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Executive Summery


The following is an analysis of Wendy’s International with a primary focus on its core business, Wendy’s Old Fashioned Hamburgers.  Currently this segment makes up the 3rd largest hamburger chain and controls 14% of the market share.  Specific focus has been placed on the value created by Wendy’s through competitive methods in a response to its environment.  These developments attempt to provide a tangible value to the share price and market value of the firm.    
Expansion
Wendy’s expected expansion plans over the next ten years are adding a significant amount of value to the company through the development of over 1600 units.  Over the lifespan of the expected growth of the Wendy’s brand, a value of $587,212,378.77 will be added.  In terms of investment costs, Wendy’s will have an initial outlay of $224,000,000.  This investment takes into consideration the costs associated with site selection, construction, and location of franchise ownerships for 80% of the new stores.  


Currently the company has planned a growth of approximately 1600 locations.  Success of the expansion relies on the allocation of two of Wendy’s major core competencies; process improvement and new business development.  Expansion will allow the continuation of process improvement.  Specific process improvements that will be implemented in each of the new locations include double sided burger grills as well as the line setup.  These items will allow the staff of each location to meet customer needs more efficiently.  Furthermore, the implementation will provide examples of financial benefits provided by the process improvements to existing stores.  The new units developed during expansion will utilize a process improvement and new business development by constructing drive-thru only units.  These stores will account for 12% of the current expansion plan, and will meet speed demands of consumers in high traffic areas such as Miami and Dallas.  A third core competency that will be enhanced by expansion is Wendy’s capital structure.  Wendy’s International has allocated the large initial investment needed for growth through use of its strong pipelines for credit.  Another consideration is the large amount of cash flow to be generated from this competitive method.  The cash flow will be retained as free cash flow, providing change in capital structure that will allow the firm to invest in competitive methods without the cost of financing.  The alignment of expansion with Wendy’s functional strengths improves the value adding potential of the new developments.      


Given the existing environmental events, expansion is a key competitive method for the firm.  Consumer spending will reach $577 million a year by 2010 and the amount of the food dollar spent on meals eaten away from home has continued to increase.   Expansion is enhanced further by location as a critical success factor in the quick service industry.  Unfortunately the customer group for the quick service segment shows very little customer loyalty.  Currently only 10% of customers have a “favorite brand” and they only choose their preferred brand 41% of the time.  This lack of loyalty makes expansion necessary for areas in which Wendy’s is under-developed compared to competition.  Expansion is necessary since currently Wendy’s lags behind major competitors Yum, McDonald’s and Burger King.  This expansion plan will bring Wendy’s in line with its competitors, and provide customers with a more convenient opportunity to visit Wendy’s.    


Currently this competitive method is in alignment with the trend of waning customer loyalty, and expansion will help Wendy’s create more locations to capitalize on growing consumer spending in order to avoid the risk of losing market share to competitors.  Wendy’s International has strong process improvements and store design options that will aid in expanding; including the new business opportunity of drive-thru only locations. Furthermore implementation of this competitive method will provide a large cash influx for the firm. This cash influx will help improve the current capital structure by providing free cash flows to reuse or return to investors.   
Double-Sided Burger Grill

Wendy’s plan to implement double-sided burger grills is projected to produce positive cash flows over the 18.5 years.  Over the lifespan of this competitive method, a value of $132,928,355.90 will be added.  The investment required to implement the double-sided burger grills is $11,865,000, and implementation will provide cost savings and competitive advantage for both corporate and franchised locations.   
The system wide implementation of double sided burger grills provides benefits in many functional areas including labor and food costs, as well as increased capacity and consistency of product.  The new grills cook a 4 oz. patty in 85 seconds as opposed to 5.5 minutes on a conventional burger grill.  In addition, the new grills cook a 2 oz. patty in 40 seconds as opposed to 3 minutes on a conventional burger grill.  Grill capacity is increased by 50% with these new grills which also have a warming plate so burgers may be cooked well in advance of a rush period.  This translates into an accelerated service time to ensure customer satisfaction.  The new grills decrease labor crew time by 20 hours/week per restaurant and decrease grill operator training time, translating into a $7,000/yr. per restaurant savings.  The implementation of double-sided burger grills is a direct result of corporate core competencies.  Franchise groups expect leadership in the idea generation and testing of products that will require large a financial investment to implement.  Wendy’s International was able to utilize a $5,000,000 investment in a 37,500 square foot Research and Development Innovation Center which was used to test this product.  The double- sided burger grill is an excellent representation of a cost saving process improvement. Hard technology developments represent a strong commitment from the parent corporation toward franchise profitability.


The double-sided burger grill focuses on reducing cost and improving quality.  In terms of the environment food safety is a very important priority in the foodservice industry.  The Centers for Disease Control estimate 76 million cases in the US each year, 1,800 of which will result in death.  Each of these incidents directly cost the firms hundreds of thousands of dollars.  The double-sided grill is programmed to cook each patty to the proper temperature in order to kill food-borne bacteria.  Another important factor in profitability is prime costs.  The double-sided burger grill cuts both labor and food costs. For Wendy’s, the labor cost currently stands at 27.2% of sales.  This number is up from 26.9% in 2002. The main food cost item is beef. Beef prices have been increasing due to a 6.7% decrease in production from last year, resulting in increased demand and prices.  The computerized system of the double-sided burger grill prevents errors that cause large waste amounts.   The double-sided burger grills were a response to these changes within both the remote and task environments.  


Wendy’s senior leadership and product development team identified the need to cut cost and protect the integrity of food.  Furthermore, they have utilized a modern testing facility and a good franchisee-franchisor feedback loop to create an internal competitive method.  This investment requires years of implementation and will provide a 15 year consistent cash inflow.  Competitors will have trouble matching the financial investment, which will also allow Wendy’s International to garner larger benefits.

