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Abstract

The franchise industry in India has been increasing over the past few decades. With this
growth, it has become increasingly important to understand the legal framework governing the
franchise sector in India. The primary laws that regulate franchising in India include the Contract
Act of 1872, the Trade Marks Act of 1999, the Competition Act of 2002, the Consumer Protection
Act of 1986, and the Foreign Exchange Management Act of 1999. These laws aim to protect the
interests of both franchisors and franchisees and provide a framework for forming and operating
franchise relationships. The Contract Act lays down the basic principles of contract law, including
the formation and enforceability of contracts, while the Trade Marks Act governs the protection
of trademarks in India. The Competition Act regulates anti-competitive practices in the market,
while the Consumer Protection Act protects consumers' rights in the franchise sector. The Foreign
Exchange Management Act regulates the flow of foreign exchange in India. In conclusion, the
franchising laws in India provide a comprehensive framework for the growth and development of
the franchise sector in India while protecting the interests of both franchisors and franchisees. This
paper critically evaluates different franchise laws prevailing in India and explains the scope of
franchising in India.
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Introduction:

Franchising is a popular and growing business model in India, providing an opportunity
for entrepreneurs to enter into business ownership with the support and guidance of an established
franchisor. The franchise agreement between the franchisor and franchisee outlines the rights and
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obligations of both parties, including using the franchisor's trademark, products, and services. In
India, franchise laws are regulated by the Ministry of Corporate Affairs (MCA) and the
Competition Commission of India (CCI) through the Franchise Regulation Rules, 2007. The
purpose of these regulations is to provide guidelines for the franchise industry and to protect the
rights of both franchisors and franchisees. Franchising is a business model that has gained
significant popularity in India over the past few decades. Under this model, a franchisor grants a
license to a franchisee to operate a business using the franchisor's brand name, products, services,
and business systems. In return, the franchisee pays a fee to the franchisor, which typically includes
an initial payment, ongoing royalties, and other costs associated with using the franchisor's
intellectual property. Despite its popularity, there are currently no specific laws governing
franchising in India. However, several existing laws and regulations, such as the Contract Act, the
Consumer Protection Act, and the Indian Trade Marks Act, impact the franchise industry in India.
The Contract Act governs the formation of contracts and sets out the rights and obligations of
parties to a contract. In franchising, the Contract Act applies to franchise agreements and sets out
the terms and conditions under which a franchisor and franchisee can enter a contractual
relationship. The Consumer Protection Act provides a framework for protecting the rights of
consumers in India. This act is relevant to the franchise industry, as it allows for a mechanism for
franchisees to seek redress in the event of disputes with franchisors. It also protects franchisees
from exploitation by franchisors. The Indian Trade Marks Act provides for the registration and
protection of trademarks in India. This act is essential for the franchise industry, as it allows for a
mechanism for franchisors to protect their brand names, logos, and other intellectual property and
to prevent unauthorized use of their trademarks. Despite these laws' presence, India's franchise
industry is still subject to several challenges and defects, such as ambiguity in contract terms,
limited protection for franchisees, a lack of dispute resolution mechanisms, and inconsistent
enforcement of laws. In order to address these challenges, there have been calls for the creation of
specific legislation for the franchise industry in India (Nair, A. 2015). This would provide a clear
and consistent framework for franchisors and franchisees and help promote growth and stability
in the industry. Despite these challenges, the future of the franchise industry in India remains
bright. With a growing economy, rising entrepreneurship, and continued government support, the
franchise sector is poised to grow in the coming years. Overall, the franchising industry in India is
a dynamic and growing sector that plays a vital role in the country's economy. While some
challenges still need to be addressed, the industry is well-positioned to continue its growth and
success in the future.

Purpose:

This theoretical paper examines India's franchise laws and their impact on the franchise
industry. The report will review the literature on franchise laws and regulations and provide a
theoretical analysis of the current franchise laws in India.

Theoretical Framework:
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The theoretical framework for this paper will draw on the agency theory, which is
concerned with the relationship between principals (franchisors) and agents (franchisees) in the
franchise agreement. The agency theory proposes that the franchise agreement represents a
contractual relationship in which the franchisor delegates specific tasks and responsibilities to the
franchisee. The franchise laws in India are designed to balance the interests of the franchisor and
franchisee and ensure that the franchise relationship is fair and equitable. The regulations aim to
protect the rights of franchisees by requiring the franchisor to provide them with the necessary
support, training, and resources to operate the business successfully.

Concept:

Franchise laws in India regulate the franchise business model, which is a form of business
collaboration where one party (the franchisor) grants the right to use its trademark, business model,
and intellectual property to another party (the franchisee) in exchange for an agreed fee and
ongoing royalty payments. In India, franchise laws are governed by the Indian Contract Act of
1872 and the Competition Act of 2002. The Indian Contract Act governs the formation of contracts
between franchisors and franchisees, laying down the basic principles of agreement between
parties. The Competition Act governs anti-competitive practices and ensures fair trade practices in
the franchise industry. Additionally, various sector-specific regulations govern different sectors in
India, such as the Food Safety and Standards Act of 2006 for the food and beverage industry, the
Pharmacy Act of 1948 for the pharmaceutical industry, and the Companies Act of 2013 for the
management of companies (Chaudhary, A. 2015). To ensure their franchise relationship complies
with the legal framework, both franchisors and franchisees must be aware of these laws and
regulations. This can help to minimize the risk of disputes and legal challenges and create a more
stable and prosperous franchise relationship.

