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In the early years of social enterprise we were right to celebrate those pioneering
entrepreneurs who managed to start up new social organisations with few resources.
However, the UK social sector has now achieved a degree of maturity, and while we
do not deny the constant need for innovation to tackle social issues, the practice of
constantly inventing and developing novel approaches to old problems for which there
are already proven solutions is neither desirable nor sustainable. Accordingly, we
argue that, in line with the increasing attention being paid to replication and scaling, it
is now time to re-direct resources (skills and finance) to leverage established social
enterprises with proven business models and experienced management teams.

At the root of our thinking is a conviction that social entrepreneurs have a moral duty
not only to create social benefit, but to utilise the available resources efficiently and
effectively to maximise social impact. In this sense, the limited resources available in
these cash-constrained times can exert greater market discipline; but the critical need
is to concentrate resources on innovation that can be scaled, and on practices that
build on the best of the entrepreneurial and innovation resources that we have. If the
social sector is to expand to meet the opportunities now before it, we have to find ways
of mobilising other, less-entrepreneurial people into the frontline of social delivery.
Franchising is a recognised method for enabling ordinary people to achieve
extraordinary results.

Another, more positive driver of change is the evident need for the social sector to
develop new sources of capital. The emergence of the social investment sector is
therefore as welcome as it is timely. However, whereas grant makers and trusts have
traditionally borne the transaction costs of investing in many small organisations, this
is not true of social investment institutions for which the cost of investing £50,000 is
almost as high as investing £5 million. Experience is already showing that they have a
strong preference for higher-value investment propositions with the potential both for
ambitious growth and social impact. And one of the most effective ways to leverage
successful social enterprises with ambitious business models and capable of
delivering significant social impact is through franchising.

What is now required therefore is a new approach to growth. As Jonathan Bland,
former Chief Executive of the Social Enterprise Coalition, has said: OIf social enterprise
is to achieve its potential to deliver lasting social change, the movement needs to
develop new and bold means to ensure that this growth is meaningful3.

At Shaftesbury Partnership, we believe one of the most important ingredients to that
new approach is to learn from established private sector practices in as deep a way as
possible. This means the interest in social franchising must take as its starting point
the experience of the commercial franchising sector. This paper seeks to do that.

10pposites attract: How social franchising can speed up the growth of social enterprise.!
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Franchising is not new: in the commercial sector it has been a successful strategy for
growth for 100 years. However, the social sector as a whole has yet to embrace
franchising and implement it in a systematic way. As a result, the concept is poorly
understood and, with a few notable exceptions, has yet to be executed successfully in
the UK. This paper therefore aims to provide answers to the following questions:
|

*  What do we understand by Social Franchising?

*  What is Commercial Franchising?

*  What are some of the Implications for Social Franchising?

*  What needs to happen next?
|
The answers to these questions should create a clearer understanding within the
social enterprise sector of what social franchising is B and just as importantly, what it is
not. We will then be in a position to identify what the next steps need to be for us to
develop a common approach and methodology, establish the necessary support
infrastructure and attract new forms of social investment to begin implementing social
franchising successfully.
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We need to be clear what we mean by OsociafranchisingO. To date, the social sector
has entertained numerous loose interpretations of the term. Consequently, a number
of different models have been implemented in the name of social franchising, ranging
from simple licensing arrangements to joint ventures of varying complexity.

It is a problem common to social enterprises everywhere. At the International Social
Franchise Summit in Berlin in 2007 speakers delivered several different b even
contradictory Dinterpretations of social franchising, at the end of which the conference
was forced to conclude that the concept was still too loosely understood for them to be
able to come to a conclusive definition!?

