HOTEL FRANCHISING IN THE 21ST CENTURY

By Stanley Turkel, MHS, ISHC

As we approach the year 2001, is there a hotel company out there that can reinvent hotel franchising?  The 21st century franchisor would examine every aspect of its relationship with existing or prospective franchisees.

It would create a new system of franchising that would be so mutually beneficial that it would attract entrepreneurs, owners and investors.  Such a hotel company would develop a franchise license agreement with features that would be far more owner-friendly to franchisees with regard to exclusive territories, royalty fees, termination clauses, product improvement requirements, dispute resolution, and purchasing policies.

Many franchise agreements are prepared by franchisor lawyers who overload it with every pro franchisor provision available.  “Purchasers of hotel franchises have more power than they realize” says author Jay S. Patel in his excellent book, Franchising:  Is It Fair?  He goes on to say, “As purchasers or investors in franchise systems, franchisees are the customers.  All too often, franchisees assume they cannot change their franchise agreements…. But franchisees should remember “if you don’t ask for it, you can’t get it”.

The 21st century franchisor will: 

1) carve out an exclusive territory for each franchise with definite boundaries.  Regarding the granting of a franchise of an affiliated brand, an independent impact study should be commissioned (and jointly paid for) to determine the extent of incremental impact.

2) negotiate recurring monthly fees including royalty payments, marketing advertising, reservations systems, etc. on a value-added basis.  If the performance of a hotel brand falls below an agreed-upon reservation productivity level, the franchisee can exit the system without paying any liquidated damages.

3) allow a franchisee to terminate the license agreement without penalty after sixty days written notice to enable the franchisor to replace the property in the marketing area.

4) seek approval from a majority of the franchisees before:

· increasing fees for reservations, advertising, marketing, training programs, computer and software upgrades, etc.

· changing the physical requirements for façade and building design, signage, amenities, guest room and bathroom design, public space, recreational facilities, landscaping, food and beverage outlets, etc.

· creating  a new brand name.

· engaging in any cross-brand selling through the franchise database.

5) mandate mediation and arbitration (in that order) to settle disputes.  In the event of such disputes, the proceedings would take place in the county and state where the hotel is located, not in the franchisor’s home state.

6) help in the creation of purchasing cooperatives so that rebates paid by preferred vendors would be passed on to franchisees.  In any event, franchisees would be free to buy from any vendor as long as specifications and quality were equal.

Finally, if the franchisor sells the brand to another company who changes the system requirements, the physical standards, or the level of amenities, the franchisee would have the option to depart the system without payment of any liquidated damages.  The distinctive qualities of such a franchise package would create a level of trust between hotel owners and franchisee companies that does now exist.

Some few hotel franchisors have already entered the 21st century.

For example, Travelodge unveiled a new franchise initiative offering a guaranteed revenue increase of 15 percent, discounted entry costs and franchise fees, a simplified entry process, and exit-window options for new franchisees entering the Travelodge system before year’s end.  The initiative offers a $10,000 entry fee, as well as franchise fees of 6.5 percent for the first two years.  After that period, a property may give notice to exit the system without penalty if it has participated in all brand sales and marketing programs, maintained the minimum quality assurance score, and is free of any contractual defaults.  Properties who recognize a 15 percent increase in revenue and opt to continue in the program will pay franchise fees of 7.5 percent for the third and fourth years, and 8.5 percent annually thereafter.
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