iizleti kapcsolataik fellenditése érdekében hirom angol, illetve

amerikai ligyvédi iroda fogott dssze, hogy k&z6s iroddt mikodtessen Budapesten.

A hdrom cég, a londoni Adlers, a washingtoni Brownstein Zeidman & Schomer,
valamint a chicagoi Rudnick & Wolfe, 6sszesen mintegy hdromsziz ligyvédet tomorit.
Sz6 van amrdl, hogy - amennyiben nem iitkézik a helyi el6irdsokkal - egy kanadai
Ugyvédi cég is csatlakozik negyedikként az East Europe Law  néven jegyzet
kezdeményezéshez.

Az  East Europe Law iroda a magyar kereskedelmi minisztérium
egylittmikodésével létesiil. Tandcsadéi tevékenységét a kormdnyszervek és a kiilfoldi
villalatok szdmdra elsSsorban a franchise és az elosztds-értékesités témakoreiben fejti
majd ki, olyan teriileteken tehit, amelyeken Philip Zeidman, az irodit alapité egyik

amerikai ligyvéd szerint "Kelet-Eurépdban még sok a tennivalé”.



ERANCHISE UGYLETEK MAGYARQRSZAGON
Irta: Philip F. Zeidman, Michael Avner & Stephen P. Petri
(International Business Lawyer, 1992 oktéber)

BEVEZETEs

A nemzetkozileg is terjeszkedni kivang franchise rendszergazddk szamara Magyarorszdg
4j piacot jelent, amelyet a nyugati termékek és szolgdltatdsok irdnti névekvd kereslet
jellemez. Magyarorszdg vonzé hely a franchising szempontjabél, nemcsak azért, mert
egyardnt kozel fekszik az Eurdpai Ko6zésség tagillamaihoz €s az egykoni keleti blokk
orszigaihoz,6 hanem azért is, mert a magyarokban megvan a franchise-hoz
nékkiilozhetetlen villalkozészellem.

Az egykori keleti blokk orszigai Kkoziil jelenleg Magyarorszdg a legvonzébb a
kilfoldi beruhdzdk szamdra. Errél tanuskodik, hogy a kiilf6ldi beruindzdsok Osszege 1989
6ta mdr eléri a két milliird dolldrt, s ez tobb, mint amit barmelyik mds volt szocialista
orszigban befektettek. Az alapvet6 kereskedelmi Jogszabdlyok megléte, a politikai
stabilitds és a megdllapodott iizleti kornyezet - mind kulesfontossdgi tényezék a kiilfsldi

befektetGk megnyeréséhez.

MUKODG FRANCHISE VALLALKOZASOK

Szdmos franchise rendszergazda épitette mar ki vallalkozasat Magyarorszdgon. Az Iater-
Continental szillodaldnc franchise megallapodis keretében nyitotia meg a Duna Inter-
Continental Hotelt 1972-ben. Mis szdllodaldncok is kétottek franchise keretében licensz-

szerzédéseket helyi hotelekkel, igy példdul a Hyarr International (az Atrium Hyatt

A



szdlloda 1982-ben nyilt meg) vagy a francia Accor szillodai és vendéglité cégcsoport
(Novotel Budapest).

Az elsok kozott jelent meg a magyar piacon a McDonald’s, amely egész Kelet-
Eurdpdra ki kivdnja hdlzatdt terjeszkedni. A McDonald’s mar négy éttermet nyitott
Magyarorszdgon - hirmat Budapesten, egyet pedig Gydrott - és tovdbbi kilenc létesitésst
tervezi a kovetkezé két év sorin. Az amerikai cég a bdbolnai mezdgazdasigi
sz6vetkezettel alapitort 50-50 szdzalékos tulajdonrészesedési kézos véllalatot az éttermek
mukodtetésére. Amint meghirdették a franchise lehetSségét, szdzdval jelentkeztek a
potencidlis partnerek. A McDonald’s a kézelmiltban 400 millié forint (5,3 millié $)
értékben adott el részvényeket, hogy pénzt teremtsen els magyarorszdgi tevékenységének
bévitéséhez. Elsd izben fordult elé a mdsodik vilighdbori 6ta, hogy egy kiilf51di cég
alaptéket emelt Magyarorszdgon.

A magyar Fusion Investment Co. Lid. nemrégiben nyitotta meg a vildg
legnagyobb Burger King éttermét Budapesten. A hdrom emeletes, 375 fércéhelyes
étteremben naponta 15 ezer vendég csillapithatja az éhségét, mikozben video klippek és
gyermekprogramok nyujtanak szdmukra kiilénleges atmoszférat. A Fusion orszagszerte
tovibbi Burger King éttermeket szdndékozik nyitni a kovetkezd években. Mis éttermi
hdiézatok is itt vannak mdr vagy kiiszébén 4ll megjelenésiik, koztik a Pizza Hut, a
Baskin-Robbins €s a Dunkin-Donuts. A Dairy Queen is megnyitotta m4r elsé iizletét.

A Microage nemzetkdzi szdmitdstechnikai és szoftverforgalmazé cég kizirélagos
magyarorszagi franchise-joggal ruhdzta fel a Duna-Elektronika magyar-amerikai k6z6s
vallalatot. A franchise-szerzdés értelmében a Duna Elektronika mintegy 20 MicroAge
tizletet mukodtet majd szerte az orszdgban. A Hungarian-American Enterprise Furd 500
ezer dolldros részesedést vdsarolt a Duna Elektronikiban.

Az AlphaGraphics Inc. egy amerikai gyors-sokszorosité rendszer tulajdonosa,
amelynek az Egyesiilt Allamokon kiviil mintegy 50 iizlete mikddik franchise
szerzGdések keretében (koziilik ketts a volt Szovjetinid teriiletén). A magyar
Consultrade villalattal kétendé franchise szerzédés elGkészitése végso stidiumdban tart.
Ennek szellemében a Consultrade egész Magyarorszdgra kiterjed franchise-joghoz jut.
Az Egyesiilt Allamok nemzetkézi fejlesztési ligynoksége (USAID) nemrégiben jelentette
be, hogy a gazdasigi dtalakuldst szolgdld franchise villalkozdsok szamdra kinilt j
hitelbiztositisi programjdnak elsg haszonélvezGje az AlphaGraphics, amely a program
keretében 8 millié dolldros hitelbiztositdsi kedvezményt kapott.

A kozismert nyugati franchise-itadékon kiviil a hazai rendszergazdidk is
megjelentek a magyar piacon. Egy helyi gyorsétkeztetd hdlézat, a City Grill példdul
folyamatosan béviti franchise-hil4zatat helyi villalkozékkal. Az Intellrobot nevi magyar

v



magdncégnél, amely Tajvanbél importdl komputereket €s elektronikai cikkeket, mdr t6bb
mint 300, f6leg magdn-kiskereskedg jelentkezett potencidlis franchise-dtvevSként,

A magyar kormdny sem k&z6mbds a franchise izletforma irdnt: a privatizdcids
folyamatban és egyes dllami villalatok szerkezetdtalakitdsdban latjik alkalmazhaténak.
Az Allami Vagyoniigynokség a Danubius és Pannonia szillodaldncok privatizdcids
tenderanyagaiban utal arra, hogy a leend6 vevék a franchising médszerét is
alkalmazhatjik e cégek dtalakitisa sordn.

A kil- és belfoldi izletemberek, s a kormdnyszervek részérél a frinchise
izletforma irdnt megnyilvinulé érdeklGdés fényében nem haszontalan, ha szemligyre
vessziik a magyarorszigi franchise tevékenység jogi vonatkozdsait. Mindeddig kevés
olyan informdcié dllt rendelkezésre, amely kimondottan a franchise-4tadék

magyarorszagi jogi helyzetével foglalkozott volna. E cikk ezt a hidnyt igvekszik pétolni.
/A FRANCHISE JOGI SZABALYOZASA

Napjainkig nem sziiletett Magyarorszdgon kizdrélag a franchise iizletigra vonatkozé jogi
szabdlyozds, s nem is készil ilyen. Magyarorszigon, mniképp a legtobb orszdgban, a
franchise jogi kémyezetét nem a kizdrélagosan a franchise-ra vonatkozé jogszabdlyok -
amelyekre dltaldban nincs is sziikség -, hanem a kereskedelmi Jognak az adott franchise

megdllapoddsra vonatkoztathaté paragrafusai és rendelkezései alkotjdk.
KORMANYZATIJOVAHAGY AS ES LAJSTROMOZAS

Nincs szikség kormdnyzati jévdhagydsra ahhoz, hogy egy franchise-megallapodis
érvénybe lépjen, mint ahogy a magyar jogszabilyok nem imak el§ kormdinyzati
jovdhagydst a franchise-megallapodasok végrehajtisdhoz sem. Az a franchise-atvevd
azonban, aki egy kiilféldi franchise-rendszerhez csatlukozik, a kiilkereskedelemrél] sz616
tdrvény rendelkezései értelmében koteles lajstromoztatni magdt a Magyar Nemzeti
Bankndl, koteles tovibbi meghatirozott iddkozénként tijékoztatdst adni az MNB-nek,
valamint z kiilfoldi franchise-atadé szamira az 4tutalisokat eszkozlé (szdmlavezetd)
kereskedelmi banknak.

A franchise iigyleteknél dltaldban  tovdbbi eseti lajstromozasokra,
engedélyezésekre és jovahagydsokra is szilkség lehet, koztiik teriileti, egészségiigyi,

mukdodési engedélyekre és hasonldkra.


http:j6vhagy.st
http:SZAB,-LYOZ.SA

K0z0s VALLALATOK (JOINT VENTURE)

A Magyarorszigra telepiilS nyugati franchise-dtadék mindeddig azt a megoldist
vdlasztottdk, hogy villakozdsukat egy helyi partnerrel k6zos vallalat - joint venture -
formdjdban mikadtetik. A kiilfoldi beruhazdsokrdl 1988-ban alkotott térvény médositisa
nyoman mdr nincs sziikség kormanyzati jovdhagydsra a kozos véllalatok, vagy akdr 100

szdzalékos kiilfsldi tulajdond villalatok alapitdsdhoz. Ugyanakkor valamennyi villalat,
az ugyancsak 1988-ban sziiletett tirsasigi torv ény rendelkezéseinek hatdlya alatt koteles
mikddni, amely szerint a tirsasdg alapitdsarél az alapitdstél szimitott 30 napon beliil a
Cégbirdsigot értesiteni kell, és a tirsasdg meghatdrozott adatait, valamint a tarsasdgi
szerzGdést be kell jegyeztetni. J§ tudni, hogy a cégbirésizi bejegyzés - a birésdgok
tilterheltsége miatt - jonéhdny hénapig eltarthat, és hogy a cégbirdsdg esetenként
megkivdnhatja a bejegyzés médositisit azon az alapon, hogy a bejegyzési kérelem

bizonyos formai kovetelményeknek nem felelt meg.
DEVIZASZABALYOK ES PROFIT-REPATRIALAS

Ahhoz, hogy egy franchise-itvevé konvertibilis valutdban eszkdzolhessen dtutaldsokat a
kulfoldi rendszergazddnak, a kiilkereskedelmi torvény éitelmében villalkozdsat
regisztraltatnia kell a Magyar Nemzeti Banknal. A térvény értelmében csak az flymédon
bejegyzett cégek jogosultak - deviza tranzakciékat is magukba foglalé - kiilkereskedelmi
tevékenységet folytatni. A regisztricié egy viszonylag egyszer( eljards. Ugyancsak a
Magyar Nemzcti Bank engedélye sziikséges azokhoz a szerzédésekhez, amelyeknél a
magyar partnernek konvertibilis valutiban kell a kiilfldi rendszergazda szidmdra
licenszdijat fizetnie. Ilyen esetben a szimlavezets kereskedelmi bank a Magyar Nemzetj
Bank engedélye alapjdn eszkézol dtutaldsokat.

A hivatalos valuta- és devizairfolyamok kordbban a fekete piaci drfolyamok alig
telét tették ki. A magyar fizetGeszkdzt, a forintot azonban a kormany fokozatosan
leértékelte, s {gy mdra a hivatalos és fekete piaci &ifolyam kozétti kiilonbség
elhanyagolhaté. A legfrissebb sajtojelentések szerint a a magyar korminy a kilencvenes
évek kbzepére meg kivinja teremteni a forint teljes konvertibilitdsat.

A kiilfold® befektetésekrdl alkotott torvény lehet6vé teszi a profit teljes
repatridldsdt. A térvény 32. cikkelye szerint a kiilfsldi partner tokehdnyaddnak ardnyiban
devizdban repatridlhaté a nyereség akkor is, ha a bevétel egvébként forintban keletkezett,
Mi tobb, a kiilfsldi érdekeltség eladdsibél szarmazé jovedelmet, valamint a felszimoldsi



eljdrds sordn a kiilféldit megillets Osszeget is lehetséges kiilféldi fizetGeszkzben

repatrialni.
A SZELLEMI TULAJDON VEDELME

(A) Védjegyek

A védjegyekrdl Magyarorszigon az 1969/9 sz. torvény és az 1970/2 sz. torvényereji
rendelet rendelkezik. A térvény hatdlya egyardnt kiterjed drukra és szolgdltatds-ra. A
térveny értelmeében a bejegyzett védjegy nem csupdn szavakbgl &s dbrakbdl dllhat, hanem
szinek Osszetételébdl, két- vagy hiromdimenziés tdrgyakbél, hang- vagy képi jelekbdl js.
Egy védjegy nem Jegvezhetd be, amennyiben megtévesztd, jogellenes, ellentétes a
tirsadalom bevett erkolcsi szabdlyaival, harmadik fé] személyiségi jogait sérti, azonos,
netin a megtévesztésig hasonlé egy harmadik ¢l dltal bejegyzett, Magyarorszdgon is
kbzismert védjeggyel. A védjegyek bejegyzési kérelmeit az Orszigos Taldlmdnyi
Hivatalhoz kell berydjtani a szokdsos igyvedi meghatalmazis kiséretében. Ha nincs
semmilyen kizdré ok, a Hivatal kériilbelii] egy even beliil elvégzi a bejegyzést, mely
ényt ezutdn hivatalosan is kozzéteszik a Szabadalmi & Vedjegy Kozlonyben. Az
elutasité dontésekkel szemben a 30 napon beliil fellebbezni lehet a budapesti F5virosi
Birdsdgndl, majd - végsé esetben - a Legfelsobb Birésdgndl. A bejegyzés 10 évi hatdllyal
torténik és tiz éves hosszabbitis lehetséges.

A magyar jogszabilyok nem teszik lehetdvé a haszonélvezeti megillapoddsok
keretében alkalmazott védjegyek bejegyzését. Ha azonban egy védjegyet bejegyeztek, a
franchise-dtvevé kérelmezheti az OTH-nil licensz-itvevéként térténg lajstromozisit.

Magyarorszig tagja a Périzsi Konvenciénak, amely biztositja, hogy a védjegyek
bejegyezietésénél a konvencidt aliirg nemzetek kérelmezsi a hazaiakkal azonos
elbdndsban részesiilnek. Az ilyen kiilféldi kérelmezdk a beaddsnal els6bbségi jogot
¢lveznek, ha a beaddstdl szdmitott hirom hénapon beliil beterjesztik a sajat orszdgukban

tériént védjegy-bejegyzés okiratdnak hitelesitett masolatat.



A FRANCHISING KELET-EUROPABAN

frta: Philip Zeidman és Michael Avner, Brownstein Zeidman and LOR.E

A franchise szdmos elényt kinil Kelet Eurdpa ldbadozé piacgazdasigainak. Egyeiédre
azonban még egyetlen kelet-ewrdpai orszdg sem alkotott kimcndottan a franchise
tevékenységre vonatkozd jogszabdlyokat, s nem virhaté, hogy a kézeljgvében barhol is
ilyenek sziilessenck. Az aldbbi megjegyéseket ezért csaupdn dltaldnos jelleggel bocsajtjuk
kozre. Azokat a kereskedelmi torvényeket és jogszabdlyokat ismertetjiik, amelyek a
franchise megdllapoddsoknil is alkalmazott szerzddéses Jogviszonyokat szabédlyozzdk.
Amennyiben a franchise tekintetében konkrét Jjogi fejlemények kovetkeznek be Kelet

Eurdpdban, djabb ismertetések vilnak idészerdvé.

Franchise - hatdrok nélkiil

A franchise druk és szolgiltatisok forgalmazdsinak azon médszere, amelynél az egyéni
villalkozék vagy befektetSk jogot szereznek arra, hogy a sajit tulajdonukban 1évé
egységet franchise rendszerben mikodtessék. A franchise rendszert a k6z6s madrkanév
vagy védjegy, az egységes milkodési médszerek, termékek és szolgdltatdsok jellemzik. A
franchise-dtvevék gondoskodnak a sajdt iizletiik beinditisdhoz és miikodéséhez szitkséges
tokérél és licenszdijat vagy jogdijat fizetnek a franchise dtadéjdnak a rendszer
haszonélvezetéért, valamint a rendszerben foglalt technoldgidkért, know-how-ért és
technikai kézremdkodésért. A nemzetkézi franchise ltaldban az un. master franchising
megdllapodds révén valésul meg, amelynél a kiilféldi rendszergazda egyetlen "fg"
franchise-dtvevének (master franchisee) biztosit kizdrélagos jogot arra, hogy egy adott
terilleten (gyakorta egy egész orszigra kiterjedéen) franchise-egységeket és franchise
alegységeket hozzon létre. A fG-4tvevé a helyi piacra vonatkozé értékes ismereteivel

gazdagitja e kapcsolatot. Tény és valé, az ilyen megdllapoddsok egyik legfébb erénye,


http:megdllapod.is

hogy a franchise-itadé rendszere igen rugalmasan illeszthets a befogadé orszdg piaci
viszonyaihoz és fogyasztéi szokdsaihoz.

A franchise tevékenység jogi kereteit Kelet Eurépdban ugyanazok a rendeletek
alkotjak, umelyek a kiilfoldi befektetések egyéb formdit is szabdlyozzik: igy tehdt a
koz6s vdllalatokra és a kiilfoldi befektetésekre, a szellemi tulajdon védelmére (kiilénos
tekintettel a védjegyekre), a devizagazddlkoddsra, a profit és a licenszdijak repatridldsdra,
a gazdasdgi versenyre és az ingatlanokra vonatkozd jogszabdlyok. A franchise model
segitséget nydjthat azoknak a dilemméknak a felold4sihoz 1s, amelyek a privatizdciés
programok és az ezekkel kapcsolatos jogszabily-alkotds sorin jelentkeznek, amikor
kiterjedt értékesitési hildzatokat is magukba foglalé 4llami tulajdonok kidrusitdsirél van

sz4.

Kiilf6ldi befektetés és kozos villalatok

Jollehet a nyugati gyakorlatban a franchise-atadGk ritkdn nydjtanak finanszirozast
(legfeljebb 4ltaldnos tékehidny esetén), a kézos véllalati megallapoddsokban rendszerint
szerepel a t6ke-apport irdnti igény. EzidGszerint a Kelet-Eurépiban miksd§ franchise-
dtzdék dltaldban kézds villalat keretében ruhdzzdk 4t a rendszer hasznilatdnak jogdt a
franchise dtvevéjére. A helyi vallalkozék a leggyakrabban dllami villalatok, minthogy
mostandig csak 6k rendelkeztek a rendszer terjesztéséhez és az indulé egységek
mukddtetéséhez sziikséges pénzeszkozokkel. Az allami részvétel azonban csokkenni fog,
amint a helyi iizletemberek t5bb tapasztalatra és tékére tesznek szert. A kelet-eurépai
partnerektSl ezek utdn elvirhaté, hogy a szerzdéses kapcsolathoz ingatlanhasznositdsi
jogokkal, vezetéi és alkalmazotti személyzettel és - ha korlitozottan is - bizonyos
tokeforrdsokkal is hozzijiruljanak. Ezel:ben a kategéridkban ugyanakkor a kiilf6ldi
franchise-dtadénak is jelentSs szerepe marad, legaldbbis a kezdeti id§szakban.

A kiilfoldi befektetésekre és a kozos vallalatokra vonatkozd jogszabilyok
meglehetGsen eltérdek Lengyelorszagban, Magyarorszdgon, Csehszlovakidban, valamint
a Szovjetiniéban, de abban azonosak, hogy egyardant bdtoritjik a kiilf6ldi
befektetéseket, mikozben igyekeznek a hazai villalatokat megévni a kiilfsldi tobbségi
tulajdontél. E jogszabdlyok és torvények fontos teriileteken és valtozé mértékben hatnak
a franchise tevékenységre is, egyebek kozt olymédon, hogy behatdroljak a kiilfsldi
partner tulajdoni részesedésének inértékét, megtiltjak kiilfoldiek tevékenységét egyes
dgazatokban és fenntartjak a javasolt befektetések jévahagydsdndl a biirokratikus

elbirdldsi médszereket.



A szellemi tulajdon védelme

A szellemi tulajdon (beleértve a védjegyeket, mdrkaneveket, szerzéi jogokat és a know-
how-t) a franchise rendszer sarokkéve, ezért 2 szellemi tulajdon megfelel§ védelme és 2
szellemi tulajdonnal kapcsolatos jogok érvényesitésének hatékony eszkézei kulcsfon-
tossdgiak a franchise-dtadé szempontjabSl. A jelenlegi tdrvények és jogszabdlyok
megfelel§ védelmet nydjtanak a védjegyeknek és méltdnyos Gsszegekben szabjik meg a
védjegyek bejegyzésének dijit. Valamennyi kelet-eurdpai orszdg csatlakozott a Pirizsi
Konvencidhoz, amely eldirja, hogy a kiilféldi kérelmezék a hazaiakkal egyenld
elbdndsban részesiiljenek. Hasonlcképp, a kelet-eurdpai orszigok tobbsége tagja a Berni
Konvenciénak is, amely kolcsonds szerzéi jogi védelmet biztosit az aldiréknak. Meg kell
jegyezni ugyanakkor, hogy a legtobb helyen még nem alakult ki megfeleld rendszer a
szellemi tulajdonnal kapesolatos jogok érvényre juttatisira és ‘obbira hidnyoznak a
rendelkezéseket megsértSk elleni jogorvoslat eszkozei, mivel a birésigoknak egyelére
nincs elegendd tapasztalata ezekben az igyekben. Rdaddsul az ¢l6z6 kommunista
rendszerekben, kivaltképp a kiii{5ldi védjegy-jogokat a kapitalista kizsdkmdnyolds egyik
médszerének tekintették. Az Egyesiilt Allamok kormianya a kelet-eurdpai kormdnyokkal
kotott  kereskedelmi  és  beruhdzdsi megdllapoddsok  tdrgyaldsainsl igyekezett
biztositékokat szerezni a szellemi tulajdonnal  kapcsolatos  jogok fokozottabb

érvényesitésére.

Devizaszabdlyok és repatridls

A deviza dtvidltisival és a repatridldssal kapcsolatos megszoritisok valészintleg
akaddlyokat jelentenek a kiiif6ldi franchise-atadék szimara Kelet Eurépdban. Jéllehet
Magyarorszdgon és Lengyelorszigban mir igen laza politika érvényesiil a profit
repatridldsa tekintetében ds a devizaszabdlyok kordbbi szigorisiga is jelentSsen enyhiilt,
a helyi fizetGeszkozok teljes konvertibilitdsa és a korlatozdsok felold4sa, kiilénésen a
szerzGi jogdijak és a licenszdijak dtutaldsdnal, még vdrat magdra. Egyértelmden ez a
helyzet a Szovjetuniéban. Néhiny esetben megolddst jelentettek a barter-iigyletek (igy
példdul orosz vodka exportja a Pepsico Co. profitjit ellentételezend§), a vodkit azonban

mégsem tekinthetjiik tartés és dltaldnosan alkalmazhatd fizetési egyenértékesnek.

Gazdasdgi verseny

A franchise keretében megvalésulé jogviszony gyakorta jir egyiitt egy-egy teriiletre
kiterjedd kizdrélagossdggal, régzitett drak kikotésével, a franchise-tvevé azon jogainak

korldtozdsdval, hogy konkurrens termékeket forgalmazzon, vagy konkurrens gazdasagi



tevékenységzat folytasson a megallapodds idétartama alatt, esetleg azt kévetSen, tovibba
hogy engedéllyel vagy felhatalmazdssal nem rendelkezs szdllitétSl szerezzen be
termékeket. A kartell-elleres, illetve a tisztességtelen versenyre vonatkozé idrvények és
jogszabilyok hatilya kiterjedhet ezekre a jogelemekre. Mind Magyrorszdgon, mind
Lengyelorszdgban 1étezik monopdlium-ellenes torvény és vdrhato, hogy Csehszlovaban
is sziiletik ilyen a kozeli Jovében. Ugyanakkor, j0 id6be beletellhet, amig kideriil, hogy e
torvények mennyiben alkalmazhaték a franchise vonatkozdsiban. Feltehets - hiszen
tirsuldsi egyezményeik is erre késztetik ke -, hogy ezek az orszigok kovetik majd az

Eurépai Kéz6sség dltal kialakitort monopodlium-ellenes elveket €5 jogrendszert.

Ingatlan

A részleg mikodéséhez sziikséges helyiségek megvisdrldsinak vagy bérlésének kapesdn
a franchise-megadllapoddsck szinte mindegyikében szerepelnek az ingatlanokra vontakczg
fontos kikotések. Ahhoz, hogy a - mind a franchise dtadéjdt, mind dtvevgjét egyardnt
érintG - silyos bizonytalansigokat eloszlathassdk, a kelet-eurépasi orszagokban rendeznj
kell az egymdssal versengé ingatlanigényeket, meg kell teremteni a fold- &s ingatlan
magdntulajdondnak érvényesitéséhez szikséges eszkdzrendszern, meg Kkell hatdrozni,
hogy milyen tulajdoni korlatozdsok vonatkoznak a kiilfoldiekre. Mindez kiilonésen
fontos a franchise-dtaddk szdmdra. Minthogy a franchise Keretében mikods iizlet
helyszine kihat a rendszergazda iltalinos imdzsira, igen fentos, hogy szdmdra az adott
helyen az ingatlan tulajdonjoga Liztositva legyen. E kérdés fontossdgat még fokozza, ha
az ingatlan megvésarl4sat vagy bériését a kiilfsldi rendszergazda finanszirozza.

A kilfoldi franchise-atadék az egyes orszdgokban kiilonféle Jellegid problémakkal
keriilhetnek  szembe, Csehszlovakidban  kiilfsldiek nem  vehetnek ingatlant.
Lengyelorszdgban ugyan vdsarolhatnak, de ehhez a befektetéknek elzetesen engedélyt
kell szerezniiik. A magyar kormanyzat rendaletét, emelyben az ing .i'-nvdsdrldst
engedélyezte, az Alkotménybirésdg utébb semmisnek nyilvanitotta. Ellentétben az
Egyesiilt Allamokkal, a  kelet-eurépai franchise-villalkozasokhoz persze  nem
elengedhetetleniil szilkséges az ingatlan tulajdonjoga. Mésfajta jogj formdk, igy példdul a
tartds haszonélvezeti jog vagy korldtozott bérlet Jogok, ugyancsak megolddst jelentenek
a befektetdk szamara és kell§ alapot nydjtanak megalapozott iizleti déntéseikhez,

A franchise tevékenység €s a privatizdcis

A franchise igen vonzé vallalkozisi forma és az 4llami tulajdonii villalatok privatizicidja
sordn is j6l alkalmazhaté. Szinte azonnal feljavitja az alacsony hatékonysdgii éntékesitési

hélézatokat és elGsegiti a magdnvallalkoz4sokat. Kiilénésen a nagy dllami véllalatok és
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szGvetkezetek privatizicigjanal jelentkeznek az elonyei, a kis- és kdzepes méretii ipar és
Kereskedelmi villalkozasok kialakitisa sordn.

A franchise kereteben t6rténé privatizicic és vallalati atalakulis a legjobb
credmenyekkel azoknal az allami vallalatoknal Kecsegtet, melyek felépitése és vezetési
strukturdja nem kiilénbézik tilzottan a franchise rendszerekben megszokottaktol. Jo
példak erre a kozpontilag iranvitott, azonos markanév alatt, de helyi dllarai alkalmazottak
altal vezetett, regionalis haldzattal rendelkezé nagyaruhazak, a szallodak, az idegentor-
galmi szolgaltatisok. Mivel azonban a méarkanéy ismertsége a franchise egyik 3 elonve,
¢ vallalatok franchise formdjaban térténd miikédtetése kénnyen ellentétes hatist vilthat ki,
ha a franchise mikédtet6i nem tudjak a togyasztok iltal e nevekhez Kancsolt kedvezétlen
képet megviltoztatni. Thl ezen, e¢, olyan villalatirinyité csapatot kell szerveznilik, amely
kelld ismeretekXel rendelkezik ahhoz, hogy a vallalkozisokat franchise rendszerben
miikédtesse és amehnél nem fenyeget, hogy visszatér az elavult vezetési modszerekhez.

A franchise rendszer alkalmazasaval 16rténg privatizacio azzal a kévetkez-
ménnyel jirhat, hogy a kézponti szervezetnek és az egységss részlegeknek killsnbozéek a
tulajdonosai, s igy nincs szitkség arra, hogy egyetlen nagybefektetd vasarolja meg a teljes
halozatot. Mig a 16bbi privatizicids technika altaldban egytlen kiilfoldi entitis tulajdon-
szerzését segiti el6, vagy jobbara a kiilfsldi tkére bizza a beruhazasokat és a villalat
miikédtetését, a franchise bevezetdséve! kisvallakozdsok sora jon létre és az eszkézok de-
centralizicioja valdsul meg. Az egyes 1eszlegek és a kézponti szervezet kozét jogviszony
meghatirozisa nem lesz konnyi, s amint az sem, hogy megtalaljék az arany kézéputat
az Onallosigra valo térekvés és a kollektiv beszerzést lehetdve tevo orszigos értékesité-
st halozat elényei kozott.

