
Big box retailer Costco re-
ported a significant earnings 
advance for its third fiscal 
quarter, and a top executive 
there reiterated that one of 
the major drivers for increased 
traffic at U.S. stores is gaso-
line.  
The comments came from 
Costco chief financial officer 
Richard Galanti at a confer-
ence call covering 12-week 
earnings for the period ending 
May 6, 2012.  As is customary, 
the retailer wouldn't comment 
on specific gasoline margins, 
but did reveal that fuel mar-
gins gained ground from the 
previous quarter. The higher  
penetration for gasoline hurts 
the company in its overall 
gross margin percentage, but 
it helps core operations, Gal-
anti said. 
OPIS Retail Fuel Watch moni-
tors Costco retail prices and 
compares the sales numbers 
to implied purchase price of 
unbranded rack gas at the 
closest terminals. The 12 
weeks that preceded the close 
of the latest quarter saw 343 
Costco stores fetch an aver-
age margin of 3.05cts/gal 
over cost, compared with a 
16.4cts/gal margin for all 
other competitors. The Costco 
margin is most likely wider by 
several cents since the chain 
is able to garner some of the 
best rack deals across the 
country, thanks to high volume 
buying. 
OPIS also measured Costco 
implied margins for the same 
343 sites since the quarter 
ended, a period of 21 days. It 
found that Costco gas margins 

had widened out to 3.25cts/
gal thanks to cheaper whole-
sale costs. Competitors saw 
their margins expand by more 
than 5cts/gal to 21.76cts/gal 
in the same period, so the Big 
Box chain is clearly sacrificing 
margin gains for the other 
benefits it derives from cheap 
gas. 
Costco has previously indi-
cated that gasoline is a major 
reason why the chain has seen 
year-over-year rises of 4% to 
5% in the frequency of cus-
tomer visits.  
In the latest call, the CFO sug-
gested that fuel volume in-
creases are down from 8% to 
10% growth last year to some-
thing in the 4% to 5% 
neighborhood, but conceded 
that management never 
thought 10% increases were 
sustainable.  
"We know that when gas 
spikes, it helps our frequency. 
When gas subsides, it hurts or 
doesn't help it," Galanti told 
investment analysts. 
Separately, OPIS has heard 
that Costco put out a solicita-
tion for 2012-2013 gasoline 
supply this spring, as it typi-
cally does, but did not reward 
new contracts. It is not known 
if historical suppliers were 
extended through end- 2012 
or into 2013 or beyond. In any 
case, bidders believe that BP 
and ExxonMobil continue to be 
among the largest suppliers of 
unbranded gas to the chain. 
U.S. marketers who don't have 
a Costco nearby don't have to 
worry about many new store 
openings this year. The com-
pany continues to grow but its 

focus is clearly on interna-
tional expansion. Its develop-
ment team is on the ground in  
Australia now, where it has 
just three stores on the conti-
nent. Stores that have opened 
in Asia see "chart-popping" 
signup levels. The average 
member count for  
Asian stores is about twice the 
count of stores across the 
company, for example. 
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efforts over the last two decades by 
such franchisee federations as the 
American Association of Franchisees 
and Dealers, Asian American Hotel 
Owners Association, American Franchi-
see Association and International Asso-
ciation of Franchisees and Dealers. 
What is the purpose of the bill of 
rights? 
The head of the lobbying group ex-
plains that contracts between franchi-
sors and franchisees were more bal-
anced and fair 30 years ago. "As fran-
chisors become more of legal institu-
tions, franchise agreements have been 
favoring franchisors to the point where 
it is now extremely unbalanced," says 
Glodowski. He acknowledges that fran-
chisor advocates will often say it is a 
free market and franchisees can simply 
choose to walk away from abusive fran-
chise agreements. But he points out 
that this is often not a practical solu-
tion. "Franchisees who have been in 
the system for years and years have to 
agree to the latest document in order 
to maintain the franchise moving for-
ward," he states. 
The CFA wants franchisees to get their 
associations to join them in the causes 
of franchise equity and liberty. It hopes 
the posting of the universal bill of 
rights will stimulate a robust discus-
sion from franchisees. For some it may 
simply result in a better understanding 
of the franchise environment affecting 
them. 
AAHOA chairman Chandrakant "C.K." 
Patel is excited about the direction in 
which the CFA is heading. "We are en-
thused about the continued develop-
ment of the universal franchisee bill of 
rights with the CFA. It will serve as a 
model for all franchisors, no matter 
which industry or sector, in dealing 
fairly with their franchisees," he says. 
Glodowski adds, "We have some ideas 
in these 13 rights that we want to talk 
about and put in front of the franchisor 
and ask, 'How do we make the relation-
ship a little more fair, and a little more 
balanced?'" The CFA hopes to frame a 
discussion in which franchisee mem-
bers push their own independent asso-
ciations to advocate parts of the bill of 
rights that they feel is necessary in 
their own agreements with their fran-
chisors. 
"There'll be some franchisors who say, 
'Absolutely not. Our agreement is what 

