DECISION MAKING

IN A

COMPLEX

ENVIRONMENT

GOURMET PRETZEL SHOP

JON RENKO

ERIC MILLER
CHOOSING WHETHER TO ESTABLISH A GOURMET PRETZEL SHOP THROUGH FRANCHISING OR THROUGH PRIVATE OWNERSHIP

1. INTRODUCION

  The desire to become an entrepreneur also comes with many other responsibilities and decisions.  After walking around the town of Oakland and throughout the buildings of the University of Pittsburgh it became blatantly apparent to our young want to be entrepreneurs that there was a distinct consumer segment that was not having its desires satisfied. Even with the massive variety of eateries within a close proximity and located throughout Oakland there was still something missing. 


  Pretzels have always been a craving to Americans.  But even more so in recent years there has been an outcropping of gourmet pretzel shops opening in local malls and shopping plazas.  After noticing this and then walking through the campus at Pittsburgh it could hardly be overlooked that there was no such place for all these students.  This may be the case at other universities as well but that is looking into the future.  The question at hand is whether there is sufficient numbers of potential buyers in the Oakland area market to necessitate an opening of a pretzel shop.  We think so.  Especially considering that there is not just one university in the area but rather four.


  With this comes all the other decisions.  Where exactly would be the best place to open?  What sort of shop hours should be kept?  How much will it cost to open such a place?  How should the advertising be approached?  These questions go on and on forever.  But none of these questions is purposeful until combined with the major decision involved.  This main course of action is smothered in one thing.  What type of shop ownership is going to be the preferred method? 

2.  THE ISSUE


  There are really on two major choices in our minds with this.  The first is to go ahead and open up our own pretzel shop.  We will call this private ownership.  With this there will be a choice of naming and many other choices left solely up to we the entrepreneurs.  The second of the options we see is to open up a franchise gourmet pretzel shop.  The distinct name that comes to mind with this is the Auntie Anne’s franchise.  There are still many decisions to be made with this but much of the choosing is limited to the guidelines as set by the franchise organization.


  So which methodology will be used to start the entrepreneurs on their way to making millions of dollars?  In order to decide the optimum business choice there are what seems to be an endless list of questions that need to be answered.  They basically center around four major categories.  These are what benefits does each choice offer, what costs are associated with each choice, what risks are associated by going with either choice, and what opportunities does each alternative present.

2. CREATING THE MODEL

  The model was created by using ANP software and sectoring out eight different criteria that are each broken down into the various factors, which influence the decisions for each.  All of the criteria are then classified into the two alternatives, franchise ownership or private ownership.  The following pages display the eight criteria and the sub-criteria factors associated with each.

The eight criteria and the factors associated with them are as follows:

· Costs

· Start-Up Needs and Expenses

· Annual Taxes, Licenses, and Fees

· Operating Expenses 

· Benefits

· Proven Name Recognition

· Assistance

· Financing

· Franchise Requirements

· Expandability

· Advertising

· Creativity

· Frequency

· Promotions

· Customers

· Students

· Families

· White Collar Professionals

· Blue Collar Workers

· Indirect Competition

· Ice Cream Vendors

· Pastry Shops

· Candy

· Traits

· Service

· Seating

· Parking

· Drive-Thru

· Quality of Food

· Taste

· Nutrition

· Portion Sizing

· Packaging

· Recycling

· Marketing Mix

· Price

· Products

· Development

· Location

3. THE MODEL

Advertising

  The first sector of analysis and prioritizing is the advertising criteria.  Within this there lies three major factors influencing the weight and eventual impact that advertising will have on the decision between the two alternatives.  These are creativity, frequency, and promotions.

  The creativity of advertising is in the ability the owner has in designing the actual advertisements.  Along with this is how and where to place such advertisements.  Whether the ads should be done through television, magazine, newspaper or even just posted around town and via word of mouth.  With the option of franchising there is little involvement in the creativity portion of advertising.  As for private ownership, there is lots of leverage involved in this aspect of advertising.  Franchisees are relatively stuck in the creativity of advertisements.  Therefore, the benefits definitely favor private ownership.  On the downside, private ownership opens the door for more risks associated with this part in advertising.

  The frequency of advertising is the just as it states.  How often is advertising necessary and for what durations will the ads be run.  Private ownership leaves these options and decisions totally up to the owners.  Franchising leaves very little decisions up to the owner with respect to the frequency of ads.   Just as with the creativity, frequency benefits the private owner more so than the franchise owner.