Nincsenek egyeldre elékésziiletben a franchise tevékenységére kdzvetleniil haté
Jogszabalyok €s nincs is ilyenekre szilkseg. Kelet Eurdpaban, miként a legtobb mis orszig-
ban, a franchise jogi kémyezete nem a kimondottan a franchise teveékenységre vonatkozo
torvényektdl vagy jogszabilyoktdl, hanem az altalanos tizleti-kereskedelmi tdrvények és
rendeletek észszerii alkalmazasatol fligg. Ezért aztin ahhoz, hogy a franchise tevekenység
szilird jogi alapokon nzugodjék, elegendd, ha a maganvallalkozasok megfelel6 jogi
kdmyezetének kialakitisa érdekében megsziiletnek az alapvetd térvényhozasi intézkedések.

Szemelvény: EAST EUROPEAN REPORT/BUREAU OF NATIONAL AFF AIRS
1992.marcius 30.
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A FRANCHISING JO MODSZER LEHET
A KELET-EUROPAI PIACOKRA TORTENG BEHATOLASHOZ

A franchising szinte egyediilllé lehetGségeket kindl azoknak, akik Kelet-Eurépa
felj6vé gazdasdgaiban szeretndenek iizleti villalkoadsba fogni - jelentette ki egy amerikai
tigyvéd, akinek gazdag tapasztalatai vannak a magyarorszdgi, csehszlovdkiai és
lengyelorszdgi franchise tevékenység terén.

Ezekben az orszdgokban jeientds fogyasztéi igény mutatkozik a franchise
keretében dltaldban sikerrel forgalmazott termékek £s szolgdltatdsok irdnt - mondta Philip
F. Zeidman, a Brownstein Zeidman és Lore washingtoni ligyvédi iroda, valamint a tobb,
Kelet-Eurdpa irdnt érdeklédé fiiggetlen jogi cég és ligyvéd 4ltal alapitott East Europe
Law Ltd. egyik partnere.

Rdaddsul a kelet-eurépai orszdgokban gazdag hagyomdnyai vannak a
kisvéllalkozdsoknak, amelyeket a kommunista gazdasdgirdnyitds elsorvasztott - mutatott
ri Zeidman az Amerikai Csehszlovik Térsasdg kereskedelmi és iizleti bizottsdga dltal
szervezett taldlkozdn.

A franchise segitségével a cégek felmérhetik az egyes villalkozék energidit,
mikdzben bizonyos mértékig mégiscsak ellendrzésiik alatt tarthatjdk Gket - fejtette ki
Zeidman. Franchise keretében értékesithets élelmiszer, ruhanemd és kiilonféle
szolgaltatdsok, kdztiik a fénymdsolds vagy a fényképelGhivés. Léteznek szillodai és ipari
franchise rendszerek is, igy példdul a gyiiméleslé toltSlizemek, az autégydrtds és az

olajfeldolgozds terén.

A MicroAge tapasztalatai Magvarorszison

Egy arizonai szdmitdstechnikai c€g, a MicroAge franchise formdban Iétesitett
kiskereskedelmi izleteket Magyarorszdgon - jelentette be a cég képviselgje az ACsT
taldlkczéjin. Joint venture megallapoddsuk keretében a magyar partner a boltokat és a
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személyzetet hozta az véllalkozdsba - mondta az amerikaij izletember. Kézel 220 bolt
kapott jogot a szamtitistechnikai berendezések forgalmazdsira.

Elosztdsi szempontbél a megillapodds jol funkcional, de a forgalom egyeldre
alacsony €és féleg a Kelet-Eurépiban mikods amerikai vevgk jelentkeznek. Ennek
kovetkeztében a kisebb helyeken lizemel& boltok korintsem mennek olyan jél, mint a
nagyvarosokban 1évdk.

Az alkalmazottak betanitisa lényegesen nehezebb volt, mint azokban az
orszagokban, ahol a szabad piac iizleti gyakorlata mdr meggyokeresedett - fejtette ki a
MicroAge képviselSje. A szokésos két-hetes betanitis helyett a MicroAge folyamatosan
tart tanfolyamokat: "sziinet nélkiil sulykolnunk kell a villalat célkitdzéseit és nem rt, ha
egyeldre dllanddan fogjuk a keziiket” - tette hozz az izletember.

Zeidman felhivta a figyelmet, hogy azok a cégek, amelyeknek mdr vannak
tapasztalataik a kiilféldi franchise terén, tobb sikerre szdmithatnak Magyarorszdgon.
Elére fel kell mémi, hogy az adott termék JOl birja-e a szdlliidst és hogy képesek lesziink-

e a kell§ hittérszolgdltatisokat biztositani - tette hozz4.

Szemelvény: STUDIES IN EASTERK EUROPEAN LAW,
THE PARKER SCHOOL, COLUMBIA UNIVERSITY, 1392
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VALASZ A FRANCHISE-ZAL
KAPCSOLATBAN FELTETT
LEGGYAKORIBB 11 KERDESRE!?

ROVID BEVEZETO A FRANCHISE-BA

' Adaptdci6 és kivonat a Nemzetkézi Franchise Szovetség (International Franchise

Association, roviden: IFA) "21 kérdés a franchise-rél" c. kiadvanydbdl, melyért eziiton fejezziik
ki kdszOnetlinket. Copyright: IFA.,

? Fordftotta: Dr.K.Zentai Xatalin



1. MI A FRANCHISE?

A franchise termékek vagy szolgéltatdsok elosztdsdnak egy modszere. A franchise
rendszerben a résztvevd partnerek kézotti kapesolat legaldbb két szintil: (1) a franchise dtadé,
aki mdrkajelét vagy mdrkanevét és iizleti médszerét kolcsénadja (2) a franchise 4tvevének, aki
folyamatos haszndlati dijat (royalty-t) és gyakran még belépési dijat is fizet azért, hogy a
franchise dtadd neve alatt miikddtethesse iizletét.

2. HOGYAN KEZD MUKODNI EGY FRANCHISE HALOZAT?

Képzeljiink el egy sajdtos médon iizemeltetett privdt boltot. Ha az iizlet sikeres, a
tulajdonos médsodik, harmadik iizlet nyit és alkalmazottakat fogad fel ezek miikodtetésére. Abban
az esetben, ha a vdllalkozs tovdbb kivdn terjeszkedni, de a tov4bbi iizleteket mdr nem sajdt
tulajdonaként szeretné tzemeltetni, dgy dénthet, hogy "franchise-olja" az lizlet nevét és
milkédtetési  rendszerét mds, figgetlen vdllalkozdknak, a franchise 4tvevGknek.
Ellenszolgdltatdsként belépési és/vagy - az dtvevd iizleti forgalménak szdzalékdban megéllapitott -
folyamatos haszndlati dijat kérhet az 4tvevékt6l. Ez a franchise rendszer makadésének alapja.

3. MENNYIRE ELTERJEDT A FRANCHISE?

A vidlasz megleps. Az Egyesiilt Allamokban 2 franchise hdlézatok 1991-ben 787,8
milldrd dolldr értékd 4rut és szolgdltatdst forgalmaztak, ami az orszdg kiskereskedelmi
forgalmdnak mintegy 35 %-a. E hdlézatok keretében, tobb, mint fél millié izletben, 8 mill6ndl
tébb alkalmazott dolgozik. Az USA teriiletén minden 17 percben megnyilik egy uj franchise
tzlet.

4. MI AZ UZLETI FORMATUMU FRANCHISE?

Az lzleti formitumid franchise keretében a franchise #tadé a vallalkozds
mikodtetéséhez szikséges részletes tervet bocsdt az 4tvevd rendelkezésére. Ez a terv 1épésrol-
lépésre megadja az iizlet vezetésének valamennyi teriiletére vonatkozd teenddket, és segit
azokban a dontésekben, melyekkel az 4tvevd a mikodtetés sordn talilkozik.



5. MILYEN TIPUSU UZLETEK ALKALMASAK ELSOGSORBAN A FRANCHISE-RA?

Gyakorlatilag minden tizlet elképzelhet. A Nemzetkozi Franchise Szovetség (IFA)
tébb, mint 60 kilonboz6 izletdgi kategdridt haszndl tagvdllalatai megkiilénboztetésére. A
nyomdai €s iratmdsoldsi szolgaltatdsok teriilete kivald példa arra, milyen sikeresen alkalmazhato
a franchise egyes ipardgak széles kori elterjesztésére. 1991-ben mar 7442 nyomdai €s iratmdsol¢
franchise lzlet mikodott, szemben az 1974-ben tevékenyked6 1069-cel.

6. MELY SZEMPONTOKAT KELL MERLEGELNI, MIELOTT MEGVASAROLJUK A
FRANCHISE JOGOT?

a. Milyen tapasztalatot igényel az adott tevékenység;

b. az lizletforma részletes megismerése;

c. az Uzlet miikddtetéséhez sziikséges idGbeli és személyes lekdtottség;

d. a franchise-t 4tad6 rendszer és vezet tisztségviselinek izleti tapasztalata;

e. mely termékeket és/vagy szolgdltatdsokat kell rendszeresen a franchise 4tad6tdl
megvasdrolni, €s milyen ezek utdnpétldsa;

f. a franchise egyiittm{ikddés felmonddsdnak vagy megUjitdsdnak idSbeli és egyéb
feltételei;

g- a franchise 4tad6 cég €s a franchise rendszer pénziigyi helyzete.

E témakorhdz tovdbbi szempontok az IFA 4ltal megjelentetett, s e konferencia
anyagdban szereplS "Téjékozédjunk, mielStt befektetiink” c. részben taldihatdk.



7. HOGYAN INDULJON EL, AKI FRANCHISE JOGOT SZERETNE VASAROLNI?

Az elsd teend6 a franchise-t eladdsra kindlé cégek azonositdsa. Vegyiik szdmitdsba
sajdt képességeinket, érdeklGdési kiriinket és tapasztalatainkat. Valasszuk ki a rendelkezésre allo
franchise ajdnlatok kozil az ezeknek legmegfelelSbbet, amely a pénziigyi szempontok
tekintetében is megfelel lehetdségeinknek.

8. MILYEN BERUHAZAS SZUKSEGES A FRANCHISE JOG MEGVASARLASAHOZ?

A beruhdzds nagysdga az adott lizletdgnak és az iizlet jellegének fiiggvényében
rendkivill eltérd. Noha franchise tanicsaddkté! beszerezhetSk —hattérinformacick erre
vonatkozéan, minden jévendGbeli franchise dtvevonek konkrétan fel kell tennie ezt a kérdést, és
megbeszélnie sajdt tandcsad6jdval, valamint a franchise dtadékkal.

9. SIKERES FRANCHISE ATVEVO LENNE-E ON?

A sikeres franchise dtvevGnek alkalmasnak kell lennie mind a kivélasztott lizletdg,
mind az adott franchise rendszer sajitos kovetelményrendszerének kielégitésére.

Igen fontos, hogy feltegyiik a kévetkezd kérdéseket: képzettségem, tapasztalatom,
tanuldsi készségem, vérmérsékletem és pénziigyi helyzetem alapjdn alkalmas vagyok-e az adott
lizletdgban valé tevékenységre? Felkésziiltem-e a kemény munkdra és kész vagyok-e bizonyos
anyagi kockdzat vdllaldsdra?

10. NAGYOBB ESELYT AD-E A SIKERRE A FRANCHISE?

A szakemberek egyetértenek abban, hogy a franchise véllalkoz4soknak sokkal nagyobb
esélyik van a sikerre, mint mds egyéni kisvédllalkozdsoknak. Az USA Kereskedelmi
Minisztériumdnak jelentése szerint 1971 6ta a franchise 4tvevék koziil kevesebb, mint évi 5%
szuntette be tevékenységét, illetve ment tonkre. Ennek ellentéteként az Egyesiilt Allamok
Kisvdllalkozdsi Ugynokségének statisztikdja azt mutatja, hogy az indulé véllalkoz4sok 65 %-a 6t
éven belll megsziinik mikodni.
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11. MELYEK A FRANCHISE ELLEN SZOLO ERVEK?

Cserében a biztonsdgért, a kiképzésért és a franchise rendszer markanevének marketing
erejéért, a franchise dtvevd dndllésdgdnak bizonyos foku feladdsdval fizet. A franchise dtvevének
ald kell vetnie magdt az 4tadé 4ltal eldirt kiilénféle ellendrzési és egyeb procedurdknak, amelyek
a minGséget €s a rendszer egységességét hivatottak szolgdlni.



TAJEKOZODJUNK,
MIELOTT BEFEKTETUNK®

' Adaptcié és kivonat a Nemzetkézi Franchise Szovetség (International Franchise
Association, réviden; IFA) "Tdjékozddjunk, mielétt befektetiink" c. kiadvdnydbdl, melyért
eziton fejezziik ki kdszonetinket. Copyright: IFA.
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MI A FRANCHISE?

A franchise nem tekinthetd sem ipardgnak, sem izletdgnak. Egy izleti modszer,
termékek €s/vagy szolgdltatdsok marketing eszkéze, amelyet széles kériden adaptdltak és
alkalmaznak kiilénboz ipardgakban és iizleti tevékenységek sordn. Lehetséges, hogy ezeknek
a tevekenységeknek csupdn egyetlen kézos vondsuk van - az elosztds franchise rendszerben
torténik -, mds tekintetben jelentSsen eltérmek egymdstdl. Nem létezik olyan dtfogg, egységes
meghatdrozds, amely minden franchise rendszerre egyarant vonatkoztathatd.

A franchise rendszereket leggyakrabban két 5 osztilyba soroljdk: (1)
termékforgalmazdsi egyiittmikodések, amelyekben a franchise dtvevs jelentSs mértékben
azonosithatd a gydrt6 vagy a sz4llité cég termékével (pl. iiditSital franchise rendszerek); és (2)
tizleti formdtum franchise rendszerek, amelyekben az dtvevét az 4tads mukdodtetési modszere
Jellemzi. A valdsdgban sok franchise megdllapodds e ketté kombindcidja (pl. gyorsétkeztetési,
nyomdaipari €s autészerviz hdlézatok).

A SZERZODES

l. A franchise szerz6dés fekteti le a franchise atadd és franchise dtvevs kozotti
egylttmikddés feltételeit. Az dtvevd megkapja a jogot arra, hogy 4rukat és/vagy szolgdltatdsokat
ajdnljon, eladjon vagy elosszon annak a marketing tervnek vagy rendszernek az alapidn, amelyet
déntGen az dtadd hatdroz meg;

2. A franchise dtvevé tizletét annak a tervnek vagy rendszemek alapjdn mikddteti,
amely dontd mértékben a franchise dtadé vagy lednyvillalata mdrkajelével, szolgdltatdsi jelével,
mdrkanevével, emblémdjdval, hirdetési vagy egyéb kereskedelmi jelképével azonosithat:

3. A franchise 4tvevs dfjat vagy egy€b ellenszolgdltatist fizet, illetve hajlandd fizetni
a franchise 4tadénak.

Az lzleti formdtumd franchise az druk €s/vagy szolgdltatdsok marketingjének és
elosztdsdnak rendszerét bocsitja az 4tvevs rendelkezésére. Sok dtadé nem csupdn a mérkanéy
€s a hozzd kapcsolédd goodwill - szerzGdésben behatdrolt - haszndlati jogdt adja 4t, hanem olyan
egyéb elonyokben is részesiti 4tvevsjét, mint példdul a know-how, ipari titkok, szerz6i jogok,
bizalmas informdcidk dtaddsa, a teljes rendszert dtfogé eladdsGsztonzés, szabvdnyositott
mukodtetési folyamatok, termék- és szolgdltatdskutatds, valamint a nagybani beszerzésbél fakadé
kedvezmények.



A FRANCHISE ELONYEI

"Takar€kossdg a megosztds révén" - ez az alapelv valdsithatd meg egy hasonlé
egységekbd! felépills hdldzat mikodtetésével. Példdul, a marketing és az elosztds koltségei
megoszthatok az dtadd és az dtvevd lizlete kozott, ilymédon mindkettd részesil a kozos
teherviselés eidnyeibdl. A franchise rendszer egyesiti a fiiggeilen tizletember, a franchise dtvevd
anyagi kockdzatvdllaldsat, 6nmegvaldsitdsi szdndékdt, vallalkozoi motivicidjat és helyismeretét
és egy erds, tapasztalt {izleti partner, a kiprdbdlt rendszerrel rendelkezd franchise dtadé
eroforrdsait. A rendszer termékek és/vagy szolgaltatdsok értékesitését szolgdlja, s tartalmazza
a menedzsment €s marketing know-how-t, valamint a makddtetés szabvanyositott folyamatait.

AZ AJANLAT ERTEKELESE

A jovenddbeli franchise dtvevonek éppoly alaposan meg kell vizsgdlnia a franchise
ajdnlatot, mint barmely mds (j dzleti vallalkozdst, mielStt beruhdzna. Amellett, hogy minden
franchise dtvevének konzultdlnia kell iigyvédjével és konyvelGjével, akik segitenek az
értekelésben, az egyéni befektetonek mdr a kezdet kezdetén jelentSs mennyiségi informdciét kell
kapnia a franchlse dtadotol. Szintén megvizsgdlandd az ipardg, amelyben a franchise rendszer
miikédik. Ertékelni kell, (1) vajon az adott ipardg megfelel-e az On érdekldésének, és (2) van-e
Onnek tapasztalata vagy elGképzettsége, illetve szakmai adottsdga az adott teriileten.

ONERTEKELES

e Gondosan mérlegelje, vajon On megfelel-e az adott franchise rendszer
kovetelményeinek; tapasztalat, el6képzettség, fizikaialkalmassdg, tanuldsi képesség, vérmérséklet
€s pénziigyi helyzet a legfontosabb szempontok.

o Felkészillt-e a kemény munkdra és bizonyos pénziigyi kockdzat vdllaldsdra?
Amennyiben csupdn passziv, befektetSi szerepet kivdn betolteni, meggydzadétt-e arrél, hogy a
franchise dtadé elfogadja ezt?



e Képes-e On mésok irdnyitdsira? Amernyiben csak passziv befektetd kivan lenni,
létezik-e az alkalmazottakat ténylegesen irdnyité személy szdmdra oktatdsi program?

e Tandcsaddi szerint On dltaldnosan képzett-e?

o A legtobb franchise rendszer - kul6ndskeépp az tzleti formdtumi franchise-ban - igen
erésen ellendrzi dtvevdit, hogy biztositsa a rendszer imdzsit és j6 himevét, valamint fenntartsa
a megkivdnt mindségre és egységes megjelenésre vonatkozd elGirdsokat. Hogyan érintik Ont ezek
a korldtozdsok?

o Oszinte értekelésre van sziikség arra vonatkozdan, milyen elvdrdsai vannak a
rendszernek és ezek koziil On melyeknek felel meg, hogy elddnthesse, a rendszer igazin Onnek
vald-e.

AZ ERTEKESITETT TERMEK ES SZOLGALTATAS

e Meg kell vizsgdlni, hogyan érhet6 el a termék piaca.

@ Meg kell dllapitani, ki hatdrozza meg az adott termék/szolgdltatds drdt, s hogy ez
az dr versenyképes-e.

® A jelenlegi és a vdrhat6 verseny értékelése.

® Léteznek-e dllami szabvanyok és szabdlyozdsok, amelyek érintik a terméket vagy
szolgdltatdst? Kielégiti-e a termék a szabvanyt? Vannak-e érvényben dllami korldtozdsok?

e J6 himévnek 6rvend-e a termék, illetve annak szdllitdja?

¢ Szabadalmazott-e a termék? Védett-e markanévvel vagy szerz6i joggal? Magdban
foglal-e szakmai lefrdsokat, ipari titkokat, amelyek mdsok szdmdra nem hozziférhetsk?

® A termék vagy szolgdltatds irdnti igény novekszik-e vagy csokken? Milyen jovébeli
lehetSségei vannak az adott tzletdgnak Magyarorszdgon a demogréfusok szerint?

A
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A FRANCHISE ATADO VALLALATA

e Megdllapitandd, vajon a franchise &tadé cég dllami vagy magdnvallalat-e, és nem
lednyvdllalata-e egy nagyobb cégnek. Amennyiben lednyvillalatrdl van szé, mind az anyavdllalat,
mind a lednyvdllalat hirneve, stabilitdsa és pénziigyi ereje vizsgdlatra szorul.

9 A franchise 4tado jelenlegi pénziigyi helyzetének vizsgdlata.

e Megdllapitandd, vajon a franchise dtadd érdekelt-e a hosszu tavii egyittmikddésben.

o Meghatdrozand6, hogy az dtadé véllalat a kordbbiakban milyen mértékben folytatott
nemzetkozi franchise tevékenységet.

o Ne siesse el a befektetésre vonatkozé dontését!

MARKAJELEK ES 5ZERZGI JOGOK
A franchise rendszerhez kapesolédd mdrkajel, szolgdltatdsi jel, mdrkanéy vagy
embléma a legtobb esetben a franchise dtvevének adott jogok “ielke".

Aconositsa, hogy a rendszer mdrkajelei, mdrkanevei és egyéb kereskedelmi jelképei
pontosan megegyeznek-e azokkal, amelyeket Onnek adnak 4t.

"Kizdréiagos" joga van-e Onnek a mérkajel haszndlatdra?

Ervényben van-e olyan egyezmény, amely bdrmilyen vonatkozdsban behatdrolja a
franchise dtado vagy az On licenchaszndlati jogait a mdrkajelek, szolgaltatdsi jelek, mdrkanevek,
emblématipusok vagy egyéb kereskedelmi jelképek vonatkozdsdban? Ha létezik ilyen egyezmény,

hogyan befolydsolja ez az On iizletét?

Vizsgdlja meg a franchise-t érintd barmely szabadalom vagy szerzéi jog érvényességi
idejét; ez befolydsolhatja az On franchise uzletének életképességét és sikerességét.

Vid



A VALLALAT VEZETESE

A franchise dltal kindlt eldnyék egyik legfontosabbika az a tandcsadis s segitség,
amelyet a franchise dtadé vdllalat nyjt az dtvevonek az lizlet vezetésében. A franchise dtadg
vezetési tapasztalata jelentds tdmogatdst adhat az On Uj véllalkozdsdnak elinditdsakor.

o Kik a franchise rendszer vezet6 tisztségvisel$i? Milyen e személyek iizleti hdttere?

o Milyen vezetési, az adott iizletdgra és a franchise-ra vonatkozé gyakorlattal
rendelkeznek a vezetd tisztségviselGk?

¢ Milyen mértékben dll ez a tapasztalat - mint gyakorlati szempont - az On
rendelkezésére itt, Magyarorszdgon?

FRANCHISE DIJAK: BELEPESI DIJAK ES KESZPENZSZUKSEGLET

A legtdbb franchise rendszer - kilondsképpen az iizleti formatumd rendszerek -
meghatdrozott kiaddsokat igényelnek dtvevdiktdl, amelyek példdul a kovetkezoket foglaljdk
magukba: belépési vagy licencdfj, oktatdsi koltség, segitség az iizlet beinditdisdban és az
eladdsosztonzésben, iddszakosan fizetendd jogdfjak vagy szolgdltatdsi dijak, valamint a forgalom
bizonyos szdzalékdban megdllapitott hirdetési hozzdjdrulds. Minden koltségtételrdl részletes
informdcidkat kell beszerezni: a fizetendd Osszeg, az esedékesség, a finanszirozdsi
megdllapoddsok €s egyéb szolgdltatdsok koltségeinek vonatkozasaban.

OKTATAS ES SEGITSEG AZ INDULASHOZ

Amikor On egy franchise rendszerhez csatlakozik, lehet, hogy elsd alkalommal vesz
magdra tulajdonosi felelGsséget; lehetséges, hogy viszonylag ismeretlen iizletbe vdg bele. Az
oktatds dontd fontossdgu, és sikeres, elismert franchise dtadok komoly felelosséggel kezelik e
teriiletet. A franchise szerz6désnek pontosan, tisztdn le kell fektetnic az &tadd és az dtvevo
oktatdsi kotelezettségeit mind a betanitds mind a folyamatos tizemeltetés sordn.
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HELYSZIN, TERULET ES "KIZAROLAGOSSAG"

Sok franchise jogot egy megadott helyen, vagy egy adott teriileten beliil elhelyezkeds
tzlet mikodtetésére adnak ki. A teriileti elhelyezkedés és az a szakértelem, amellyel a helyszint
kivdlasztjdk, a siker szempontjdbdl meghatdrozd tényezd.

A helyszin kivdlasztdsa

Kinek a feladata a helyszin megtaldldsa, a bérleti vagy vdsdrldsi feltételekrdl vald
tirgyalds és az iizlet berendezése - az Oné, vagy a franchise 4tadé? Meghatdrozza-e az dtadé
a helyszint és ad-e segitséget az épitéshez?

Az iizlet kialakitdsa

Az é€pitési terveknek és a helyiség berendezésére vonatkozd eldirdsoknak dontd
szereplk van a rendszer imdzsdnak kialakitdsdban. A kdlcsonds felelSsséget és fizetendd dijakat
tisztdn meg kell hatdrozni a franchise szerzGdésben.

Kizdrélagossdg

A kizdrélagossdg dltaldnossigban azt fejezi ki, hogy mely tevékenységeket nem
folytathat a franchise dtadé az Onnek kijeldlt terilleten beliil. Tandcsaddi segithetnek Onnek
abban, hogy a "kizdrdlagos" franchise-nak mely jogi korldtozdsokat és milyen mértékben kell
tartalmaznia, hogy megvédje Ont. A teriileti jogok és korldtozdsok kritikus pontjai a franchise
szerz0désnek, gondos ellenGrzésiik igen fontos.

Egy "kizdrdlagos" franchise jelentheti a franchise dtvevd tevékenységének korldtozdsdt
is. Ebben az esetben az 4tvevdk a szdmukra engedélyezert teriilet hatdrain kiviil csak korldtozott
mértékben folytathatnak tevékenységet. Vizsgdlja meg, vajon léteznek-¢ ilyen, az eladdsra vagy
marketing tevékenységre vonatkozé elirdsok az On franchise szerzédésében, s milyen hatdssal
lehetnek ezek az On mikodésére.



MUKODESI FOLYAMATOK, SEGITSEG ES ELLENORZES

A franchise tdrgyét képezd termék vagy szolgdltatds egységessége, szabvdnyossdga és
mindsége a franchise fontos elemei. Ezek biztositjdk az azonosithatdsdgot és tartjdk fenn e
mérkanevek és mdrkajelek értékét. Mieldtt aldfrja a szerzGdést, meg kell értenie, hogv a
franchise szerzGdés intézkedéseket tartalmaz a makédési folyamatok ellendrzésére és a
segitségnyijtdsra vonatkozdan.

KiilonGs figyelmet érdemelnek a kévetkezok:

® A franchise dtadé tdimogatdsa az iizlet vezetésében.

o A franchise 4tvevd részvételének mértéke az iizletben.

o Hirdetés €és eladdsdsztonzés.

® Konyvvitel, kdnyvelés és jelentési kotelezettség.

o Eladdsi kvétik.

® A termékre, a leltdrkészletre és a berendezésekre vonatkozd eldirdsok.

® Az lizlethelyiség karbantartdsira és jovobeli helyredllitdséra  vonatkozé
kovetelmények.

ATRUHAZAS - AZ ATVEVG JOGA A TOVABBERTEKESITESRE

A franchise szerz6dés hosszd tavii egyiittmikddésnek tekinthetd, amelyben az 4tvevd
10, 20 évig, vagy akdr ennél tovdbb is mikodtetheti iizletét. Amennyiben azonban valamely
okbal el kell adnia iizletét, uj partnert vagy beruhdzét von be, nyugdijba vonul, érdekeltségét
gyermekeinek kivanja dtadni, vagy haldla utdn 6rokoseinek juttatni, a kovetkezd szempontokat
tekintse dt:

e Eladhatja-e a franchise iizletet, dtengedheti-e a vele Jar6 jogokat a vevének?

o Atruhdzhaté-e a franchise a csalddjdra, illetve eladhaté-e haldla vagy
munkaképtelensége esetén, mint az On vagyona?



e Nyilvdnval6an minden franchise szerzédés tartalmaz korldtozdsokat az dtruhdzdsra
vonatkozéan. Ismerje meg a szerz4dés erre utald részleteit, az dtadd gyakorlatdt €s eljardsmaodjdt,
amelyet Onnek javasol ebben a kérdéskorben.

IDOTARTAM, MEGUJITAS ES FELMONDAS

A legtobb szerzGdés meghatdrozza az évek szimat, mely idotartam alatt az (zlet
miikodtethetd. Ennek leteltével az iizlet mikodtetésének joga és engedélye megsziinik. Sok
szerz0dés kindl jogot a megujitdsra is, midltal az 4dtvevo meghosszabbithatja a szerzGdés
id6tartamdt. Vizsgdlja meg, milyen feltételeket tartalmaz a szerzodés a felmonddsra vagy
megUjitisra vonatkozdéan. Milyen feltételekkel lehet megdjitani a szerzdést? Milyen feltételekkel
és milyen hatdridGvel mondhatja fel On, mint franchise dtvevé a szerz6dést, ha ez egydltaldn
lehetséges?

VERSENY AZ ATADOVAL

Szdmos franchise szerzGdés korldtozza az 4tvevét abban, hogy a szerzGdés fenndlldsa
alatt mdsik dzleti tevékenységet vagy véllalkozdst folytasson, amely az dtadd rendszerével
versenyben dll. A szerz6dés intézkedhet ilyen tevékenység korlétozdsardl a szerz6dés lejdrta utdn
is, bizonyos teriiletre és bizonyos idGtartamra vonatkozéan. Ellendrizze a szerzddési feltételeket
e tekintetben is, és konzultdljon iigyvédjével. Nem minden "verseny ellenes" korldtozds
érvényesithetG.

A SZERZODES

Vonja be lgyvédjét a franchise szerzddés, valamennyi kapcsolddé bérleti szerzodés,
a berendezések vdsdrldsdra és a finanszirozdsra vonatkozé dokumentum vizsgdlatdba, mielott
bdrmelyiket is aldfrnd.



NEMZETKOZI FRANCHISE

Amikor az {tadd kiilfoldre ajdnl franchise rendszert, dltalban a kovetkezoképp jdr el:

o “teriiletfejlesztési szerzGdést” kindl (pl. a jogot és kotelezettséget a rendszer
elterjesztésére a teljes teriileten, egy megadott szdmu iizlet létesitésével), vagy

@ "mesterlicenc-et” ad 4t (pl. a jogot az adott teriileten bizonyos szdmu tovabbi
szerzGdéses partner kivdlasztdsdra és a veliik vald szerzddésre. Ebben az esetben a mesterlicenc
tulajdonosa az adott teriileten a franchise 4tadé szerepét télti be.), vagy

e mindkettdt.
Ezek a vdltozatok olyan koriilményeket teremthetnek, amelyek magukban véve is

rendkiviil gondos tanulmdnyozdst igényelnek, de az eldzdekben emlitett alapelvek itt is
véltozatlanul érvényesek.