Difficult although it may be, we must now reach a common understanding and
agreement about what constitutes social franchising and how to implement it. For the
lack of an agreed definition continues to perpetuate further difficulties that hamper its
development, including

* Lack of Understanding

* Lack of Experience

* Lack of Role Models

* History of Failure

« Lack of Investment, Management Expertise and other Resources

2 International Social Franchise Summit Report, 2007.
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A helpful first step towards a definition of social franchising emerges from the report on
the replication of social enterprises in the UK, Choosing a Social Enterprise
Replication Strategy: The Affiliation Model, published by UnLtd Ventures. This defined
replication as Ospreading a social enterprise business model to new geographic areas
or audiences through the creation of new entities or the facilitation of uptake by
existing organisationsO.

The report described the high level replication landscape and set out the replication
continuum of options available to social entrepreneurs in the following way:

Wholly-Owned Affiliation Dissemination

Franchise Joint Partnership
Models Ventures

Tight Loose
Control Control

Preferred Preferred
if Revenue If Revenue
Potential High Potential Low

Preferred where Preferred where
Receptivity Receptivity
May be Low May be High

This model helpfully maps out a spectrum of replication with three principal forms;
wholly-owned, affiliation and dissemination.

Wholly-owned: in which the social enterprise creates, owns, and operates the
replicated entity

Affiliation: involving partnerships with entities that are partly or wholly owned by
other organisations. Affiliation models include:

o Franchising: Social enterprise enters into a contractual relationship with
other entities operating under or using the social enterpriseOs trade name
and model.

o Joint Venture: Social enterprise joins an outside party to create a new
entity; the parties share profits and losses.

o Partnership: Social enterprise creates a loose agreement with an
existing organisation to deliver products or services locally

Dissemination: where a social enterprise makes available information about its
business model, but leaves it to others to learn the lessons and implement
independently®

3 http://unltd.org.uk/template.php?ID=95&PageName=replicationstudy accessed 2/11/10
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With the exception of the wholly-owned approach, franchising demands a higher
degree of involvement from the parent organisation than any other form of replication.
This remains true at every stage of implementation B during the development of the
model, at the launch of individual franchisees and in the provision of ongoing support
for the duration of the relationship thereafter. | have correspondingly positioned it firmly
at the Owhollyowned® end of the affiliation segment on the replication continuum.

Wholly-Owned | === Affiliation Dissemination
Social

Franchise  Joint  Partnership
Ventures

A high level of involvement brings in its wake other factors which we may take as
starting point for defining the true character of franchising, including

Higher costs, in terms of the time, effort and even money that the parent
organisation spends on the exercise;

Common Identity , in that the parent association will be closely associated with
the affiliate. The eventual success or failure of the exercise will reflect on the
parent organisation too.

Risk, both in terms of resources committed and to the reputations of those
involved.

For these reasons, the parent organisation will understandably seek a high degree of
control over the project, both in terms of managing its internal resources and
protecting itself against possible damage to its reputation.

So, we can already identify the following as some of the key characteristics of social
franchising:

The model must be Proven, and

Scalable.

High Levels of Involvement

Cost, and

Risk on the part of the franchising organisation, necessitating
High levels of Control
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The same characteristics are true of commercial franchising and it would seem self-
evident that social entrepreneurs should consider the experience of their counterparts
in the private sector in order to derive a sound definition and methodology for
franchising. Indeed, given that the very essence of franchising is to learn from others
and avoid making the same mistakes, it would be ironic if we did not do so.

OYou must learn from the mistakes of others. You can't possibly
live long enough to make them all yourself.O
Sam Levenson

Yet, cultural barriers within the social sector may prove to be the greatest obstacle to
the successful adoption of franchising. As a German study, Social Franchising - A Way
of Systematic Replication to Increase Social Impact observed:

If somebody uses resources merely Oto reinvent the wheelQ, it
is rightly considered as a waste. Yet, the systematic replication
of projects in the non-profit sector still remains the exception to
the rule. This is understandable - many players in the so-
called third sector rightly see themselves as Osocial change
agents@ as an outlet for innovation. They prefer to focus their
energies on the development of new approaches. Imitating
those of others is considered as Onot sexyO. The result is one
pilot project after the other. Many prototypes but few
replications.*