Drive-thru Speed
The speed of Wendy’s drive-thru service contributes value in the amount of $26,969,631.01.  For the past six years Wendy’s has led the race in drive-through service times.  They have been able to hold the #1 position, leading by no less than 30 seconds at all times. Drive-thru accounts for 78% of Wendy’s total sales, valued at $1,708.98 million.  Although Wendy’s competitors also offer a drive-through option, Wendy’s has remained the leader in average service time in the drive-through thus giving Wendy’s a competitive advantage.
The speed of the drive through comes from the teamwork nature of the crew as well as the utilization of the most up-to-date technology.  This technological investment is the basis for the competitive method.  Wendy’s has invested in products made by Delphi Display Systems, the leading provider of drive-thru equipment in the quick service industry.  Automatic drive-thru windows are used to decrease service times.  Wendy’s has also engaged in a partnership with VISA, MasterCard, American Express, and Discover in order to provide consumers with a cashless payment option, directly affecting transaction speed.  Wendy’s marketing department has played a key role in the success of drive-thru sales.  Between 1989 and 2002, Wendy’s has produced more than 800 commercials.  The marketing department developed a tag line strategy in order to promote Wendy’s drive-thru service.  The phrase “eat great, even late” has been tagged on to every commercial just before ending.  Research has shown that drive-thru sales have increased 11.3% after 9:30pm only three years after implementing this tag line strategy.  The success of drive-thru efficiency has been further improved by allocation of Wendy’s functional strengths in terms of quality assurance and production line and management.  The speed of drive-thru is a major factor in the quality assurance evaluations of Wendy’s units to ensure efficient and effective delivery of this service to consumers.  The production line and management of the line focus on efficiency in terms of the drive-thru.  The line is set up to meet needs of servicing drive-thru customers quickly, and the team approach through use of wireless headsets is also utilized to further enhance the effectiveness of the drive-thru process.  Wendy’s is able to make use of these core competencies in order to maintain the leadership position in the speed of drive-thru service. 

Wendy’s has focused on continually improving the speed of its drive-thru service in response to consumer demands for convenience and in order to utilize ever improving technological advancements.  Since 2001, the number of people eating in their cars has increased 4%.  This change in consumer behavior is a result of the many time pressures faced by Americans.  


Currently this competitive method is in alignment with the trend of customers requiring free time and faster service. Wendy’s utilized its marketing core competencies in the form of tags on commercials along with its detailed inspections and quality and speed requirements to take advantage of this opportunity.  Wendy’s has received cash inflows over the past six years as a result from leading in this competitive method, and it is taking the steps to allocate resources to maintain its lead.

Health Conscious Menu Alterations
As a direct result of the environmental focus on Health and Well-Being, Wendy’s has implemented two health conscious menu alterations, combo meal substitutions and healthy kid’s meal options.  Combined, these competitive methods will add a total value of $4,019,058.36 over the next 6 quarters to the company without any financial requirements in terms of initial outlay.


Both competitive methods are a unique bundling of products in order to provide the consumer with different combinations at no extra charge in order to meet their health requirements.  As a substitution for french fries in the combo meals, consumers may now replace them with a baked potato, small side house or caesar salad, or chili; all of which were deemed healthier by the American Dietetics Association.  In the kid’s meal, consumers may improve their nutritional value by replacing soda with reduced white or chocolate milk and replacing french fries with a mandarin orange cup.  Implementation and continued success of the new menu items requires resource allocation in the form of product testing, marketing, and supply chain management.  Wendy’s International invested $5,000,000 in a 37,500 square foot Research and Development Innovation Center.  The test kitchens and sensory labs at the property are an important aspect of producing new menu items and are used to provide immediate feedback on quality and taste.  Once the new products have been developed and approved by consumers brought into the R&D Center daily they are implemented in a test region of approximately 420 units.  In order for a successful storewide implementation, Wendy’s allocates a significant amount of resources in terms of marketing the new items.  They have dedicated separate commercial campaigns to each item.  In order for individual Wendy’s units to deliver these new products to the market, there is high dependence on their Supply Chain Management system.  The efficient Supply Chain Management system Wendy’s has in place allows stores to meet changing demand for these items after their implementation.  The success of the health conscious menu alterations is enhanced by the ability of Wendy’s to utilize its core competencies in facilitating these products.


The menu changes have been executed in response to a growing emphasis on Health and Well-Being in the external environment in which Wendy’s operates.  Obesity in the United States has continually increased and now affects 30.5% of the population.  In addition 64.5% of the population is overweight and in danger of obesity and the growing epidemic is projected to become the number one cause of preventable death.  Americans have responded to the increasing problem by changing their dieting trends.  Currently 33% of the population is on a diet, an increase of 9% since 2000.  These changing dieting needs create the demand for healthier menu options, and companies that have not responded to these needs have seen a reduction in profits as a result.  For example, Krispy Kreme attributed its first quarterly loss since going public to the Atkins dieting trend last year.  These trends in the environment have affected consumer preferences, which have then affected revenues of companies operating in the foodservice industry which resulting in menu alterations such as the new combo meal substitutions and healthy kid’s meal options. 


Offering healthy options to consumers is an effective way to utilize key trends in the environment thus meeting changing consumer preferences.  Furthermore this competitive method is supported by the large corporate investment in the research and development and marketing.  The alignment of the trend in the environment with changed menu offerings and resource allocation would signify a large return on investment.  This return is not realized by Wendy’s due to a major flaw in the competitive method, the ease in which it can be copied.   Competitors such as McDonalds quickly responded to Wendy’s new menu offerings with similar options.  This competition brings down the financial returns of this competitive method and reduces its competitive lifespan.   Wendy’s management lacked foresight in the implementation of a creative, unique competitive method and failed to estimate the responsive position of one of its major competitors.  These mistakes cost Wendy’s in terms of dollar sales and return on investment.  
The Challenge