KOVETKEZTETESEK

Elsd pillantdsra a franchise igen 6sszetett iizleti ajdnlatnak tiinhet. Gondos
tanulmdnyozdssal és tapasztalt franchise tandcsadé segitségével azonban a jovendGbeli magyar
vdllalkozdk is kdnnyen felismerhetik erGsségét és eldnyeit - mint ahogy t6bb. mint 150 orszdg
tzletemberei és befektetdi teszik ezt szerte a vildgon.
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BEVEZETES A FRANCHISE FOGALMABA

Néhdny alapvet§ kérdés m;:gvdlaszoldsa

Kérdés: Mit éntiink "franchise” alatt?

Vilasz: A franchise marketing médszer, melynek célja termékek forgalmazisa,
llletve szolgdltatdsok nydjtdsa. A franchise lényegében véve két résztvevd (vagy keét
cég) - a franchise dtadé €s a franchise dtvevd - kozou 1étrejova kapesolatot jelent,
jollehet - s ez kiilonosképpen igaz orszdighatdrokat tilléps franchise gyakorlatra - a
franchise keretein beliil dsszetert konstrukcidk, mint példdul "terilet;” franchise,
"master” franchise (kétszintd megdllapodds egy franchise “tovabbadg"
kozbeiktatdsdval) is kialakulhatnak. A franchise az énékesités két, hagyomdnyosabbnak
szdmité megkozelitésén - a munkaltatdi (1) €s a viszonteladoéi (2) viszonyon - tul egy
harmadik megolddst kindl a résztvevé felek teljes fiiggetlensége mellett.

K.: Milenne erre egy j6 példa?

V.. Egy kiterjedt gyorsétkeztetd (fast-food) hdldzat. A vildg szdmos
orszdgdban van jelen, és ha kizelebbrgl megnézziik, azt tapasztaljuk, hogy az
alapviszony mindig ugyanaz: egy anyavillalat (a franchise dtadd) valamint iizletek ezrei,
amelyek mindegyike a franchise dtaddval kézvetlen kapcsolatban dilé egy-egy
franchise dtvevd tulajdondban van: esetleg egy tulajdonos mikédtet t6bb iizletet, vagy
egy franchise tovibbadd valamelyik franchise dtvevdje a tulajdonos. Bdrhogyan is , az
elv vdltozadanul ugyanolyan egyszer(.

K.: Milyen tényez6k kiilénboztetik meg a franchise-t mds iizletd formaktdl?

V.. Afranchise-nak hdrom jellemzgje van:

- egy misik személy birtokdban levd védjegy haszndlata;

- bizonyos fokd tdimogatds, illetve bizonyos mértékd ellendrzés;

- avédjegy haszndldja a védjegy tulajdonosdnak pénzt fizet
{rendszerint jogdij, vagy egyéb dij formdjiban).

K.:  Miérteldnyés a franchise?

V.. A franchise haszna a franchise dtadé szdmadra abban dll, hogy a franchise
dtvevok befektetésén és tevekenységén keresztiil Iényegesen gyorsabban tudja novelni a
forgalmdt, mintha kizdrélag csak sajdt pénziigyi és human erGforrdsaira lenne kénytelen
tdmaszkodni. A franchise dtvevd szdmdra pedig az elény abbdl fakad, hogy a franchise
Iényegesen megnoveli az iizleti siker es€lyeit. A franchise dtvevd sajdt indulé
vdllalkozdsdt a franchise 4tadé mar jO1 bevdlt mddszerével tdrsitja, valamint élvezi a
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franchise dtadéval valg egyiitmikodésbdl szarmazé tards elonydket: védjegyhaszndlat,
termek-design, képzés, timogatds a vdllalkozds mikodtetésében, segitségnyijids a
rekldm teriiletén, kedvez6 beszerzési feltételek &s egyeb timogatds.
K.: Sikeres iizleti forma a franchise?
V.. A franchise-t minden iddk legsikeresebb marketing médszerének tartjik.
Ime néhdny adat az Egyesiilt Allamokbdl:
- Az USA teljes Kiskereskedelmi forgalminak tobb, mint 35%-a
a franchise rendszerben valdsul meg.
- Avrendszer dsszforgalma 1991-ben elérte a 758 millidrd dolldrt.
- A franchise rendszend vdllalkozdsok sikeressége messze
meghaladja az egyéb fiiggetlen kisvdllalkozdsokét.
- Afranchise rendszer mintegy 60 iizletdgra terjed ki a
konyvviteltdl a testsilymérdsig és a fo6foglalkozatottak
szama meghaladja a 7.2 millio f6t.
- Egy. a.0zelmiltban végzett Gallup feimérés szerint a
franchise divevik megelégedenségi mutatdja dltaldban véve
magas. Ha djrakezdené, a megkérdezettek hdromnegyede ismét
ugyanabba a franchise villalkozdsba fektetne be és majdnem a
fele "nagyon sikeresnek" nevezte villalkozdsit.
Egyre tobb orszigban tapasztalhatd hasonlé tendencia. Mivel a franchise mindinkdbb
nemzetkdzi jelenséggé vilik, igy a jelenlegi irdnyzat er6sodése varhatd.

Franchise Kelet-Eurépdban

A franchise fontos eszkdze lehet a kozép- és kelet-eurdpai privatizdciés folyamatoknak,
ugyanis a fejlett orszdgokban a franchise-t mint kereskedelmi médszert tartjdk szdmon.
A franchise-nak - ha nem is legfontosabb, de mindenképpen legkézenfekvébb -
szerepe, hogy a nyugati franchise rendszerek megjelenésével elsegitse uj druk,
szolgdltatdsok és modszerek bevezetésst a kelet-eurdpai piacokon. Ez el6mozditja
ezeknek a tdrsadalmaknak a nemzetkozi gazdasdgba valé integrdldddsdt, hiszen
nemcsak ngveli a kereskedelmi forgalmat és a beruhdzdsokat, hanem egyittal
megteremti a nyugati orszagokkal valé kereskedelmi kapcsolatok viszonylag gyors €s
gazdasdgos boviilésének a lehetGségét. A franchise egyittal a hazai vidllalkozdsok
fejlesziésének is eszkdze lehet.

A franchise mds fontos el6nyoket is kindl Kozép- és Kelet-Eurdpa szdmdra. A magyar,
lengyel €s csehszlovdk vagyoniigvnokségek egyardnt érdeklddést mutattak dllami
vdllalatok franchise médszerekkel torténé privatizdcidja irdnt, mert a franchise az iizleti
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kapcsolatok vonzé formdjdt kindlja, valamint modellt nyult az dllami vdllalatok
privatizdldsdhoz is. Gyorsan haté orvossig az elégtelen elosztdsi rendszerre,
megkonnyiti a sajdt erdbl torténd villalkozdst s kiilonleges eldnycket kindl a kis és

kbzepes ipari és kereskedelmi cégek szdmdra.

A _ franchise széles kord alkalmazisa

A franchise az tzletdgak igen tdg korében alkalmazhaté eljirds. Mindinkdbb
bebizonyosodik, hogy a franchise olyan mddszer, amely szinte korlatlan szdmu
termék- €s szolgdltatdsfajta esetében alkalmazhatd. Az aldbbi f6bb kérdések alapjdn
eldénthetd, hogy egy termék, vagy egy szolgdltatds hatékonyan vonhaté-e be a

franchise rendszerbe.

1. Van-e a terméknek megfelels nagysdgu piaca, ami érdemessé teszi egy ertékesitési
egységekbal dll6 hdlzat vagy linc kialak{tdsat?

Amennyiben nincs, a franchise kérdése fel sem meriil.

2. MegfelelS keresletet feltételezve az adott termék, vagy szolgdltatds irdnt, sziikség
van-e olyan nagyszdmi értékesitési egységre, melyet mdr nehéz a kozponti villalat
alkalmazotival mikédtetni?

Ha nincs elegendg, teriiletileg megfelelSen szétszort énékesitesi egyseg,
akkor célszenti a villalkozdst tigy mikédtetni, hogy sziikség szerint
alkalmazottakat vesziink fel, elbocsdtunk, vagy egy viszonylag sziik teriileten
beliil egyik helyrGl a mdsikra dthelyeziink.

3. Az els6 két kritérium teljesiilése esetén tovdbbi kérdés, hogy a folytatands
véllalkozds minden egyes €nékesitési egységnél vonzé mennyiségd profitot kindl-e az
egyéni vdllalkozénak, valamint elegendd tobbletjvedelmet biztosit-e ahhoz, hogy
megfizethesse a franchise dtadét a franchise izlet sikeréhez val6 hozzdjdruldsdért.

4. Vajon az informicig, a know-how és a szakmai tanicsadis Jellegiiknél fogva
viszonylag konnyen dtadhatdk-e, illetve nem kivdnnak-e meg a franchise dtvevsisl
kiilonleges képzettséget, vagy nem igényelnek-e magas miszaki felszereltséget?
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5. A képzés, az informdciddtadds és a tandcsadds megvaldsithaté-e egyszerre
viszonylag nagy szdmu értékesitési egység szdmdra, és nem kell-e egyenként,
ériékesitési egységenként elvégezni?

Ha a képzés és az informacidatadds csak egységenként torténhet, a "minden
egységnél azonos miksdési elv"-bél szdrmazd hatékonysdgtsbblet lényegében

elveszik.

Mindezek esetleg nehezen teljesithetd kovetelményeknek hangzanak, de gondoljuk csak
el, hogy a forgalmazott javak és szolgdltatdsok igen jelentds hdnyada pontosan ezeknek
az elvdrdsoknak tesz eleget. Eppen ezért mdkodik oly sok villalkozds franchise
rendszerben €s tevékenységiiket igen jelentds iizled sikerrel folytatjdk.

A franchise &s a privatizdcié

Kérdés: Alkalmazhaté-e a franchise intézménye az 4llami tulajdond
vdllalatok privatiziciéjiban?

Vilasz: Természetesen igen. Az 4llami tulajdond vdllalatok
privatizdciéjdn4l hasznilt médszerek (az dllami tulajdon ériékesitése egyetlen vevg
részére, a villalat részegységenkénti értékesitése, privatizdcids jegy, vagy més - a
tulajdondtruhdzds céljdbé! alkalmazott - egy€b formdk) mindegyike bizonyos hdrdnnyal
jar. Egyik esetben sem elég hangsiilyos a valddi cél miszerint az értékesités utdn
létrejové vdllalkozdsnak nyereségesnek kell lennie. Egyik médszer sem teremt aj
lehetGségeket a kisvillalkozdsok szdmdra, pedig erre Magyarorszdgnak igen nagy
szilksége lenne. A franchise médszer megolddst kindl sok privatizdcids problémdra,
ugyanakkor eldsegit a tulajdon hazai kézben valg maradasdt.

K.: Alkalmazhaté-e a franchise az dllami, 6nkormé4nyzati és szolgdltatéi
szektor privatizdldsdhoz?
V.. Feltétleniil. A legtdbb dllami szolgdltatdst (akir orszdgos, akdr

onkorményzati szinten) a magdnvillalkozéi szféra hatékonyabban képes elvégezni.
Vannak azonban olyan teriiletek, ahol az alapvet6 szolgéltatdsok megfeleld biztositisa
érdekében elengedhetetlen az 4llam ellen6rz6-szabdlyzé szerepe. A franchise alkalmas
modszer az dllami szolgdltatdsok privatizdcidjihoz, s egyben folyamatos bevételt is
jelent az Onkormdnyzatoknak.

-



Az Egyesiilt Allamok Nemzetk&zi Fejlesztések Hivatala
finansziroz4sdban

a Deloitte&Touche és az EastEuropeLaw
egyedilldllé franchise véllalkoz4dsa
Ktzép- és Kelet-Eurép4ban

Az Egyesiilt Allamok Nemzetkozi Fejlesztések Hivatala (A.LD.)
egyediildllé pénziigyi juttatdsban részesitette a Deloitte Touche
International és az EastEuropeLaw, Ltd. cégeket a franchise
intézményének elterjesztése céljabol. A tervezet Kozép- és Kelet-Eurdpa
vdltozé gazdasdgaiban a franchise-t (dgy is, mint vallalkozdsi médszert és ugy
1S, mint privatizdcids eszkozt) helyezi a kozéppontba. A projekt
pdrhuzamosan Magyarorszdgon €s az Egyesiilt Allamokban a mai nappal
veszi kezdetét.

Az EastEuropeLaw, Ltd. fliggetlen amerikai és angol iigyvédek és
ligyvédi iroddk munkakdzossége. Mikodési teriiletiik felslel; az j kozép- és
kelet-eurdpai piacok irdnt érdekl§ds franchise dtadok, illetve egyeb tizleti
vallalkozdsok, valamint a helyi vdllalatok és dllami szervek részére nyujtott
tdmogatdst és tandcsaddst.

A villalkozds hdrom alapvet célja a kovetkezd:

1. Elmélyiteni az dllami és véllalkozéi szervek ismeretét a franchise-
rol Magyarorszdgon, tdmogatni a helyi franchise vallalkozasok fejlodését,
valamint bemutatni a franchise elényeit a kisvdllalkoz6i szektorban és a
privatizicids folyamatban.

2. Magyarorszdgi piaci informdciékkal latni el az amerikai franchise
kozosséget és érdekeltté tenni egyes amerikai franchise vallalatokat iizleti
tevékenységiik Magyarorszagra valg kiterjesztésében.

3. Elmélyiteni az amerikai és a magyar pénziigyi intézmények
ismereteit a magyarorszdgi franchise befektetések pénziigyi elényeirdl.



Az alkalmazandé médszerek tSbbek kozott magukban foglaljik
- el6addsok tartdsdt az amerikai és magyarorszdgi taldlkozGkon,

- konferencidk és munkacsoportok szervezését Budapesten és mas
vdrosokban,

- piaci informdcidk 6sszedllitdsat és

- taldlkozok szervezését amerikai vdllalatok és leendg
magyarorszagi franchise dtvevdk kozott.

"A franchise K8zép- és Kelet-Eurépéban: Magyarorsz4g"
névvel indulé projekt megvaldsitdsat az EastEuropeLaw, Ltd., Budapest kapta
feladatdul. FelelGs vezet6ként Philip F. Zeidman r, az EastEuropeLaw, Ltd.,
valamint a Brownstein Zeidman and Lore washingtoni iigyvédi iroda
tdrsalapitdja lett megbizva.

A Deloitte Touche International nemzetkozi kényvvizsgdlé és tizleti
tandcsadd cég a kozép- és kelet-eurdpai A.LD. program egyik G vdllalkozéja.
A Deloitte a franchise projekthez adminisztricids hdtterének biztositdsaval
jarul hozza.

David Cowles dr, az Amerikai Egyesiilt Allamok budapesti
nagykovetségének A.L.D. képviselGje a kovetkezSket nyilatkozta a
tervezetrOl: "Megtiszteltetésnek vessziik, hogy csatlakozhatunk a franchise
teriiletén az elmilt 25 évben vildgszerte tevékenykedé szakemberekhez annak
érdekében, hogy segitséget nyijtsunk a leend6 vallalkozéknak Kozép- és
Kelet-Eur6pa 1j tdrsadalmainak egyik legigéretesebb orszagdban. Meg
vagyunk gy6zédve arrél, hogy a franchise komoly elnyoket nyujthat
Magyarorszdgnak és a térség tobbi orszdgdnak privatizciés céljaik
elérésében, a befektetések el6mozditdsiban és a kisvillalkozdsok
fejlesztésében."”

Philip F. Zeidman Kovdcs Tamds
Brownstein Zeidmann and Lore EastEuropeLaw, Lid.
Washington, D.C. Budapest
Telefon: (202) 879-5730 Telefon: 266-4979

Fax: (202) 879-5773 Fax:266-6360
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Egyediildllé franchise villalkozis Kelet-
és Kozép-Eurépaban

Az Egyesiilt Allamok Nemzetkozi Fejlesztések Hivatala (A.1.D.) egy egyediildlls pénziigyi
juttatdsban részesitette a Deloitte Touche International és az EastEuropeLaw, Ltd. cégeket a
franchise intézményének elterjesztése céljabol. A tervezct Ko6zép- és Kelet-Eurdpa valtozé
gazdasdgaiban a franchise-t (igy is, mint véllalkozdsi médszert és gy is, mint privatizacids eszkdzt)
helyezi akdzéppontba. A projekt parhuzamosan Magyarorszdgon és az Egyesiilt Allamokban a mai
nappal veszi kezdetét.

Az EastEuropeLaw, Ltd. fiiggetlen amerikai és angol i'igyvédek és iigyvédi iroddk
munkakdzossége. Miikodési teriiletiik felsleli az ij K6zép- és Kelet-Eurdpai piacok irdnt érdeklédé
franchise-adok, illetve egyéb iizleti véllalkozdsok, valamint a helyi vallalatok és dllami szervek
részérc nydjtott timogatast és tandcsaddst.

A villalkozds hdrom alapvet6 célja a kovetkezd:

1. Elmélyiteni az dllami és vdllalkozoi szcrvek ismeretét a franchise-rél Magyarorszdgon,
tdmogatni a helyi franchise véllalkozdsok fejlodését, valamint bemutatni a franchise elényeit a
kisvdllalkozéi szektorban és a privatizdcids folyamatban.

2. Magyarorszdgi piaci informdciékkal 14tni el az amerikai franchise kozosséget és
érdekeltté tenni a jellegzetes amerikai franchise vllalatokat iizleti tevékenységiik Magyarorszdgra
vald kiterjesztésében. )

3. Elmélyiteni az amerikai és a magyar pénziigyi intézmények
ismereteit a magyarorszigi franchise befektetések pénziigyi clényeirdl.
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Questionnaire Prepared and Distributed
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COMPANY QUESTIONNAIRE/CONFIDENTIAL

The sponsors of this program appreciate your interest in the unique information

presented today — on the basic concept of franchising, franchise finance, privatization and
franchising’s potential as a privatization vehicle.

We will be doing more work and holding additional meetings over the coming months.

Please help us by answering the following questions:

1.

b
e

Name of your company

Your name and title

If not the same, name of chief executive officer

Address:

Telephone Number:
Telefax Number:

Is your company-

A. A franchisor

B. A franchisee of a Hungarian or American company
C. A supplier to a franchised network

D. A state-owned company

E. Other (please describe:

Does your interest in today’s program arise from

A, Your interest in franchising your own business

Your interest in becoming a franchisee of a U.S. or other franchisor

Your interest in becoming a supplier of goods and services to a franchisor
or franchisee

Your interest in using franchising as metkod of privatizing state-owned
company with which you are associated

B.
C.
D.

Would you be interested in a further, and perhaps smaller, meeting to discuss how
franchising can help your business expand? If so, plcase fill out the information on the
reverse side.



If you answered "yes" to any portion of Question 7, please provide information about your
company, including nature of business, approximate revenue in 1992, and any other information
you think relevant,

If you answered "yes" to any portien of Question 8, please provide information about why you
think franchising could be used effectively by you or Your company; and, in the case of 7A or
7B the appreximate amount of investment you or your company is prepared to make.

If you have any questions that the program did not answer, please call either Laszlo Torok at
OTP, Budapest, (Tele: 361-269-1685/Fax: 361-132-0909); or Philip F. Zeidman or Tamas
Kovacs at East®uropeLaw, Ltd., Budapest, (Tele: 361-266-4979/Fax: 361-266-6360).

Thank you for being with us today and for your help.
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Burger King (United Kingdom)
Golden Corral Restaurants
Sir Speedy, Inc.
Harvard Capital Corp.
| Can’t Believe It's Yogurt!
International Catalogue Enterprises
Ziebart International
Fastfraine USA

The Dwyer Group
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Letter Sent to U.S. Franchisors Attending
February 1993 Convention of

International Franchise Association
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As an element of EastEuropeLaw’s outreach in the United States,
approximately 600 copies of a letter about this project was sent to
members of the International Franchise Association prior to the IFA's
convention in February 1993. The letter alerting them to various
events associated .with the contract and specifically to the presentation
by Dr. Istvan Kfss, head of the Hungarian Franchise Association at the
conventions. A copy of that letter is attached, as well as companies
that requested further information on the Hungarian market after the

seminar.
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East-Wast Bu.'.inepsfs m BROWNSTEDN ZEmDMAN AND LORE
RAskdez Gt 143,
Mdiden it 13. 1w1vammAw%m:g%
Tamas ;m\:é Washington, D.C. 20005
amas Ko . )
Tel . (38-1) 2684979 Philip F. Zeidman, P.C.
Teletax (202) 8796773
January 19, 1993 (202) 879-5730

We have in the past had the occasion to discuss with one
another the creation of EastEuropelaw, Ltd., and our work in the
field of franchising and other related techniques of
distribution. We at EastEuropelLaw ("EEL") believe that
franchising has valuable qualities to offer to the Hungarian
economy; and, conversely, that the market will be an important
one for U.S. and other international franchisors. Finally, we
are convinced that franchising can be a tool both for the '
development of indigenous Hungarian companies, to expand their
businesses, and for the privatization of state-owned enterprises
through franchising.

Now I am pleased to enclose a press release which describes
an extraordinary new venture: a grant from the U.S. Agency for
International Development ("A.I.D."), to promote franchising in
Hungary. The grant represents the first time any governmental
agency in the United States has supported a program supporting
franchising, in the United States or elsewhere.

We are gratified that the U.S. Government has now provided
support for our eiforts through this grant. One of the first
initiates we will take pursuant to the grant is a program to be
held in Budapest on January 26, on the subject of "Franchising:
New Opportunities in a New Market" and on January 27, on the
subject of "Franchising and the Foodservice Industry". You
should shortly be receiving an announcement of the programs.

We hope you will attend the program; and that, in any event,
we will have the opportunity to discuss further with you how we
may be able to be of asgistance to you. In the meantime, and
with kindest regards, I am

Sincerely,

Philip F. Zeidman

Enclosure
PFZ:9855/9861:kc

cc: Tamas Kovacs

Franchising in Central and Eastemn Europe: Hungary

A franchise project of EastEuropeLaw, Ltd.
Funded by the U.S. Agency for Intemational Development
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1. Countries in transition in Eastern Central Europe

The region

"Central Europe today is like America in the 1930s and Britain in the 1950s," says Mr.
John Lindquist, a consumer industry specialist with the Boston Consulting Group.
“There is a golden opportunity to establish brands and strong market franchises from
scratch.” [Jonquiéres]

The region which is referred to is the area of the former European CMEA member
states: Poland, Czechoslovakia (recently separeted establishing two independent

republics), Hungary,
Romania, Bulgaria and in
principle the former
German Democratic

Republic (now part of the
re-emerged Germany).

"Uptil now Hungary has
been the favourite
destination  for  foreign
investors ... This is due both
to much small investment
by private Austrian,
German, French and Italian
entrepreneurs and to big
investments by  General
Motors, Suzuki, Ford and
other multinationals such as
Electrolux as well as the big
Eastern Central Europe food, tobacco and consumer
goods companies. All have
been looking for new low-

cost production centres and new outlets for their branded products.

In terms of market potencial, however, Poland, with nearly 40m people, Romania
with 23m and the more distant but larger Ukraine with 52m are much more populous
than Hungary, Bulgaria and the Czech lands with around 10m people each or Slovakia
with under 5m.

But decisions on where to locate to serve these new markets could well be affected by
moves underfoot to revive trade beiween these countries and especially between the



so-called "Visegrad three" of Hungary, Poland and both the [newly separeted] Czech
and Slovak republics.

The Visegrad three [four] are exploring the feasibility of creating a free trade area
offering a market of nearly 70m people.” [Robinson]

Hungary

In the year 1000, Stephen (later Saint Stephen) was crowned Hungary's first king with
a crown sent by the Pope. King Stephen converted his nation to Christianity,
established a state, and instituted the country's first code of laws.

The present form of the Republic of Hungary was established on October 23, 1989
with the adoption of a new Constitution, creating an independent and democratic state
ruled by law. The form of government is a multi-party democracy in which power
resides with the citizens who freely elect their representatives to Parliament, the
supreme governing body of the state. Parliament elects the President of the Repubic,
who is head of state and commander-in-chief of the armed forces. The Prime
Minister, also elected by Parliament, heads the Government. Parliament elects the
members of the Constitutional Court.

Hungary is clearly the success story of today's Europe. Even before the fundamental
political changes in 1989, the Hungarian government had introduced tax reforms, a
legal framework for private business investient, and laws for company formation,
providing Hungary with an early lead in developing a market-based economic
infrastructure. Increasing both foreign and domestic investment is a cornerstone of
the Hungarian government's economic programme,

More than USD 4 billion has been invested during this period of transition,
representing 60% of total foreign investment in the former European CMEA member
states. United States companies have contributed the largest amount of foreign
capital, investing almost USD 2,2 billion. Hungary makes it easy for investors to
establish companies. A company may engage in any kind of activity - production,
commerce, or service - and at any level. In addition, its tax laws offer significant
incentives for companies to invest in key industries. The private sector already
generates about half the nation's gross national product, according to some estimates.

The situation in this respect is characterized by Neil Haines of Coopers & Lybrand as
follows: "There's a framework that allows you to do anything. Everything is possible,
but it takes just that little bit more effort than gou might expect somewhere else. ...
We've taken the decision to invest in this country. A large number of our international
client have done the same."

Hungary and the United States are negotiating a comprehensive trade and investment
agreement. In 1989, Hungary became eligible for the U.S. Generalised System of
Preferencés programme. As a result, more than USD 150 million worth of Hungarian
exports entered the U.S. duty-free in 1991. In September 1991, the U.S. increased the
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quota for Hungarian textile and apparel exports. Hungary has been granted most-
favoured nation status by the United States. The United States has provided Hungary
with technical assistance and funding through various programmes. In 1991, Hungary
was the leading recipierit of U.S. Trade and Development Program grants, gamering
USD 4.3 million to finance feasibility studies for a wide range of infrastructural
projects. The Hungarian-American Enterprise Fund (capitalised at USD 60 million)
provides loans to small and medium-sized entrepreneurs. Finally, the U.S. Agency for
International Development has provided technical assistance in the form of long-term
advisors and training and among other programmes has awarded a grant to
EastEuropeLaw Ltd to promote the developmient of f ranchising. The project, focusing
on franchising both as an entrepeneurial tool and as a vehicle for privatization in the
changing economies of Central and Eastern Europe, started in Hungary recently, with
parallel activities in the US.
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2. American companies in Hungary

General

"We've invested $100m into Hungary, we've been on budget, we've been on time, it's
been a real succes story" says Don Allen of Ford Hungaria. So have done several other
US companies just listing some of them below:

MAJOR U.S. JOINT VENTURES IN HUNGARY
Ranked by Total Investment

Companyv name

|

| Non-Hungarian owner(s)

Tungsram Co. Ltd.

] General Electric, 75% =+ | share

General Motors Hungary

General Motors
(Adam Opel AG GM Austria
65%)

Westel Radio Telephone Ltd.

US WEST Inc. 494

Citibank Budapest Rt.

Citibank Overseas Invest Corp.,
80%

First American Hungarian
Insurance Co. (AHICO)

American Intl. Group (AIG), 88%

[ Duna Elektronika Rt.

i
[
1
i
{
i

Donasphere Ltd. 51%, HAEF 15%,
MicroAge 7,5%, Dallas Inter-
trace 6,5%

;Dun and Bradstreet Hungaria
| Ltd.

Dun and Bradstreet Intl., 51%

| Holstein Genetika Kft.

World-Wide Sires, Inc., 26%

]Aeroplex of Central Europe
| Ltd.

Lockheed Aircraft Serv. Intl,

50%

| Alkoa-Ko6fém Kft.

Alcoa Intl. Holdings Co., 50,1%

i
[ Chemol Trading Ltd. Co.

Great Lakes Trading Co., 78%

Source: BUDAPEST BUSINESS JOURNAL




Franchise

The big American names in franchising are also in Hungary. Just mentioning some of
them:

Alphagraphic

BCA

Avis, Budget ar.d other Rent-A-Car companies
Burger King

Ceiling Doctor

Computerland

Dairy Queen

Dunkin Donut

Hilton and other hotel chains

KFC

McDonald's

MicroAge

Pizza Hut

Rank XEROX is also franchising in Hungary

Others are preparing to come like:

ICBY

Leros
Rent-A-Wreck
Seamatic
TCBY

Case I: Hemingway Holding

George Hemingway, a Hungarian born Californian businessman (a former franchise
attorney) came to Hungary for investing in the late 80s. He actively participated in the
first programmes of privatization and bought parts of chains. He established his own
consulting firms in Hungary and the Hemingway Holding AG in Vienna. Then he
signed master licence agreements with The Dunkin Donut, KFC, and Pizza Hut, for
which tradenames established three limited companies in Hungary running
development programmes.

In the meanwhile "EurAmerika Investment Company, a subsidiary of the Hungarian-
American Enterprice Foundation has begun operations in Hungary. Enjoying the
support of the United States Administration, the company had at its disposal 60
million dollars for a three-year period. It has spent USD 40 million.The company wiil
operate as if it were an investment bank, financing chiefly trade operations doing
privatization counselling, and advising investors. Direct investments in Hungarian
firms are also on the agenda.



EurAmerica already has a number of important commissions. It participated in the
foundation of the Central European Franchise Group, a Hemingway Holding
subsidiary, which plans to expand Pizza Hut and Kentcucky Friend Chicken into fast-
food chains in Hungary." [Her #9]

Case 2: Burger King

Fusion Investments Company Ltd. (Budapest) bought the master franchise right of
Burger King. Fusion's first two Burger King outlets in Budapest were immediately
successful. The company projects operating profits of 2lmost $1 million for 1992 with
rapid growth there-after as other outlets are opened. This initial success allowed
Fusion to purchase the Burger King franchise in the Czech Republic. In order to
finance its new Burger King franchise for Czechoslovakia Fusion raised new money
from the European Bank for Reconstruction and Development. EBRD's valuation
showed an increased value in HIC's holding.