Steve Wyler of the Development Trusts Association suggests that the problem flows
directly from the cult of the social entrepreneur: it is, he hypothesizes,

as if our legitimacy can only come from that which is brand new,
as if each and every approach must be without precedentEthat
social enterprise can only succeed as a manifestation of a single
heroic individual, able to discard and surmount all failure, all the
discredited past.®

A further cultural barrier to be overcome is suspicion of, or even disdain for,
commercial practices. This antipathy to all things commercial is particularly unhelpful
in our search for a definition and model of social franchising, for unlike the social
sector, the commercial world has been franchising successfully for over a century. If
we wish to emulate the success of commercial franchising, we must be allowed to
learn from its experiences.

4 www.socialinnovationexchange.org accessed 1/11/10
5 Steve Wyler, A Brief History of Social Enterprise!
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The dominant form of commercial franchising is known as Business Format
Franchising. In Business Format Franchising, the owner of a franchise system (Othe
franchisorQO) agrees to license the use of its operating systems, brand and other
Intellectual Property, and provide training and ongoing support to enable another
person (Othe franchiseeO) to set up and opertn identical business in a particular
area. In return, the franchisee pays an initial fee and ongoing fees (either a flat-rate
amount or a percentage of turnover). The franchisor is therefore financially
incentivised to provide the franchisee with the mentoring and coaching they require to
start and run a new business successfully. Franchising is effectively a supported form
of self-employment: franchisees are in business for themselves, but not by
themselves.

Franchising is well established in the UK: there are 842 franchise systems with nearly
35,000 franchise units operating in the UK. In total, they employ almost half a million
people and generate over £11 billion in revenues.®

The following are just a few examples of well-known high-street brands that
successfully use or have used franchising to sell a wide range of products and
services: Subway, Prontaprint, Dollond and Aitchison, Cartridge World, Cash
Converters, Clarks Shoes, Dairy Crest, Domino's Pizza, Dyno-Rod, Greenthumb, Kall
Kwik, McDonalds, Moshulu, Papa Johns, Raleigh UK, Rosemary Conley Diet and
Fitness Clubs, Rush Hair Salons, Scottish & Newcastle Pubs and Thorntons.

Yet, as the graph below illustrates, franchising in the UK spans an even broader range
of industries and sectors, providing services directly to private consumers in their
homes or to other businesses. These include everyday services such as plumbing,
electrical services, car repair, IT repair and services, cleaning, property, professional
services, sales and marketing, after-school education and gardening. Franchise
businesses range therefore from high-street retail stores employing many people and
requiring large upfront investment to Oman in a vanO single operators providing
domestic services that can be started with only a few thousand pounds.

6 Natwest/BFA Franchise Survey 2010
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Number of UK franchise systems by business category (2000 vs 2008)
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A successful franchise model demonstrates a number of key characteristics that in
turn translate into significant benefits for franchisees:

Proven Business Model
Established Market

Demand for Products & Services
New Product Development

Initial Training

Ongoing Support

Economies of Scale

Greater access to (bank) Finance

The Safer Option: The statistics on business start ups show that becoming a
franchisee is a far safer route into self-employment than starting up a new business
alone. The average annual commercial failure rate of franchise units has been less
than 5% each year since 2001. Even in the current recession 90% of franchise units
have reported that they remain profitable.® As a result O...around 90% of new franchise
businesses are still operating after 5 years, compared with 30% of other types of
business start-up.®

Better Growth Prospects : Not only are franchise businesses much more likely to
survive than independent start-up businesses, they also tend to grow more quickly. As
a result, franchise businesses generally go on to employ more people more quickly
than typical stand-alone start-ups. According to a national survey, the average
franchise business in the UK currently employs thirteen people.*

7 Natwest/BFA Franchise Survery 2009!
8 Natwest/BFA Franchise Survey 2010.
9 Keynote Report on Franchising, 2010.
10 Natwest/BFA Franchise Survey 2010.
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One of the major benefits of starting a business as a franchisee is that everything
needed to get the business up and running successfully has already been identified
and is provided. This helps franchise businesses avoid some of the pitfalls facing any
new business, enabling them to operate more quickly to their full potential. The
support includes the products to be sold or used in providing the service,
administrative and accounting systems and marketing and sales materials. Some
franchisors even provide franchisees with a customer base, referring customer
enquiries from a national website or call centre to a local franchisee.