After a thorough analysis of the environments in which Wendy’s International operates, a future investment opportunity lies in the ability of the company to free corporate time and resources associated with the day-to-day operations of a unit.  Over the 10 years it will take to franchise the majority of Wendy’s corporate locations, a value of $156,188,077.59 will be added.  This investment will require an initial outlay of $905,405.20, but is an appropriate opportunity given the future of the quick service industry.
Implementation of The Challenge will provide both a way to outsource operational costs, by franchising currently corporate owned stores, thus freeing costs and time for the parent corporation while also identifying those individuals capable of succeeding in a self-operated unit.  Identification of those self-management individuals will be done by implementing a challenge amongst corporate and franchised stores.  A requirement of 6% sales growth from the previous quarter is a condition that must be met and upheld for a year while maintaining quality and service standards in order to qualify for a corporate store to franchise.  However, since all store managers participating in The Challenge will not desire a franchised store, we have tailored other incentives to encourage participation.  This competitive method’s successful implementation and continued success will rely on the support of Wendy’s core competencies in the area of Human Resources, Finance, and Operational Procedures.  Wendy’s organizational structure and focus on development will promote the strong internal value of The Challenge.  The organizational structure of shared success and a continual focus on “better every day in every restaurant,” support the goals of this competitive method.  By allowing individuals proven capable the financial ability to operate their own unit, Wendy’s is promoting their organizational values.  The Challenge will identify these individuals by monitoring sustained success in each of its units.  The primary financial model of Wendy’s is the Franchisor-Franchisee Model.  This competitive method is a continuation of this model and attempts to enhance the benefits reaped by this financial structure.  By outsourcing the operational costs and time requirements of running the day-to-day business of individual units, Wendy’s is able to free capital.  In order to correctly identify self-management individuals, Wendy’s quality assurance procedures will be used to further support The Challenge.  Wendy’s has effective evaluation procedures to ensure quality and service are maintained at all units.  These procedures will be utilized during implementation of The Challenge to ensure quality is maintained during sales increases.  This will guarantee the individuals capable of operating their own unit, are not only able to increase revenues, but are also able to effectively and properly run a Wendy’s operation.  These core competencies will enhance the value and strengthen the achievement of the goals identified through The Challenge.   
As identified through an analysis of the remote and task environment, the future of the quick service industry will depend less on expansion and more on increased existing unit improvement.  There are currently 878,000 restaurants in the United States, which translates into 1 restaurant for every 335 Americans.  This number has increased 79% from 1972 and the number of restaurants is projected to continue to increase and exceed 1000000 by 2010.  As the number of restaurant units continues to increase, markets such as the quick service industry are becoming more saturated with little room for expansion.  A second, but equally important factor impacting the value of companies in the quick service industry is lack of customer loyalty.  To further expand on the lack of customer loyalty, one study indicates that most fast food establishments have less than 10% customer commitment, and win the business of their committed customers only 41% of the time.  Market saturation in conjunction with the documented lack of customer loyalty in the quick service industry has the potential to negatively impact the profitability of operators in this segment.  Future success of QSR will move away from increased revenues through expansion and become dependent on their ability to bring in new customers, increase the number of visits per current customers, or increase guest check average.  During this shift in profitability away from the responsibility of corporate-led expansion into the arms of individual store managers it is important to manage the human risk.  Two opportunities identified include employee desire for job growth and the identification of individuals possessing self management.  People’s desire for job growth is seen through the fact that 50% of hospitality workers will leave their job this year, 33% of whom are seeking more money and 15% wishing to move their career forward.  In a highly competitive and saturated market, it becomes imperative to select individuals with self management capabilities and the ability to use those skills to succeed. 
The Challenge is a creative and sustainable competitive method that will utilize Wendy’s strengths in terms of core competencies.  The initial returns during the period of franchising corporate stores will add a significant amount of value, which will be increased in the future through the development of an internal culture that promotes unit improvement and quality management.  

Conclusion 
Wendy’s has underperformed as a corporation in 2004 based on their own estimates for financial growth.  Wendy’s stock price is currently at $38.28 (as of close of the market December 1, 2004).  This price is in the middle of the 52 week high and low prices.  The stock price has decreased 10.2% over the past year.  Competitors such as McDonalds and YUM have rising stock prices.  Wendy’s International has also seen a 0.5% decrease in return on equity and a 1.3% decrease in return on invested capital.  Additionally, Wendy’s stock has been downgraded to a “hold” rating by Forbes magazine.  The trend in the stock price and return on investments must be reversed for stockholders to feel confident.  


The majority of the Wendy’s International stock price is composed of the value created by the annuity value of its franchise contracts.  The company invests in competitive methods to move the weight of the stock price from this uncontrollable item.  They have currently invested in healthy menu options, expansion and technological advancements.   The healthy menu options do a good job of aligning the offering with trends; however they fail to be unique and therefore sustainable.  The technological trends align environmental events with core strengths and a competitive method however by nature they are expensive and often must be constantly updated.  Finally expansion provides large cash inflow, however the risk associated with expansion is growing as the market becomes more saturated.  


Firms in the quick service industry will have to look away from expansion toward increasing customer counts and same store sales to meet shareholder growth demands.  Given the franchise business model there will be a need to focus on the relationship between the franchisor and franchisee.  Burger King recently reverted to private ownership based partly on the failure of their franchisor/franchisee relationships.  Given this environment an opportunity has been identified to free up capital and time to allow Wendy’s to become a leader as a parent corporation in terms of quality and innovation.  This opportunity will also focus on the need of individual store leadership.  Contentment with stability and a lack of risk taken by top management has lead to this situation.  Wendy’s was the innovator of the drive thru, value meal, and salad bar but has since become a follower in the industry.  Risk lead to leadership in the past, will risk lead to leadership in the future?

Remote Environment
Remote Environment Executive Summary

After conducting an environmental scan, the three forces that will have the greatest impact on the quick service industry are assessing and managing risk through franchising, workplace violence, and health and well being.  It is essential for Wendy’s to monitor trends in these categories, as they stand to have the greatest potential impact in the future.  The following information represents the key value drivers that shape these forces driving change.

Assessing and Managing Risk through Franchising

The quick service restaurant focuses on two main customer needs.  These needs are low-prices and quick food service.  In order to meet these needs the major quick service companies and their brands (McDonalds, Burger King, YUM Incorporated, and Wendy’s International, etc.) have been positioned along major highways and in high traffic areas such as shopping malls.  These companies have also recognized a need to move into new markets on a continuous basis.  


