Restaurant Chains Offer
Incentivesto Fra,nchlsees

EY ANNIE GASPARRO

Restaurant operafors are us-
ing incentives to encourage their
franchisees to keep growing, de-
spite the shrugeling economy.

Companies sueh - as Papa
John's International Inc. and
Denmy’s Corp. are establishing
lending programs, tutting back
royalty fees and assisting thefr
franchisess in. other ways to
push growth in new markets and
help those in challenged ones,
even if it hurts the company’s
earnings in the short terme

Ton Graham, head of develop-

ment for Papa John's, says it is

tough, especially for small fran-

chisees, to secure the proper fi-

nancing for expanding in this
economy: It also has become in-
creasingly competitive among
restaurant chains to win over
the attention of large, lncrative
franchisees.

“We're in a different position
than many of our competitors, in
that we have 2 minimal ameunt
of debt, so we're able to help
franchisees: more..getting  the
right ones into the system, sup-
porting them with these inita-
tives and helping them Leep
thoze stoves open,” he said.

These restawrant chains are
betting that the new locations
will perform well and remain
open over the long term. As a
result, the chains are pickier
when choosing their ﬁ-aa:tctmees
and sites for expansion.

“They're demanding restan-
rant experience, not just an in-
vestor, wher thev are looking for

franchisees” said John Gordon,

& principal at Pacific Manage-
ment Consulting Group, ah advi-
sory firm for chain réstaurauts.

The chains that offer these
deals ave the ones that are expe-
tiencing strong réturns with
their new stores, so a location
opened through such a program
15 Tess likely to fail,

Under the Papa John's incen-
tive program annomiced Thurs-
day, qualifying restanrants opens
ing in the 1.5, in 2042 dor't have
topay the franchise fee, saving
them $25,000; receive $50,000
it equipment, including two
pizza ovens; have thelr rovalty
fees waived through mid-2013;
and earn a $3,000 food credit
with the chain’s food-distribu-
tion company, as long as the res-
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A Denny's senver in Tempe; Ariz,

taurant is opened within 30 days
after its original scheduled
opening date. The program-is
ganerally available for new and
current franchisees,

Meanwhile, Denny's has cre-
ated a $100 million lending poal
for new and existing franchisees
who open restaurants in under-
penetrated 1.5, markets,

Over g five- to sbeyear pe-
riod, this vould suppert growth
of 75 to 100 new restaurants,
Chief Executive John Miller said.

Denmy’s is also offering other
incentives, including breaks on
franchise and rovalty fees that
eould total $250,000 per unit.

Tepid consumer demand and
pressure of commodity inflation
has left some uperators wary of

‘expending  during the current

totigh economic times, but Wr.
Miller areues the fip side. Tt 2
zood chance for franchisess to
take advantaze of the conversion
apperiumittes out there from all
the restaurants or other retail
stores that have closed becawse
of the economy” he said,

Already, two Arizona Denny’s
franchiseas have agreed to build
locgtions in Phitadelphia and op-
state Wew York as part of the
prograny.

Adel Farag, o Denny’s franchi-
see; said the ineentive program
played a big role in his decision
o open 2 new Denny’s location
in Philadelphia. i Farag de-
seribed the Denny's program as
“one of most ageressive” in the
field. “1 was exploving other
brands as well, but none of them
come cloge to Penny's in thelr
cOMIRITmEnt to grow™ he said