Scope of franchises in India

The franchise business model has gained immense popularity in India in recent years and
has become a preferred mode of starting a business for many entrepreneurs. This is due to several
factors such as a proven business model, reduced risk, and the franchisor's provision of support
and guidance. The Indian economy is overgrowing, and the demand for quality goods and services
has increased, leading to a rise in the number of franchises in the country. The franchise industry
in India is expected to grow by around 30% per year, making it one of the fastest-growing
industries in the country. Sectors such as Food and beverages, retail, education, health and
wellness, and home services have seen significant growth in franchising. With the rise in
entrepreneurship and increased awareness about franchising, more people are expected to invest
in this business model in the coming years. Overall, the scope of franchise business in India is very
positive, and it is an excellent opportunity for aspiring entrepreneurs to start a successful business.
However, it is important to conduct proper research, due diligence and seek professional advice
before investing in a franchise to ensure a profitable and sustainable business.
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Analysis of Franchise Laws in India:

The Franchise Regulation Rules, 2007, provide a comprehensive framework for the
franchise industry in India. The rules include guidelines for disclosing information by the
franchisor to the franchisee, the franchise agreement's structure, and resolving disputes. The rules
also require franchisors to provide the franchisee with a cooling-off period during which they can
cancel the deal without penalty. One of the key provisions of the franchise laws in India is the
requirement for the franchisor to provide the franchisee full disclosure of all relevant information
about the business and the franchise agreement. This includes the franchisor's business model,
products and services, and financial information. The franchisor must also provide the franchisee
with a detailed manual that outlines the procedures and methods for operating the business.
Another critical aspect of the franchise laws in India is the requirement for the franchisor to provide
ongoing support and training to the franchisee. This includes assistance with the set-up and
operation of the business, as well as continuing support and guidance (Jain, R. 2017). The
franchisor is also responsible for ensuring that the franchisee complies with all relevant laws and
regulations.

Franchise market size

In 2012, the Indian franchising industry was worth INR 938 billion. It reached INR 3.570
billion each in 2017 and developed at a CAGR of 31%. The market is expected to reach INR 10.5
trillion by 2022 and grow to GR24. Retail, Food & refreshments, Wellness, Beauty & Health,
Shopping Services, and Education & Prep are critical businesses with tremendous potential for
successfully establishing incredible Open Doors. Personnel The development and potential of
these vital companies will drive the growth of an extensive settlement area in India. Buyer
administrations, health and welfare companies, and food and beverage companies are expected to
drive most of the diversified development. Over time, the retail space became overwhelmed.

The Indian retail industry accounted for more than 71% of the market in 2017; Whatever
the case, its share is estimated to have declined from 79% in 2012. Provincial brands like Kind
sizedRuler, Pind Balluchi, Giani's, HiCare and others overwhelmed the diversified market in 2017,
accounting for about half of the market. Franchising promotes independent work and is a great job
generator. A single operating area employs five to thirty people. In 2017, the franchising industry
employed an estimated 14 million people, nearly 10% of the total workforce assessed. Despite the
immediate business, franchising has led to the expansion of arduous work. In 2017, the deviating
transaction was valued with an additional 1.8 million jobs in key diversity areas. The
administrative bodies, including the food administration sector, are expected to do most of the
indirect work. Interact with the customer fragment and take care of their special requirements. The
segment shift in India's working class has resulted in a expansion of their free cash flow.Because
of this change, the number of customers for branded items and diversified names has constantly
been expanding. However, several different elements have contributed to the tremendous
performance of the franchising model.
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India has experienced significant growth in the franchise industry in recent years. There are
several factors contributing to this growth, including:

e Increasing disposable income: As the economy continues to grow, more and more people
have disposable income to invest in franchises.

e Growing middle class: The growth of India's middle class has increased the demand for
consumer goods and services, which has in turn fueled growth in the franchise sector.

e Government support: The government has taken several steps to promote franchising in
India, including creating the Franchise Development and Management Division within the
Ministry of Micro, Small, and Medium Enterprises (MSME).

e Increased awareness: There has been a growing awareness of the benefits of franchising,
including the lower risk associated with starting a business and the opportunity to leverage
a proven business model.