There are two basic ways to penetrate new markets or expand to meet the rising need in traditional markets.  These methods are corporate construction/management and increased franchising.  Each of these methods has its time and place but one stands out as the most effective.  Corporate construction/management places sole responsibility for the creation and profitability of a restaurant location on the parent corporation.  The major quick service brands would be required to research a location, purchase land, building development, and startup costs prior to any revenue recognition.  These costs are generally recognized to be within the range of $200,000.  Furthermore after the construction and development phase, the parent corporation would be responsible for staffing the property and paying all operating expenses (inventory, labor, energy, and food costs, etc.) commonly recognized as 80-90% of net sales.  In the future this method should be implemented only when expanding into underdeveloped markets.  


Franchising provides both direct financial benefits and management benefits.  In terms of financial benefits the company is able to effectively outsource startup costs to the franchisee.  In most cases the franchisee is responsible for researching a location, building development, and staffing.  In some cases the franchisee is also responsible for purchasing land.  After the construction and development phase the franchisee is responsible for paying a royalty fee, most commonly 3.5%-5% of net sales.  Furthermore the franchisee is responsible for paying an advertising and marketing fee and assuming all costs for operation of the restaurant.  This drastically reduces capital investment and risk for the parent corporation.  The recognition of revenues from franchisees as well as the reduction of investment directly correlates a higher return on invested capital for the firm.  Indirectly, the ability to expand with minimized investment allows the firm to maintain a high equity to debt financial structure.  


Financial benefits are not the sole reason for franchising.  Franchising provides a wide array of management motivation benefits.  By outsourcing the daily operation of a restaurant the corporation is able to spend more time and money on maintaining service quality and researching customer needs.  Franchising can also reduce the effect of the Agency Theory.  Owner-Operators are normally more motivated to maintain cost measures including labor, food costs, and quality.  The nature of the franchisee owning their property will make their bottom line directly affected by the profitability of the unit.  The challenge for the franchisor is to directly correlate individual bottom lines to sales growth, quality enhancement, and this will increase royalty payments to the firm.  To take advantage of the parent corporation-franchisee relationship, a feedback loop must be established.  Owners-Operators are highly motivated to discover new methods or improvements on current methods such as new products, services, or operating methods.  While these innovations will lead to increased profits, they can be monitored by the parent corporation for possible implementation in other franchises or corporately locations.  Even though franchising is used today as a form of expansion it should become more prevalent in the next five to ten years as the method to meet growing customer demand in established markets.  
Health and Well-Being

One of the major forces that will continue to shape the future of the quick service industry is the ever growing attention given by consumers for their health, well-being, and consumption of safe products.  These factors are beginning to play a more crucial role in consumer preferences and selection.  With goals of living a healthier lifestyle in mind, consumers are seeking out service establishments that fulfill these needs.  As the demand for healthier options continues to rise, businesses ignoring this force will begin to lose market share in the rapidly expanding quick service industry.


 Obesity, those with a body mass index of 30 or higher, is a growing concern in the United States.  It is currently the number two cause of preventable death and is projected to surpass smoking as the number one cause in the near future.   Currently over 60 million people in the United States are obese, and over 9 million have been diagnosed as severely obese.  The increase in the number of Americans that are currently overweight is also a major concern.  This 64.5% of the population is at an increased risk for becoming obese in the future.


Obesity is associated with 30 medical conditions including diabetes, heart disease, and high blood pressure, and as obesity increases, health-related diseases will increase.  Cardiovascular diseases are the number one killer among men and women.  These diseases continually increase and now 64.4 million Americans have some form of a cardiovascular disease.


In response to the increase in overweight and obese Americans, the health related issues, and the growing attention of these problems, consumers are reacting by attempting to change their lifestyles.  This has brought a large increase in the amount of Americans dieting and the prevalence of different dieting trends.  Currently 33% of the population is on a diet, a 9% increase from 2000.  The most current trend in dieting is the low-carbohydrate craze.  Twenty percent of Americans are on some form of the Atkins diet and the number of people limiting their carbohydrate intake has increased 7% in the past year.  These changing dieting trends, which are in response to the increased awareness of obesity, are the major concerns of the quick service industry. It is important for companies to focus on quickly adapting to the changing diet trends of the future.  Those that do not adapt, will lose sales, as already seen in such cases as decreasing sales on white bread, pasta, and rice and a first-ever quarterly loss of profits from Krispy Kreme since going public, all of which can be attributed to the current dieting trends.  In order to remain competitive, companies must strive to provide products that satisfy consumer needs within the limits of their specific diets.


In recent years, the media has played an integral role in consumer awareness of infectious diseases in the food industry.  In a nationwide survey conducted by the Food Marketing Industry, more people volunteer concerns about microbiologic hazards than about any other potential food safety issue.  From 1992-1996, consumer-volunteered concern increased from 36% to 49%.  In response to the rise of infectious diseases in the food industry, in 2001, the USDA invested approximately $26 billion on a variety of farm assistance, land conservation, and environmental programs.  In order for consumers to continually visit service establishments, these businesses will have to focus their efforts on keeping up consumer confidence by investing in the safest methods of food handling in order to avoid infectious diseases.


Health and well-being are major concerns in the quick service industry and will continue to be of great importance in the future.  Since most health trends focus around weight, consumption of food, and food safety, all areas of quick service operations stand to be affected.  In order for these companies to remain competitive, they must devote energy in staying current with health related issues and allocate the necessary resources to the improvement of their menus, food supply, and food handling procedures.

Workplace Violence

Workplace violence is a trend that puts the safety and contentment of the employees of America at risk.  This trend is here and on the rise, with little faith of it ever dissipating. Homicide is the second leading cause of fatal occupational injury in the United States with nearly 1,000 workers murdered and over 1.5 million assaulted in the workplace each year.  According to a study conducted by the national Crime Victimization Survey (NCVS) in 1998, the most common type of workplace crime was assault with an average of 1.5 million per year, followed by 396,000 aggravated assaults, 51,000 rapes and sexual assaults, 84,000 robberies, and 1,000 homicides.  The fact that almost all states have legalized possession of a concealed weapon is a propeller driving this force.  

