


McDonald’s Irks Some of Its Franchisees

A longtime McDonald's employee and
former franchisee himself, Mr. Adams
says the Consortium idea came from
McDonald’s franchisees who had retained
his firm, Franchise Equity Group, on vari-
ous business matters, such as how to deal
with franchisers in selling a restaurant. He
says more and more McDonald's fran-
chisees complained about the company's
tactics and asked him for help.

His postcard survey of [ranchisees
about forming a group got such responses
as, "Yes! Yes! Yes! We need this badly!™;
**McDonald’s does not seem to listen any-
more"’; “It is with great reluctance that I
am signing up, but some fundamentals are
badly out of balance,” and “McDonald’s
has been dividing and conquering us for
years. It is time to stand together.”

Already. the Consortium has retained a
lawyer to monitor McDonald's, to see that
the current 20-year licensing agreement
remains inviolate and, if needed, to chal-
lenge the company by lobbying for legisla-
tion. Recently, McDonald's has been a
leader among the nation’s franchisers in
squelching states’ moves toward legisla-
tive changes. In lowa, it vowed not to
build any more restaurants until the legis-
lature revoked some laws the company
deemed biased toward franchisees; much
of that legislation has been struck down by
the courts.

Says Mr. Ebeling, “We believe ex-
tremely few [franchisees] have any rela-
tionship” with Mr. Adams. If, in fact,
about 200 McDonald's franchisees have
Jjoined the Consortium, they are about 7%
of the company's domestic corps.

Once the Consortium is fully opera-
tional, Mr. Adams says he will be compen-
sated by it. "My intention is to get a
percentage of the fees,” he says. Right
now, he figures that he is earning about §15
an hour as the group's “facilitator.” His
primary source of income continues to be
his consulting business.

It is impossible to pinpoint exactly how
much dissidence there 15. Franchisees fear
angering their huge and powerful corpo-
rate partner. But it is clear, from inter-
views over a period of months, that
many franchisees are concerned. Interest-
ingly, many join the dissident movement
more out of sadness than anger; they have
been [ranchisees for a long time and
remember a kinder and gentler company—
in a kinder and gentler environment.

A Lost Friend

Many trace what they see as the deteri-
oration of franchiser-franchisee relations
to the 1992 death of Gerald Newman,
McDonald’s chief accounting officer, Mr.
Newman spent much of his time dealing
with franchisees. Sometimes he would give
them a financial break. Sometimes he
would encourage them to find other em-

ployment. But he had a reputation for a
sympathetic ear. As one longtime opera-
tor wrote to Mr. Adams: "“Ray Kroc and
Gerry Newman must be crying in their
graves.” That same operator ended a
lengthy, critical note to Mr. Adams this
way: “It is for my love of and good of the
system that I write this.”

Asked in an interview why he joined the
Consortium, one franchisee, who re
quested anonymity, says: “I honestly
believe the vast majority of us are there for
one reason. We love what we do. The
system is truly fabulous. If you're going to
be a franchisee, this is the company you
want to associate with. Or at least it was.
But things have changed."

McDonald's already has a franchisee
organization — the National Operators Ad-
visory Board -~ but some regard il as a
corporate captive. Indeed, truly indepen-
dent franchisee groups are rare; less than
5% of all U.S.-based franchises have inde-
pendent ones. One sprang up at Burger
King Corp. after that chain’s acquisition
by Grand Metropolitan PLC in 1988. Now
numbering about 900 franchisees — 80% of
the total — the Burger King association
negotiates with management over such
prickly matters as encroachment — where
the company opens a new restaurant near
an established one.

A Controversial Manual

High among some McDonald's [ran-
chisees’ concerns is a set of business
practices, known as Franchising 2000, that
McDonald's is implementing domestically.
The company terms it a way to improve
standards for quality, service, cleanliness
and value by giving franchisees better
“tools."" But others see it as a bold bid for
more control.

One controversial provision requires
franchisees to submit annual financial
goals to the company's regional man-
agers, who sign off on them. The document
also revives annual A, B, C and F grades,
with only franchisees receiving As and Bs
eligible for more restaurants; some fran-
chisees doubt the system's objectivity.

In addition, McDonald's is using Fran-
chising 2000 to try to enforce a single
pricing strategy, so that a Big Mac, for
example, will cost the same almost every-
where. The company says discounting—
what it calls “'value pricing” —is necessary
to build market share. Those who ignore
such guidelines and otherwise “‘seek per-
sonal gain and advantage to the detriment
of the system,” as the new handbook puts
it, risk losing their franchise when it
expires. Noncompliance is to be met with
what an internal memo calls “'in-your-
face™ management — a get-tough attitude
that riles some franchisees.

Says McDonald's Mr. Ebeling: “'The
whole purpose of redefining our franchis-

ing relationship through Franchising 2000
is to run better restaurants and not to run
people out of the system."” Keith Melton, a
Shreveport, La., franchisee who heads
McDonald's operators’ advisory board,
says the revisions followed a year-long
consultation between franchisee represen-
tatives and the company. He says that
most franchisees embrace Franchising
2000.

“Once it gets going,” says Andre La-
prade, a Maine franchisee, “it's going to
be great for the system. IUIl improve
overall operations and therefore the value
of our restaurants.”

Fears Over Expansion

But other franchisees wonder how their
properties will withstand McDonald's ex-
pansion juggernaut, which calls for 800 to
1,000 more U.S. restaurants this year
alone. Many [ranchisees complain that
that drive to increase market share will
sap their own sales and profits.

Robin Seder knows that worry. A long-
time McDonald's franchisee, Mr. Seder
says his problems began in 1991, after he
relocated from Phoenix and paid $5 million
for three restaurants in the California
border town of San Ysidro. He soon learned
that McDonald's was building a restaurant
just across the border in Tijuana, Mexico.
After it opened, sales at his restaurants
plunged. When he complained. he says he
was told that was because he was charging
too much for his food. Not so, he says,
contending that an Extra Value Meal in
Tijuana cost at least §1 more.

Then Mr. Seder learned that a second
Tijuana restaurant was coming and would
be followed by more border locations by
the year 2000. He says his sales, totaling
$6.8 million for his three restaurants in
1992, fell to slightly more than $6 million in
1993. To stay afloat, he refinanced his
home. He also rejected a company-pro-
posed swap — his restaurants for two that
he says were in poor shape, in crime-rid-
den neighborhoods and vulnerable to being
cut off from traffic by a planned freeway.

The 50-year-old Mr. Seder retained
Robert Zarco, a Miami franchise lawyer,
who sued McDonald's in federal court in
San Diego. The suit accused it of “canni-
balization tactics and unfair competition™
and sought $24 million in damages.

McDonald's countersued, alleging
breach of an agreement with the ombuds-
man, but, apparently anxious to avoid bad
publicity, soon initiated settlement talks. It
agreed (o trade Mr. Seder’s border restau-
rants for four full-size McDonald's, plus
two smaller outlets in a Wal-Martandona
naval base. Mr. Zarco says his client is
“looking forward to a successful future
with the company.” Mr. Ebeling calls the
seltlement “‘an amicable resolution.”