HIC (Hungarian Investment Co. Ltd.) is a closed end investment company which was
registered in January 1990. The Fund offers investors a "pure play" in Hungary. It
invests exclusively in Hungarian companies, government securities and Hungarian-
related companies. Investors, including individual investors of any nationality, may
buy shares on the London Stock Exchange. The price is quoted daily in pounds
sterling in the Financial Times under "FT Managed Funds Service, Jersey
(Regulated)". [Source: Budapest Business Journal]



3. Conditions of franchising in Hungary

Economy

After a three-year period of declining GDP, with a 9 percent drop in 1991, Hungary
expects to generate a | to 2 percent growth for 1992, followed by continued increases
each year. Industrial production in the state-owned sector has decreased steadily since
1989. At the same time, production in the rapidly expanding private sector continues
to climb, offsetting these losses. Furthermore, since official statistics do not yet
record the productive contributions of enterprises with less than 50 employees, overall
production declines tend to be overstated.

More than 90 percent of all prices have been decontrolled and are determined by
market forces. The inflation rate - close to 35 percent in 1991 - is forecast to subside to
single-digits by 1994,
as the central bank's
strict monetary
policies keep inflation
under control. As a
sign of the success of
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Privatization

The State fioperty Agency (SPA) manages Hungary's privatisation process. The
Hungarian government has transferred ownership of most state enterprises to the
SPA, which is responsible for selling them. Foreigners are free to bid for partial or
total vwnership of the state assets for sale. Only in a few areas of strategic
importance is there any restriction on foreign involvement in privatisation. In practice,
privatisat.ons are initiated by the SPA, by the investor, or by the management of the

enterprisc.

[nvestors can submit bids for the purchase of a state-owned company directly to the
SPA. The SPA evaluates the bid. If acceptable, the state company's management and
workers vote on the bid. Reqardless of the vote's outcome, the SPA has final authority
and can override any objections, although this has rarely happened.

The management of Hungarian state enterprises can negotiate their sale directly with
domestic or foreign buyers. Because of some questionable excesces in which
manageis sold assets at beiow-market prices, the SPA must approve all such
transactions. Foreign investors should be aware that the Hungarian government 1is
concerned that state assets are not scid at bargain prices, as has happened on occasion.
The SPA retains international auditaccounting firms to perform independent
valuations of state companies offered for sale. These valuations are used as
benchmarks for evaluating bids.

Finance

Hungary currently has signed double taxation irvatie: with the following countries:
Austria, Australia, Belgium, Brazil, Canada, Cyprus, Denmark, Finland, France,
Germany, Greece, India, Indonesia, Israel, Italy, Japan, Luxemburg, Malaysia, the
Netherlands, Norway, South Korea, Spain, Sweden, Switzerland, Thailand, the United
Kingdom, Uruguay, the United States, and Yugoslavia.

Market size

The size of the market can be evaluated from different points of view. We consider
here three factors influencing the purchasing power: the population, the average
income and the deposits and the number of foreign visitors.

Population distribution

In 1990, the populahon of Hungary was 10,375,000. One out of five Hungarians live in
Budapest, the capital and largest city with more than two million inhabitants. Other
large cities include Miskolc, Debrecen, Szeged, and Pécs, none of which has more
than 200,000 residents. In common with many European countries, Hungary is
experiencing continuing migration of its population to towns and cities.

-10 -



Average income

According to recent statistics the average income in Hungary is 24.000 HUF based on
the gross average income of the 20 branches tested. The highest value (HUF 40.000)
was registered in the fields of financial activities and supplementary services.
Managers gain HUF 100.000 and above. The recent exchange rate is HUF 84 for 1S,

It has to be noticed that at the same time the housholds' deposits are unexpectedly

high. It is a reserve for private investment, which could be mobilized by franchising.
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Foreign visitors

Thirty-three million foreigners visited Hungary in 1992. Of these 10 million visited
from Germany and Austria alone. Tourists spent more than USD 1 billion in Hungary
in 1991.

Hungary will host a world exposition, EXPO 1996, in Budapest. This world fair
eXpects to attract many foreign exhibitors and an anticipated 12 million visitors.
EXPO 1996 will highlight Hungary's achievements in technology, science and culture,
as well as Hungary's total integration into the world economy. Groundbreaking was
set for October 1992, with approximately one-third of the site allocated to exhibition
structures, and the remainder for parks, promenades, and open-air exhibition areas.
EXPO 1996 will be held on a cost-recovery basis, financed mainly from priviate
investments and concessions. The Hungarian government has earmarked USD 21}
million to finance the four-year preparations, plus additional guarantees worth
approximately USD 660 million. Direct related foreign investment is estimated at
USD 16 to 1.8 billion. The event is expected to create 180,000 nevs employment
opportunities, and the 12 million visitors would add USD 3.5 to 4 billion to Hungary's
tourism revenues.
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Legal aspects

Since the mid-1980s, the Hungarian government has progressively introduced legal
reforms designed to create a favourable climate for private enterprise. Central to this
is a simplified process for forming companies. The Companies Act, which was
amended in 1991, and the Act on Foreign Investment allow foreign investors to own
up to 100 percent of a Hungarian company. Establishing a foreign-owned company,
even one that is wholly owned, does not require prior approval from the Hungarian
government. Company formation is based on the principle of freedom of association,
L.e., any private individual or corporate entity may form a company or may join an
existing firm.

Guarantees for foreign investors

Profits earned by investors, their share of proceeds upon liquidation, and the
proportion due them from a reduction in a firm's capital can be repatriated freely in
the currency of the original investment.

Hungary has bilateral investment-protection agreements with most of the European
countries. An investment treaty with the United States is under negotiation.

Hungary is a member of the International Court for the Settlement of Investment
Disputes (ICSID). Guarantees against non-ccmmercial risks for specific projects can
be obtained from the Multilateral Investment Guarantee Agency of the World Bank,
of which Hungary is a mermnber.

Hungary is a signatory to the Paris Industrial Property and to the World Intellectual
Property Organisation Conventions. It has signed the Madrid International Agreement
on the Registration of Trademarks, and is a member of the Bern Copyright
Convention.

There are no national or other government-regulations applying especially to
franchising in Hungary. But we do not have a "Fair Franchise Bill" or a “Full
Disclosure Act" either. We have an Economic Competition Act which does not have
any direct effect on franchising.
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4. Methods/organizational forms preferred

Company-owned operation

Mister Minit

Direct franchise

Austrian franchisors

Master franchise agreement

Ceiling Doctor

Joint venture

Case 3: McDonald's Hungary

Parallel to its strong Western European development, in the middle of the 1980-s
McDonald's started mapping the Central European markets and made the required
preparatory steps to break into the market.

After a long series of negotiations in 1986 they signed a Joint Venture agreement
with the Babolna Agricultural Co-operative, for the establishment of the Babolna-
McDonald's Ltd. Construction of the first restaurant started, and was opened with
great success on the 30th April, 1988.

McDonald's when planning its market development strategy, planned establishing a
network of 50 restaurants in ten years, which means that § new restaurants will be
opened in the next few years.

In developing the Hungarian market a classical franchise market has been formed
where 80% of the shops will be working in the franchise system and only some,
strategically important restaurants shail remain in the company's hand, thus ensuring
training possibilities and certain amount of manager replacement.

-13-



Presently, in Hungary, 4 out of the 13 restaurants are operating in the franchise
system (Kispest, U)pcst Debrecen, Gyor) and until the end of 1993 a further 2 of the
existing restaurants will be changed to franchise operation. The new restaurants
opening in the future will almost all be in the franchise system, with the exception of

only a few.

The market development strategy described above could not be accomplished on the
long-term if an adequate supplier's network was not built and developed.

McDonald's creates its own supplier's network in every country and usuaily buys
most of the basic materials on the local market. This policy strengthens the "local"
characteristic of the company and makes it possible, through certain ccmparative
advantages to have a European integration in the circle of McDonald's suppliers.

Hungary's specific agricultural and production characteristics allow it to have
comparative advantages in the case of most of the raw materials and its potential
endowments are favourable on the supplier's market.

The presence of McDonald's and its demands have induced several technological
investments in Hungarian food industry which may have not been realised without
McDonald's requirements. Only to mention examples of soine of the investments:
- Babolna Meat Faciory
- FSV (Municipal Bakery) sandwich roll manufacturing automatic line
- Sticed cheese production, Pécs
- Application of "water knife" in the production of french fries in the Cooling
Factory of Miskolc,
- Aseptic packaging line in the East-Pest factory of the Budapest Milk
Industrial Company,
- Packaged ketchup production at BEKO

As a result of McDonald's requirements, the formation of local quality control
systems has started in several companies, which is ve y important from the point of
view of breaking into and keeping European markets.

Today a after a great amount of human, and material investment McDonald's
purchases 95% of the food products within Hungary and many of the food basic
materials go for export markets depending on the available volume.

- chicken breast an” " g fillets, in chicken products manufacture
- Big Mac bread 1

- Frozen french frics

- strawberry syrup

- tomato paste, ketchup

- fermented cucumber

In 1992 McDonald's bought out its JV partner and now is a 100% company-owned
foreign entity registered in Hungary
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5. Franchise suppliers in Hungary

A wide range of franchise suppliers is available in Hungary both in forms of
Hungarian and foreign firms. They cover the fields of legal, financial, marketing,
accounting, educational, executive search and other services. There are already
Hungarian franchise consultants as well.

Services of the Hungarian Franchise Association

The Hungarian Franchise Association is a relatively newly established society formed
in May, 1991 by a number of Hungarian organizations dealing with different aspects
of franchising. The aims of the HFA include

- establishing and supporting the franchise type of business itself in Hungary,
- facilitating its acceptance as a sound business opportunity,
- helping companies and individuals in finding appropriate franchise partners,
- introducing the European Code of Ethics for Franchising.

The HFA organizes seminars devoted to different facets of the franchise method
analysing specific problems due to the transition of the Hungarian economy like legal
adjustment, joint ventures and franchising, the role of franchising in the Hungarian
privatization etc. conferences and exhibitions.

The Association's objectives also include publishing introductory information on
franchising to help those interested to get acquainted and acting on behalf of this
emerging community in relation to governmental departments when and where
related legislation is formulated or needed.

President: Mr. Endre Fazekas, McDonald's Hungary Ltd

Special committees operating are as follows:
Ethical committee
Public relations committee
Legislative committee
Editorial boards of different publications/studies (e.g. statistical survey)

Consortium of Franchise Consultants

Members of the HFA providing frﬁnchise consulting services form temporary expert
groups for accomplishing projects for clients on behalf of the HFA.
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Meetings with Hungarian Businesses
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As of March 1, 1993, Philip F. Zeidman and Tamas Kovacs,

individually or together, have met to discuss franchising in Hungary

with the following individuals or companies:

Borsodi Elemiszer
CINTERN

CEDOK Travel and Hotel
IBUSZ

Co-NEXUS
DUNAHOLDING
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The press list used in connection with the work prior to the
meetings in Budapest is attached with the AlD-approved standard

press release used after the award of the grant.
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about the meetings scheduled in Budapest, were sent to the following
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VI. Egy amerikai vélemény a franchising és a privatizacié
kapcsolatarol

Nemzetkdzi rilitds alapjin a franchising egy nagyon igéretes technikdt kinal a
magyar allami villalatok privatizalasira. Miért?

A franchising az elosztis kiemelkedé fomajaként kap clisn?erést vilagszerte.

- Naisbitt, a Megatrendek cimi kényv szerzéje szerint "a franchising a
legsikeresebb marketing koncepcid, amit valaha is alkottak",

- a franchising folyamatosan jé statisztikai mutatokkal Jellemezhet§ a jo
idGszakokban és ezeket a mutatékat gazdasigi visszaesések periddusaiban
is tartja,

- a franchising a gazdasagi ndvekedés és a foglalkoztatds katalizdtoraként
ismert, )

- t0bb mint egy évtizeden keresztiil a harmadik, a szolgdltatd
szektorban t6bb munkahelyet teremtett az Egyesiilt Allamokbaa,
mint a nehézségekkel kiizdd termelsi szektor,

- egyedilalls  moddon  tovabbi iizleti iehetdségeket teremt,
megsokszorozva a vallalkozasi lehetSségeket, amint egy franchise
lanc fejladik,

- a viltozdsban 1évs és fejlods gazdasagok és ezen orszagokon belil a
potencidlis uj véllalkozd jelSlteknek a franchising a segitség olyan
rendszerszeri és széles korét kinalja, amely megnéveli a siker
valdsziniiségét,

- a kisvillalkozasok Osszességében a franhcise-ra vonatkozd siker
arany messze meghaladja az 4j, figgetlen villalkozasok
mikddtetSinek mutatait.

Sok magyar dllami vallalat struktiraja alkalmas arra, hogy a franchising révén
alakuljon at. Ez igaz a mdr privatizalt vallajtokra, azokra, amelyek jelenleg vannak
privatizdlas alatt és azokra is, amelyek esetében az allam meég megtartotta
feligyeletét. A franchising a magyar véllalkozéknak az tzlet gyakorl}éésénak
komplett modszerét kindlja, ami jelentdsen megnéveli a vallalkozak sikerlehetdségeit,
mind a n3vekvd magyar piaci versenyhelyzetban, mind pedig a magyar termékek
vilagpiaci msgjelenésében.

Ezekbol és  tovibbi okokbol adédéan a vilig orszagainak kormanyai
érdeklddéstkezdtek mutatni a franchising irdnt, mégpedig két szempontbdl: 1. mint
gazdasagi Osztfnz6 és 2. mintegy to.?hbi privatizicids eszkoz. Az Egyesiilt
Allamokban, ahol a franchising az egyik legnagyobb gazdasagi erd, a kormanyzat
kezdte felismerni, hogy a franchising egy eleme lehet azoknak a tamogatasoknak,
amelyeket a kélonbozd nemzetgazdasagok szamara kinal,



Franchising a piacgazdasigokban

Az a meggyGz0dés, hogy a franchising mint egy pozitiv gazdasdgi ers f ~gja szolglni
az atalakuloban lévG Magyarcerszagot, részben abbol a megrigyeiésbdl ered, hogy a
franchising milyen szerepet jitszik a fejlett piaci gazdasigokbhan, jollehet a
franchising még viszonylag kis mértékben ismert Magyarorszigon.

Vegyuk figyelembe az Egyesuit Allamokat, ahol mindez kezdodote. (Néhdny itt is
Felsorolt adat a tanulmany eidz3 részeiben is szerepelt.)

A franchising az 6sszes amzrikai kiskereskedelmi forgalom tobb mint 35%-4t
képviseli,

A Nemzetkdzi Franchise Szvetség becslése szerint 1992-ben a franchise
eladdsok értéke elérte a 812 milliard dollart.

Mint tulajdonos, vagy mint alkalmazott, t5bb mint 7 mullié amerikai dolgozik a
franchise Gzletigban, a - becslések szerint - 542,000 rendszergazda, illetve
atvevd altal miikodtetett egységben. (Arthur Andersen & Co)

Ami talin a legfontosabb magyar szempontbol, 1991-ben, egy gyenge
gazdasagi periddusban a franchise lincok 18.000 uj tzleti lehetdséget
teremtettek. Ez a szam 1992-ben varhatdan eléri a 20.000-t.

A jelenlegi szimoknal még meggy5z6bbek a~ altalinos trendek. 1970 és 1990 kozétt a
franchise egységek G6ssz-szama kozel egyharmaddal ngvekedett az Egyesiilt
Allamokban. Ezen til a jelenlegi eldrejelzések azt mutatjik, hogy az Osszes
kiskereskedelmi forgalomnak a fele franchise egységeken keresztiil realizdlédik majd

ennek az évtizednek a végére,

Egy madsik példat, Japant véve, azt talaljuk, hogy ott 660 kiilonbézs vallalat érdekelt a
franchise-ban. 1990-ben eczek a franchise rendszergazdak 136.650 egységet
miikodtettek, kozelitsleg 62 milliard dollar forgalomma!. Kozelebb haladva
féldrajzilag Magyarorszighoz, az éves franchise eladisok a 12 Eurdpai Kozosséghez
tartozo orszagban 49 milliard dollarra becsiilheték.

A Jov6 szempontjdbdl talan ugyanilyen fontos, hogy a franchise névekvo tendenciit
mutat szdzalékos aranyait tekintve a fejl3dé orszagokban is: Afrikaban, Azsidban és
Dél-Amerikaban. Gyakran egy félgyorsult nvekedést figyelhetink meg a franchise
uzletdgban, kiilondsen olyan orszigok esetében, amelyek sikeresen valositottak meg
kil6nbéz6 reformokat, mint pl. Mexiké tette az elmult jd8szakban.

A franchising és a villalkozéi siker

Annak ellenére, hogy Magyarorszig és mas orszagok a régidban figyelemre mélto
eredményeket értek el, ezel: a hagyomanyos gazdasigok még megkiildnbdztets
Jegyeket mutatnak abban, hogy itt hidnyzik a gyakorlott véllalkozoi osztaly. 1990-ben



Magyarorszigon pl. a gazdasig a maganvillalkozoi szektora kb, 15%-ot tett ki, Kevés
villalkozo rendelkezik tapasztalatokkal a vallalkozasok vitelsben

Egy multinaciondlis villalat jalentette tapasztalatit azt kovetden, hogy hatalmas
tokebefektetéseket hajtott végre egy masik Kelet-eurdpai orszagban. Ez azt mutatta,
hogy nagyon igénylik a tréningeket, ezért a valilalat sorra tartorta a magasszinti
szemindriumokat, amelyek kapcsdn rengeteg munkast is tanitottak. A kérdések
azonban ezeknek a kurzusoknak a végén azt mutattak, hogy az oktatottak nem tudtik
megragadni a piac alapvetd koncepciojat, A problémadk pontosan ebben az alapvets
kérdésben rejlenek. Viligos, hogy igen sok tennivaldé maradt még.

Ezen okbol adddéan a tajékozott megfigyelsk folyamatosan hangoztatjik a franchise-
olt rendszerekben valo részvétel eldnyeit. Az Egyesiilt Allamokban, ahol az Egyesilt
Allamok Kisvallalkozoi Ugynokségének becslése szerint az uj villalkozdsoknuk kb.
65%-a megbukik az elsd 6t éven beliil. ugyanez az arany sokkal alacsonyabb a
franchise tipusd villalkozisok esetében és 1-6 %-0s értéket murat. Annak révén, hogy
a tulélés és siker ardnya névekedjen a kisvéllalkozasokban, a franchising korlatozhatja
a normalis mitk6déstdl vald eltérést azoknal a maganvallalkozdknal, akik szembe kell
nézzenek a vallalkozds tdnkremenetelével. Szélesebben értelmezve a franchising
elosegitheti azt a kézds célt, amelyet a Kozép- ¢s Kelet-eurdpai orszagok kitiiztek,
nevezetesen, hogy eldsegitsék egy villalkozoi kdzéposztily  kifejlsdésének,
kialakuldsinak meggyorsitasat.

Hogy hasznilhaté a franchising a privatizacids folyamatban?

A nyugati megfigyeld nemcsak annak hatasa alatt van, hogy a franchise fejlesztési
igénye megjelent ezekben az dtalakuldban lévé Ko2€p- és Kelet-eurdpai orszigokban,
hanem hogy itt unikalis, egyedi olyan lehetdségek kindlkoznak, amelyek kinaljak a
folallitott célok elérését a privatizacios osszefliggésekben.

Ahhoz, hogy ezt megérthessiik, érdemes hivatkozni egy pillanatra egy speciilis,
jellegzetességére ezeknek az atmeneti allapotban 1évé gazdasigoknak. Ellentétben
azzal a helyzettel, amely meghatirozza a legtobb klasszikus fejléds orszag helyzetét,
a kiskereskedelmi aruértékesités és a szolgaltatasok Magyarorszigon példaul nem
uraltak kizardlagosan kis és fliggetlen vallalkozok altal. Inkabb egy jellegzetes része a
kiskereskedelemnek nagyobb allami vallalatok altal bonyolitott, amely sok kiilénbozs
helyen miik6ds egységben realizalddik.

Ezek az allami villalatok strukturalis hasonlésdgot mutatnak az iizletek, éttermek,
tzleti szolgaltatdsok és széllodak olyan hildzatahoz, amelyek egy franchise rendszert
is alkotnak. A hasonldésig természetesen felszinesen Jelentkezik, hiszen az egyes
egységek az dllami vallalatnil nem magantulajdonban vannak és tevékenységiik sincs
olvan hatékony modon koordindlva, illetve JoveaelmezGségiik sem oly magas, mint a
legtdbb franchise rendszer esetében. Ugyanakkor ezek a haldzatok elérik az alapveto
célt abban, hogy kielégitik az elosztasi mechanizmus kovetelményeit és megjelennek
az aruk, illetve szolgaltatisok gyakran ugyanazon kéz8s név alatt. Még tovabba egy
kdzponti tekintély (altaliban a vallalat kézpontja) bizonyos szolgaltatasokat is kindl a
rendszer egészére, mint sikertényezét, mint pl. a termékfejlesztést, a tomeges
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arubeszerzést, vagy éppen a marketinget. Ezek a szolgdltatisok hasonléak azokhoz,
amelyeket egy franchise rendszergazda kindl, nyijt az & kilénbozé franchise
dtvevoinek.

Az allami vallalatok struktirdlis hasonlésiga a franchise rendszerekhez, egy olyan
lehetoséget kinal az alkalmazishoz, ami a franchise révén torténs privatizicioban
realizilodik. Legalabb hirom olyan mod ismert, amelyen keresztiil ez a modell
alkalmazhaté:

Avertikalisan integrdlt vallalat.

Egy vertikdlisan integrélt vallalatban mind a gyarts, mind pedig az elosztd szervezet
ugyanazon egyetlen villalat keretében mikddik. Pl egy vertikdlisan integralt
cipbgyar esetében a kiskereskedelmi egységek haldzata szolgalja ki a piacot a termelt
cipékkel. Egy ilyen véllalat privatiziciéjanak hagyomanyos stratégidja azt jelenti,
hogy a vallalatot, mint egy egészet adjik el egy kilfoldi es/vagy belfoldi
befektetdnek, részvényeket bocsatanak ki, illetve a vallalat tulajdonjogat atadjik az
alkalmazottaknak.

Megjegyzends azonban, hogy a hagyominyos stratégiak, amelyeket az eldzdekben
ismertettiink, egyike sem tartalmazza a villalat atstrutardlasat, illetve
hatékonysdganak javitisat. Még tovabba, amikor a vallalat tulajdonjoga atkeril a
maginszektorhoz, nem lesz nagyobb szimi fiiggetlen vallalkozo a folyamat végén.

Ezzel szembeillitva, a vallalat gyartd és az elosztd funkcioi szétvalaszthatok. Ebben
az esetben a markanévhez tartozé hdldzat, franchise-olt cipbiizletek hozhatok létre.
Ezen forgatokdnyv szerint az eréforrdsok és energiak, amelyek a gyartasra figyelnek,
megmaradhatnak az elGallitisi folyamat szintjén, mialatt figgetlen vallalkozok
értékesithetik a termékeket, de hatékonyabb modon.

A horizontdlisan integralt vallalat

Egy horizontélisan integralt vallalatnil tobb értékesits egység adja el a termékeket
vagy kinalja a szolgdltatasokat, amelyek nem egy es azonos forrasbdl kapjik az
cllatast. Példaképpen emlithetdk ilyen horizontilisan integralt vallalatra a szillodai
lancok.

Az dllami tulajdonban 1évé szillodai ldnc privatizalhatd egy konvencionalis, fentebb
emlitett stratégia alkalmazasa révén. Rendkiviil nehéz azonban eladni egy egész
szallodal lincot, vagy még a szdllodai ldncnak egy részét is. Igen jelentos toke lenne
szitkséges. Egy lincon beliil, ezen tulmenéen az egyes szallodak mingsége is valdszinii
igen széles savon viltozik.

Vegyiik figyelembe az el5z6t6l eltérs modon a privatizacio megvaslositasat, franchise
révén. Kifejlesztve és erSsitve a rendszert (valdszinii egy uj kereskedelmi név alatt)
egy 4j tulajdonos menedzser (franchise atvevd) kénnyebben lenne taldlhato a
szilloddk miikédtetésére. Ezek a franchise dtvevik olyan elonydket élvezhetnének,
amelyeket a teljesen fiiggetlen szalloddk tulajdonosai nem kaphatninak meg, mint pl.

IS



kéz6s marketing, részvétel egy teljes lincra kidolgozott helyfoglalasi rendszerben és
mas, a nagysagbol eredd elonyoket.

Privatizdcio és a konverzigs Sfranchising

Az elSprivatizaciés programban sok kis kiskereskedelmi egység kertiilt levalasztasra
az dllami vallalatokrol, amelyek részei voltak ennek és egyenként keriiltek drverésre.
Sok esetben az ilyen tipusu privatizacid kévetkezménye negativ eredményeket hozott
mind a l:vetkSztetett dllami véllalat, mind pedig az uj iizlettulajdonos szdmara. A
vallalat :losztasi hilézata csonkava valt. Ugyanakkor az djonnan fiiggetlenne valt
dzletek el kell hogy ldssik sajat magukat mindenféle timogaté forras nélkiil.

Az ilyen dilemma egyik lehetséges megoldisa megtaldlni azokat az djonnan
figgetlenné vilt egységeket, amelyek alkalmasak lehetnek franchise atvevének és
ujraalkotni az elosztasi halézatot. Ha ez megfelelden tervezett, egy ilyen franchise
rendszer cllithatja a résztvevd vallalkozdkat a szolgdltatisok széles korével,
amelyeket tipikusan egy franchise rendszergazda kinalhat. A rendszer, a
rendszergazdik és az uj franchise atvevik elonydket élveznek.

Ezek a példak illusztraljik némiképpen azokat a mddokat, amelyeken keresztiil a
franchising segitheti a privatizaciot. Olyan orszigokban, mint Brazilia és az Egyesiilt
Kirdlysig, ezeket a koncepcidkat tanulmanyoztik és megvaldsitottik. Pl. mindkét
orszigban a franchising-ot alkalmazzik a postahivatalok privatizacidjaban.
Brazilidban emellett a franchising lehetdségei az dllamilag miikodtetett villamosipari
szolgéltatdsok esetében is tanulményozas tirgyét képezi.

Nemzetkozi timogatis a franchising fejlesztéséhez

A franchising, az utobbi idében novekvs gazdasdgi fontossiga miatt, valamint azért,
mert Kkilonleges modon tud hozzdjarulni a gazdasigok fejlodéséhez, nemzetkdzi
érdekl8dés targyiva valt. Ezért az Egyesilt Nemzetek szakositott szervezetei, a
Szellemi Tulajdon Viligszervezete (WIPO), a Nemzetkézi Munkaiigyi Szervezet
(ILO), az UNIDROIT (rémai székhelyii nemzetkézi szervezet, amely ~ jog fejlodését
segiti eld kulobdzd modellek és egységesitett torvények révén) valamint tovibbi
hasonlé dgyndkségek energidjukat olyan jogi kérdések megolddsira koncentraljak,
mint pl. megfeleld nemzetkozi jogi kérnyezet biztositasa a franchise szamdra.
Kildndsen érdekes, hogy a Vilagoank is jelezte, hogy ez a teriilet fontos lehet a
vilagbanki programokban is, annak ¢rdekében, hogy feljavitsa a jogi infrastrukturat
Magyarorszagon.

Az Eurépai Gazdasigi Egyittmiikodési és Fejlesztési Szervezet (OECD) ugyancsak
torekszik a franchising eldsegitésére K&zép- és Kelet-Eurdpaban annak révén, hogy
programot inditott egyittmiikodési kGzpontjiban, amely az europal gazdasagok
dtalakuldsaval foglalkozik. A program tervezi a franchising technika népszeriisitését
abban a régidban, ahol a franchising ismerete egyenlére korlitozott

Az Egyesiilt Allamok korminya elkételezte magit a franchising-nak és egy olyan
eszkézt alakitott i, amely mind a hazai, mind a nemzetkozi gazdasig fejlodését
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segiti. A hazai gazdasigot tekintve, az Egyesilt Allamok Kisvallalkozoi Ugyndkségc
kinal olyan indulishoz felhasznilhato pénzigyi segitséget, amely franchise
vallalkozdsokat bocsathat utjara, ideértve azt a legtrissebben kdzzéten programot,
amelyik haborus veterdnck franchise révén torténd megsegitését célozza.

Nemzetkozi vonatkozasban az Egyesiilt Allainok Nemzetkozi Fejlesztési Ugynoksége
(AID) vezetd szerepet vallalt a franchising fejlesztésének eldsegitésében a fejlods
orszigokban. Ujabban egy 20 millis dolldros garanciaalapot hozott létre, amelyer
kifejezetten a helyl rranchise tzletek villalkozéinak finanszirozisahoz bocsit
rendelkezésre az Egyesitlt Allamokban miikdds franchise rendszergazdak szimara. A
program, amely igénybe vehetd Magyarorszdgon is, az Egyesiilt Allamok o garancidjat
kindlja a kolesénok $0%-dig, amelyet helyi (pl. magyar) bankok bocsatanak helyi
véllalkozcek, franchise dtvevo rendelkezésére. Ezen programon belil egy projekt mdr
jovahagyasra kertlt Magyarorszagon.

Hasonloképpen a Magyar-Amerikai Vallalkozdsi Alap kinal pénzigyi timogatdst
tébb franchise projektben, az egyik pl. egy szamitdgépes bolthalézatot alakit at
franchise rendszerré, a misik egy szdraz tisztitassal foglalkozo franchise inditasat
segitette. Hasonldan az Eurdpai Ujjaépitasi és Fejlesztési Bank nemrégiben kézolte,
hogy kozremiikddik a Burger King magyar rendszeratvevdjének, a Fusion Rt-nek a
tamogatdsaban.

Ujabban a US AID egy egyediildllo programot timagat az EastEuropeLaw révén,
amely programnak két pirhuzamos célja van:
- a franchising alapszintjének megértését megteremteni Magyarorszigon, és
- a magyar piac ismertségi szintjének novelését elérni az Egyesilt
Allamokban,  valamint kezdeményezni  az  amerikai  franchise
rendszergazdak ¢és a joévenddbeli magyar mesterlicenc tulajdonosok ill,
franchise dtvevck kozotti kapesolat felvételét.