  The promotion factor involves the types of sales and incentives that are going to be offered to the consumers.  This can be related to coupon offers or pricing deals such as a by one get one free sale.  Naturally, the private owner is going to get to make all the decisions with respect to promotion.  The franchisee will occasionally have an option with the promotions that they wish to follow but this is subject to permission of the franchiser and the original agreement signed.  The benefits of this factor again fall in favor of the private owner rather than the franchise owner.

  Advertising all in all tends to lean towards favoring the private owner.  Even with the consideration of costs and risks associated with this choice added to the equation, priorities still make it a better choice to privatize the business.

Customers


  The second sector of analysis and prioritizing is the customers criteria.  There are four different types of individuals that the business will be looking to approach as customers.  Each of these will affect the eventual outcome of our choice depending on the favorableness to each alternative.  The four customers are students, families, white-collars professionals and blue-collar workers.


  The main pursuit will be after the student population.  There are four colleges within walking distance of the main food sector of Oakland.  As far as favoring one alternative or the other in terms of students for customers there doesn’t necessarily seem to be any plus for either side.  The main concern is more as to whether there are sufficient numbers to verify opening the business.


  The families aspect is another possible customer.  There are sufficient numbers to make some impact but not enough in the area to touch the abilities of raising profits from students.  The challenge will be in drawing families into town just to have a pretzel.


  Finally come the white and blue-collar workers.  There are large numbers of office workers and professors at the university.  A quick lunch of pretzels could attract numerous customers of this type.  There is also continuous construction to allure some decent numbers from the blue-collar source.


  The main concern is satisfied through initial research.  There are sufficient customers in the area to build the business.  As far as favoring one alternative or another there is little to show either as a heavy favorite.  Even when influenced by all the factors.

Indirect Competition


  The third sector to analyze and prioritize is the indirect competition criteria.  There is no real direct competition so we must consider something associated as a possible pull from sales.  We feel there are three different types affecting this.  These are ice cream shops, pastry shops (bagels), and candy stores.


  All three of these factors have an effect on the risks aspect of the businesses.  None of them has any overwhelming affects as to the alternative choices.  Also, none of the factors are strong enough to stand out as competition that is too tuff to overcome.  There are very few ice cream shops in the area.  Also, this seems to be limited in the strength of competition provided depending on seasonality.  The winter is not going to help out the ice cream shop.  It may stunt the sales of a pretzel shop as well but not nearly as much.


  The candy stores do not figure to be very powerful in hurting sales.  There are few in the area and the demand is surprisingly not high among college students.  Understandably it is not high with any other customer grouping either.  Therefore, the candy shops are mentioned but not an influencing factor after all.


  The major indirect competitor will come from other pasty shops and bagel shops.  It has been noticed that the demand for bagels has slipped in past years.  There are no donut shops in the area.  There are some other pastry shops that might pull on the demand for pretzels.  We figure that the newness of the gourmet pretzel shop will have a massive appeal for at least several months upon opening.  It is within this time that impact can be made to set precedence for future sales.


  The final conclusion coming from indirect competition is that there is no decisiveness between private ownership and franchise ownership.  Either will suit the needs just as well.  Going the franchise route does show some signs of possible advantage due to the name recognition.

Traits


  The fourth cluster that has an impact of our decision is the criteria of traits.  These are characteristics or types of services that the restaurant is going to possess.  There are four basic traits that we are looking at for decision making.  These are service, seating, parking, and drive-thru.


  The service is going to be the main factor of the traits sector.  In regards to service we are referring to how the customer is going to receive the product.  There are several choices here but we are only considering the option of an order being placed and hand delivered to the customer.  Regardless of the alternative this will be equal in weight for both.  What may be alterable is the number of employees on staff at different hours.  Franchises set requirements to the minimum number of people that must be waiting on customers and preparing foods at various times and seasons.  This is to maintain a high standard of service for the entire franchise.  The private owner option will needless to say provide a wider variety of options in this criteria.  However, the franchiser may be quite accurate in the requirements so there may be little difference in the end decision.  The point to make is that the private owner alternative provides the power of choice here.  It also provides the risk of being wrong and angering potential and future customers.


  The seating trait has several effects.  It will help improve the volume of sales.  It will also have a counter effect on the costs associated with the rental of a lot facility.  Seating is a definite plus in sales but whether the augment will cover the costs increments associated with the additional space requirements is unlikely.  In the final outcome between the two alternatives, again the private ownership provides the benefits in regards to this trait with decision-making authority.  However, it also runs the risks and costs.


  Parking does not figure to become a factor.  The early decision is to not provide parking for customers.  It would be a major factor if the desire was to attempt to bring in clientele but since this is not necessary we would immediately discard this as a factor influencing our final decision.  If it did it would have no favorite as far as the possible alternative are concerned.