Greater Profitability: Franchising effectively exploits the well known and influential
theory called the Oexperience curveO. This theory was articulated in 1968 in
Perspectives in Experience by the Boston Consulting Group (BCG). BCG observed
that the cost of adding value to a product or service (i.e. making it or delivering it)
reduced in line with overall output. For example, in the manufacturing sector, the costs
reduce by around 25% as output doubles. Franchising rapidly increases overall output
and cost- savings result from accelerated learning and better process and resource
efficiencies.

The evident benefits of commercial franchising are clearly attractive to social
organisations and drive much of their current interest in a social form of franchising.
Undoubtedly we will need to adapt aspects of the model to meet the particular needs
of social enterprises. However, in doing so, we must guard against straying too far
from the commercial model of franchising if we want to derive the same benefits and
achieve similar results. Discarding aspects of the commercial model because they are
not part of the social enterprise culture or taking a less rigorous approach to
implementation will only undermine our prospects of success. In short, we should
adopt where we can and adapt only where we must.

E3D1414G("87730:1>:(+0>4:<¥B14G(

According to the International Franchise Association, a franchise is the agreement or
license between two legally independent parties, which gives:

* aperson or group of people (franchisee) the right to market a product or service
using the trademark or trade name of another business (franchisor)

« the franchisee the right to market a product or service using the operating
methods of the franchisor

« the franchisee the obligation to pay the franchisor fees for these rights

« the franchisor the obligation to provide rights and support to franchisees

The British Franchise Association (BFA) offers the following definition:

Business format franchising is the granting of a licence by one person (the franchisor)
to another (the franchisee), which entitles the franchisee to trade under the trade
mark/trade name of the franchisor and to make use of an entire package, comprising
all the elements necessary to establish a previously untrained person in the business
and to run it with continual assistance on a predetermined basis.

™ESHAFTESBURY PARTNERSHIP
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Both definitions indicate key elements that need to be present for a relationship to be
termed OfranchisingO:

« Firstly, the relationship between the franchisor and a franchisee has a firm legal
basis.

« Secondly, the franchisor and franchisee have ongoing obligations to each other.

«  Thirdly, the payment of fees by the franchisee.

*  Fourthly, the franchisee adopts an identical approach to all key aspects of the
enterprise, including the franchisorOs brand.
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The most obvious way a franchise network differs from other forms of business
association is in the use of a common name or brand. The brand provides its
customers with the reassurance that they will receive a consistent product wherever
they purchase it. It provides new franchisees with a pre-existing pool of customers
prepared to purchase their product and services on the basis of their previous
experience of the brand. Because of this mutual dependence on a common brand, the
operation of a franchise network necessitates a high degree of control and regulation,
which are underpinned by legal agreements.

Standing this situation on its head, we might concur that social enterprises wishing to

franchise could obviate the need for legal agreements with their franchisees simply by
dispensing with a common brand. After all, it could be argued that in many cases their
customers D the beneficiaries of their social services B do not consume their products
in different locations and therefore have no need of brands and the reassurance they

provide.

This may be true, but any organisation on the scale of a social franchise will have
other stakeholders for whom a recognised brand is important  donors, grant-makers,
sponsors and investors, as well as volunteers, partners, suppliers, assessors and
public bodies Bwill all draw comfort from knowing a social enterprise is a member of a
wider, better-known network. All members of such a network would be at constant risk
without any controls to govern the performance and behaviour of individual
franchisees.