There are four general types of offenders that commit violence in the workplace: The Type I offender has no legitimate relationship to the workplace or the victim and their purpose is to commit a crime such as robbery or theft.  Type II offenders have received some sort of service from either the victim or facility and may in fact be a customer at that time.  Type III offenders are employed by the facility and are angry at the facility or a coworker.  Finally, Type IV offenders are indirectly involved 
with the facility but they can be tied to an employee of the establishment.  This offender is usually a spouse or ex-spouse, boyfriend, girlfriend, or family member and they tend to follow the victim to work. Domestic violence, until recently, was not an issue that concerned or affected the work environment.  This often starts at home and is completed at work. The victim will often be affected at work by lack of productivity, absenteeism, stress, or violence in the workplace. The abusing spouse will often come to the victim’s work because they know that is where they can find their spouse.  When this happens, innocent bystanders in the establishment can become victims, along with the abused spouse.  This trend also applies to victims who are being stalked; the stalker knows where to find their victim.

Contact with the public, exchanges of money, working in small numbers, working late at night, and working in high-crime areas have been identified by the NIOSH as some factors that may increase the risk of workplace violence. An alarming fact is that in almost all cases in which workplace violence occurred, someone knew about the perpetrator’s plan, but communication of the knowledge to the right people often didn’t happen, which ultimately came to a fatal conclusion.  Resorting to violence at work by a Type III offender often stems from something the person perceived as negative that wasn’t dealt with, whether it be a disciplinary action, or termination, to name a few. The typical profile of a person committing workplace violence is someone between the ages of 35 and 45, and 95 percent of the time the suspect is male. Negligent hiring, retention, supervision, and inadequate security are all issues in workplace violence.

Occurrences of workplace violence are a huge financial burden.  Costs are in the billions each year and include the cost of lost productivity, loss of life, injuries, counseling, legal fees, and many more.  A person’s entire life can be affected in the aftermath of encountering violence.  This includes the victim, witnesses, co-workers, family, friends, and others in the organization.  Managers and all other employees need to be sensitive and supportive of those affected, and offer as much sympathy, advice, or direction to counseling as needed.   

The most important thing to remember about workplace violence is that it can happen to anyone, anywhere.  The employer needs to acknowledge the fact that it could happen to them, and then prepare accordingly.  Policies about violence in the workplace should be put into effect, and a response plan should always be in place.  It is important for employers to be very careful to avoid negligence in hiring methods, retention methods, and supervisory methods.  Managers and supervisors must be formally trained about workplace violence, and be educated on the details of real case studies, learn how to prevent violence, talk about warning signs, and acquire knowledge concerning diffusing techniques to use in case a violent attack does occur.   It is most important that this information is then passed down to all employees in their training and orientations.  


Given this trend, teaching employees violence prevention will become increasingly important.   After all, employers are responsible for providing safe working conditions for their employees, and will therefore have to place emphasis on this issue as much as they possibly can.  As the saying goes, “Better safe than sorry,” and when it concerns the lives and well-being of others, it should be treated with utmost importance and be ranked at the top of all employers’ and organizations’ priority lists.

Remote Environment Charts

	Sub-categories


	Identify the primary sources of information
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Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Shareholder value demands
	Wendy’s 

Hoover’s Online

Forbes

Wall Street Journal

Factiva
	Return on equity

For Wendy’s this is 14.3%, for the industry this is only 11%

Return on Invested Capital  

For Wendy’s this ratio is 10.3 %, while in the industry this is only 7.8%

These are key ratios to demonstrate to share holders that the company is going in the right financial direction.  These three ratios allow shareholders, and potential stakeholders to be confident in our stock.  The confidence displayed by these three positively directed external value drivers give investors confidence to buy our stock at a higher price. 

Stock Price

 Internal value driver affected by external ratios through shareholder confidence.  Wendy’s stock price is $36.31 dollars.  This in the middle of its range for the year reaching a high of $42.75 dollars in March.  
	  Over the next year return on equity is expected to rise to 18 percent.  This growth will be the result of risk management.  Wendy’s has also set aside 200 million dollars to repurchase stocks as a way to consolidate equity.

   At the end of 2001, the S&P index was recognizing a Return on Equity of 13.3 percent.  Wendy’s is slightly above this.   Wendy’s is located in the consumer discretionary portion of the S&P 500, in the restaurant sub-division.   

    Return on invested capital can be expected to grown to 13 percent over the next two years.  Wendy’s announced on September 22, 2004 a plan to sell leased land holdings to franchises.  This sale of a liability will account for about 35 million dollars in direct savings.  Also, in the future Wendy’s expansion via franchising will not include a corporate investment in land purchase.  This outsourcing of invested capital will directly correlate to the predicted growth in ROIC.  



	Invest in competitive methods that add value in the short and long term
	-Wendy’s`

-IH&RA

-Forbes

-Hospitality Technology

-US Census Bureau 

-National Restaurant Association


	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Age of customer

The baby boomer population will grow 30% annually, but the 5-24 year old market (traditional fast food market) will grow only 5%.  

Customer health concerns

The growth of the Atkins diet (estimated at about 40 million people) The lawsuits filed against McDonalds for causing obesity in children have sent a clear message to the quick service industry.  Customers want health conscious food.

These three external value drivers lead to a large impact in competitive method, and the internal value driver of sales.  Wendy’s most recent response to the health craze is the garden sensations salads.  

Food sales

  Wendy’s has attributed a 2.6% sales increase in 2003 to the growth of the salad line, and the implementation of the Southwest Caesar salad.  The effect of the chicken strip salad is yet to be seen.

Wendy’s has capitalized on these external value drivers, and they look to the future for this trend to continue.  

Product/Service Expansion

 McDonald’s started testing discount DVD rentals in 100 of their restaurants this year.  They will offer $1 per night DVD rentals from kiosks set up within their restaurant.

 Starbucks has started offering in-store music downloads.


	Future Competitive Methods

  A serious challenge to competitive methods in the quick service industry is uniqueness and sustainability of a competitive method.  The health trend is not going anywhere fast.  Wendy’s has continued to offer diversity of products now reaching into the chicken strip salad and healthy kids meals.  