  The final trait to look at is a drive-thru service.  Again, the factor had to be considered but after quick research it was quickly discredited as a possibility.  The constraints as to location and needs associated with such a service were too overwhelming to consider providing a drive-thru service.  Particularly considering that such a service would not provide sufficient marginal sales to validate such a decision.


  The final word on the traits cluster is how much it will affect our final decision of choosing to open a franchise gourmet pretzel shop or to open a shop through private decisions.  The only characteristic that has any significance on our decision is the services provided.  We feel that this favors the private ownership decision enough to overcome any risks and costs associated with it.  Therefore, in regards to traits the edge goes to the private ownership alternative.

Quality of Food


  The fifth cluster sector for analysis and prioritizing is the quality of food criteria.  There are many factors affecting the quality of food that will be provided.  Some of these are obvious and some of them are not so obvious.  We view this cluster as having five different factors.  These are taste, nutrition, portion size, packing, and recycling.


  Taste is probably just about the most important factor in the entire success of the business.  Without being able to provide a pretzel that somebody is going to want to eat nonetheless something a person is willing to expend a few pennies in order to acquire it, the business would end up in the trash and go bankrupt.  It goes without saying that the franchise of Auntie Anne’s pretzels has quite a reputation of providing a superior quality product.  There is very little risk involved in that case.  Now as for creating a pretzel on our own that is capable of equaling that there is some risk involved in it.  However, we feel that with proper statistical surveying and taste testing we will be able to produce such a product.  Even with this being the case the edge will still fall ever so slightly onto the side of opening a franchise because of the risk factor involved.


  The second factor with some influence on the quality of food cluster is the nutritional value.  It may seem from initial thought that there is really no plus or minus in consuming a pretzel.  However, we are discussing gourmet pretzels.  Therefore, there is sugar involved and numerous other ingredients.  None of them are going to be sitting on the plus side of nutrition.  They may however fall on the minus side.  And with the concentration being placed on the nutritional value of foods by the consumer it is important to keep the final products within reasonable acceptance.  The final decision between the alternatives will not be affected significantly by the nutritional values provided.


  The next factor is the size of portions.  People always like to get more for their money.  Auntie Anne’s has a set pretzel size and drink size.  There is little room for manipulation in this area with the franchise.  The self-started shop does offer some flexibility in this regard.  There are other factors cross-connected that effect the decisions with this such as pricing and profitability.  The edge does have to go to the privatization.


  The fourth quality factor is packaging.  This may be more of a marketing ploy but we have chosen to include it in with the quality aspect of the food.  There is virtually no leeway in what can be done with the franchise product as far as packaging.  Again, the power of decision falls on the side of starting a business solely on our own without the requirements of the franchiser.  Also, the risks again fall on the side of the private ownership but with high ingenuity there may be a significant benefit associated with being “allowed” to form your own packaging.  Therefore the private alternative has a minor advantage.


  The final quality of food aspect deals with recycling.  The instant thought behind this is how much of a difference can this make.  Well let me ask you this.  Do you remember the last time you went out to eat and received cold fries or a cold hamburger at a fast food joint?  I will bet you do.  Recycling deals with the frequency with which the cooked pretzels are taken off the shelf and thrown away.  Poor quality food can have a major reflection in the customer’s eyes as to the commitment your company possesses to quality.  It was very hard in doing the analysis to judge which alternative truly holds the upper hand as far as recycling is concerned but the edge eventually comes to the private owner again due to the ability to make quick decisions and changes arising from customer satisfaction levels.


  The final word and decision from the quality of food is that the final choice is with opening a private shop.  Although franchising offers a slight edge in taste quality with the guaranteed liking from customers, the overall advantages offered by the decision making ability of a privately owned shop overcome this guarantee.  The risk is worth taking by our standards.

Marketing Mix


  The sixth cluster used in analyzing and deciding between the alternatives is the criteria of marketing mix.  This deals closely with advertising in some aspects but also in the general overall sales of the company.  There are four aspects to the marketing mix that factor into the decision.  They are price, products, development, and location.


  Price is the first item to look at.  Private ownership would have the priority in this factor of marketing.  The franchise sets the pricing according to their requirements.  This allows for little to no fluctuation in pricing, particularly when specials are advertised.  The allowance of having the ability to set and change prices as wanted gives the advantage away from the franchise owner.