COHBB3@(F(COHB2
|

Many in the social sector seem to consider contracts and other forms of legal
documentation as evidence of the cultural and ethical differences that separate them
from the commercial world. DoesnOt the need for legal agreements suggest that trust
alone is not enough in such relationships? And even if a contract existed between two
social enterprises isnOt it almost inconceivable that it would ever be enforced? Yet, the
franchise agreement is a central plank of franchising. It literally defines what makes a
franchise system and the British Franchise Associations regards a good franchise
agreement as the hallmark of an ethical franchisor.
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As we have seen, one reason for placing the franchisor-franchisee relationship on a
legal footing is because franchising involves the former granting the latter a licence to
use their Intellectual Property, all of which has to be expressed explicitly and carefully
controlled. As Martin Mendelsohn, a highly-respected lawyer and writer on
franchising, has noted, Othe fact that the trade name, format and the procedure are
owned by the franchisor and used by all franchisees in common with each other is
what makes an element of control over the franchiseesO business esential3!

The franchise agreement provides (at least) three other important roles of mutual
benefit to both parties, however. Firstly, it sets out clearly and unequivovally the
ongoing obligations the franchisor and franchisee have to each other. Secondly, it lays
down in advance procedures to cope with every foreseeable contingency that may
arise at a later stage in the relationship (renewal, termination, re-sale, etc.).

Finally, the franchise agreement affords the franchisor considerable powers over the
franchisee. This may seem to confirm suspicions about the unscrupulous nature of
relationships in the commercial world, until we remember that the franchisor has
responsibility for protecting the interests of each and every member of the franchise
system from the mistakes and misdeeds of any one individual franchisee. In such
circumstances it is in the interests of the franchisee network as a whole that the
franchisor has the unequivocal right to step in swiftly to take whatever actions are
necessary to remedy the situation.

!
N>;H3(F(N>;HI3B
(

Franchisees pay to join a franchise network. They do so in the expectation that the
franchise business will repay their investment through future profits. The more
profitable the franchisorOs business model, the morerainchisees value it and are
prepared to pay for it. The interests of both franchisees and franchisors are therefore
aligned around the Obottom lined.

In contrast, social entrepreneurs tend to value the social (and environmental) impact of
their enterprises as much, if not more, than any OsurplusesO they may generate. Indeed,
some regard all profits as ObadO and a key feature distinguishing social from
commercial enterprises. (This argument may also serve to disguise social enterprises
with poor business models or that operate inefficiently, however.)

We do not believe that profit itself is necessarily harmful, but what purpose it is put to
that matters.

In franchising, Othe initial franchise fee covers the cost of training, recruiting, territory
analysis, site identification, specialist equipment, stationery, franchisee launch, etc. &
Similarly, the weekly or monthly payment of the Management Services Fee (MSF)
enables the franchisor to provide ongoing support, new product development and a
host of other services that bring considerable benefits to franchisees and their
customers.

Social franchisors have the same obligations to support their franchisees. To do so,
they will need to spend time and money further developing the business model, rolling
out new products and generally supporting their expanding franchise network. They

11 Mendelsohn, M., The Guide to Franchising, 6th Edition, p.8.
12 www.whichfranchise.com accessed 1/11/10
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will need to recoup these costs from somewhere. Without this additional income
sooner or later the franchisor will simply not be able to provide such services to their
franchisees. And without these services, many of the benefits of the franchise model
fail to materialise, both for franchisees and for investors. (If their franchisees cannot or
will not help meet these costs, it may be possible for franchisors to fund them through
donations or grants. However, a franchise model premised on this type of support is
always going to be more vulnerable than one which can sustain itself through earned
income.) This is not to argue that producing a financial profit or surplus is more
important than social benefits, only that social franchises cannot make do with one
without the other.