     The goal of any future competitive method should be to take advantage of the aging market.  Senior discounts will be imperative.  Also a push to more relaxed and upscale décor for dine in is important.  Customers are willing to spend a little more money for the experience.  As of 2004 only 22 percent of sales take place in the dining room.  There is obvious potential in the “dine in” market.

     In the next five year Wendy’s is hoping to capture 9 percent more of the carbohydrate counting market.  Currently in test markets Wendy’s has introduced a “carb-counter” menu.  This menu includes low-carbohydrate chicken and beef entrées and salads included with combos and the introduction of low carbohydrate dressings.     

	Valuing investments in intangibles
	Wendy’s

IH&RA

Business Ethics 

PGA& LPGA
	Best Corporate Citizen Award:

Wendy’s was ranked number 119 out of 1000 companies for best corporate citizen in 2003.  This ranking is the best among the quick service industry.  

Social responsibility program-

Wendy’s has chosen to invest heavily in their social awareness.  This intangible asset includes six major investments ranging from golf sponsorships to a bilingual spelling bee.  This investment cost Wendy’s a little over 40 million dollars in 2003.  

Goodwill

  Wendy’s recorded a growth of 42 million dollars in goodwill from acquisitions in 2003, which almost doubled the net value of goodwill.  The social programs are here to stay, and they have an obvious impact on the company balance sheet.


	 Wendy’s has also spent time following the values of its founder Dave Thomas.  Following his legacy the company has maintained an impressive social contribution program. Wendy’s is aware that being a socially responsible firm is expensive, but the effect on the shareholders and potential stakeholders will be positive.  Stock prices, as well as investments are made easier, when an individual sees your company gives back to the community.  

In 2004 Wendy’s succeeded in entering in business ethics top 100 companies reaching rank 99.  The goal is to invest money and time to reach the top 75 by 2010.  



	Assessing and managing risk
	Wendy’s

IH&RA

Forbes

Entrepreneur News 

Franchise News


	Beef Costs

Beef Prices have risen from $1.31 to $1.39 per pound in the last 4 weeks.  

Franchising

Wendy’s- only has 3640 franchises

McDonalds has 22179, and Burger King has 10493.  The number of franchised stores has increased every year for the past decade.  
Franchising Revenue

Wendy’s Royalties- 4.3%

McDonalds-5%

Burger King-4.5%  

All of franchise store sales

See chart in appendices for  other info

Franchising costs for Wendy’s

  Wendy’s guarantees franchisees marketing and land at a cost of about 134 million dollars in 2003, while expenses to open new corporate stores are 224 million.    


	Franchising provides a variety of opportunities.  The main benefit of franchising comes in the form of managed risk.  Wendy’s international gains strong positive cash inflow via a sales percentage fee.  Franchising also removes the costs of managing and operating a restaurant.   The corporation pays to advertise, and market but does not invest cash in inventory or equipment.   The decreased investment also facilities expansion to other markets which is important for success in the industry.  

Mad Cow disease has brought customer attention to the safety of beef in the Wendy’s market.  Beef prices have also risen due to the reduction in beef production.  In the third quarter of 2004 beef slaughtering was 7.5 percent below demand.  Beef prices are expected to rise at a rate of 7 percent per year over the next five years.  Supply will continue to reduce as safety groups call for tighter food safety constraints.  This estimate is conservative given the fact that beef prices have risen 7.8 percent over the 2004 year end price of 1.29 dollars per pound.  



	Cost of capital – debt and equity
	Wendy’s

IH&RA

Forbes

Wall Street Journal
	Interest rate (Libor rates)

This rate is a common short term financing rate for money loans.  It has increased from 1.43-2.3% over the past year, and is expected to increase over the next five years

Company and industry risk

The beta for Wendy’s is .31.  The industry beta is .59.  Wendy’s as a company is less responsive to market change s than the industry.  Wendy’s maintains it is a safe investment.  If the market takes a sharp downturn Wendy’s will be 40 percent less affected than its peer group.

Cost of capital

  The growing interest rate will make it more expensive to finance with debt, but the low risk beta should promote investment in equity 
	Maintenance of debt cost

Debt costs are expected to rise over the nest two years due to the rising interest rates.  The economy is expected to return to the level it was in the mid 1990s.  With an increase in financial stability LIBOR rates are continued to rise over the next five years back to the pre year 200 rate of 3.75 percent.

Wendy’s must attempt to restructure its debt to avoid this potential cost.  Over the past five years Wendy’s has moved some long term debt into short term loans to take advantage of the low interest rates.  With the trend over the next five years, the company needs to consider reinvesting in bonds.  The company has a strong Standard & Poor’s & Moody’s rating of BBB+ and Baa-1; therefore they should be able to maintain some control over their borrowing expense.  

This movement to long term debt is safe due to Wendy’s current financing.  It has stated that it has only one significant long term principle payments between today and 2010.   

	Sourcing challenges for the right capital structure
	Wendy’s

IH&RA

Forbes


	Debt/Equity Ratio

0.392, while the industry is .56.  This means that while the industry is financed with 56 percent debt and 44 percent equity, Wendy’s chooses to finance with equity.  

Effect of Franchising

Franchising could be responsible for the low debt to equity ratio.  The ability of Wendy’s to expand without investing a large amount of capital, allows them to avoid large amounts of borrowing.

Solvency

The ability of the firm to retain a low amount of debt to equity helps the firm remain solvent.  
	 Wendy’s has taken a turn to invest in growing industries throughout the country.  In the past five years Wendy’s has invested approximately 301 million dollars to invest in quick service pasta, Mexican and coffee chains.  These investments will need to be financed.  Wendy’s has expanded its restricted stock offering and also financed with loans.  Wendy’s has used franchising to protect itself from a high debt to equity structure, but they must expect their debt to equity ratio to come more in line with the industry as they invest in growing in their new markets.  

	Foreign Markets 

OANDA
	Wendy’s


	Canadian Exchange rate

 The exchange rate for one US dollar to one Canadian 1.299.  