Ennek a programnak az egyik eleme két egymast kovetd talalkozo Budapesten, 1993.
Janudr 26-27-n. Az egyik rendezvény azt mutatja be, hogy a franchising hogy jelent
meg az Uj magyar piacon, a masik az étkeztetésre és az élelmiszer-szolgaltatasokra
koncentrdl. A taldlkozokat vitailések kisérik az Allami Vagyonugynokséggel és a
késabbiekben tovabbi taldlkozckra, valamint bemutatkozdsokra keriil sor az Egyesiilt

Allamokban.
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US Opposes a Carbon Tax—
But For How Long?

Atlast June's Earth Summut in Rio, the governments of
the developing countries cailed for taxes on carbon
dioxide emissions worldwide. Japan favors the idea but
says it won't institute such a ievy without the agreement
of the EC and the US. The EC Commission has pro-
posed a controversial carbon tax. (BI '92 p. 79), which
must now go through the Community’s torruous legis-
lative process. The US is officially opposad to a carbon
charge, but the govemnment nonetheless is exarining
the notion in considerable aztail. In August, for ex-
ample. the Environmental Protection Agency (EPA)
issued thres analytical studies prepared by staff mem-
bers and outside experts that support the concept—but
with certain conditions.

Momentum for a CO, tax appears to be building in
the US. At the Rio suramit, 48 CEOs of the Business
Council on Sustainable Development endorzed the pro-

{Continued on p. 302)
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Early Bird Franchisors Try

East European Markets

The sluggish US economy, market saturation and fierce
compxtition have siowed the double-digit annual growth
rates many large and midsize US franchisors have comz
to expect in their domestic market. For these reasons,
franchisors—like other US corporations before them—
are casting their eyes abroad for brighter expansion pros-
pects. Frequently these days their gaze is settling on the
virtually untapped markets of Eas:ein Eurcpe—par-
ticularly Hungary, Poland and the Czech Republic.

Although US franchising has neaily 50 years of his-
tory, the concepx is new to much: of the rest of the world.
Itis an especially dificult one for Eastern Europeans to
grasp, says Philip Zeidman, an attomey with the Wash-
ington, D.C. firm of Brownsizsin, Zeidman ard Lore, who
specializes in franchise law. The reason, he says, is that
the service element has been aimost totaily absent from
their business dealings: “It's heen purely a mager of
whether the product is on the shelf or no.™

Zeidman is 2 principal in East Europe Law, an
association of independent law firms based in Buda-
pest. which has been asked by the governments of
several East European nations to organize and deliver
programs on franchising.

Some common threads

Franchising can work exceedingly well in countries
that are privatizing state-owned enterprises, says Zeid-
man. Many of these enterprises, when owned by the
state, were sauctured and managed in a way that isn't
so different from a franchise system. For example,
numerous hotel chains, tourism companies and dis-
tribution facilities were (and many still are) centrally
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managed by state administrators. Some use a common name
for multiple ouclets and operate similarly.

Instead of divesung centralized businesses like these out-
rnght—and inviting the usual complaint of selling too cheap-
ly—Zeidmas advocates selling individual enuties (stores,
hotels and the like) as franchises. Each could be sold to its
current employees or managers and would exist as an autono-
mous unit within a network.

Although Hungary, Poland and the Czech Republic have
highly literate and educated. wark forces. capable entrepreneurs
are scarce. Zeidman notes that the smalil number of people
expenenced in runping a busincss—pam’cu‘aﬂy with P&L
ccountability—couid hamper many companies seeking op-
portunities in Eastern Europe. But this isn’t the case for
franchis>rs. Franchising, he says, can help operators of new
businesses cope with the lack'ofemrcprcncun'al experience
because, in effect. it provides traim'ng for budding managers.
[t ransfers all the knowledge and systems franchise operators
need to succeed. complete with “hand-holding" and en-
couragement throurhout the venture.

Obstacles to success

The major hurdles companies have 10 overcome to cstab-
lish franchises in Eastern Europe, according 1o Zzidman, are
the following:

* Finding en appropriate partner. This may be the most
critical—and the most difficult—uask. The communist system
discouraged personal qualities essential to making a franchise
work. “Finding an approprisie parmer with capital is even
harder.” Zeidman points out. This shortcoming explains the
widespread use of a joint venture structure for franchises (as
opposed to direct franchises granted to independent owners),
which involves the franchisor’s financial participation.

* Working with the present distribution system. Zrid-
man believes distribution isn't as severe a problem us many
people think and inefficiencies wiil ultimately be corre. ted.
"“We're really talking about a ‘primitive’ system, not a his-
toricaily protective ope such as Japan has."”

* Securing clear title to real estate, It is important that
property rights are ensured, especially when foreign fran-
chisors finance or provide security for purchases or leases.
For many investors the key question is, “How do I know that
the person I'm buying the property from really owns 17"
Zeidman says that in many East Europezn countries inves-
tors are already able to obtain clear title to property—or they
soon will be as deadlines pass for other claims to be asserted
(B1°91 p. 261). In addition, laws are being passed permitting
foreign ownership of property.

* Converting currency and repatriating profits. These
obs:acles to investment are likely to impede foreign fran-
chisors in the near term as countries make varying degrees of
progress in removing them. In the meantime, franchisors
should examiae each country individually and, if possible,
consider countertrade arrangements. However, some com-
panies. such as McDonald's, are looking only at new loca-
tions where they can sell for hard currency.

BUSINESS INTERNATIONAL

* Guarding iatellectus] property (IP). Protecting trade-
marks, trade names, copyrights, patents and know-how is
crucial to a franchise system. A the countries in Eastern
Europe are sigratories to the main international [P agree-
ments, but they don’t have well-established systems for
enforcing [P rights, inciuding judicial remedies for infringe-
ment. Thus, at this point no one really knows what will
happen when infringement cases reach the courts.

* Financing the operation. Lack of capital is one of the
most serious problems foreign investors face, Borrowing
from local banks and other institutions jsn't practical, as
local interest rates are in the 30-40% range. Zeidman sug-
gests, however, that individuals Possess a considerabls amount
of “martress money,” which coujd become available for
attractive investments.

The overall situation will cemainly improve as more and
more commercial banks from such Countries as Genwany and
the Netherlands begin to establish beachheads in Eastern
Europe. Arnother recent development is the Tarticipation of
various organizations in the financing of franchise opera-
tions. These include the European Bank for Reconstruction
and Development, as well as such entities s the Hungarian-
American Enterprise Fund (established by the Hungarian
Congress specifically to make loans to small businesses in
Hungary) and similar organizatioas in Poland and the Czech
Republic. Moreover, the US Agency for International Deveiop-
ment recently awarded a grant to East Europe Law to aid
franchising development in Hungary.

Attractive prospects

Of all the former eastern bloc countries, Hungary is cur-
rently the most attractive for foreign franchisors. The Czech
Republic is probably next in line for consideration, followed
by Poland. In these countries, “‘franchisors who will benefit
are those who get in early,” says Zeidman. The Slovak
Republic, the Baltic countries and the other republics of the
former USSR are deemed nisky for franchise investment at
present.

Severai major franchisors are already established in Hun-
gary; some have been there for many years. Inter-Continental
Hotels has had a franchise arrangement for the operation of
the Hotel Duna Inter-Continenta] in Budapest sicce 1972,
Two othes hotel chains—Hyatt Internatiouai and France’s
Accor—also grant franchise rights in H:ngary. In the restau-
rant field, one of the first new fracchises 1o enter the market
was McDorald's; others that have entered, or will do so
shortly, are Pizza Hut, Baskin-Robbins, Dunkin’ Donuts and
Burger King.

Product franchise systems most likely to succeed in the
region are in the foed and clothing sectors, where pent-up
demand is overwhelming. The need for services is growing
as well. Zeidman sees the best immediate opporiunities in
business service franchises, such as those that print business
cards and stationery, set up and service computer systems,
and provide accounting and consuiting services.

~Mary E. Tormzack

SEPTEMBER 21. 1992



FRANCHISING

FRANCHISING

Franchising in Hungary

Phitip F Zeidman, Michael Avner and Stephen P Petri
Brownstain Zeidman ang Lore. Washington, DC; East Europe Law L1g,

8udapest

Introduction

For franchisers considenng international expansion, Hun.
gary presents 2 new market which charactensed by a
growing demand for Western goods and serices, Hunga-
rv's proximity both 1o the EC countnes and to former
East Bloc countnes. as well as the entrepreneunal spant
of is peopte. make 1t an attracuve country for franchising.

Of all the former East Bloc countnes, Hungarv g cyr-
rently the most attracuve countrv for foreign investment.
It is reported that foreign investment in Hungarv since
1989 totailed 32 billion, which is more than was invested
in any other former East Bloc countrv. The passage of
basic commercial laws. poliucal stabilitv and a sound
business environmers.are kev factors which have enabled
Hungarv to auract foreign investment.

Existing franchise operations

A number of major franchisors alreadv have establisheg
businesses in Hungary. Inter-Continental hotels have had
a franchise arrangement for the operation of the Hotel
Duna Inter-Contnental in Budapest since the hotel's
opening in 1972 Other kotel chains which have granted
franchise nghts to local hotels 1n Hungarv include Hvag
Intemanonal ithe Atnum Hvatt, which was opened 1t
1982) wad Accor Group, the French hotel and catenng
group (Novote! Budape).

One of the first of the new entranu to the Hunganan
market was McDonald's, which s planning a major
expansion throughout Eastern Europe. McDonald's has
opened four restaurants in Hungary ~- three in Budapest
and one in Gvor — and plans to open nine more 1n the
next two vean. McDonaid's made 1ts 1ninal entrv into
Hungary through a 50-50 Joint venture with the farm
cooperative Babolna, which operates the restauranu.
McDonald's has begun tc offer franchises for stores in
Hungary, and has reportedly had hundreds of enquiries
from prospective franchivees. McDonald's has recently
sold 490 million forints (35.3 million) worth of bonds in
Hungary 10 raise money to expand is Hungarian oper-
atioms. It was the fint time since before World War |]
that a foreign company raised capital within Hungary.

Fusiot [uvestmenu Company Lid, a Hunganan com-
pany, has recently opened the world's largest Burger King
in Budapest. The three-storey, 375.seat restaurant has
the capacity to serve 15,000 customers per day. The
restaurant offens a unique atmosphere, including music
video broadcasts and enteriainment programma for chil-
dren. Fwicn lovatmena plans o open additional Burger
King restaurana throughout Hungary during the next

several vears. Other restaurant or food senice chans that
have entered Hungar:, or shortly will, include Pizza Hu,
Baskin-Robbins and Dunkin’ Donuws. Dairy Queen has
alreadv opened 113 first store 1n Hungarv.

Microage. an intemauonai computer and software
dutnbutor, has recentv granted exclusive franchise nghu
n Hungary 1o Duna Elecktronika, a US -Hunganan joint
venture. It was reported tnat under the franchuse
agreement Duna  Elektronika 13 required to open
approximatelv 20 MicroAge stores throughout Hungarv.
The Hunganan-Amencan Enterpnse Fund has made 2
3500.000 equity investment 1n Duna Elektronika.

AlphaGraphia. Inc, a US franchuisor invoived 1n the
quick pnnang business with approximatetv 30 franchised
iores operaung overseas ‘including two 1n the former;
Soviet Union), 15 in the process of finalising a2 master
franchise arrangement with the Hunganan companv
Consultrade Lid. Consultrade 1 acquinng the franchue
nghu for all of Hungarv The US Agency for [nter-
nanonal Development | USAID) recendy announced that
AlphaGraphics 1s the firgt recipient in the Agency's new
loan guarintee programme for IS franchise operauons
o emermng economies. AlphaGraphics was awarded an
$8 mullion loan guarantee facility.

In addition to the well-known Western franchisors
entenng the Hunganan market, indigenous franchisors
are also beqinning 1o pnng up. For example, City Gnil,
a iocal ‘fast food” restaurant chain, s apparendy in the
process of seiling franchuses to local investors, Intellrobor,
a prvate Huaganan company that IMports computers
and electronics from Taiwan, has received over 300 appli-
canons for franchises. mainly from pnvate shop owners.

The Hunganan government has expressed an interest
in the applicability of franchising for pnvansauon and
restructunag of certain state-owned enterpnses. The
State Propertv Agency has suggested, in its bid proposal
matenals relating to the pnvausauon of the Dannubius
ard Pannomia hotel chains, that prospecuve purchasers
may wish to consider franchise methods in restructuning
these concerns.

In light of the interest in franchising among foreign
franchison, the Hunganan government and local business
people, it is useful to focus attention on the legal aspecs
of franchising in Hungary. At present, litde information
exists that directly addresses the legal envircnment for
franchisors in Hungary, and this zrticle is intended to fill
this void.

Franchise legislation

To date, Hungary has not adopted specific irgislation
affecting franchising, and such legisladon is apparenty
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not pending. In Hungary, as in most countnes, the legal
environment for franchising aepends not on the existence
of discrete franchise leguslation. which 1s usuallv unnecess-
arv, bu: rather on the application of the commercial laws
and regulations which are appircable to the parucular
franchising arrangement.

Governmental approvals and
registration

The approval of the Hunganan government s not
required for purposes of qiving edfect 1o a franchise agree-
ment, as there 15 no requirement under Hungaman law
for governmental approval pnor to the execution of a
franchise agreement. However. a franchusee operating
under a foreign franchise svsiem s required tc reqister
with the Hunganan Nauonaj Bank and penodicallv 1o
report to that Bank and to the commercaial bank which
will affect the transfer of pavments 1o the foreign
franchisor pursuant 10 the Foreign Trade iLaw.

Everv franchise transacuon wiil generally require a
number of other requstrauons, permits and approvals
before it can become Operaave, including requirements
for zoning permuts, health requistrauons, business permits,
and the like.

Joint ventures

To date, most Western franchisors eritering Hungarv have
opted to enter into joint venture arrangments in which
the franchisor operates the franchise together with a local
partner, through a joint venture company. According to
the Hunganan Foreign Investmen: Act of 1988, as
amended, no government permit is required for paruci-
pauon in jount ventures or jor the establishment of a
wholly foreign-owned enterpnse. However, all companies
are subject to the provisions of the Business Societes,
Associations, Companies and Ventures Law of 1988,
which requires that the Coun of Regutrauon be noufied
of the founding of a company within 30 davs.nf its found.
ing, and that certain informanon concerming the com-
pany, including i1ts Articles of Associauon, be regitered.
It should be noted that the registranon process with the
Court of Registration can take a few months because the
Court is overburdened, and thar the Court does occasion-
ally require modification of the registraton on the
grounds that the relevant submissions fail to sausfy it
formal requirements.

Currency conversion and
repatriation

In order ior 2 franchise 15 make payments in convertible
currency 1o a foreign franchisor, the franchisee must be
registered with the Hungarian Nationa) Bank punuant
to the Forcign Trade Law. Under that Law, only regis-
tered companies have the right to engage in foreign trade,
including the conclusion of converuble currency trans.
acdons. The regirtration is a relatively straightforward
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procedure. Contracts which require converuble currency
rovalty pavments 1o the foreign franchisor also require
3pproval bv the Hunganan Nauonal Bank, which 1o tum
dpproves the pavment of rovaites in converuble currency
by the relevant commercial bank.

The official €xchange rate hasin the past been as much
a5 50 per cent less than the black-marker raze. However,
the Hunganan Fonnt has been progressiveiv devalued by
the government, such that the difference berween the
official rate and the black-market rate 13 no longer ug-
mificant. The most recent press reports of government
policy suggest the Hunganan government plans to intro-
duce full converubilty of the Fonnt in Jate 1992 or eariv
1992,

Hurngarv has permitted the full repatnauon of profits
under the Foreign Investment Act. Secuon 32 of the Act
allows the repatnauon of a foreigner's share of profits in
3 company in the currency of the Investment, even when
€armings are entirelv in local currency. Moreover, the
statute alio allows repatnation 1n converuble currency of
the proceeds of a sale of the foreigner's interest ag well as
of the foreigner's proceeds upon liquidaton.

Protection of intellectual pProperty

(a) Trademarks

Trademarks in Hungary are regulated bv Law No § of
1969 and Decree No 2 of 1970 The Law applies 10 both
g0ods and services, and collective marks are alio aval-
able The Law specifies that regutrable marks may
include ot only words and figures, but also combinauons
of colours, a two- or three-dimensional dewice, as well a
audio or visual signs. A mark is not requtrable if it is
liable to creare confusion, its use would be contrary to
law or sociallv accepted moral rules, 1t infringes individual
nghts of third parties, or 13 either idenucal or confusingly
sinular to a mark that is held by a third panty and is well
known in Hungary (even though it mav not necessanly
be regustered in Hungary). Applicanons for regutranon
of trademarks are made 10 the National Office of
Invenions and musi include a simple powsr of attorney.
Absent the raising of an objection, 1t takes the Office
approximately one vear to reqister a trademark, which is
then published in the Official Gazette of Patents and
Trademarks. Adverse decisions may be appealed to the
Capiral City Couyrt in Budapest within 30 dayy after the
adve:se decision and, ultimately 1o the Supreme Count.
The regutrarion penod is effective for a ten-year period,
and ten-year extension penods are available.

Hunginan rademark law does oot provide for regis-
tered user agreemens. However, once a trademark is
registered, the franchisee can request the National Office
of Inventions to list the franchisee as a licensee an the
Trademark Registry.

Hungary is a member of the Paris Conventioa, which
ensures that foreign applicant from signatory countries
for rrademark regutration receive the same treatment as
domestic applicana. Such foreign applicants must daim
prionity on fling, by submitting a certified copy of regis-
tration in the hom.e country within three months of the

o
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1b) Copyrights

The subject of copvnght 1s regulated mainiv bv Law
No I of 1969 ‘the Copvnght Act: and by implementing
decrees. In addition to the standard copvnght protecuon,
computer software 1s aiso protected under copvnght.

Hungarv 1s 2 member of the Bern Convenuon. which
provides that the copvnghts of foreigners domiciled
10 member states are protected 1n Hungary without
formalities such as filing or special nouces.

{(c) Trade Names

Trade names cannot be requstered 1n Hungarv. Trade
names are, however. protected under secuon 77 of the
Civil Code, which prohibits the llegal use of anocher per-
son’s name or a name umilar 1o that of another penson.
In addinon, requtraucn of a company with the Court of
Requtration affords that tompanv certain protection for
18 corporate name, as the Court will not reguster another
company engaging in similar acavity under such name.

The Civil Code also contains additional provisions
protecung intellectual property generallv, especially at
sections 86 and 87,

Cempetition

-
The Hunganan Compention Law of 1990, w-hich came
into effect on | Januarv 1991, follows EC compeution
law models. The Law inciudes chapiers on the prohibiuon
of unfair compeaton, deceving consumers. cartel regu-
lzdon, prohibidon of pnce-fiing and acuons likely to
resnct compeuuon, economic supenontv and market
gormunance, and merger control. The law i3 adminustered
by the Office of Economic Compeution. As the law 1
relagvely new, its impact in general and on franchising
in parucular is as yet unclear.

Section 2 of the Law provides protecuon for business
secress. Speaifically, 1t 15 prohibited to obrain or use a
business secret 1n an unfair manner or o reveal it to
others or to make it public uniawfully. This provision
may provide a clear and independent basis, bevond the
terms of a contract, for dealing with misuse by a franchisee
of propnetarv informanon obtained from rhe franchisor.

Secuon I of the Law prohibies decepuon of consumens
n the interest oi improving the marketability of goods.
The section parucularly qualifies as deception of con-
sumens if the goods — as regards their unlisation of othe;
cucnual featurss, onigin, place of ongin, source or mode
of acquisition — are equipped with labels apt to decewve
consumers. Whilc the subject of trade names it not
specifically addressed, these provisions could be deemed
a basis for trade name protection. It should be noted that
section 77 of the Civil Code specifically provides trade
name protection (see above).

Section 14(3) of the Law stipulates that it is prohibited
to fix resale prices in a contract if this could result in
limiting or excluding economic compeution, with certain
exceptions specified in sections 15 10 17 of the Law. The
excepgons include an arrangement where the contracting
partias’ joint share of the relevant market for the relevant
product does not exceed 10 per cent, where the restriction
or exclusion of economic competition does not exceed the
measure necesary for atuining economically justified

common goals and the concomitant advantages are
greater than the concomitant disadvantages.

Under secoon 18 of the Law. parues mav, pnor to
concluding an agreement. seek a binding opinion of the
Office of Economic Compeution as 10 1ts qualificauon for
4n exempuon under the Law Otherwise, the burden of
proof that an otherwise resincuve agreement 1s not 1
violauon of the Law re is with the party reiving on the
exemptions.

The Compe ation Law prohibits the abuse of economuc
supenonry, inciuding a prohibiuon on setung unjusuhed,
one-yided advantages which amouns to a considerable
difference in value betwesn the sernce and counter-
service as supulated 1n the contract. To establish an
unjwstified and one-sided advantage, the condiaons under
which the contract was concluded are 10 be examined

Real estate issues

The Hunganan state and local governments. enterpnses.
cooperanves, and individuals are among those who enjov
legal interasts 1n Hunganan real propertv. Moreover,
there frequently anse compeung interess in the same
Property, ownership versus ‘user nghu. These conflicy
have on more than one occasion ‘recked havoe on
pending real estate transactions. In the absence of
comprehennive reform of the counirv's rzal estate laws, a
foreign franchusor seeking either to purchase real property
through a whollv-owned Hunganan subsidiary or 1o
Parucipate 1n a joint venture in which the Hunganan
partner’s contnbution includes nghts to real property,
must bear in mind that ownership of the land may be
clouded by uncertainues as to ude.

Bv contract, however, unlike certain other countries in
the former East Bloc, Hungary has largely avoided the
speaific ade difficulties associated with the potennal resa-
tunon of nauonalised real property to 1ts pre-Communnt
¢ra ownen. Under ieqislation enacted in 1991, these ong-
inal owners mayv not generally recover nadonalised prop-
ety but, rather, have nghts only 1o parnal compensatioa
through a government-administered voucher plan. The
vouchen awarded to eligible persons may be used for the
most partonly to purchase shares in pnvaused companiex.

Under the terms of the Foreygn Investment Act, a
foreigner, through the vehiclz of either a wholly-owned
or joint venture Hunganan enterpnse, mav own real
ostate used in the operation of the enterprnse’s business.
To prevent speculauve buying by foragnen, however,
foragn individuals or companies mav not otherwue
purchase real property except with the permussion of the
Minisuy of Finance.

In maay other reapects, Hungznan law poses chal-
lenges to the consummation of real property trarsactions
that are oot dissimilar to those which ans in developed
market economies. The difference, however, is that there
u far les precedent and expenence with these sors of
problems and therefore greater uncerunty. Two cases in
point: the so far unsuccessful efforu of Iodian investons
to dusplace tenants in Budapest's Gresham Palace build-
ing to make way for a luxury hoted and the similar
dificultes of Marriou Corporation regarding another
piece of choice real estate located along Budapest's
Danube shore.
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Taxation and accounting

The United States-Hungary Double Taxaton Treatv
prevenu the double taxauon of repatnated profits. Under
the Treatv, rovaltias recewved bv a US franchusor are
generallv exempt frx o withholding tax 1n Hungary,
provided the US franchisor does not have a permanent
tusiness or establishment in Huigary. Joint ventures mav
avai themselves of several sgnificant rax breaks,
inciuding duty-free 1imporws, rebates on research and
development costs, and corporate tax concemons,
although these tax benefits for foreign investors will be
ciiminated on | January 1994. The Hunganan franchisee
will be required to pav a general turnover tax. which s
computed based on percentages of the tax base.

Punsuant to recent lequlanon which became eflective
in Januarv 1992, Hunganan companies are required to
prepare financial statements complied putsuant to Hung-
anan GAAP. Hunganan accounung prnciples are based
on German and EC standards.

General contract law

(a) Sub-franchising

Sub-{ranchising 1s permitted under Hungarian law. There
M3y be tax ccnsequences.n payments payable by
sub-franchisees in the event that a sub-franchisce makes
paymenu to the sub-franchisor, who in return pays
the franchisor. as opposed to direct payments by the
sub-franchusee 10 the franchisor.

(b) Post-terro covenants

Cenain post-term noncompetition and confidenuality
covenanu may be difficult 1o enforce under Hunganan
law, especrally if the term s lengthy. A provision allowing
for liquidated damages in the event of a breach of the
post-term noncompeuton provision is therefore desirable,
because 1t is easier to enforce liquidated damages in

_TRADEMARKS ‘s . .

Hungary than to ¢ 1join a franchisee from compeung with
the franchuor.

{c) Dispute resolution

Under the Hunganan Internanonal Private Law Code,
except if Hunganan courts have exclusive Jursdicuon ieg
real estate in Hungarv, Hunganan industnal propertv
nghts, claims against Hunganan government agencies:,
Judgmenu of foreign courts are recognised and enforced
in Hungarv without special procedures of recogniuon,
and reaprocity is not required. Judgmenu not falling
under exciusive Hunganan junsdicuon mav neverthetess
not be recoynused if thev contradict Hunganan public
policy, or if the foreign court did not have Junsdicuon
under 1o domesuc law.

Arbitrauon clauses and foreign awards are generally
recognused in Hungary under the UN Treaty on the Rec.
ogniuon and Execution of Foreign Arbitral Awards of
1958. Choice of law provisions are generally recognised
by the Hunganan courus.

{d) Consumer protection

In the cause of public interest, the National Consumer
Protection Council is enned under the Civil Code to
bring suit ano populans) against business cntities with
respect to their standard contracs. If such a conrract or
certaun of s provisions provide for unilateral advantages,
the contract may be nullified and voided by a court’s
decision.

Conclusion

As Hungarv 15 undergoing a rapid transformation from
a state-run 1o a free-market economy, it will presumably
present many opportunites for potential franchise busi-
nesses. The current commercial and legislative environ-
ment is generally conducive to franchising. As economic
growth and development progress, we can expect foreign
franchisors to increase their presence in Hungary, as well
as the growth of indigenous franchisars.

France’'s New Trademark Law

Christopher J Mesnooh Avocat au 8arreau de Pens: Admuted to
Practica in New York and the District of Columbia; Salés Vincent Georges,

Pans

France’s new trademark law, Law No 91-7 of 4 January
1991 (the ‘Law'), entered into effect on 28 December
1991, replacing Law No 64-1360 of 31 December 1964
(the *1964 Law’). A complementary decree, No 92-100

INTERNATIONAL BUSINESS LAWYER October 1992

of 30 January 1992 (the ‘Decree’) and a circular of 31
January 1992, have also been imued, thereby completing
the legislauve framework for the new trademark regime.

The Law is not a substantial reworking of the system
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pportunities (rom page 10

Conclusion

As Hungary makes its transition to a system based on
vate ownership of real property, opportunities will
ound for real estate development and financing.
'wever, Hungary must modernize its real property
/s and system of land control to achieve the goal of a
)sperous, {ree-market economyilements of the legal
}stem must be revised or implemented that will promote
d protect real property transactions, and provide for the
ficient functioning of a private sector, real property mar-
't. Property rights must be reformed and clarified.
atdated concepts such as “handling rights” and “user
shts” should be replaced by recognizable private sector
shts. Laws must be more flexible in permitting both tun-
mental and innovative forms of real property transac-
ms, such as commercial subdivision of land, and a
heme of landlord-tenant law that, for instance, autho-
es long-term and ground leases. Finally, the Hunganan
1ancial svstem must be overhauled. Mecharusms must
created to provide for the appropriate use of real prop-
'y as collateral for loans, and a basic system of home
)ancing must be created.

UNGARY

I.5. AID Funds Franchise
roject
Philip F. Zeidman, Esq.

fitor's Note: Philip Zeidman is a partner of the Washington law
n ot Broumstein Zeidman and Lore, heads its franchising practice,
1 1s General Counsel to the Intemational Franchise Association.
is  founding principal of East Europelaw, Ltd., with offices in Bu-
sest. This 1s the first of a sertes of articles on franchising in
it/Central Europe.)

On September 1, U.S. AID awarded a grant to Deloitte
Tcuche International and EastEuropelaw, Ltd. to pro-
te the development of franchising in Hungary. It is the
it time an agency of the U.S. government has funded
y franchise program; it is remarkable that the maiden
ort occurs, not in the familiar surroundings of the
iited States, but in the newly emerging market of
ntral and Eastern Europe. The initial six-month effort
hich may carry on at least through the first six months
1993) will focus on franchising as a vehicle for entrepre-
irial change and for privatization in the region.

EastEuropeLaw, Ltd. (“EEL") is a cooperative under-

ing of independent lawyers and law firms from the
ited States and Great Britain. [t assists Western fran-
sers and other businesses as well as local enterprises
1 governments throughout the region.

TOBER 1992

Why Franchising

AID has agreed to back the franchising project on the
realization that franchising has some specific strengths
that respond to critical needs in the new market
economies of East/Central Europe and in other develop-
ing markets. The 50 years of U.S. experience in franchising
has shown that this rather simple system of distribution is
capable of:

*  new business and employment generation;

*  rapidly expanding a business or service concept
with reduced risk for the franchiser and a greater
chance of success for the franchisee;

® training for the mid-managerial level that has not
existed in the economies of East/Central Europe
for 40 years;

*  delivering consumer goods and services of a
consistent level of quality and price to consumers
who have been denied any real choice in the mar-
ket during previous years.

A burgeoning fascination with franchising was evident
in Hungary quite early on, and today there is a nascent
Hunganan Franchise Association actively working in
Hungary to promote foreign investment and indigenous
franchising. A second organization, the Franchise
Institute, has just formed; one of its principais is the
author of the first book on franchising ever published in
Hungary. Hungary also has several asscdiations of entre-
preneurs, formed well before there was much entrepre-
neurialism on the scene. Both these associations can be
excellent sources of contacts for those seeking to develop
franchises or business associations in Hungary.

Project Goals

The principle objectives of the franchising project are:

*  tocreatea basic level of understanding of fran-
chising in Hungary and its potential as a catalyst
for new business generation;

*  tocommunicate to the U.S. franchising commu-
nity information about opportunities in Hungary,
and to interest specific franchisers in expansion
into the Hungarian market;

*  tobroaden the understanding by US. and
Hungarian financial institutions of the potential
in financing franchise investments in Hungary.