  Products is the next item of consideration in the marketing mix.  Products concerns what types of pretzels are going to be offered.  What flavors of pretzels will be offered is another type of product decision.  Even the different beverage choices can be considered a product even though we are dealing with a pretzel shop.  People nearly always buy a drink when they buy a pretzel.  Also, if some other products are seen to be in demand by consumers this product may be offered.  That is if you are running a private ownership.  A franchise does not offer this similar advantage.  Therefore, the product category falls heavily in favor of the private ownership decision.


  Development is the third factor in the marketing mix.  This deals with many different factors on its own.  How are advertisements going to be formed?  How are products going to be created and distributed?  What sort of pricing strategy is followed?  Development has a roll in all of these.  So which alternative favors development.  This seems obvious.  The only factor that influences in favor of the franchise is the fact that even though there is little to no development say in running a franchise, the way things are done are certified and proven to work.  This will be discussed further in the requirements factor.  Regardless of this, we feel that the development factor leans towards favoring the private ownership.


  The final factor involved under the marketing mix is the location.  There is still some decision making to be involved as to the precise location but the choice has already been made that there is sufficient evidence that a pretzel shop can subsist in Oakland.  The point to make is to keep focus as to the alternative and choice that is at hand.  Which type of ownership is best suited for our wants and needs?  As far as location is considered there is a slight lead for the private choice.  The ability to make you own decisions again takes the precedence.  Franchises do offer quite a lending hand in opening in a good location.  However, they place many restraints that need to be followed in doing so and therefore loose any edge that the assistance may have provided.


  The final decision between alternatives based on the marketing mix cluster gives the overall advantage in choosing to go with a private ownership.  The proven tactics associated with a franchise are not strong enough to supercede the abilities and freedoms of making your own decisions.

Benefits


  Moving on we come to the seventh of our eight clusters.  This involves the benefits.  There are benefits associated with nearly all of the factors up to this point.  Here we try to identify some that are not classified elsewhere.  We have limited the benefits here to just five of the major ones.  The list could potentially go on forever.  The five we have chosen are proven name, assistance, financing, franchise requirements, and expandability.


  The proven name is a huge plus on the side of the franchise choice.  By going with an “establishment” you are able to significantly reduce the risks associated with starting your own business.  The numbers show that the probability of failure for start up businesses is relatively high.  But by going the franchise route this is knocked down a few notches.  Part of this is from the recognition that comes with the franchise name.  The only side a private ownership offers in this regard is that the name can eventually become proven and recognizable.  At the outset though, the advantage goes to the franchise.


  Next is the assistance factor.  This can come as a huge benefit.  It is something that the private ownership doesn’t really offer without having friends in the business or a connection somewhere.  Therefore, the advantage in regards to this benefit hedges on the side of the franchise.  They offer enormous amount of assistance in attempts to assure that the business does well and failure is avoided.  The franchise has just as much to lose if not more than the individual investor does.  That is insurance to the entrepreneur that the business will get just about all the assistance that is necessary.


  Financing can be quite an issue when it comes to starting out a business.  Now don’t be mistaken.  Franchises will certainly offer assistance with this as well as anything else, but there is still a need for the initial capital requirements and investment.  The Auntie Anne’s franchise requires  up to a quarter of a million dollars of initial investment along with a net worth of its owners of over $300,000.  So which alternative gets the advantage.  Private ownership makes it difficult to get original financing.  Due to the failure rate of start-up companies, banks are very apprehensive in dishing out funds as loans.  Without a good business plan or a sum of money sitting around it can be difficult just to get the business off the ground.  The franchise also has tough requirements as well.  In the end the advantage of financing does fall on the shoulders of opening up a franchise.  This is because of the ability get “assistance” with the business plan and aid in raising funds.


  Believe it or not there are benefits to having franchise requirements on both sides of the ball.  The benefit for the private owner is obvious in the fact that they do not have to follow these requirements and constraints.  However, these requirements and constraints are usually proven methods that the franchise has established.  That is why they set them.  They wish for your success and push for it.  This factor could come as a wash between the two alternatives except for one thing.  The decision to go into business for oneself is often related to being an entrepreneur and having your say in how to run things.  Therefore, the slight edge goes to that side.  We do not wish to “have” to play by the rules established by the franchise.


  Finally comes the factor of expandability.  This is a no brainer.  To expand a franchise establishment means that you have to go through everything all over again, including paying another franchise fee.  The benefits of private ownership are many.  You can start your own franchise.  You can expand to areas you feel are profit makers.  There is no need to get clearance on where you can expand to due to other franchise owners within a certain distance.  Really, the big plus here is in the fact that you may eventually decide to franchise your establishment and thereby be able to make money through the efforts of somebody else.