Money Exchanged

  In 2004 over 100 million dollars were exchanged through currency markets.  This represents the largest amount in company history.
 
	With Canada becoming a main market for Wendy’s and Tim Horton’s, it is important to maintain the exchange rate.    The American dollar is a strong currency.  By investing American money into foreign expansion the company may be able to offset cost.   The exchange rates and their effect on the company cash flows must be monitored. 


Capacity, distribution and marketing management

	Sub-categories


	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	The e-commerce challenges
	www.computerworld.com
www.msnbc.com
www.nrn.com
	Online Retail Purchases

 Online retail sales are up 23.1% from last year according to the Census Bureau of the US Department of Commerce, but still only make up 1.9% of total sales.

 Online purchasing not able to provide the “social chase” that is shopping.

Gaining Trust

 According to the FTC (Federal Trade Commission), internet fraud totaled 53% of all received complaints.

 With the average internet fraud victim losing $200.

Cashless Payments

 Acceptance of debit and credit cards, electronic gift cards

 Gift cards with no set amount, or that are re-loadable, tend to provide 25% more in incremental sales than the original value of the card.

 On average transaction time for cashless payment is about the same as a cash payment when change is required.


	The quick service restaurant industry benefits from convenience.  Wendy’s needs to continue to make cashless payment programs more convenient and more efficient.  For example, Master Card’s PayPass program that actually shows electronic transactions being faster than cash.  This could provide greater customer satisfaction, which could lead to wider usage, therefore providing greater profit potential for Wendy’s.  Continuing investments in research and development in future cashless payment options will help to further Wendy’s position at the forefront of this quick service industry critical success factor.  

	Pricing and commoditization
	Nation’s Restaurant News

www.nrn.com
www.api-ec.api.org


	Transportation of Goods

 Increase in Gasoline prices has increased expenses for transportation of product.

 The record high average price of $2.064 on 5-24-04 was $.12 higher than the average a year ago.  

This is going to cause the expense of production to increase, therefore increasing cost, which could lead to an increase in QSR product offerings’ price.

Quality over Economy

Nationwide introduction of Hardee’s Thickburger made from Angus Beef in January 2003.

Rest of QSR industry sees success by offering high quality products

According to Market Research consumers are willing to pay more if they feel they are getting their money’s worth.

Jack in the Box restaurants saw a 7.5% increase in sales in the 2nd quarter of this year, which they attributed to the introduction of their gourmet sandwich line.  


	Wendy’s recently upgraded to a higher quality line of chicken sandwiches, raising the price of each by 20 cents.  More than 2 years ago Wendy’s was the first of the big QSRs  to offer high quality salads with their now highly successful entrée salad line.  They attributed 2.6% sales increase in 2003 to the growth of that salad line.  Wendy’s will benefit by realizing the importance of these changing trends and stay ahead of the competition, as the next five years are going to bring challenges, such increasing beef prices which are expected to stay strong over the next couple of years,  and an increase in gas prices making it more difficult to provide the consumer with these products at a price they’re willing to pay.

	Marketing in an individualistic, e-commerce environment
	www.businessweek.com
	Personalized Databases

 Based on past buying habits of the individual

 Means more interactivity, improved search results with more productivity

 Allows for much more customer specific marketing


	In the case of Wendy’s, knowing the customer’s preferences and past purchases could help in marketing the individual and overall marketing, the challenge is developing a system  within the next 5 years that would efficiently collect usable customer info that the customer would feel comfortable sharing all while doing this in a cost efficient, value adding manner. 

	Finding the correct advertising channel
	www.rimag.com
www.msnbc.com
www.reuters.com 

www2.acnielson.com

www.iconocast.com
www.hospitalitynet.org 
	Advertising to Children

 According to research, about 40% of all dining out dollars are spent by families with children.  A lot of the time, children have the deciding vote in where to eat.  

 Establishing brand loyalty at an early age.  

 Marketing to children’s taste, while keeping nutrition a priority.     

 In a survey conducted by ACNielson 60% of households say fast food restaurants are to blame for childhood obesity.  

Dietary Trends

About 20% of Americans are on some variation of the Atkins diet.

 ACNeilsen reports, in 2003, in consumer sales, pasta down 4.6%, instant rice down 8.2%, white bread down 4.7%

 An estimated 65% of Americans are overweight, 31% obese

Internet Advertising

Internet advertising grew by 34.7% in 2003, which was more than double the growth of radio, 6.7%, and television, 5.6% combined.


	Wendy’s has recently started offering healthy options in their kid’s meals.  Kids now have the option of substituting healthier items such as mandarin oranges and milk for the usual French fries and soda.  I believe this a step in the right direction to aid in the problem of childhood obesity, yet still providing a product that is appealing to the kids.  Also, Wendy’s spent 3% of total retail sales from their US restaurants in 2003 on advertising.  Health conscious consumers are an advertising channel that by targeting, Wendy’s may find to be beneficiary over the next 5 years, as healthy menu trends are becoming increasingly popular each year.  With the number of users of the internet growing rapidly each year, Wendy’s should invest more money in trying to effectively market over the fastest growing advertising medium.   

	The erosion of the brand in a transparent environment
	www.about.com
www.aardvark.co.nz
	Building Loyalty

 It is more efficient to serve repeat customers than to heavily promote to lure new ones.

Branding

 Create unique brand identity

 Promote your logo, people should recognize it 


	In the environment of the quick service restaurant I think Wendy’s can benefit the most by offering consistency in the product they deliver to the customer, therefore increasing customer retention.  Also by offering unique products, such as their promotional sandwiches, new chicken sandwich offerings, and their garden sensations premium salad line, over the next few years that are synonymous with their brand, and exclusive to Wendy’s, giving the consumer a reason to choose Wendy’s over the 5 other QSRs in the area.  

	Third party players assessing quality and performance
	Restaurants and Institutions 

Restaurant Business 
	Word of Mouth Rules

In a survey of 1400 consumers, conducted by Restaurants and Institutions Magazine, word of mouth was most influential in their decision to eat at a restaurant.  