The first phase of this effort will focus almost entirely

in Hungary. The project then will broaden its emphasis in
part to U.S. franchisers aid the multitude of opportunities
for bringing this information to them. The cutreach to
financial institutions will be a parallel effort in both coun-
tries.

Imple:nentation
What are the building blocks of this unusual structure?
To a significant degree, they will be based upon experi-
ences in bringing the concept of franchising to other coun-

Continued on page 12
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‘ranchise Project (rrom page 1)

nes, but they will also draw from the early experiences in
he region itself. In the last two years the concept of fran-
husing—as a technique for expansion of local companies,
s a method for the introduction of Western goods and
ervices into the region, and as a vehicle for the privatiza-
.on of state-owned enterprises—has been introduced at
onferences in Budapest, Prague, Warsaw and elsewhere.
hese conferences have been sponsored by groups rang-
1g from the International Bar Association to the antimo-
opolv agencies of the affected countries to the
)rgamzation for Economic Cooperation and
‘evelopment. EEL has been asked to participate in all of
1ese programs, and we have become convinced that,
'hile they are no substitutes for one-on-one discussions
/ith countries within and outside the region, thev remain
n essential tool for communication.

As a consequence of that experience, the AID project
nll include presentations at meetings, conferences and
‘orkshops in Budapest and other Hunganan aities (“fran-

-using on the road”), the compilation of Hungarian mar-
<et data for US. franchisers and ultimately the identifica-
on ot both U.S. companies and prospective Hungarian
ranchisees. The Hungarian companies will be those
indergoing privatization at their own 1nitiative or under
he aegts of the State Property Agency. A final and critical
slement wiil be a presentation before Western franchisers
n the U.S., and perhaps elsewhere in the West.

Franchising and Privatization

AID and others in the future may also consider the
»otential franchising offers to the privatization process.
sovernments in East/Central Europe, like dozens of gov-
rrnments worldwide, are, of course, considering or imple-
nenting privatization initiatives to reduce the cost of cer-
ain government funcrions and improve the efficiency of
'asic services in those countries. Franchising can be uti-
ized as a vehicle for the privatization process, which is a
opic we will report on further in coming months.

2 EAST/WEST EXECUTIVE GUIDE
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Protecting Against Political
Risk, Including Currency
Inconvertibility and
Repatriation of Profits

by Robert B. Shanks, Esq.

(Editor's Note: Mr. Sharks is a partner with Latham &
Watkins, whic now has a partner in residence in Moscow. For-
merly, Mr. Shanks was vice president and gen.eral counsel of
OPIC. His practice focuses on transactions in developing coun-
tries including Russia and East/Central Europe. For example,
he was involved unth General Flectric’s acquisition of
Tungsram in Hungary.)

EXECUTIVE SUMMARY: The Central and East
European nations and former Soviet Republics have
embarked on a very difficult road to accemplish some-
thing that no country has yet fully accomplished: the
transformation of a socialist economy into a successful
market economy. We know that the necessary changes
will not occur without hardship. More difficult to pre-
dict, however, is whether the courses chosen will be
politically sustainable. In light of this political land-
scape, lawyers and investors must plan ahead to manage
political risk that, though not yet foreseeable, may
adversely affect investments in the future. This article is
a pract’:al guide for those investors wheo are planning to
establish joint ventures or participate in other types of
investments in Eastern Europe.

Political risk forecasting is far from an exact science:
experts in Iran failed to predict the fall of the Shah; most
experts on China were shocked by the events in Tienamen
Square; almost no expert foresaw the recent turmoil in the
Persian Gulf.

Indeed, until the invasion of Kuwait, the U.S. govern-
ment was actively encouraging U.S. companies to trade
with Iraq by offering financing under the Expost-Import
Bank and Commodity Credit Corporation programs. This
point is not intended as criticism, but rather is used to
illustrate that political and economic changes can give rise
to seemingly uncontrollable forces whose long-term con-
sequences are difficult to predict with any confidence or
accuracy. Nowhere are these changes more geological in
scope, or the gathering forces more ominous, than in
Central and Eastern Europe and the Newly Independent
States of the former Soviet Union.

In order to better manage inherent political risks, espe-
cially those that are longer term, investors should be
aware of the various “tools” that can be used to help

Contirued on page 13
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antees for organizations owned by private individuals who
are regarded as resident Hungarians under foreign
exchange regulations, and for the majority-owned compa-
nies of such people (thus, for practical purposes, Credit
Guarantee Rt. is similarly constricted), It may also under-
write guarantees of loans to employee organizations from
financial institutions. Credit Guarantee Rt. could fil] an

nrivatizations.

Conclusion

Since privatization began, twenty percent of state-owned
business assets have been privatized. These privatizations
have had the effect of diminishing the market value of
assets remaining in state hands, In response, the govern-
ment announced on December 10th that it had approved a
plan for the acceleration of the privatization process, which
will include the introduction of credit coupons and credit

pnivatization.

Ot course, the government's imprimatur only confirms 4
process that, as previcusly noted, has already been moving

‘ranchising’s Foothold
y I’hilip F. Zeidman, E$q
ditor's Note: Mr, Zeidman is o founding partwer of Browmsiein Zeidman end

me. Washing son, D.C., and of East Exeropelar, Lid., Budepest. He clx servey o
mentd Counsel to the International F'lndmxdmm

lts nummmmmwmmmm mnternational frex-

Billboards, neon signs, bus and train posters, blinking
ihts—advertisements are ub; iteus in Budspest. Riding
e airport minibus into the Gy, two familiar names wel-
me the traveler—first, Dunkin’ Donuts and second,
:wiett-Packard, Interestingly, they may be read as both
> best of what the US. has to offer Eastern Europe and,
wersely, what the region most urgently needs,

A brief explanation. Hewlett-Packard is self-apparent,
e of the best managed and most successful of the Silicon
ley companies (and with perhaps the greatest longevity),

EAST/WEST EXECUTIVE GUIDE

its commitment to the Eastern European

Hewlett-Packard also exemplifies, of course, advanced com-
puter technology, an area in which Exstern Europe lagged
behind the Westmthegrayeconmnyofthelast-iOyems.

The significance of Dunkin’ Donuts (or any of the half-
dozen or so US. franchise Systems that already have a
foothold in the region) may be less apparent. Certainly it
must be i pleasure for consumers in the region to have
access to chose long-absent icons of the West—jeans and
hamburgers, fried chicken and Pizza. On a busy pre-
Christmas Saturday in Budapest, customers were lined up
outside the Levi's outlet on Karoly Court, with a man at the
door admitting two or four shoppers only when an equal
number left, packages, usually, in hand,

Benefits Of Franchising
But the chain stores offerson'lethingmreﬁmntlmsat'm-
faction of an immediate acquisitive itch. Franchising and
other servioebusinessapa'sebrmg longer-term, more sub-
stantial benerits to these new markets. Experience has
shown that franchising is:

* A significant generator of employment;

* A relatively simple vehicle to attract foreign invest-
ment at a lower risk in a difficuit market;

* A spur to rapid expansion;

* A speedy, low cost transfer of know-how, technology,

* A complete system of doing business that is immed-
ately available to master licensees and their fran-
chisees;

° Avehidetlmt)oinsncwframhisem,sudwsa priva-
tized hotel system, to similar systems worldwide,
bringing the benefits and Improvements made to
those systems to the newiy privatized ccmpany.

Federal Assistance
The appearance of these franchisa companies represents
one very direct form of assistance to the Eastern European
economy. It is supplemented in various ways by more for-
mal government-to-government ascistance. From the US.-

Eastern European perspective, the major player is the US,
Agency for International Development (“A.LD.”),

Whatever the size of a a iant to a
retail chain with a handfyl of units—credit is critical.

Recognizing this, A1D. has developed several approaches

For the mid-term, the agency has initiated a number of
guarantes programs under a Private Sector autho-

Contizxed on pege 11
JANUARY 1993
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>nvironmentally-sound private sector activities, (2) support-
ng privatization efforts, and (3) strengthening the small
Jusiness sector. currently available include:

* The Loan Portfolio Guarantee Program, which
encourages privately-owned finandal institutions to
increase the amount of credit to small businesses;

* The Franchise Guarantee Program, which facilitates
the purchase of proven U.S. franchises by entrepre-
neurs in developing countries;

* The Leasing Guarantee Program, providing an entre-
preneur with the use of state-of-the-art technology
while preserving bank lines of credit for other busi-
ness needs;

* The Resource Mobilizaticn Program, that redirects
local currency within developing economies to finan-
cial institutions that lend the fund to the small busi-
ness sector, including guarantees of bonds and simi-
lar debt instruments to mobilize capital;

* The Privatization Guarantee Program, which facili-
tates privatization, includirg divestitures, restructur-
ing and liquidations;

* The Expert Guarantee (Forfeit) Program, promoting
the export of U.S. manufactured goods in developing
countries by supporting export firancing (forfeiting)
transactions.

For the short term, A.1D. has addressed the credit barrier
vith a sophisticated training seminar for Hungarian
ankers, presented over four days last November.

At that meeting, 30 bankers representing 10 Hungarian
anks, were exposed to an intensive immersion in credit
ractices. The program was run by cutside consultants, but
1e bankers heard from David Cowles, head of the A.LD.
ffice in Hungary, and Tomas Bacskai, director of the
ternational Bankers Training Center. Both focused on the
eed for Hungarian bankers to extend credit to small entre-
reneurs and the recognized risk in a country where even
\e best business plan is based on only a three year finandial
istory. The willingness of bankers to fund new entrepre-
eurs, including franchisers, could be an important spur to

credit economy.

A.LD. Funds Franchising Program

In a similar vein, A.LD. recently provided a grant to
astEuropelaw, Ltd. (a consortiumn of U.S, and British firms
'mmitted to the development of franchising in Central and
1stern Europe), Budapest, to promote franchising in
ungary. The grant represents the first time any govern-
ental agency in the United States has funded a
ppporting franchising in the US. or elsewhere. It is a signal

A.LD.’s understanding that franchising has particular
‘engths it can offer to Hungary and other economies in the
gion: that franchising can be a tool both for the develop-
2nt of indigenous Hungarian companies, the expansion of
eir businesses and for the privatization of state-owned

NUARY 1993

enterprises through franchising (the initial A.LD. grant
focuses on Hungary).

The initial public presentation under the A.LD. grant will
be two meetings in Budapest late in January 1993. The first,
a full day meeting on January 26, will be presented by
EastEuropeLaw and the OTP, the largest national bank in
Hungary. It will focus on franchising and privatization with
sessions on finance, franchising in Hungary today and in
Eastern Europe generally. An OTP representative, a repre-
sentative of the Hungarian State Property Agency and sev-
eral franchisers will take part in the program. The franchis-
ing sector will be addressed from several different perspec-
tives: that of a US. franchiser, a Hungarian franchiser and
the Hungarian Franchise Association.

The next day, January 27, a second program will be pre-
sented under the sponsorship of Agrobank, a Hungarian
agricultura banking institution. The second meetiag will be
targeted directly to Hungarian food sector companies. Why
that particular audience? At least three reasons come to
mind: (1) the importance of food and foodservice to the
Hungarian economy; (2) the fact that the first franchisers to
have invested in Hungary are the ubiquitous foodservice
companies; and (3) that foodservice continues to be the par-
adigm of franchising,

The meetings should provide ar cpportunity for several
hundred Hungarian company executives to be exposed to
the conceptual and practical elements of franchising and its
relationship to economic development in Hungary, particu-
larly the growth of the small business entrepreneurial
sector.

These meetings will be supplemented by a paralle! effort
to educate U.S. franchisers about the advantages of the
Hungarian market. The Secretary General of the Hungarian
Franchise Association, Dr. Istvan Kiss, for instance, will be a
participant at an upcoming International Franchise
Association meeting in San Francisco. A series of ongoing
activities in Hungary and the U.S. will culminate in a final
meeting in Budapest this spring. By then it should be possi-
ble to evaluate how closely the goals for the ALD. project
have been met—and whether itsimpact in Hungary would
support the project’s replication in Czechoslovakia or in
Poland or even, ultimately, the NIS.

EAST/WEST EXECUTIVE GUIDE 11
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FRANCHISING AND PRIVATIZATION

INTRODUCTION

We are living in an ircredible time. One observer described
the radical changes in the region as the first feminist
revolution: there was no bloodshed and then everybody went
shopping. When we say few of us ever imagined experiencing in
our lifetime the changes that have brought us here today. Human
nature being what it is, we shouldn’t be surprised to find, at
€very street corner, grumbling about the slow pace of change and
the molasses - like flow of improvement. If you have any doubts
about how radical the changea still seem to the rest of the
world, you need look no further than last week’s news, when the
reviews of a departing president agreed that history, first and
foremost, will remember George Bush because the Wall came down
and East turned West on his watch.

I came across another quote recently that seemed appropriate
today: Writing in 1939, the late president of India, Jawaharlal
Nehrujwrote:

The French Revolution of a hundred and fifty years ago
/P;;;dually ushered in an age of political equality, but the times

t
have changed, and that by itself is not enough today. The

v
) / boundaries of democracy have to be widened now 80 as to include
f
|
l economic equality also. This is the great revolution through
which we are all passing.

Change is seldonm easy. For many in Eastern Europe and

rarticularly in the NIS the immediate impact of change has Leen a



harsher reality, a frequently fearful uncertainty and an
occasional doubt as to the value of this effort to turn whole
societies and economies around on a forint.

EastEuropelaw is a relative newcomer in Hungary. vYet
franchising, and particularly international franchising, has been
the focus of my legal practice for nver 20 years. Coming to

Hungary -- and I am very pleased to be with you in Budapest on my

£ thf trip -- it was inevitabhle that franchising theoretically
should bump into privatization.

A memorandum in the 1991 EastEuropeLaw files is entitled
"Franchising and Privatization". Tt begins, "There is something
happening here."

Frem that first analysis has come a series of events --
meetings, discussions, articles, in Poland and Czechoslovakia as
well as Hungary that have now brought us to thisg point -- the
point where a larger group can consider the connections and the
interactions possible between franchising and privatization. If
you look over the program topics, you will see the set of
pPropositions we plan to address. We hope these discussions will
stimulate greater interest in, and understanding of, what
franchising can bring to Hungarian companies and to the
privatization process; the types of financial assistance
available to businesses/investors here, and some of the ways in
which franchising can increase investment in Hungarian

enterprises and the Hungarian economy.



This dialogue will be enhanced by the Hungarian Franchise
Expo in May, by presentations (by Dr. Kiss and others) in the
U.S. in February and April and, as now planned, by other meetings
in Budapest this June. Our exchanges today would not be
possible, nor could the dialogue expand, without the support
EastEuropelaw has received from the United States Agency for
International Development. Other groups have contributed to thig
venture, and we want to acknowledge the International Franchise
Association, Hungarian Franchise Association and [VOsZ] .
Finally, we wish to thank the OTP Bank, who joined E-E-L as a

generous and interested Co-sponsor to invite you here today.



I. Principle 0o n Privatiz Far
A. Privatization does not:
1. Improve the quality, appearance, efficiency of the
privatized entity -- factory, hotel, restaurant.
2. Increase the number cf small businesses or
small-to mid-sized entrepreneurs.
a. The privatization process does not increage

the number of "new" businesses.

b. The privatization brocess does not increasge
employment.
c. The privatization brocess seldom provides

basic management skills/training to mid-level

managers --

(i) Every gtudy of devaloping and changing
economies, particularly in Central and
Eagtern Europe and the NIS, pinpoint the
absence cf trained middle-managers as a
critical lack in the shift toward a
market economy.

B. Privatization occasionally bogs down (e.g., in
then-East Germany) due to the sheer enormity of the program and
the difficulty in building an organization to manage it.!

C. Since embarking o.. their reform policies, the Eastern

European nations have begun to experience the pains associated

! DePaul, citing Mayer, "Agent of the State,
"I.nr_emitigﬂil_mg.a_qgmgg&. February 1991, at 21.



with the rapid transformation of their economies. 1In additicn to
privatizing and reforming state-owned industries, the Principal
tasks facing the Easterm European governments ag they inplement
their reform programs are: to dismantle centralized economic
controls to enable markete to perform on rational economic bases;
to decrease underemployment and uremployment of workers; to
provide the basis for the creation of Private enterprises able to
provide goods and services in quantities and qualities to meet
local need; and, in general, to create an economy that can
compete in international markets and achieve the benefits of
long-term economic growth and prosperity.

Franchising caa play a role in thisg process, most notably by
improving the production and distribution of consumer goods, and
providing services that generate employment opportunities and
foster entrepreneurship and the expansion of private enterprise.

D. But perhaps more significant over the long run,
franchising provides an attractive form of doing business and a
useful model to follow in the privatization of state-owned
enterprises. It provides a rapid remedy to inefficient
distribution systems, facilitates independently-owned businesses,
and offers special benefits to the small and medium-scale
industrial and trade sectors.

E. The variation in approaches (e.g., Poland, Hungary,
Russia) (in contrast to the theory of the European Communicy)
makes regional investment more complex, i.e., different rules,

procedures.



Risk
F. Political Risk

1. Public opposition; and, possibly, opposition from other

political parties, or within the governing party;

2. Threat of greater opposition, or loss of power, if
privatization should prove too costly, or unsuccessful in improving the
economy and meeting individual needs.

3. Political risk can be blunted or turned aside or even
transmuted into support through "skillful use of the media and careful
and thorough preparation of the public. "?

G. Economic Risk

1. The freeing of the market initially has resulted in
higher inflation, higher costs, higher unemployment .

2. The concomitant result: the dissatisfied voter/consumer.

3. The privatization process itself carries a price tag.

4. Cost of monitoring/accountability: the government cannot
simply shed state-owned enterprises and walk away.

5. In most countries, the pace of privatization has been
considerably slower than predicted.

H. Privatization per se creates no new jobs.

I. Privatization alone does not necessarily continue to
draw private investment; and

J. The privatized companies, which initially are the large

national corporations or public services, are high-ticket items.

2 Cowan, MMMWM at
Appendix 112.
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By their nature, they demand a major corporate investor (e.g.,
G.E./Tungsram) or a consortium of major financial entrepreneurs.

K. Tha result of necessity is to turn to foreign investors
and other forms of outside financial assistance (e.g., the World
Bank) -- which adds to national indebtedness.

L. As a corollary it is possible to see an increase in
anti-foreign sentiment. Although many countries initiate
privatization and anticipate the advantages of competition and a
free market, few are comfortable with wholesale divestiture to
outsiders.

M. In Hungary, and to a lesser degree in Poland, there are
and have been private entrepreneurs for some time. Some existed,
and did quite well, in the Communist era. Privatization does
nothing to protect or encourage these exigting entrepreneurs.

N. Privatization describes all the change in a country
through an economic lens.

0. Privatization strengthens a national economy but may be
less successful (politically-centered; large economic units) in
enhancing the individual'’s (and the entrepreneur’s) sense of

finding a place in the national and the global economy.



II. What ig Pranchiging?

A. Franchising is a relatively simple marketing system for
the delivery of distribution goods and services. Although
international franchising, in particular, can entail complex
arrangements (for example, "area" franchises, "master" franchises
[two-tier arrangements, with an intermediary "sub-franchisor"],
joint venturers), franchising basically involves a relationship
between two persons (or entities): the franchisor and the
franchisee. It is an alternmative option to the two more
traditional approaches for selling to the public (1)
employer-employee, or (2) sale-for-resale, through purely
independent parties.

B. What's a useful example? Consider one of the largest
fast food franchises in the world. It does business in scores of
countries. Look at it closely, however, and you see simply a
repeated version of the original relationship: a headquarters
company (the "franchisor") and thousands of operating unitsg --
each one of which is owned by a franchisee that has a direct
relationship with the franchisor; or by an operator of geveral
units; or by one of several "subfranchisees" of a
"subfranchisor". The concept, throughout, remains a simple one.

C. Three elements characterize a franchisee --

-- the use by one person of the trademark of
another
-- the provision of some assistance, or the

exercise of some control, or both



-- the payment of money by the user of the
trademark to its owner (usually in the form
of royalties or other fees)

D. Franchising offers an important vehicle for
privatization in Central and Eastern Europe. The concept of
"franchising" is well known as a commercial technique in
developed economies. Tt ig relatively simple in operation: one
party, the owner of a name, identifying trademark or system of
operatioz (the "franchisor") grants to another party (the
"franchisee") the right to operate a business associated with the
first party’s name and system. The grant (the "franchise
agreement”) contains provisions for assistance to be provided by
the fraachisor to the franchisee, certain controls exercised by
the franchisor over the franchisee’s operations to ensure the
quality and uniformity of the product or service, etc.

The benefit to the franchisor is the capacity to expand the
business through utilizing the efforts and investment of a number
of franchisees. The benefit to the franchisee is that it greatly
increases his likelihood of success, by associating himself with
the proven methods of the franchisor, and by obtaining the
continuing benefits of that associating himself with the proven
methods of the franchisor, and by obtaining the continuing
benefits of that association.

E. Briefly, what are some of the benefits of that

agsociation?



1. Participation in a recognized system (whether
local, regional, national or intermational) -- n"the whole is
stronger than the parts."

2. A complete method of doing business that ranges
from shared know-how to the benefits of collective advertising
and a share in a well-known name provides a secure structure for
the investor or new businessperson.

3. Shared risk.

F. Franchising is recognized worldwide as a preeminent
form of distribution.

o According to John Naisbitt, author of Megatrends,
"Franchising is the most successful marketing concept
ever created."

G. Franchising consistently has outpaced the economic statistics
in the United States good times and held its own in periods of economic
downturn.

H. Franchising is recognized as a catalyst for economic growth
and employment.

I. For over a decade, within the service sector, franchising has
generated more jobs in the U.S. than the faltering manufacturing sector.

o It uniquely creates additional buginesses - - multiplying
entrepreneurial opportunities as a franchise chain
expands.

o For changing and developing economies and, within those

countries, for relatively new would-be entrepreneurs,
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franchising gystematically offers a wide range of
assistance that increases the likelihood f success.

o In the context of smull business, the success rate for
franchisors far exceeds that obtained by operators of new
independent businesses.

J. The structure of many Hungarian state enterprises is
suitable for restructuring via franchising. This is true for
enterprises already privatized; those currently involved in the
privatization process; and, ultimately, even for those in which
the government still maintains its interest. Franchising offers
to Hungarian entrepreneurs a complete method of doing business
that will significantly increase their chances of success both in
the increased competitiveness of the Hungarian market and to the
Hungarian products in global markets.

For these reasons and more, governments around the world are
beginning to express interest in franchising from a double
perspective: (1) as an economic stimulus and (2) as an additional
vehicle for privatization. 1In the United States, where
franchising is a major economic force, the government has begun
to recognize franchising as an element to be included in the
assistance it offers various economies.

Fr n Economie

The conviction that franchising will serve as a
positive economic force in post-socialist Hungary stems in part

from the observation of the gsignificant role that franchising --
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though still relatively little known in Hungary -- plays in
developed market economies.

A. Consider the United States, where it all began.

o) Franchising is responsibie for over 35 bPercent of all
U.S. retail sales.

o The Intermational Franchise Association estimates that
franchise sales will total $812 billion (U.S.) in 1992,

o Either as owner or employee, over 8 million Americans

work in franchising at an estimated 542,000 separate

franchisee and franchigor operated units.?

o Perhaps most important from the Hungarian perspective,

1992 (in a slow economy), franchise chains created over

18,000 new businesses. that figure is expected to top

20,000 for 1992.

B. Equally impressive is the historical trend. Between
1570 and 1990 the total number of franchised outlets in the
United States rose by nearly one-third. Moreover, current
pProjections suggest that ag much as one-half of all retail tracie
will be conducted through franchised units by the end of this
decade.

C. To take another example -- that of Japan -- we find
that there are some 660 different companies engaged in

franchising in that country. As of 1990, these franchisors

3 Arthur Anderson & Co., U.S. Figures are from a 1992
study, F i ' -92.
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operated 136,650 stores, with approximate sales of U.S. $62
billion.

Moving closer to Hungary, geographically, annual franchisge
sales in the twelve nations of the European Community were
estimated at U.S. $49 billion.

D. Perhaps equally important for the future, franchising
is increasing its presence in developing and less developed
countries: in Africa, in Asia, and in South America. Frequently
in countries that have successfully implemented various reforms,
we see an acceleration of and a greater openness to, franchising,

Mexico being the most recent example.

E. Most, if asked, coculd recognize the term
"franchising" -- even in languages where no word for franchising
exists.

Questioned further, most could equate franchising with a
product for sale -- a food product almost always is mentioned
first: hamburgers, pizza, frozen yogurt, donuts. Further
quegtioning might elicit "clothing" - Levis (actually, not often
a franchise), athletic shoes; possibly "print shops".

All those responses seil franchising short. The
International Pranchise Association identifies 40 different
business types that operate through franchising.

F. What is important to realize is that franchising is no
longer simply a way to sell consumer goods. It is surely that,
but it is much more: it is a fundamentally different way of

providing services efficiently to large numbers of people.
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III. How Pranchising Can Work in the Context of Privatization

A. Franchising can offer important benefits in Central and
Eastern Europe. The privatization agencies in Hungary, Poland
and Czechoslovakia have at varying times shown a keen interest in
utilizing tranchising methods for the privatization of
state-owned enterprises. At a series of workshops in all three
countries, attendees from the ministries and from business
responded with enthusiasm tc the first public discussions of the
link between franchising and privatization.

B. The most obvious, but not necessarily the most
important, rqle for franchising is the penetration of Western
franchise systems into Easgtern Europe by making franchises
available for the introduction of goods and services. This will
spur the integration of these societies into the international
économy, not omnly by increasing trade and investment, but also by
creating the potential to expand commercial relationsnips with
the Western world relatively swiftly and economically. An
additional role for franchising in the region is as a technique
for the expansion of indigenous businesses.

C. But perhaps more significant over the long run,
franchising provides an attractive form of doing business and a
useful model to follow in the privatization of state-owned
enterprises. It provides a rapid remedy to inefficient
distribution systems, facilitates independently-owned businesses,
and offers special benefits to the small and medium-scale

industrizl and trade sectors.
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tourism-related companies, and some distribution facilities owned
by the state are centrally-operated by senior state executive.
Branches in differen: parts of the country are managed by local
sState executives. The central organization operates like a
franchisor, and the local branches function similar to
franchisees. In some cases, these state-owned chains also usge
the same trade name and operate under a common system.’

Transforming such an entity into a franchise operation with
central maragement retaining some controls, while each branch
remains a relatively autcnomous profit center, would create a
franchise network. The relationship between the independently
owned local branches and the central organization would be the
Same as that which exists between a franchisee and franchisor.
In addition to being readily applicable to the transformation of
certain state-owned enterprises, franchisiag also may offer
certain advantages over other methods of privatization.

F. The principal advantages of utilizing franchise forms
in a privatization Program are that investment and business
involvement would be Spread over a4 wide field and wou'd utilize
existing businesses as the bage. By utilizing and reforming
existing businesses, it may be posgible to minimize the extent to

which privatization results in the closure of state-owned

’ An example of concerns that operate under a common
trade name are the state-owned travel bureausg -- e.qg.,
IBUZ in Hungary and Cedok in Czechoslovakia -- each of

which have offices throughout the country and abroad.
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businesses, thereby avoiding additional unemployment of resc-
and workers.

In applying franchise techniques in the pPrivatization of
large state-owned conglomerates, there could be flexibility in
restructuring the enterprise into viable separate units, yet
allowances could be made for limited central control of the
individual businesses. Privatization through franchising also
can eliminate the need for the relatively large amounts of
investment that would be required for the purch-.se of any
substantial state-owned enterprise. Instead, the individual
units that comprise large chains could ke sold to current
employees or managers who could, if necessary, obtain bank
financing for a portion of the purchase price.

G. The Western observer is impressed not only by the
desirability of promoting franchising in the transitional
societies of Central and Eastern Europe but also by the unique
opportunity for achieving this objective in the context of
privatizatica.

To understand this, it is worth reflecting for a moment on
one special characteristic of these transitional economies. 1In
contrast with the situation that prevails in most classic
developing countries, retail sale of goods and services in
Hungary, for example, is not dominated exclusively by small,
independent establishments. Rather, a substantial share of
retail trade has been conducted by larger state enterprises,

operating through many locations.
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Such state enterprises bear a Structural resemblance to the
network of stores, restaurants, business servicesg and hotels, for
example, which constitute a franchise system. The resemblance
ig, of course, superficial in that the branches in a state
enterprise are not pPrivately owned nor is their activity
coordinated as efficiently or as profitably as in most franchise
systems. At the same time, these networks accomplish the basic
goal of providing a distribution mechanism for goods and/or
services, frequently under a common trade name. Moreover, a
central authority (company headquarters) may provide certain
services for the benefit of the system as a whole, e.g., product
development, bulk purchasing, even marketing. These services are
similar to those provided by a franchisor to its various
franchisgees.

H. The structural similarity of many state enterprises to
franchise systems offers an opportunity for application of the
franchising model during privatization. -There are at least three
ways in which the model can be applied:

(1) The Vertically-Integrated Enterprige. 1In a vertically-

integrated enterprise, both the manufacture of a product and its
distribution are conducted within a single enterprise. For
example, in a vertically-integrated shoe company, a network of
retail stores serves to market the shoes produced by the
manufacturing operation. Conventionzal strategies for privatizing

such a company include sale of the company as a whole to foreign
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and/or domestic investors, public issuance of the company’s
shares and transfer of the company's ownership to employees.

Note, however, that none of the conventional strategies
identified above in and of itself involves restructuring the
enterprise or enhancing its efficiency. Moreover, while the
company’s ownership may be transferred to the private sector,
there will be no greater number of independent entrepreneurs at
the end of the process.

By contrast, the manufacturing and distribution functions of
the company could be separated. In that case, a network of
brand-name, franchised shoe stores could be developed. Under
this scenario, the resources and energies of the manufacturer
could focus on the manufacturing process, while independent
entrepreneurs could sell the product more effectively.

(2) Ihe Horizontally-Inteqrated Enterprige. In a
horizontally-integrated enterprise, multiple sales branches sell
goods/services that do not derive from a single, identical
source. an example of a horizontally-integrated company is a
hotel chain.