ORLANDO — There is a seismic shift under 
way in how franchisees approach balance in 
franchisee/franchisor relationships. It is a 
multi-pronged strategy headed by the three-
year-old Coalition of Franchisee Associations 
(CFA) that utilizes market forces, collective 
bargaining and possible legislation. 
The start of the shift took place just last 
month in a dimly lit conference room. Fran-
chisee leaders from some of the country's 
most recognized brand names convened in 
one of the many rooms at Marriott's Orlando 
World Conference Center to hammer out a 
universal bill of rights draft for franchisees. 
It may have a profound effect down the road. 
America's franchisees currently face sizable 
problems. They struggle for the freedom to 
associate with other owner-operators in inde-
pendent franchisee associations. Members 
fear termination or retaliation by a franchisor 
for hanging out with the wrong crowd. Store 
owners want territorial protection against a 
competing company store or a franchise 
opening next door, causing lost business and 
turning his store unprofitable. Franchisees 
also want audited disclosures on vendor 
kickbacks. Kickbacks from a vendor to a 
franchisor can significantly raise the price of 
goods to franchisees, and they are typically 
undisclosed. They act as a hidden royalty fee. 
These are a few protections out of 13 in a bill 
of rights that has been drafted for restaura-
teurs, hoteliers, convenience store operators, 
quick printing owners and all manner of fran-
chisees, no matter what the industry. 
"The bill of rights was a huge step forward for 
us," declares Dave Glodowski of the vote in 
support of the bill at the Orlando meeting. As 
chairman of the Coalition of Franchisee As-
sociations and himself a multi-unit owner of 
Hardee's quick service restaurants in Minne-
sota, Glodowski says that the franchisee 
coalition has been gaining traction. The CFA 
already represents store owners in such gi-
ant chains as Subway, Burger King, Hardee's, 
Meineke Car Care, Supercuts, Dunkin' 
Donuts and others. Last year the Little Cae-
sars franchisee association joined. This year 
the giant Asian American Hotel Owners Asso-
ciation signed on. 
A draft of those rights is slated to be pub-
lished for public comment and support. The 
intent is to produce a document that can be 
updated by amendments as franchising 
evolves. Old-timers in the industry are able to 
see the development of years of thought in 
the bill. The Coalition of Franchisee Associa-
tions says that these rights have not been 
developed in a vacuum. The concepts have 
been advanced through research, debate and 

it is, take it or leave it,'" says Glodowski. In 
that case the coalition wants to weigh 
those responses before deciding on the 
next step to take. 
Franchisees hope that the bill of rights will 
provide a framework for discussion, nego-
tiation and alliances. The association plans 
to approach the International Franchise 
Association, a lobbying group set up by fran-
chisors that now says it represents the 
needs of both franchisors and franchisees. 
Glodowski, both a franchisee and a restau-
rateur, says, "We need to say this is where 
franchisees are coming from, can you get 
on board?" The CFA also plans to approach 
trade organizations like the National Res-
taurant Association to solicit their support. 
"We need to see where the conversation 
leads," he notes. 
Legislation 
The coalition, located on K Street in Wash-
ington. D.C., is also eyeing state and federal 
legislation. Glodowski declares, "We will be 
looking at some of the statutes on the 
books and how to put this thing together, 
and even revisit the Coble-Conyers bill 
(Small Business Franchise Act) that was 
introduced approximately ten years ago and 
kind of see if we can pull some of that lan-
guage together too. And educate legislators 
on franchisee rights.” 
AAHOA's Patel thinks his organization can 
help. "Our combined group will have a 
stronger position and a recognized voice in 
Washington, D.C. and in states around the 
country to call for necessary changes that 
will have a beneficial impact for many years 
to come," he says. 
"I understand Congressman [Howard] Coble 
is still around," notes Glodowski with a 
smile. Representative Coble is the original 
sponsor of the Small Business Franchise 
Act, a fair franchising bill that never made it 
to law. As North Carolina's longest serving 
Republican congressman, he's been around 
for some time. 
The bill of rights will be presented to mem-
bers in Washington, D.C. on CFA Day, June 
22-23. "I see the June Capitol Hill event as 
an introduction and the beginning of an 
education process, a process that could be 
a year or two years long," says the chair of 
the CFA. He further explains, "In June this 
will be our first round in speaking to our 
legislators about franchisees on some of 
the issues we face as small business own-
ers." 

