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Activity 

Unit 1 practice question: 
evaluation 
Luke Perry 

Read the case study on pp. 8–10 of the magazine. Evaluate whether Tonina and Keith 
Hoang were right to set up as a franchise instead of a partnership. Justify your view.
           (15 marks) 

Sample answer 
A franchise is a form of business ownership whereby a person or business buys a licence to 
trade using another firm’s name. In terms of the case study, Tonina and Keith Hoang would 
be the franchisee (buying the rights) and McDonald’s would be the franchisor (selling the 
rights).  

Tonina and Keith will experience a number of benefits by using the McDonald’s model to set 
up their new fast food business. As a franchisee the pair will receive an established product 
that has global recognition. This gives them a ready-made customer base with a tried and 
tested business model. This will result in high revenue figures immediately, whereas if they 
were starting up their own business they would need to build custom up over a period of 
time. This could be difficult in the fast food industry as it is so competitive and customers will 
often go with a brand they know. Another benefit is that the start-up costs are relatively low 
and the promotional campaign will be paid for by the franchisor. McDonald’s will provide 
Tonina and Keith with a national advertising campaign on mainstream television channels as 
well as a range of sponsorship deals. This awareness of the brand will lead to further growth 
and sales, which should result in the business improving its profitability. Finally, it is in 
McDonald’s interests that they succeed, meaning that they will get support in many forms 
including staff training and product development. This is an important factor, as developing 
new products can be difficult in this industry and they will achieve this with no extra costs. 
This will result in Tonina and Keith maintaining the life span of the business and ultimately 
this will result in good revenues over a sustained period of time. 

There are however a number of potential problems with the purchase of a McDonald’s 
franchise. First, there are the financial implications. Tonina and Keith would have to pay a fee 
upfront and a percentage of their profits each year. In addition, Tonina has had to invest a lot 
of time and money in order to be selected by McDonald’s in a tough interview process. This 
20-month period has passed with no profits to show for it. The couple could have developed 
their core business over this period of time and by opting to apply for a McDonald’s franchise 
they missed the opportunity to grow this business further. Finally, there are a number of risks 
involved with the franchise system. It is possible that other fast food chains could set up 
nearby and take business away from Tonina and Keith, which would mean less revenue and 
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profit, as the catchment of customers would be substantially smaller. In addition, if there was 
another McDonald’s nearby then the performance of this store would impact Tonina and 
Keith’s, e.g. if the quality was poor then the two businesses would be linked and future sales 
would be affected. 

In conclusion, I believe that the couple should set up a franchise with McDonald’s, as it will 
diversify their product range and offer them a safe way to grow the business. The most 
important point is that McDonald’s will lower their start-up costs and will also give them a 
tried and tested product, which is essential in this industry. However, the decision would 
depend on a number of external factors. I would want the contract to state that no other 
stores could be opened within a certain distance to ensure that the sales projections remain 
high. It would be important for the couple that these other factors do not impact the benefits 
of joining such a successful business model. 

Level 5 + E2 = 13/15 marks 

The response shows a good understanding of both the advantages and disadvantages 
of a franchise system. The answer is in context and actually manipulates the data to fit 
with the point being made. The analysis is detailed and focuses on the impact on the 
business owners. The only area that could be improved is the evaluation. The 
DEDICATE or DISCO-M models would require more focus on other factors that would 
impact the decision by Tonina and Keith. The response makes an excellent final point 
on this but it could have been developed further. 