A state-owned hotel chain could be privatized through
application of the same conventional gtrategies noted above. It
is enormously difficult, however, to sell an entire hotel chain
or even a share in such a chain. Substantial capital is needed.
Within the chain, tha quality of the hotels probably varies

widely.
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Consider, by contrast, implementing privatization via
franchising. By developing an enhanced System (possibly under a
new trade name), new owner-managers (franchisees) could more
readily be recruited to purchase the hotels. These franchisees
would enjoy benefits unavailable to cwners of completely
independent hotels, €.9., common marketing, participation in a
chain-wide reservation system, and other economies of scale.

(3) mﬂwmum_mmm through the
Pre-privatization Program, many smaller retail units have been
"spun off" from the state enterprises of which they were part and
individuallylauctioned. In many cases, the consequences of such
a privatization will prove negative both for the "stripped" state
enterprise and the new shop-owners. The entérprise's
distribution network will be truncated. Meanwhile, the newly
independent shops will have to fend for themselves without any
source of support.

One solution to this dilemma would be to identify thouse
newly independent stores that would be suitable franchisees in a
reconstituted distribution network. TIf properly designed, such a
franchise system would provide its participating entrepreneurs
with the array of Support services typically offered by
franchisors. The system, the franchisor and the new franchisees
would benefit.

I. These examples illustrate some of the ways in which
franchising can assist in privatizatien. 1In countries as

disparate as Brazil and Great Britain, these concepts are being
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studied and implemented. For instance, in both these countries,
franchising is being used in the Privatization of post offices.
In Brazil, mocreover, the possibility of franchising state-run
electrical services is also under review.
J. Franchising is recognized ag a "marketing miracle. "
Just beginning to be understood is that it is also a technique
for organizing capital and labor, and distributing risk and
reward, in ways which have profound implications for an
economy -- and for government.
K. Consider some aspects of the potential synergy between
franchising and privatization.
° The horizontal nature of franchise expansion offers
a logical structure for the government enterprise
that "goes private" and seeks to have a central
headquarters and regional/local distribution centers
in order to deliver services -- postal, electric
utilities and the like -- regionally and nationally.
® The delivery of services to the consumer is central
to franchising: the ability to distribute goods and
services efficiently, rapidly, at sustained levels
of quality and at a relatively low cost. If that
capability can be duplicated for governmental
services it can improve service delivery to
consumers ( an area of great citizen

dissatisfaction.
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® The rapidity of conversion and expansion is one of
the hallmarks of franchising, and is essential to a
smooth process of privatization.

° Franchising is unique in its ability to expand
entrepreneurial opportunities. The basic pattern of
expansion requires the establishment of additional
units, each of which represents a business
opportunity for an individual
investor/business-person. No other technique of
privatization creates such small business
opportunities.

L. The consideration of franchising in the context of

privatization is more than theoretical.

1. The process of privatization may assume a number of forms
in complete divestiture, publicly owned assets may be completely
transferred by sale to private individuals or firms after which
the government bears no further responsibility for the operation
of the assets. This is the clearest and most desirable form of
privatization, but is often the most difficult to accomplish.

Alternatively, in partial divestiture, the state
retains partial ownership of the divested assgets by selling a
portion to individual buyers either directly or by means of a
public stock flotation. The proportion divested may leave the
government with either a majority or minority share, but the
practical effect is to put the current operation of the firm or

service in the hands of private managers; the government remains
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a shareholder with representation on the board. Partial
divestment, or mixed ownership, creates special problems ([that

are beyond the scope of these remarks].

The agsets mav also be removed from direct control of

LQ&_9Q!2IHmQD&_QX_EQBQEQEEBE_QQBLIQQtinq¢,leanian or

franchising. Management contracting puts operations in the hands

of an outside management group while leaving ownership in
government hands; its major purpose (as is the case with leasing
or franchising) is to restore an ailing firm to profitability,
This may be part of a long-range plan leading to complete
privatization when, and if, the firm becomes an attractive

candidate for sale.

A variation on the leasing arrangement, known as the
contract plan, has been employed in France and French-speaking
Africa. Here the government draws up an agreement (usually
lasting three to five years) with the management of an SOE that
specifies in detail performance standards that the SOE is
expected to meet and for which the managers will be held
respcnsible. Failure to meet the standards will raise the
question of management change if it can be determined that the
fault lay with management rather than with extraneous causes over

which management had no control.
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Wholly owned subsidiaries of a larger SOE, or of
services within vertically integrated firms (such as importation
and retail distribution of fertilizer), may be achieved by a
process of spinning off. Examples include construction of
transmission stations within a national telecommunications system
or establishment of airport services and duty free shops under a
national airport authority?.

2. A number of LDC’s are considering or using a relatively
new concept, "BOOT" (build, own, operate, transfer) that bears
certain similarities to franchise arrangements.

More LDCs are being forced to liquidate outmoded generating
facilities and are now turning to the Boot concept for
construction of new plants. Under thisg plan the investors
(foreign, local, or a consortium of both) find the finances and
build and operate the new facility for a fixed length of time.

At the end of that time ownership is transferred to the
government or to a group of local private investors. 1In theory,
the initial investors recovered their capital outlay and a
reasonable return over the agreed period (twenty years or more)
but it is possible to delay recovery of part of the investment

until the point of transfer.

: Cowan, L. Gray, v ' Dev ing World,
Praeger, 1990.
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Examples
The Moscow Times reported on December 4, 1992 that the

Mikoyan Meat Plant, the largest meat plant in Europe and now a
joint-stock company called Mikom, has turned to a novel approach
to reverse its production slide -- franchising. To save the
plant, the company decided it needed to bring sausage directly to
the people rather than selling through state stores, which
increasingly wanted to sell more lucrative items than sausage,
such as ladies underwear. When the city government would not
sell the plant buildings for retail Space, the plant management
decided to operate out of street Riosks. Today, 211 Kiosks with
the Mikoms lbgo painted across the top-are in operation. Each
Kiosk, completely equipped and registered, is handed over to a
franchisee. The plant requires each franchise to sell at least
550 kilograms of sausage per day, while the franchise must return
to the plant to purchase price plus 5 percent of sales to cover
transportation, facility depreciation and servicing. The
franchisee is free to set retail pPrices as long as the final mark
up does not exceed 15 percent of cots, a profit ceiling
stipulated in a recent decree by Moscow Mayor Yuri Luzhkov.
Ironically, the implications of franchising in the context
of privatization have surfaced most vigibly, not in America, the
home of franchising, but in some unexpected places abroad.
Perhaps the most visible -- and current -- example is Eastern
Europe. It is nearly impossible to be involved anywhere in

Eastern Europe without having to assess the process, progress and
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prospects for privatization..., and increasingly, that assessment
entails an examination of how franchising can make it more
effective.

Consider these recent illustrations of the coalescence of
these two powerful vehicles for change - outside Eastern Europe:

[ In several countries, the postal service is already
franchising a number of itg retail facilities.

L Hungary plans to privatize 10,000 state shops within
the next few years... with franchising a clear
option to be considered.

) In Sao Paulo (the largest and wealthiest state in
Brazil), serious consideration is being given to
franchising a wide range of traditional services,
from sanitation and maintenance to those associated
with health, welfare and education; the electric
utility of Sao Paulo already is experimenting with
franchising.

In the U.S.

Curiously, in the United States, the relevance of this set
of recent developments to the brocess of privatization has only
recently become evident. In the United States, privatization --
the harnessing of private sector resources to deliver what
traditionally have been pPublic sector services -- hasg been
gaining acceptance in recent years. Frequently this has meant

simply the sale or other disposition of federal agssets.
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Increasingly, however, we are seeing private sector
entities assuming contractual responsibility for state and
municipal services. The benefits include reduced municipal
outlays, limitation of risk, and reduction of costs to taxpayers
while maintaining the level of services. One U.S. study
determined that 80 percent of localities are using the private
sector for vehicle towing, 44 percent for commercial wastre
collection, 30 percent for ambulance ard other health services,
42 percent for bus gystems and 35 percent for day care centers.

It is noteworthy that al]l of these undertakings lend themselves

to franchising.
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III.A Privatization from the Business Perspective

A. Privatization has a significant impact on business
planning and investment decisions.

1. None of us would be here, the subject would be
moot, were it not for the velvet revolution.

2. The shift, in each instance, from a central
economy toward a free market, is signmaled clearly by the
implementation of a privatization program.

3. Despite the “ariations from country to country,
privatization acts as a comfort signal to businesses
everywhere -- an indication that an official effort to order the
trangition is underway. The absence of such a signal creates
uncertainty which weakens the environment for business and
investment - particularly outside investment.

4. Privatization per se centralizes the
decision-making process, provides accountability and makes public
the rules and regulations that act ag guidelines to :*iginess.

B. At least four types of business-investors are likely
prospects in newly privatized economies, and all are important to
development.

1. The great global companies that are everywhere.
They did business even behind the "Iron Curtain", and in other
controlled economies. They are willing to wait for profits,
believe it is important to be a presence wherever there are

consumers.
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For these companies, privatization confirms their
business decision, affirms their long-term commitment, and
usually leads to expansion of the business presence: new plants,
expanded distributicn, etc. Example: Coca-Cola, Pepsico.

2. The equally large, global companies that tend to wait
for change. Once change occurs, such companies, already having a
global presence and accustomed to competing in a global market,
tend to come into the new economy early, with a large investment.
Example: General Electric.

3. The mid-sized company (in terms of international
companies generally), possibly a franchisor, that is attracted by
the prospects of the burgeoning new market, can manage a certain
level of risk, has internmational experience (from "scme" to
"considerable") and wants the competitive advantages (including
publicity) of early entry. Example: Baskin-Robbins.

4. The somewhat unexpected entrant, the entrepreneur from
"left-field." Sometimes a business with no prior international
experience. Not necessarily a franchise. Usually an individual
entrepreneur; usually -- but not always - an entry that requires
only a modest investment.

In general (although the set of participants is very small),
such companies seem to enter very early -- on the first wave of
headlines, or late--as in "most recent entry." Rationale in
these instances is publicity, e.g., Astro-Pizza, or a weak
economy at home. The U.S. builder, for instance, presently

working on a luxurious housing development ocutside of Moscow
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might never have contemplated such a project

market in the U.S. been friendlier over the past se
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III.B Privatization and Franchising: Three Models

Following is a description of three models of privatization
in which franchising can be used as a method for restructuring a
state-owned enterprise and transferring the ownership of all or
part of such enterprise to private hands:

A. Product Manufacturer

Assume a state-owned company which manufactures products and
either owns the distribution outlets which sell the products or
sell the products through unaffiliated distributors. Although
the manufacturing facilities are not readily adaptable to a
franchising method, the distribution network can most certainly
be converted into a franchige operation, to be owned by the
manufacturing comany or hy a separate entity which will be the
franchisor under the franchise operation. The distribution of
the products will be accomplished through independent
distribution outlets, each of which will constitute a franchise,
responsible for distribution of the products within a certain
defined area, and, if applicable, for servicing the products once
they are in the consumers’ hands.

In this scenario, the manufacturing company itself is
transferred to private ownership pursuant to the typical
privatization process. The distribution system is transformed
into a franchise operation, with each franchisee being a private,
independent business person who owns, and usually also operates,
the franchise. Managers or employees of the current distribution

channels could be offered the opportunity to acquire franchises.
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Although the manufacturing company would probably be purchased by
one group of investors, the distribution chamnnelg would be broken
up into a network of independent businesses, thereby creating an
entrepreneurial opportunity for a large number of people.
Example: A state-owned company manufactures electric fans,
which are distributed by that company’s own stores or by third
party agents or sales representatives. The manufacturing
facilities are sold to private investore, who also purchase the

rights to manage
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In this scenarioc, the manufacturing company itself is
transferred to private ownership pursuant to the typical
privatization process. Tho distribution system is transformed
into a franchise operation, with each franchiges being a
private, indepsndent business person who owns, and usually also
operates, the franchise. Managers or employeee of the current
distridution channels could be offered the aopportunity to
acquire franchises. Although the menufacturing company would
Probably be purchased by one group of investors, the
distribution channels would be broken up into a network of
independent businesses, thereby ereating an entreprenecurial

opportunity for a large number of people.

Example: A state-owned company manufactures electric
fans, which are distributed by that company's own stores or by
third party agents or gules represeuntatives. The manufacturing
facilities are sold to private investors, who also purchase the
rights to manage and operate the distribution system. The
investors establish an affiliated company for the purpose of
managing the distribution system. That company (the
franchisor) can be capitalized by the original invastors, by
additional investors or by 2 combination of both. The
franchisor would grant licenses to franchisees to establish
independent businesses to sell the electric fans and to service
them during the warranty period (and possibly thermsafter as

well). The franchiges may be acquired by current managers or



employees of the astate-owned enterprise, if that enterprise
controlled the distribution channels, or by the current agents
or sales representatives. Zach franchisee would be allocated
an exclusive territory in which the franchisee will be the sole
distributor of, and provider of service to, the electric fans.
The franchisee would pay the franchisor an initial fee upon the
grant of the franchise, and ongoing royalties based on sales of

the electric fang.

B. Hotel Chain

Assume a group of state-owned hotels, which hotele are
managed by state employses. BSome or all of these hotels may
bear the same name. Each hotel is managed and operated as an
independent entity, although all the hotels are owned by the
state. As a reeult of different management style and due to
economic considerationg, each hotel prdvidou a different

quality level of rervice.

A restructuring of this group of hotels can be
accomplished using the franchising method. The individual
hotels can be linked to one another horizontally, and
vertically to & franchige company formed for that purpose. The
franchise company could be owned and operated by a foreign
franchisor with experience in the hotel indugtry or
alternatively by local management with similar Axperisnce.



Each individual hotel will be purchased from the stats, perhaps
by the current managers and employees of that hotel, and
transformed into a franchised business, to be managed and

operated as an individual entity within the framework of a

franchise system.

The franchise company (the franchisor) may elect to
enter into & franchise relationship with a Western franchisor
in the hotel business to convert the hotels to the use of such
franchisor's business concept and trade name. Alternatively,
the franchisor can itself set standards of operation for the
hotels, and require each hotel to adaﬁt its business and
operations to the common denominator selected by the

franchisor,

The typiocal finincial arrangements under a franchise
system of this type would be for the ffanchisee to pay ongoing
royalties to the franchigor, in éxchange for the right to use
the franchisor's trade name and business concepts, as well as
for ongoing assistance and advice in the operation of the
hotel. The franchisor may offer to manage the hotel on behalf
of the franchisee. in which case a management fee would be paid

to the franchisor.

Privatizing a group of hotels in this fashion would
leave g¢ach hotel as an independently ocwned and operated

business, yet would result in numerous advantages that
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franchising offers, including a large degree of entrepreneurial

sutonomy and the creation of a proven concept with widesproad

recognition.

C. Retail and/or s-rvicd Btores

Under the so-called "small-scale" privatization of
retail and/or service stores, these independent and unrelated
entities are being privatized by sale to private owners. Many
of these newly-indepcndent businesses may eventually fail, due
to lack of a support system, lack of concerted buying power and
inaffective advertiaing., These gymptomas may be overcome if the
new owners of the retail and/or service stores affiliate with
an existing or newly-crested franchige company operating in the
appropriaste commercial sector. The stores would operate under
a franchise network, using the same business concept and trade
name. The structure and signage of each stora would be
modified to the common appearance selected by the franchieor,

Under a franchise system, each store would remain
individually owned and opsrated by a private individual,
partnership or corporatiecn, but would at the same time enjoy
the support offered by the franchisor, which itself would also
be a privataly-owned entity. Under the roof of a franchise
system, the stores will benefit from name recognition,

advertising and promotion campaigns financed by joint



contribution of all thé stores operating under the system, and
& buying power represented by the combined volume of the
storez. In addition, the franchisor should provide ongoing
asgistance concarning operations, quallity control, and possibly
coordinate the servicing of national accounts. The franchisor
could be an existing operation (Western or local) which would
require the stores to convert to such franchisor's existing

business concept and trade name, or a franchise company created

solely for this purpose.

Example: Many emall-scale privatizations involve the
sale of grocery or convenience stores to private individuals.
The organization of a group of such stores within a franchise
gystem may accomplish the benefits described above. Each store
will be required to conzorm.its signage and decor to that which
will characterize the franchige system. Each store will
operate pursuant to the business concepts developed by the
franchisor, and under the sams trade name. Typloully, the
store will pay royalties to the franchisor for the right to use
the business concepts and the trade name. The store owners
will benefit from regional or national advertising, enhanced
purchaging rower, and eventually name and quality recognition.
The franchisor may hs owned and operated by local investors, or
perhaps by & foreign franchisor who would coordinate the
conversion of the stores to its business concepts and possibly

its trade name.

MNA: 428



WHAT MIGHT A FRANCHISE 1. OOK LIKE”

3.1 No decisions have yet been taken on the design of francmises: the duration and geographical exten: of
franchises. and the functions to be camed out by franchisees. The am will be to preserve as much flexibiliry as

sible tn these areas to take full account of the pnvate sector's views, inciuding those expressed in response 10 this
consuitaion document. on how it can best bring its skills to bear. There is a trade-off o be made berween three

eiements:

the need to package services in a way that will nitimately allow for the operation of all services by the
private sector;

» the need to enhance competition whilst giving private sector operators as much freedom and flexibility as
possible 1o meet passengers' needs; and

. the desire to move swiftly and let franchises for a substantial volume of services within the lifeime of the
current Parliament.

33 The shape of a franchise as it is currently envisaged is set out below:

. thcn:willnotbcasundarddmzﬁmim.ﬂLﬁumhises.tbelcngﬁofcamﬁtmhisewﬂlbcdecidedinﬂn
light of bidders" responses:

local and regional idenuty: and. as far as possible, provides scope for competition;

on-board services and service marketing. The franchisee might also invest, or make his own arrangements,
for providing rolling stock and other operational assets:

. the franchisee will generally be free 10 set fare leveis and offer different ticke: types subject to any
restncuons imposed. where rail enjoys significant market power or where the {ares structure is specified by &
PTE ;ff»_ e e~

. thcﬁanchiseewillbcubo(hopcmingcosundmmucrisk.lnoﬁmwords.mefnnchiseewillpayallm

costs involved in operating the franchise. and receive all the passenger revenue and other income {eg where
appropnate from station trading) anributable 10 the franchised services, as well as any subsidy payment.

integrated’ franchise covering the operation of track and signalling as well as mains. In operating the truck, the
franchisee would come under the Regulator's oversight in relation to access for any other mack users.

3s The passenger rail franchisee will be able 1o operate with his own brand irnage, tailoring the provision of

services in such 3 way as :0 minimise operating costs and maximise revenue, whilst complying with a paformance
specificauon in the franchise contract which will set minimum levels and standards.

13



224 The Government wishes to extend pnvaie sector involvernent 1o e OPEralivi waw =~ -

Stagon buildings arz often underused, presenung retail and development opporTunines in of near the centre of towns. It
is likely that different approaches will be appropriate for different stanons. Large termini 1n cioes clearly provide
different opportunines from small stanons on branch lines in rural areas. The Government has indicated that 1t will be

possible for stanons (or more probably a leasehold interest) to be sold.

225  Franchisees may b interested in 1aking over the management of stations served by their trains for the
duration of therr franchise, in particular:

o the operational arcas and ticket offices, where they will want 1o be responsible for the interface with
passengers, 2nd
. in order 1o take full advantage of the opportunities o realise income from station trading and retail activiges.

A franchisee might therefore wish to operate the stations along the line of route served by his tains, whilst a
developer might wish to acquire the right to develop them. There could be scope for joint ventures. -

2,26 Akeypmofd)cpmpoukfwnnmnisingtheuscofmﬁonsumndnopa:ﬁonﬂm:as(egmcpladonm
and sidings) are protected for railway use, and open access o them is protected through the licensing system. in the
same way as for the track itself. Station operators will therefore have 10 obtain a station operator’s licence. Access and
charging for the use of stations will be overseen by the Regulator.

Systems

227  Franchisees will need access to certain systems in order to run their businesses -for exampie
telecommunications and lineside information technology. Much of that will be provided by Railtrack. Franchisees are
also likely to need to develop relationships with other pasties for the collection and allocation of revenue. For example,
most franchisees will denive material amounts of revenue from tcket sales by other operators or by independent
ticketing agencies.

728  As a network industry, the railway offers good opportunities for generating business from passengers who
want to travel from one pan of the country t0 another across the system. This mesns that it will probably be in
operators’ own commercial interests to cooperate in offering facilities like through tckets. There will also be cases
where operators have an interest in ensuring mutual acceptance (*cross validity') of tickets issued by other operators.

229  In order to agree the joint working arrangements that will be needed to provide these faciliges. it is envisaged
that 2 Joint Industry Body will be created. which all franchisees and BR (whilst it runs services) will be expected t0
join. The Joint Industry Body will provide a forum for agreeing revenue apporuonment and allocation mechanisms, s0

that franchisees are not forced to enter into separate negotiations with every other service operator on the network.

230  The Regulator will be responsible for ensuring that ticketing arrangements are not anti-competitive. He will
also have powers to ensure that "cToss validity' is provided by operators in some circums:ances (sec para 4.7 et seq).

231 Paragraph et seq below specifically address the mechanics of revenue collection and apportionment. (Para5.9)

N
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WHOQ WILL BE INVOLVED I\ FRANCHISING"

2.1 Some new organisations will be brought into being as a result of privatisation (eg the Franchising Authonry):
other bodies will have the same or a slightly different réle to thar which they play at presen: (eg the Health ang Safery
Execunve). The section below sets out the nanure and the responsibilities of some ‘key players' who wil) be invoived
in franchised passenger services, and covers key aspects such as safery,

22 Three new players will have a significant rdle in franchising, the Franchising Authority, the Regulator and
Railtrack.
The Franchising Authority

Granring franchises and paying subsidy

° mewaymusaﬁcashouldbegrmxped.

. meleveumdqmuqofuMceunquﬁmgAmﬁqshmwbemhngﬁmﬁmchm,
° in whuf-'iltmnsnneeslndtowhuextcmfm might be controlled,

. how bids should be assessed, and

o the pace of the franchising programme.

Initially, these objectives will require the Franchising Authority t0 base the pattern of passenger services 1o be
provided on BR's existing service Jeveis.

24 The Franchising Authority will collect Premiums from franchisees on profitable franchises, ang be
responsible for paying subsidy to franchisees where necessary, within overall budgetary constraints ger by the
Secretary of State. The Franchising Authority will thus be the main conduit of subsidy for Fassenger nuilway services,
But local authorities wil] also have 2 continuing involvement here, parucularly in the main conurbations outside
London.

2.5 PTAs and PTEs are currently responsible for deciding rail service levels and paying subsidy in one Scortigh
and six English metropolitan areas - Stvathclyde, Greater Manchester, Meneyside, Tyne & Wear, West Midlands,
South Yorkshire, and West Yorkshire,

o Passenger Transpont Authorities (PTAs) are joint authorities comprising councillors nominated by the

including PTEs. will continue to have powers to make capital grants, for infrastructure Projects such as station



VA N

. How does the franchising of passenger services fit into the Government's overall plans for raiiwax
pnivarisetion?

1.1 The Government's proposals for privatisation of passenger rail services cenwre on franchising. The other key
elements of the Government's railway privansanon policy are:

. the creation of armangements for granting access 10 the natonal track network for passenger franchisees and
others seeking to run passenger or freight services. subject to their obtaining the necessary licences:

° the establishment of a Rail Regulator to oversee those arrangements. protect the interests of rail users. issue
licences to service operators, and generally promote competton and the efficient use of the railway:

. the restructuring of BR to create a new, discrete, national track authority - Railtrack - responsible for
timetabling, operating signalling sysiems., and rack investment and maintenance;

° the establishment of a framework of safety regulztion which will gusrantee that necessary safety performance
is maintained and observed scross the railway;

. the involvement of the private sector in running and developing sttions - cither as part of franchises, or
separaicly: LS

i \*LW H

® the outright sale of the freight and parcels businesses.

12 All of this is subject to the necessary legislation being approved by Parlisment and receiving Royal Assent.
The nmescale envisaged is that a Railways Bill will be inroduced at the end of 1992 and. subject to approval by
Parhament receive Royal Assent in 1593.

1.3 Following Royal Assent. the Regulator will assume his full duties in relation to the new rights of access to the
Briush Rail nerwork. The Government has employed consuitants to advise on the principles for governing access to
and charging for use of the track network. The Govemnment plans to make known is decisions on the principles before
the end of 1992. so that systems can be established for full implementation of the domestic access and charging regime
from April 1994,

1.4 A Franchising Authority will aiso be appointed following Royal Assent, with the responsibility of franchising
passenger services on the Government's behalf. It will arrange the competitions for granting franchises and monitor
franchisees’ performance. By the time formal Invitations o Tender for the first franchises are despatched by the
Franchising Authoriry, the Regulator will be in place and the rules for access and charging will have been published.

15 BR will be restructured so thas its infrasrucrure and szrvices are managed sepanately. The objective is that
inlnck.which\villownLhenckmdodmmﬁumxcnnt.wiﬂbmnelmhaidmyafBRwimaeaﬁmApﬂ
1994. It will not be subsidised - subsidy being targeted directly to the provision of services - but it will be eligible for
capial grants in ceruain cirscumstances. Railtrack will be expected 1o make a retumn oa its assets and to charge operators
for use of its rack and other infrasuciure. Rziltrack's chargss and allocation of trainpaths will be overseen by the
Reguiator.



|ntroduction

i The White Paper 'New Opportunities for the Railways’ (Cm 2012) Published in July set out the Government
F;mposgjs for maximising private secior involvement in the operanon of railway services. Central 1o the proposals for

parues. such as financial insorutions. on:
- . the ways in which the franchising of passenger services might best be carmied out. angd

. the areas, geographically and in terms of specific acnivities. which would be of most interest
to them.

ii. The Govertiment wants franchising to be responsive to the market. and to ensure that it is. it needs ro jeam what
services the private sector would be interested in operating under a franchise, and what information prospective
franchisees would need in order 10 bid for a franchise.

ii. ~ The White Paper made clear that there would be no universal template for a franchise contract - different
passenger services have different chamctenistics. The Govermnment's intention is that the pnivate sector should assume

passenger.

iv. The Government believes the key to maximising private sector involvement. and maximising the gains to
passengers. is to adoot a flexible approach - 1o allow private sec.or companies as much freedom as possible in bringing
therr skills to bear, There will, inevitably, be some constraints,

that arrangemants can be made 10 reorganise the current activities. and so that financial and other information on the
services coviied by an individual franchise czn be made available to bidders. In order 10 ensure that adequate financial
and other information can be made avajlable 1o bidders on the first service groups to be franchised they will have to be
1denufied as soor as possible.

within the lifetime of the current Parliament. subject. of course. 1o Parliamentary approval of the necessary legislation.,
Competitions for the first franchises are expected o start in 1994,

vii. This document anempts to set passenger franchising in the context of the Government's overall privatisation
plans. to describe the ways in which the franchising proce.- is cexpected to work in practice. and to provide an
overview of the passenger rail business as currently providad by BR.



Philip P. Zeidman's
Comments on the Three Case Studies
Presented at the end of the
Association of Brazilian Franchisors Program
on Franchising and Privatization
Sao Paulo, Brazil
April 5, 1991

I. Brazilian Postal Service

It seems to me, as to the post office, first of all what

this illustrates, I believe, is the point that franchising is

not always used only where government is inefficient and

unaccepted by the public. That seems to be the stereotype we

have used throughout, but the fact is is that in many cases
that is not the situation. This is one of thoge cases because
the post cffice is not inefficient and the post office does not
have a bad reputation, so you are not trying to fill a gap left
by bad service and replacing it with private service, you are

simply trying to get other advantages of being able to shift «fed o

over to private ownership.

Second, it illustrates a situation which is also, we are
finding, common throughout the world and that is, that in one

fashion or another franchising is already in use by government

in some ways without even beiny recognized or known; that
governments were already starting to franchise or doing
something like franchising because, after all, the subagencies

or subcontract arrangements already in existence by the post



office and-others were already a form of franchising even

before people thought of them that way.

Next, this is an illustration of the fact that

governments are moving into franchising quite without the

benefit of experts coming in and telling them how to do it, but

were simply following their own instincts of what was the best

way to proceed.

It is also an illustration of what we svoke of earlier

on the so called vertically integrated operation; not every

part of 2 company can be franchised. You do not have to think

of an entire company being franchised because parts of it
obviously cannot. Just as you cannot franchise the digging of
ore out of the earth you cannot franchise all of the post
office. The basic elements of a post office system must be
done by a large centralized operation, but there are parts down
further on the chain of distribution which can be split off;
and that privatization could be done by a form of licensing or

franchising which this illustrates,

This also is an illustration of how franchising need not
be thought of as either the creation of a new facility from
which goods and services need to be distributed, which we think
of in terms of a McDonald's free-standing franchise, nor need

it be thought of as the sale of a fixed facility or other asset



by the public or the government to privaté sources because, in
this case, as in many other cases, the franchising can be done
by peorle operating out of existing facilities, boutiques, a
part of another operation and the like; and that is also common

to franchising of government services.

I think. what is going to be interesting in the further

examination and further course of development of the postal

franchise is how it will deal with_EQme_n:haz_in:e:esting

challenges. I will give you three examples:

1. The post office here has already done what other
government agencies are doing in the course of franchising and

that is, finding that there are many other services which they

can move into other than the traditional ones.

It has already moved into, as you heard from the
speaker, some additional services, but there are many others:
telefax operations, quick copying operations, the sale of other
related items such as Stationery and greeting cards; it could
easily move into the equivalent of a travel agency operation,
with sale of thesatre tickets and the like; and it could serve
45 a currency exchange operation. In short, ane_xng§££Ef
yourself of traditional notions there is no reason why it

cannot move into other areas.



2. .. Second interesting challenge will be the political

challenge faced by the perception of the public when the

government has turned over certain of its operations to private

hands.