 

Seismic Shift in Franchisees Seeking Balance by Don Sniegowski  
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Franchisee Bill of Rights 
On the subject of “fairness” in 

franchising, we will try to separate 

the optimists from the pessimists . 

Hopefully, we will make an opti-

mist out of even the most cynical 

readers amongst us. 

We begin with a simple question: 

Which of the following is the most 

likely to occur first? 

a) America’s leading franchisors 

will voluntarily embrace the 

“Franchisees’ Bill of Rights” that 

has been published by the Coali-

tion of Franchisee Associations  

b) The U.S. Congress will pass 

comprehensive “fair franchising” 

legislation (or the Federal Trade 

Commission will enact a new regu-

lation) that effectively implements 

the Bill of Rights and makes fur-

ther efforts by franchisee associa-

tion leaders unnecessary. 

c) The U.S. Supreme Court will 

decide a “fair franchising” case 

that establishes, once and for all, 

that contract provisions to which 

franchisees usually object are 

“unconscionable” because they 

“shock the conscience” of the 

Court. 

d) None of the above. 

Here’s hoping that you rejected (d), 

which obviously would be the pes-

simistic view, and made your se-

lection among (a), (b) and (c). After 

all, it is pretty clear from medical 

science that optimists tend to live 

longer. 

And for all of you optimists out 

there, I predict that the correct 

answer is (a), that sooner or later 

(and hopefully sooner) the franchi-

sor community will voluntarily em-

brace the Bill of Rights, either as a 

whole or in substantial part. 

F R E E D O M  O F  A S S O C I A T I O N  

The first of twelve rights that franchi-

see advocates insist ought to be 

mandatory for every franchisee is 

that “A franchisee may freely associ-

ate with other franchisees or asso-

ciations.” 

This right deserves to be the first one 

on anyone’s list, as it strongly evokes 

the spirit of the First Amendment in 

the Bill of Rights to the U.S. Constitu-

tion, in which every American is guar-

anteed the freedom of speech and 

the right to peaceably assemble and 

to petition the government for a re-

dress of grievances (in addition to 

providing for the freedom of the 

press and for religious liberty). 

As Americans we sometimes take 

our fundamental liberties for 

granted. None of us, I assume, would 

ever tolerate living in a country in 

which citizens are denied the right to 

talk to each other about matters of 

common interest under the threat of 

being arrested or worse. 

By the same token, why should any 

franchisee be deprived of the right to 

speak to other franchisees about 

matters of common interest and to 

“peaceably assemble” in an inde-

pendent association and to 

“petition” the franchisor to “redress 

grievances?” 

From this perspective, efforts by 

franchisors to prevent their franchi-

sees from forming independent fran-

chisee associations, which facilitate 

communications among franchisees 

and with the franchisor, seem down-

right un-American. Worse, such ef-

forts often do nothing more than 

drive the franchisees underground, into 

anonymous Internet chat rooms and 

the like, where the things that are said 

in darkness are usually worse, in the 

sense of being destructive and not con-

structive, than anything that is said in 

the light of day. 

To be clear, we are talking about the 

right of franchisees to form independ-

ent associations that are incorporated 

under state law and have a legal exis-

tence independent of the franchisor. 

Franchisor-sponsored advisory councils 

may be fine as far as they go, but often 

they are no substitute for an associa-

tion that is truly independent. 

In its amended franchise rule, the Fed-

eral Trade Commission gave the cause 

of independent franchisee associations 

a well-needed boost when it provided 

that franchisors must disclose whether 

an independent association exists in its 

system, and on request the franchisor 

must disclose the contact information 

for the association as part of Item 20 in 

the Franchise Disclosure Document.  

The question every franchisee or poten-

tial franchisee should be asking is: Do I 

want to be in business with a franchi-

sor that is hostile to the very basic right 

of forming an independent associa-

tion? And by the same token do I want 

to be in a system with other franchi-

sees that might be too lazy or timid to 

start one? 

Of course, if the answer is that every-

one is too busy making tons of money 

to bother with an association, you 

might decide to proceed anyway. But 

history shows that independent asso-

ciations play a vital role in good times 

as well as bad. They are a vital ingredi-

ent to healthy franchise systems that 

no franchisee should be without. 

By Carmen Caruso 

www.franchiseeBillofRights.org 
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