  The final word on the benefits is that it is difficult to make a decision as to which alternative displays the greatest benefits as described hear.  The franchise certainly offers a lot.  But as you look at some important factors the private route seems to offer just as much.  In the end we decided that the chance of growing on our own outweighs the advantages offered by the franchise and therefore gives it a very slight edge in the benefits cluster.

Costs


  The final of the eight clusters has to do with the costs criteria.  In order to keep the list terse we have kept the categories “factors” limited to three general classifications.  They are start-up, annual, and operating.


  The start-up costs alone could create a huge list.  The main costs are the initial funds needed to open a shop, initial franchise fees, and any other licensing and operating needs to get going such as advertising.  Both are going to have similar costs as far as equipment needs and rental needs to open a shop.  The advertising may be slightly higher with a private ownership.  But the cost of franchise fees is greater in significance than any other and therefore the private ownership alternative is heavily favored in regards to start-up costs.


  The annual costs associated with running a business includes taxes and various other needs but the major impacting cost is the annual dues associated with running a franchise.  A certain percentage of all sales have to be turned over to the franchiser and therefore the private ownership alternative is clearly favorable in regards to annual costs.


  The final factor influencing the costs cluster directly is the operating costs.  Again this is a huge expense of running a business.  But in order to keep the decision making simpler we have weeded out those costs that are not significant in altering our overall decision.  Generally, the advertising may end up being higher for a private company due to the cost sharing associated with franchise advertising.  Also there is a risk factor cost that needs to be assessed with running the ship without the assistance of the experienced professionals.  These factors have the operating costs leaning towards the franchise as the favorite.


  Overall, the costs segment has to show favorableness to going the route of the private ownership.  The operating costs are not on this side but they are also not seen as being large enough of a difference to overlap the fees associated with going the franchise route.  Therefore, cluster eight offers the advantages to the alternative of going through the start-up alone with private ownership.

4.  THE DECISION


  ANP was the software package that was utilized in order to help make a final decision as to which alternative was the best considering the factors that we saw as most important and weighing all the different criteria associated with them.  All that needed to be done was the entering or weights and values, prioritizing if you will, and then a cross-comparison was done in order to interconnect all the factors that were related in one way or another.


  From the connections of criteria and factors back and forth amongst each other the comparisons were then made between all the connected nodes and clusters.  After this a synthesis was made in order to rate all factors and arrive at a final solution.  By examining the details of the synthesis it was determined that the optimum alternative for the priorities we chose was to open up a gourmet pretzel shop through private ownership.  The franchise may be a better or more optimum choice for another investor or set of investors depending on their aversion to risks and basic human desires but our outcome proved to follow the free willing entrepreneur style.


  The reason for this decision can be tracked by looking at the priority analysis and weighing decisions.  It is apparent that the most important criteria of all for us involved the true spirit of being an entrepreneur.  There is an overwhelming desire to be in control of the choices being made on how to do things and how to run the business.  Even the risks that were associated with these matters were not enough of a detriment to sway our decision analysis towards the franchise alternative.


  The original thinking was that going with a private ownership would be more suitable to our desires and wants from the business.  After the synthesis of inputs the ANP software concluded the same outcome.  It weighted the choice of going with the private ownership as a .7 where as the franchise option only scaled up to a .3.  That means that for our situation it is more than two to one in favor of going it on our own.

5.  CONCLUSION


  To summarize, it is clear that our best option would be to pursue our idea without the assistance of a recognized gourmet pretzel shop.  In the real world it may look as though this is a much riskier endeavor.  True as this may be we feel that with proper research and planning all of these risks can be reduced and limited down to the point that our choice will end up an overwhelming alternative.


  Sure the success rates and failure rates lean in the direction of franchises.  But the fact that franchises exist had to come from somewhere.  They came from inspiring entrepreneurs at ground zero that worked and eventually succeeded.  With this evidence it is verifiable that the option of private ownership is not a shot in the dark.


  There was one more piece of information that would have made all this decision analysis completely unnecessary except for the fact of confirmation in making the correct decision.  Upon researching the Auntie Anne’s franchise it became apparent that they are no longer allowing the start-up of any new franchises in the state of Pennsylvania.  Therefore, the only viable option would be to open up as we concluded.


  The implementation of starting the business is very complex and time consuming.  It is not, however, without assistance and guidance.  There are plenty of resources available to assist the small business owner and the individual wishing to start a business.  One such source is the Small Business Administration.  In implementing this idea a great deal more of research is needed to be made along with a plethora of decisions to follow along with all sorts of criteria such as we have discussed throughout this paper.
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