¢ International brands entering the market: More and more international franchise brands are
entering the Indian market, which has helped to drive growth and increase the availability
of franchise opportunities. Overall, the franchise industry in India is poised for continued
growth in the coming years, as long as the economy continues to grow and the government
continues to support the industry.
There are several challenges and defects in the current laws governing franchises in India.
Some of these include:

e Lack of specific laws: While some laws indirectly impact the franchise industry, such as
the Contract Act and the Consumer Protection Act, there is no specific legislation
governing franchising in India. This can create confusion and uncertainty for both
franchisors and franchisees.

e Ambiguity in contract terms: In the absence of specific laws, franchise contracts can often
be vague and ambiguous, leaving both parties open to disputes and misunderstandings.

e Limited protection for franchisees: Franchisees in India are often at a disadvantage when
it comes to negotiating contract terms and resolving disputes. There is limited protection
for franchisees, who are often required to bear the majority of the risk in a franchise
agreement.

e Lack of dispute resolution mechanisms: The absence of specific laws and regulations for
franchising in India makes it difficult for franchisees to resolve disputes with franchisors.
This can create a hostile business environment and discourage potential franchisees from
entering the market.

e Inconsistent enforcement of laws: The enforcement of laws and regulations relating to
franchises in India can be inconsistent, with some states being more proactive in enforcing
the rights of franchisees and others being more lax.
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Overall, while the franchise industry in India has shown significant growth in recent years,
some challenges still need to be addressed to create a more favorable business environment for
franchisors and franchisees.

There are several challenges and defects in the current laws governing franchises in India.
Some of these include:

e Lack of specific laws: While there are some laws that indirectly impact the franchise
industry, such as the Contract Act and the Consumer Protection Act, there is no specific
legislation governing franchising in India. This can create confusion and uncertainty for
both franchisors and franchisees.

e Ambiguity in contract terms: In the absence of specific laws, franchise contracts can often
be vague and ambiguous, leaving both parties open to disputes and misunderstandings.

e Limited protection for franchisees: Franchisees in India are often at a disadvantage when
it comes to negotiating contract terms and resolving disputes. There is limited protection
for franchisees, who are often required to bear the majority of the risk in a franchise
agreement.

e Lack of dispute resolution mechanisms: The absence of specific laws and regulations for
franchising in India makes it difficult for franchisees to resolve disputes with franchisors.
This can create a hostile business environment and discourage potential franchisees from
entering the market.

e Inconsistent enforcement of laws: The enforcement of laws and regulations relating to
franchises in India can be inconsistent, with some states being more proactive in enforcing
the rights of franchisees and others being laxer.

Overall, while the franchise industry in India has shown significant growth in recent years,

some challenges still need to be addressed to create a more favourable business environment for
franchisors and franchisees.

Popular franchises in India

India is home to a diverse range of franchises across various sectors, including Food and beverage,
retail, education, and healthcare. Here are a few popular franchises in India:

Cafe Coffee Day: Cafe Coffee Day is a well-known coffee chain in India, with over 1,700 locations
across the country. It offers a variety of coffee and tea drinks, as well as snacks and light meals.

Subway: Subway is a popular fast food chain in India, offering a variety of subs, salads, and other
menu items. It has over 1,000 locations across the country.

305



AN OVERVIEW OF THE EXISTING FRANCHISING LAWS AND PRACTICES: SCOPE OF FRANCHISING IN INDIA

Domino's Pizza: Domino's Pizza is one of the largest pizza chains in India, with over 1,200
locations. It offers a variety of pizzas, sides, and drinks, and is known for its fast and convenient
delivery service.

Barista: Barista is a well-established coffee chain in India, with over 200 locations. It offers a
range of coffee drinks, teas, and snacks, and has a reputation for its high-quality coffee and relaxed,
upscale atmosphere.

Aptech: Aptech is a leading provider of computer education in India, with over 1,000 centers
across the country. It offers a range of IT and multimedia courses, and has a reputation for its high-
quality training programs.

Kidzee: Kidzee is a leading provider of early childhood education in India, with over 1,700 centers
across the country. It offers a range of programs for children aged 6 months to 6 years, and has a
reputation for its high-quality educational programs and experienced teachers.

KFC: KFC is a popular fast food chain in India, offering a variety of fried chicken, sides, and
drinks. It has over 400 locations across the country.

These are just a few examples of the many popular franchises in India. With its growing economy
and increasing appetite for consumer goods and services, the franchise industry in India is poised
for continued growth in the coming years.

Conclusion:

The franchise laws in India play a crucial role in regulating the franchise industry and
protecting the rights of both franchisors and franchisees. The Franchise Regulation Rules, 2007,
provide a comprehensive framework for the franchise relationship, including guidelines for
disclosure, support, and training. The laws are designed to ensure that the franchise relationship is
fair and equitable and to promote the success and growth of the franchise industry in India. In
India, franchising is spreading rapidly. According to the Indian organization, franchising has
increased by 30-35% over the past four to five years, with total revenue expected to reach INR 938
billion. Currently, the region contributes nearly 1.8% to India's gross domestic product and is
projected to contribute about 4% by 2022. As the fastest developing economy in the world, India
has tremendous potential for franchising.Since a large proportion of the population is young, a
start-up model will thrive in the light of shared ownership. The Indian facilities market was worth
about INR 938 billion in 2017. In India, franchising for the purpose of development and expansion
has been widespread across all industries. According to a Grant Thornton report, some private
companies now expect to expand and grow at the lowest possible cost. The development of an
organization implies the engagement of a critical interest in both capital and people—permission
to sell or distribute your work and products on agreed terms. When diversifying a business, the
franchisee supplies both the capital and HR s needed for expansion to the franchisor.
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