In fairness, some definitions of social franchising already acknowledge the existence
of a contractual agreement between the franchisee and the franchisor (UnLtd, 2008;
BALTA, 2008; Virtue Ventures, 2007; Volery, 2009), which imply some form of
exchange. Virtue Ventures incorporates into its definition: OPurchasers pay franchise
fees to receive the social enterprise model, methodology, etc., and ongoing technical
support from the franchise®. And UnLtd extends the definition of social franchising
further in this direction, focusing on the mutually dependent nature of the relationships
involved:

Franchising creates an obligation to perform on both sides Pthe
franchisee has an obligation to deliver the defined social
enterprise model to agreed-upon standards of quality, and the
franchisor has an obligation to provide sug)port and maintain
quality across the network of franchises.*

The good news is that there are already a few examples of social ventures that have
successfully adopted the commercial model of franchising. One is Care and Share
Associates (CASA) Ltd, which OE is viewed by the Department of Health and others as
a trail-blazer in health/homecare social enterprise franchising and replication.&
Another is the Trussell Trust, which has used a franchise model to build up a network
of more than 70 outlets for its Foodbank Project.

Equally, commercial franchisors are keen to engage with the social sector, even to the
extent of awarding franchises to social organisations to help them earn income for
good causes. As Social Edge reports in Choosing a Social Franchise: Pros and
Cons,* Auntie Anne's pretzel shop in Denver International Airport is owned by Platte
River Industries, a local social benefit organization. Similarly, Ben & JerryO$artner
Shops are independently-owned stores operated by community-based non-profit
organizations. For example, a Ben & JerryOs franchise in Belfast is owned and
operated by a Derry- based social enterprise. Ben & JerryOs waives the standard
franchise fees and provides additional support to help non-profits operate strong
businesses.&

13 UnLtd - Choosing a Social Enterprise Replication Strategy: The Affiliation Model (2008)

14 http://www.casaltd.com accessed 2/11/10

15 http://www.socialedge.org/discussions/business-models/archive/2007/01/02/choosing-a-social-
franchise-pros-and-cons accessed 2/11/10

16 http://www.benjerry.com/scoop-shops/partnershops/ accessed 15/11/10
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Both the need and opportunity for social franchising has never been greater than
today. If we are to meet the challenge successfully, however, we must take as our
starting-point the experience and expertise that has been built up over many years in
the commercial franchising sector. Adopting concepts such as legal agreements and
common brands may seem alien, but it is essential that we follow the commercial
model as closely as possible if we are to replicate the success franchising has
achieved there.

Adaptation will nevertheless be necessary on occasion. For example, whereas
franchisors in the commercial sector generally appoint individuals as franchisees,
social franchisors could conceivably contract with other organisations, adding greatly
to the complexity of the relationship. Where the franchisee organisation is larger than
the franchisor, there are further implications for brand management and the
enforcement of legal contracts. These and other aspects of the social franchisor-
franchisee relationship in the near future will be explored in further papers.

&302(123L6(

To enable social enterprises to replicate successfully through social franchising,
interested parties in both the social and commercial sectors should work together to:

+ establish a common definition of social franchising.

* produce case studies to learn the lessons of social enterprises that have
attempted to replicate through franchising and to identify further potential
sources of friction between commercial franchising and the social sector that
need resolution.

+ pilot a common methodology for developing social franchises, drawing where
possible on the experience and expertise of the commercial franchising sector.

+ develop within the sector the expertise and infrastructure to support social
enterprises to replicate through franchising .

+ explore the use of experienced management teams to replicate successful
social enterprise models where founding entrepreneurs are unwilling or unable
to use franchising themselves.

* make institutional investors aware of the risk-reward profile of franchising to
encourage early-stage investment in this form of replication, including the initial
development of the franchise system itself.

« explore other finance options for those opportunities where the financial returns
to the franchisor may be too small otherwise to support social franchising but
where the potential for growth in social impact is large.

™ESHAFTESBURY PARTNERSHIP