In the case of the efforts by United Kingdaom to

privatize and franchise its postal services, an operation with
which we were involved through a colleague of mine in giving

advice to that British government on its own franchising of its
own post offices, they ran into an interesting problem because

Mrs. Thatcher felt uncomfortable about the notion that private

people would be distributing stamps with the'picture of the /j§:1%

J“.
Queen on it, thinking that there would be political and Reat o 54
philosophical objections, and that people would be "taking ““7Uk

advantage"” or something of that nature. You do not have quite
that sense of royalty here, so far as I know, but I think there

is still something of the notion that you are putting public
— e

interests in private ds.

3. Final challenge, I think, will be determined by

how bold you are and how much you are willing to allow private
interests and the forces of competition to dictate what you

do. I will give you one efample:

(a) We have this notion today that, "Every time

you mail a letter it should cost the same thing as long as it



is the same_class of service. Whether you are mailing it from
the center of Sao Paulo to a suburb of Sao Paulo or from the

far Northeast to the far Southwest it should cost the same".

That is obviously nonsense. It does not cost the
same. It costs the post office much more to deliver the second
letter than the first, but today the post office might be a
little bit uncomfortable about introducing all sorts of
different gradations of cost of mail because people are being
accustomed to subsidizing, which one of those letters does for
the other. If this turns over to private hands, perhaps, it
will be interesting to see if you are willing to go further in

terms of competition and the forces of the market-place, and to

see whether you would be willing to allow true k lace

forces to apply.

In short, I think this is a remarkable example of
a good government agency, not a bad government agency.,
attempting to turn over a substantial part of its operation to
\pPrivate hands and seriously considering how the advantages of
franchising may make it possible to do something which wculd
otherwise not be possible to be privatized. I would look

forward to the future of this operation when the offer for

tenders is announced in May. I would be curious to know the
——— e e - .

sorts of proposals that you get from people telling you how to

do it even better than you are doing it now.



II.  Electrical Utility

The CESP example seems to me to illustrate some quite

different points. I think, first of all and to me, the most

interesting point illustrated by CESP is that it may ultimately

. . . - al,
be easier to privatize through franchising at the loc

municipal or state level than at the national level for a
variety of reasons. Principal among them is that at the
national or federal level you are dealing with such a diverse
and heterogeneous group of constituencies and interests that
you are almost always torn tremendously to try to satisfy all

of them and almost find it impossible to do so.

When you bring it down to a more manageable unit, even
when the manageable unit is as large as the State of Sao Paulo
you at least are able to deal with those conflicting interests

somewhat more readily because you are closer to your

constituencies; and I find, by the way, that is something which
/\____.———

is happening around the world.

I think I may have mentioned earlier that in the United

States we are likelier to be more successful with privatization

at the state level than at the federal level - where a state

can take over an existing operation and privatize it (as, for:

example, the privatizing of the prison system within a

T —

particular state which is being considered by several of the

states in the United States). In Yugoslavia the state of



Slovenia is.moving forward while the rest'of Yugoslavia is, in
fact, not moving forward on privatization in quite the same
way. I think that is the first thing to me that it illustrates.
The second thing to me that it illustrates is a forward
looking company which recognizes that it could do certain
things better through private interests than through public,

and is proceeding to do so.

It also illustrates to me one of the points I made

earlier on the easel, and that is: what is it that dictates

franchisability? I suggested to you that among the elements

which dictate franchisability are (a) an adequate number of
points of retail or service distribution to make it

economically worthwhile; (b) a form of know-how which can be

transmitted vertically from the franchisor to the franchisee in
a way so that it need not be done one-by-one, but can be done
relatively simultaneously; and (c) and (d), economically viable

units at both the franchisor and franchisee levels.

It seems to be clear that (a) and (b) are met in this
case because you have a huge number of points of distribution.
It is also clear to me, I think, although I would have to know
more about 1it, that the nature of the knowhow being transmitted
is such that it is possible for you to do it and also possible
for you to do it in a fairly simultaneous fashion, not one by

one.



I have looked at some of your material and, as I see it,
you have something like 1 million 200,000 thousand customers
with approximately 200 points of distribution; that seems to me
to be a perfectly logical way to allocate the distribution of
goods and services. What is interesting here is that you have
further challenges you will need to meet because, a@ven if you
decide that that is the way in which You are going to do it you

must decide what are the layers between the top and the bottom.

Now you already have a system of, as I understand, about
4 regions and 24 districts. If a city of 25,000 prospective
customers cén be a unit of distribution what you can probably
do is determine who is a prospective franchisee - who may even
be, by the way, the existing manager of that operation, who has
about 30 employees today. What we really do not know yet, I

suspect, is whether that is economically viable, because you

have to determine the revenue and the cost both at that level,

and then what will flow up to you. That is probably going to

dictate true franchisabjlity.

But one of the questions of franchisability obviously is

the nature of the services being franchised. As I listened to

you describe which of those services are to be franchised, this

once again illustrates that in a vertical system you cannot

franchise everything; no one suggests that you can franchise

the harnessing of water into electric power, but at some point




there are things which can be franchised. As I listened to you
list them - including maintenance, replacement, billing and
collection, services, meter reading, energy conservation and
the like - the fact is that I can probably give you examples
where every single one of those types of services is today

being franchised in the United States or elsewhere.

That does not mean they are doing it well, because they
may not be; they may be doing it poorly. But nonetheless, well
or poorly, they serve as information which you ought to have
before you go forward, because you would be foolish to try to

reinvent the wheel. You oucht to try to find out how these <;+,,£rr

P. studies

things have been done elsewhere.

ITI. Medical Services

Final example is Interclinicas. Interclinicas to me

represents two interesting points.

The first is totally unrelated to the subject of today's
program, which is the subject of franchising and
privatization. The fact is that Interclinicas, today, quite
apart from the government, is operating something very close to
a franchise even if there were no government at all to be
involved, and so this subject is not one of franchising and
privatization. We can have a program on whether or not
Interclinicas ought to be franchising; and why not? That is

not a question Interclinicas has asked us, but it seems to me



it is something which obviously has toc be a matter of some

interest and curiosity to this audience which has a high

orientation toward franchising.

A quick observation on it is that you do not have a true
franchise in some technical senses. First, because you do not
use the Interclinicas name over the door, or associate it with
each of the people whom you license to use your know-how in
various places. You do not do that in-part because you are

uncomfortable about exercising quality control over these types

of services (medical services, as opposed to other less
sensitive type of services), and when you do not exercise quite
the same degree of quality control it makes it difficult to

think of it as a traditional franchise of the sort we are

talking about.

The other aspect of your operation which makes it
different than a traditional or conventional franchise is that

a substantial part of the trade or business which your

licensees, we will call them, bring in is not something from

which you benefit. vYou deliver about half of the business to

"

them; they only get about half the business themselves; and you

only obtain payments or royalties of any kind on the portion of

the business which you deliver to them,

- 10 -



That.is not unique. There are comﬁanies like temporary
health agencies and the like, which enter into national
contracts with employers who have multiple locations committing
themselves by that national contract to have those services
delivered to those employers at whatever locations those
employers exist, not unlike the post office situation I
believe, but in most of those cases the licensees operate under
the name of the central franchisor and the central franchisor

obtains benefits by way of payments for all of those.

You have chosen not to do that and that is a perfectly
valid business decision, but I suggest it may be one you may
want to reconsider, because if you think about it you are
spending a lot of money educating the public at large that
Interclinicas is a name which is associated with good quality
medical services. Yet that advertising is only benefiting you
in Sao Paulo because the people outside Sao Paulo are not even

associated with the Interclinicas name.

So, I recognize that is a difficult business decision to
make as to whether or not you wish to exercise your capacity to
control quality, but if in fact, either fully or partially, you
felt comfortable extending yourself into that fornm of control,
I believe you have a substantially greater potential for profit
than what you are now doing. .That, of course, is an individual

business judgment, not a judgment for an outsider to make.

- 11 -



Turning to the aspect of Interclinicas which is related
to today's program, which is the relationship between
franchising and privatization, as I understand it, what has
happened here is that in a country of about 150 million about
30 million of those obtain their medical services from private
sources like yourselves. Those people, I think it is generally
agreed, obtain a better level of services by a substantial
measure than the i20 million who do not; and yet the 120
million who do not all make payments directly or indirectly;
all are supported by tax payments by all; and yet for a variety
of reasons those people are not receiving the quality and

uniformity of services which could be done.

So in many ways I think that what this final example
illustrates is the capacity for further privatization by the
government. The first two are cases in which one is already
being privatized by franchising; and one is being considered
for privatization by franchising. The third example seems to

-

me to suggest a more political question, which is: 1Is there a

political will to privatize the remainder of the medical

services? I suspect the answer is no, or at least not

completely or not immediately, but there is no reason why that
could not be done on a trial basis: to have a certain portion
of the rest of the citizenry be serviced by the private sector
instead of by the government; and, if that is the case, this

may well be an example again where franchising could work.

\\JJ



We are not, after all, talking about the problem of
evaluating a steel mill and determining how much it ought to be
sold for; that is not the kind of privatization we are talking
about. We are talking about the government setting up a system
of very high quality, high level standard of medical services,
and determining that only those hospitals or groups of doctors,
or medical graups that meet those standards will be allowed to

deliver medical services to citizens who are entitled to them

by virtue of the law.

It seems to me élear that a company like Interclinicas
would meet those standards, others would as well, and others
would fail to meet those standards. But that is in fact a form
of privatization by licensing or privatization, if you will;
not by the sale of companies; not by the sale of assets; not by
the floating of public stock. So, I think this illustrates an
area of government yet to be privatized, but which, if it were

privatized could well be susceptible to doing so through a form

of franchising.

I apologize for being s0 presumptuous as to give'

comments on so limited an €xposure to your businesses as I have
\
been able to receive/ﬁtom\iistening today, but I hope that that

e \
will at least/iggrt the discu§sion of these matters.

Thank you.

e

—PEZ1G4*RE
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D. As the Eastern European governments have engaged in
identifying appropriate vehicles for privatization, they have
given little thoughtful consideration to the utility of
franchising methods.!* However, in late 1990, the Hungarian State
Property Agency specifically suggested a role for franchising in
the privatization plans for two hotel chains -- the Danubius
Hotel and Spa Company, and the Pannonia Hotel and Catering
Company.® It is anticipated that other countries will follow
suit as the agencies administering the privatization plans become
more aware of franchising and recognize that it is a promising
vehicle for the conversion of certain categories of state-owned
companies and cooperatives-- principally service sector
operations -- into privately-owned businesses. One objective of
this meeting is to move that process forward.

E. Franchising would be most effective in the
privatization of state-owned enterprises which have been
structured and managed in a form that is not very different from

the franchise concept.® For example, certain hotel chains, other

‘ For example, to the outright sale of state concerns
through local auctions, as in the Czech "small
privatizations," or the sale of stock, as in Poland,
another method under consideration is Employee Stock
Ownership Programs ("ESOP"), which involves the
creation of a trust vested with ownership shares in a
corporation which are subsequently given to employees
over a number of years. See Simurda, To Rusgsia With
Stock, N.AM. INT'L BUS., Mar. 1991, at 18.

3 FIRST PRIVATIZATION PROGRAM 1990.

6 Examples abound, especially in the tourism sector,
e.g., hotels, retail chains, and taxi cab cooperatives.
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C-ﬁSE,S/’uPIE S
By
b Lonnond States

NOTE TO MNAFEH:

/ .
I taped my own comments on the three/case studies at the
Brazil program. I will separately dictate/regarding each of
taem in connection with my letters to thg/compan1es.

The bottom line is that, while théy were in all cases

different than what we had expected (raising an issue for
discussion as to the technique for future preparation), they
were in each case interesting, illustrative of what is in fact
possible (no%t simply our imaginationr), and in eech case

conceivably a prospective client.//’

[ see the possibility of rhis pattern being used in
other countries where we can derermine that this is happening,
or might happen. We should d%}cuss.

——

R Z m

—

ol bk o

Eam i
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IV. How Franchising Can Address the Principal Objections to

Privatization Thus Par?

A.

Consider the traditional advantages franchising has
demonstrated repeatedly over the last 40 years in the

U.S.
1.

2.

5.

6.

and, over the last two decades, world-wide.
Shared risk.

Shared financing.

Training.

Efficient delivery of goods and services.

a. Uniform quality.

b. Reasonable price.
c. Savings due to standardization and economies
of scale.

Job creation.

Business creation.

Privatization in some respects ignores the issue of

concentration.

1.

Franchising fosters the promotion of small and

medium business units and the forestalling of concentration of

economic power.

The promotion and protection of vibrant small

and medium business sectors is an effective means of achieving

efficiency in resource allocation, because franchising serves to

prevent market cartelization and monopolization. Efficient

resource allocation in the economy inevitably will lead to more

equitable distribution of income, which is an additional

objective of the competition policies of many governmencs.
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2. The use of franchising as a method of distribution
often is in lieu of a method that promotes economic
concentration, such as the development of large chains which are
absentee owned. The concentration of power in such
commonly-owned chains is inconsistent with lower prices and
consumer welfare.

3. Franchising, on the other hand, promotes economic
deconcentration because each franchised unit is a separate entity
for competition purposes -- it is usually locally-owned, and it
is managed by those who make their own pricing decisions (as
mandated by most national laws and as required - by most franchise
agreements). This is a key concept: units of chain operations
are part of a single ent.ty that has common ownership and common
decision-makers, but franchised units are individually owned and
have separate decision-makers at each unit.

4. When franchising is used as a method of doing
business in lieu of an independent dealership (as opposed to
being part of a commonly-owned naticnal chain), franchising
continues to provide the most effective means of fostering an
unconcentrated, competitive economy. This will be the case
because franchising is a tremendously successful and efficient
method of entry: business format franchises in the United States
have an average annual failure rate of less than five percent,
while other forms of small business enterprise struggle with a

much higher rate of failure.
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5. Franchising is an ideal institution both for
economies trying to prevent monopolistic markets from developing,
as well as for economies undergoing de-monopolization efforts.
The role of franchising can perhaps best be explained as follows:
the franchise form of distribution retains all of the benefits
associated with both large company-owned chains and independent
dealerships, but it sheds most of the disadvantages of these
other distribution forms. Thus, franchising has a rate of
success similar to that of company chains; it permits independent
decision-making -and local ownership, as do independent chains;
and it is efficient like company chains -- j,e.,, franchising
permits the franchisor and franchisees to derive the benefits of
quantity buying programs, valuable intellectual property rights,
advertising sophistication, reduced capital costs, and other
scale economics.

C. As discussed throughout, privatization by franchising
would achieve the objectives of privatization, resulting in the
creation of new independently-owned small-scale local businesses
and the decentralization of assets. Other methods of
privatization do not necessarily have the same effect. Moreover,
in the absence of potential local purchasers with adequate
resources, other privatization methods could result in ownership
simply shifting to a single foreign entity that has access to
capital adequate to purchase an entire state-owned enterprise.
In contrast, franchising offers the possibility of local

ownership of businesses thereby reducing or minimizing reliance
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on foreign capital for investment and operations. (Outside the
realm of privatization, franchising holds out additional promise
for helping Eastern European countries address other economic
concerns within the context of their reform programs.)

D. A number of economists advising governments in Eastern
Europe have advised that privatization be implemented as rapidly
as possible. Yet the process is almost of necessity cumbersome,
uncertain, complex--all factors that brake the pace of change.
The inclusion of franchising into the set of privatization
approaches might improve this situation.

One of the principal advantages of franchising over
other means of business expansion is the rapidity with which the
network can grow. Usually, business growth depends to a large
extent on the ability of a single company to invest in expansion.
With franchising, expansion rests oa the investment of each
franchisee in his business, which in turn is a catalyst for the
expansion of the entire system. An aggregation of smaller
individual investments, which are easier to come by and are not
directly tied to the financial credit worthiness of the franchise
company, can result in rapid expansion. This acceleration may
lead to an increase in the number of independent businesses, as
each franchis is an individually owned and operated entity.

E. Cei.cral Europe needs those middle-sized enterprises.
The greatest opportunities, especially for providing new jobs,
lie in services and in consumer goods. These are both areas in

which middle-sized, locally managed businesses flourish. The
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bankrupt, giant government businesses can in most cases be
salvaged only if broken up into smaller and more manageable
units. If instead they are "privatized" as they are -- as now
strongly advocated by certain governments, they will simply shift
from being unproductive government monopolies to being
unproductive non-government monopolies.

The likely outcome? No economic turn-around, no
free-market economy, only continued economic stagnation.

Another Pigspective

Restructuring the enterprises and franchising the
appropriate segments to individuals, businesses or groups of
investors should be considered: the distribution operation of the
manufacturer; the individual hotels, which can be linked
"horizontally" to one another and "vertically" to a franchise
comany crated for that purpose; the similar linkage of the new
owners of the retail or service outlets, by affiliating with an
existing or newly created franchise company operating in that
commercial sector.

Contrast the difficulties experienced in many conventional
privatization approaches with the benefits of the use of
franchising: the creation of new businesses; avoiding disputes
over valuation; and obviating the need for reliance upon ~.
single, large investor - and thus the reliance upon foreign
capital.

Finally, note some elements which may be included in

appropriate cases:

37



opportunities for current managers or employees toO
acquire franchises

providing current managers or employees with stock
ownership in the franchisor company as part of the
plan;

attracting Western know-how from foreign franchisors
by, for example, providing minority ownership in a
newly create franchise company; or by entering into a
franchise relationship with a Western franchisor to
convert outlets to the use of the franchisor’s business
concept and trade name.

the use of franchising as a technique for the
privatization of government services, now being
undertaken by government in countries with widely
varying political philosophies. 1In the United Stared,

the most active experimenters are municipalities.
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V. Other Benefits That Franchising Can Provide

A. System-wide support

B. Essentially a turn-key operation.

C. Encourages and assists entrepeneurialism.

D. The U.S. experience -- in one scenario the owner of one

or a few units may and have become multi-unit owners, to extend
that the franchisee’s holdings are themselves a major company;
and that franchisee at some point may also become the franchisor
or a new system.

E. The franchisee can contribute to the system’s success
in more ways than one. Many new and successful ideas in
franchising came not from headquarters but from a franchisee,
e.g., McDonald’s, BCT in compartmental package..

G. Franchising depends on stable and consistent supplies
-- growing potatoes to McDonald’s specifications has become a
flourishing enterprise in a number of countries outside the U.S.
The success of a system not only creates an expanded number of
franchised units; it also creates increased business
opportunities for processors, suppliers of all types of products,
distributors and the like.

G. Franchising certainly has received its share of
criticism, from urban planners to nutritionists to
environmentalists. But the industry’s response exhibits
flexibility: over the years companies have changed to respond to
those critics where their concerns were evaluated and could be

addressed. Many U.S. chains today, for example, are reviewing
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their packaging and other products to se if more environmentally
protective substitutes are available.

H. In a subtle and quite sophisticated fashion, the
appearance of the signs -- even the icons -- of certain franchise
chains (in Eastern Europe, for example) signal yet another
element of (a) the shift to an open, competitive market; and (b)
the new inclusion of these countries in the region in a global

business network.

CpieKkop nexl page
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¥——0ther Bensfils—Whith Francntsing Could Provide—-

T x. Broad utilization
1. In different industries
2. Both "vertically" and "horizontally"
3. "Conversions"
T B. The typical structure and relationships that are

integral to franchising respond to the principal tasks facing
Eastern Europe:

® to dismantle centralized economic controls,
enabling markets to perform on a rational economic
basis;

L to decrease the rising underemployment and
unemployment associated with privatization;

o to create private enterprises able to provide
goods and services in quantities and qualities
that meet local needs; and,

o to create an economy that can support long-term
economic growth and compete in international
markets.

K Z. Other benefits specifically valid for Eastern Europe bF‘

1. Franchising may represent the single best option

for a prospective entrepreneur who for any number of reasons may
not wish to go it alone.

2. Franchising is based on a system of shared risk.

3. Franchising permits more rapid expansion than

other more traditional forms of doing business.
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4. The rapidity of expansion speeds the delivery of
goods and services to consumers, and ensures customers the same
standards of quality, price and servic. wherever they do
business.

5. The countries of Eastern Europe have a long
tradition of small business enterprises, and franchising might
assist in the revival of that capacity in several ways.
Franchising may be especially useful in re-introcducing the skills
and know-how needed to own and operate private businesses. 1In
most franchise arrangement, a franchisee is provided with a
complete system of doing business. thus allowing for the rapid
and extensive transfer of know-how, technology, and management
skills from a franchisor. 1In addition, standardized training,
which is integral to franchising, meets very specific needs ir
Eastern Europe, where the middle management level is almost
non-existent and management skills are generally poor. Opening a
franchise business, then, can help emsure that the business owner
begins with a developed and proven system, thereby assuring
satisfactory quality of the goods and services provided and
effective management of the enterprise. Moreover, individual
franchisees reap the benefits of being an independent business
and gain many of the benefits of centrally-owned chain stores.
For example, franchisees share the benefits of collective buying
power, broader brand-recognition based on national or regional
marketing, and advantages also related to the investment in new

products and management techniques by franchisors. In addition to
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the benefits of franchising for the individual franchisee and for
the economies of Eastern Europe, franchiging holds out promise
for the rapid dissemination of management skills because of the
relatively rapid growth of a chain that can be achieved through
franchising, i.e., by incorporation of new franchisees in the
network.

6. Franchising also may positively affect other
aspects of the Eastern European economy. As franchising is
primarily a means of expanding the distribution of goods and
services, it amy help alleviate the huge shortages of consumer
goods and services that exist in Eastern Europe. Franchising
offers a means of creating new and efficient distribution systems
to replace and supplement the inefficient state-owned
distribution networks of Eastern Europe. The know-how and
technology developed by franchise systems, if transferred to
franchisees in Eastern Europe, could modernize the delivery of
goods and services. Moreover, the development and expansion of
franchise networks also generates employment opportunities hy
creating jobs for entrepreneurs who own franchises and are
engaged in their day-to-day management and for staff who oprerate
the franchises.

7. Finally, the penetration of Western franchise
systems in Eastern Europe will spur the integration of these
societies into the intermational economy by creating the
potential to expand commercial relationships with the Western

world relatively swiftly and economically. Franchising will
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encourage a shared sense of societal relationship with other
economies through the impact of such icons as trademarks, trade

dress, media advertisements, and architectural designs.
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VI. The Experience To Date
A. Overview {Toromel.

B. The United States

1. Privatization has yet another function, perhaps
less well known. 1In the United States to some degree, an in
other countries where budgets no longer reach to a full agenda of
private services, cash-strapped cities are contracting out to
private companies to provide what the government once did. In
Philadelphia, expectations are that the mayor will have to put
many costly public services, including trash collection and
custodial services, out to competitive bid by private companies.

2. The push toward privatization on the federal level
-- largely unsuccessful -- began in 1981. Privatization wa son e
of the principal concepts underlying all the Reagan budgets, and
the administration set up a privatization commission (the Grace
Commission) to identify all the possible opportunities for
privatization across the federal spectrum. Federal efforts
included such approaches as the sale of federal assets and the
"contracting out" to private companies functions such as
libraries, information centers and certain Defense Department
programs. Several recent federal studies, however, have
concluded that contracting out dres not create cost savings at
the federal level. This may not be a definitive conclusion, but
enthusiasm for this aspect of privatization has waned in recent

years.
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3. The catalyst at both the federal and state/local
level has been, and is, the fiscal crisis. (Privatization in
this context has been defined as the process of stripping
government to the bone.) Budget shortfalls have hit cities
particularly hard, causing them to grasp at any prospect for
savings. Accordiag to one consulting firm that advises cities in
this area, in 1990 82 municipalities in 34 states experimented
with privatization of one or more city services.

4. No absclute measure of savings through
privatization exists, but a number of studies put the savings at
a 10 to 40 percent reduction in costs, with the greatest savings
coming from contracting out labor-intensive services. Among the
public services that have been contracted to private companies,
in order of occurrence, are the following:

Foodservice at public facilities
Major construction projects
Janitorial services

Solid waste collection

Building maintenance

Security ser ices

5. Studies also show that states have been less
experimental in this area than have local governments, but many
states have begun to hire private companies to run prisons,
roads, parks, hospitals and commuter railways. A private company
manages four federal libraries, another op<rates about 80 public

golf courses in 20 states. In this context, it is ~ t
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overreaching to suggest that franchising might be an additional
vehicle for the privatization of government services.

6. The privatization contract that a city or state
lets to a private company isg not so different from a franchise
agreement. The structure of a company that wishes to provide
public services is horizontal, mirroring the typical franchise
structure. The capacity to franchise may be dictated by the
structur® needed to provide public services and the nature of the
service under consideration. Where national defense and security
are concerned, clearly the openness cf a franchise gtructure is
inappropriate.

Some recent experiences outgide the U.S., however, suggest
that the principles of privatization through franchising nzed not
be so limited, either geographically or in terms of what
governments can franchise. In March 1951, what may have been the
first program ever held on franchising and privatization took
place in Sao Paula, Brazil. The Seminar and associated meetings

revealed a number of possibilities.

C. Brazil
1. One of few countries that at least
theoretically -- and closer to reality than most -- is including

franchising as an element of its privatization effort.
"Um tormentor a menos para o consuimidor" ("One torment

less for the consumer"), p. 121.
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-* [DATE] CESP, the electricity company of Sao Paulo, will
be opening its first shop to offer electrical services to -he
public; it should also set the first step towards franchising.

In Brazil, state-owned companies or public
enterprises -- as is the case of CESP -- can only offer services
outside the household limits; inside is the private sector’s
territory. Nonetheless, when CESP decides to launch its services
on a franchising basis, it will not break the law, but, what'’s
more important, it will contribute to its image with public
opinion. By giving professional training to electricians (most
of them have learned from practice), CESP will be offering better
services inside the houses from the very installaticn of
electrical systems during construction work; according to CESP,
many household complaints are caused by poor work by
electricians.

CESP has not yet chosen a name for its franchising business,
but it already has prospective franchisees. One hundred and
eighty of its managers will be retiring within five years and are
already planning to start their own business in a field where
they are knowledgeable.

D. The United Kingdom
1. The Postal Services
a. In 1580, the gcvernment boosted competition
by splitting British Telecom from the Post

Office. The Telecom transaction at that time
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was the largest privatization ever carried
out.

The British Post Office was privatized some
years ago by the formation of the Post Office
Corporation. The Post Office Corporaticn
subsequently divided its activities into the
Royal Mail division and the Counter Service
Operation, which is found at Post Offices
around the country. So far as the Mail
Service is concerned, this is run totally
separately from the Counter Service and there
is no franchising involved at all.

So far as the Counter Service is concerned,
franchising has been introduced. Counter
Services have no procucts of its own, except
for postal orders i.e., money orders issued
by and uncashed by the Post Office. 1In all
other respects it is merely offering services
largely to Government agencies. For example,
it issues vehicle tax licenses every year, it
pays pensions to senior citizens on behalf cf
the Department of Social Services. The basis
on which they have franchised in the UK is to
offer existing stores the opportunity to
install a Post Office within the store on the

basis that a Post Office generates a very
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high volume of foot traffic during the course

of each week. 1In fact, I think the

statistics showed that something like maybe

80 percent of the population uses a Post

Office once a month and that close on 90

percent use the Post Office at least once a
year, with a solid core of around 65 percent

who use a Post Office each week.

The attraction to the stores to whom

franchises are granted thrrefore, is the
gerneration of a flow of foot traffic within
their store, perhaps securing a market for

the other products which they sell by

bringing people in who would otherwise not

enter their stores.

Up to and through 1990, there had been
conaiderable study of whether the Post Office
itself couldn’t be improved by shifting its
letter services to the private sector.

Potential gains could include:

® A proper debt-equity structure, allowing longer-term
investment (the government could keep a big stake).
® Diversification. Post Office Counters is legally

restricted on what it can sell (greetings cards,

stationery). It could develop its 21,000 shops
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further, with travel and theater tickets, even
currency exchange.

® Sub-contracting. Businesses already get hefty
discounts on deliveries of pre-sorted mail; the Post
Office could contract out other stages in the
process, particularly transport (New Zealand Post
contracts out its rural delivery service).

® Better alignment of prices to costs. New Zealand
Post saves through charging by letter size, not
weight. Terminal dues -- payments between national
post offices for delivering each other’s mail -- do
not reflect costs; payments are still based on
weight, not letter volume.

® More competitive work practices.

® New services, especially for business, which sends 8~
percent of letters. Private companies pioneered
express delivery, and pushed the Post Office into a
response; so, too, could competition in letters.

2. British Rail

a. In October, 1992, the U.K. Department of

Transportation issued a report on the franchiging of

passenger rail services.
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3.

Franchising of Public Services

a.

Curreat consideration of franchising of law cffices
to offer legal aid. The first stage of the project
has only recently been initiated by the Legal Aid

Board, and no other information is yet available.



VII. Progpects for the Puture

We are seeing a growing awareness that in the extensive reach of
privatization activities around the globe, the introduction of small and
medium-sized businesses into the process is highly desirable. Less
widely understood, but increasing, is the appreciation that franchising
may be the best and most feasible way to accomplish this. Perhaps most
important, and most striking, is the realization that franchising need
not be limited, in the privatization process, to the traditional retail
outlets with which it usuwally is associated, but that same theory
applies to the delivery of many of those services typically delivered by
government. Those services, finally, are not just the small-scale, low
level operations like the staffing of mail rooms or even the management
of libraries; franchising can encompass many if not all of the services
-- mail, telecommunications, energy -- previously considered reserved to
large government.

A. No crystal ball.

B. Privatization continues by and large to be the tag thar
provokes initial interest, at least by those companies and investors
that have not yet moved into those countries with changing economies.

1. Hardly a single issue in those publications wost frequently
ready by U.S. executives -- NYT Business section; WSJ; Forbes;
Business; Business Week; Fortune [and other similar publications outside
U.S. -- Financial Times, the Economist] -- that do not report on or
update the status of a privatization program in one or more countries.

C. Continuance -- and updated reporting -- now probably essential

to maintain positive atmosphere for investment.
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D. Imperdtive to continue funding of technical assistance by (1)
supranational institutions and U.S. and other internmational agsistance
agencies (requiring, in U.S., for instarnce, continuing reeducation of
members of relevant congressional committees).

E. Parallel media efforts/ongoing.

F. Imperative to strengthen credit network in countries shifting
to free market, and to educate financial institutions in developed

countries as to potential rewards of investment in economies undergoing

privatization.

G. Continue to consider the expansive potential of franchising as

an ancillary vehicle for privatization.
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