Complaining   is  Easy

With internet use growing and the increase in consumer opinion websites such as uspeakout.com or epinions.com, the consumer’s opinion has more range than ever.  
	An efficient response to consumer complaints and consumer satisfaction lies in understanding them.  Wendy’s may benefit from their customer’s opinions by making themselves aware of customer complaints and handling them effectively.  They can also make themselves aware of what their customers like and capitalize on that by continuing to make that product/service better.  Within the next 5 years the consumer’s opinion is just going to be magnified by the increase in internet and technology availability.  Wendy’s may be able to benefit by putting more effort into consumer feedback and into making the outlets of expression more readily available to the consumer.  


 











New Management

	Sub-categories


	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Complexity of customer, employee and management relationships demands new leadership paradigm
	Think Tank on HR

NRA

www.htrends.com
Accel-Team.com
	Ever Changing Workplace 

Growing complexities in transactions between workers and customers, the growth of the “dot com” generation, and an 11 percent increase in management job positions in the restaurant industry will all make the job of a new manager more complex and will lead to an overall change in typical management structure.  The structure will reshape to a more shared, participatory approach.

In the hospitality industry today, management styles are very team-oriented and along with financial aspects place a lot of focus on continuous improvement in tangible and intangible services.  Studies have shown that team-oriented management styles are resulting in better business performance as opposed to the traditional hierarchy management structures. HVS/The Ference Group & The Center For Survey Research conducted a study of over 70, 000 employee surveys from a cross-section of hospitality venues and developed a new guide to assist hospitality managers and executives in achieving peak performance.  The guide consists of four practices for improvement: 

1. Lead the front line towards service excellence

2. Keep them listening with objectivity and honesty

3. Talk-the-talk and walk-the-walk

4. Provide feedback that is real and on track
	Front line service areas are critical in the quick-service food sector, and Wendy’s is no exception.  It is recommended that management have a clear understanding of the front-line work environment in order to provide direction to their employees on quality performance and insight.  Increased awareness in this department will help the manager to see how closely aligned performance is to strategic goals and objectives of Wendy’s.  If a manager shows that he/she values the input of their service providers, it will reinforce the concept of the team environment.  Feedback is a critical tool for communicating goals and areas of improvement or focus.   If a manager remains objective and honest while giving and receiving feedback, even if the truth hurts, the team will respect and value the information you give them.  If they see that you respect them, they will in turn respect you and will often welcome constructive criticism ultimately causing positive team performance.  Wendy’s managers can help boost morale by not being afraid to get their hands dirty.  People like working for managers that can jump in and do some dirty work when its crunch time and the team needs help.  Managers should be “in the loop” with issues and events of the company along with being well informed of the department processes.  This involves having an excellent base knowledge about the company, and focusing on current events and trends in the industry.  Conducting good environmental scans regularly will aid management in competing in their industry. With this changing information, a manager will be better able to forecast changes in the industry, and deal with them accordingly.  Finally, good communication through the team should be a goal of a manager at Wendy’s.  Recognizing your employees for a good job and extra effort will help to encourage and motivate employees to exceed expectations.  Good communication channels for this are a key for success and avoidance of disintegrating relationships which can lead to inconsistent or disappointing service to the guest.

Working in a team environment can promote improved communication channels, reduction of stress levels, increased responsibility for the individual, improvement in skills, and the individual’s recognition for achievements.  The internal value created could last for many years, and if it is sustained, aid in the success of the company.

	Shortage of skilled and entry level employees
	Think Tank on HR

NRA

Careerbuilder.com

Circadian.com
	Higher education:  

There is a growing demand for workers in the knowledge based industry, resulting in fewer people desiring service level positions.  

Employee Retention
Retaining employees is forecasted to be one of the biggest challenges that operators will face in 2004.  In a recent survey conducted by CareerBuilder.com, “this feeling of not being valued is playing a critical role in motivating 40 percent of Hospitality workers to change jobs this year.  Low perceived importance is the result of 44 percent of employees feeling that their employers do not appreciate their efforts.  The hospitality industry is prone to high employee turnover rates, but, “if an employee feels valued, they are more apt to stay and grow with a particular company and deliver a higher quality of customer service.” Other statistics from this study include: 30 percent of hospitality workers feel like “just a number” to their employers, 2 in 10 hospitality workers have worked for 10 or more employers, 1 in 4 workers say their supervisor does not make time to review job concerns and do not try to help them improve, 43 percent of workers feel their company leaders do not lead by example, 21 percent feel company leaders play favorites, and 35 percent feel disconnected due to leaders not informing staff of company objectives, and 40 percent of workers feel their managers are ineffective in motivating their employees.

The American Management Association estimates that turnover of an employee costs more than 30 percent of that individual’s salary.
	The process of hiring and training repeatedly can be a huge expense to a company.  It is a lot less costly to retain employees, and Wendy’s needs to be very aware of this.   The restaurant industry creates a lot of jobs, and Wendy’s has room for employee growth and the employee should know that there is a possibility for them to move up the job position ladder.  According to the NRA, restaurants employ 12 million people today and are expected to employ 13.5 million by 2014.  Wendy’s can take this opportunity to develop an employee retention process, and the steps in that process can be implemented on a daily basis.  This will lower costs and in turn, employees will be happier and more pleasant in their working environment, which will ultimately be reflected in guest services and the contentment of the customers.

Though in the beginning costs may be greater, to improve employee retention Wendy’s can implement a better interviewing and selection program to hire the right people.  Hiring people that are interested in expanding in the company can help retain, as opposed to hiring anyone that walks in off the street.  Although this program will not work 100%, it can give Wendy’s a better employee base, providing a more willing and motivated roster.  These people that want to move up with the company will know the steps they will have to take to start getting those promotions.  One option for an employee expansion program might be to start a point system, where points are given as rewards for accomplishments, and the points an employee receives will be taken into account when considerations for promotions are made.  This system would help the employee with self-realization in the aspect that they will know better where they stand with the company, and any areas of their performance that need improvement before they will be able to move up.

In Wendy’s continuous efforts to control the employee turnover rate, there is an opportunity to save money for the company.  Over the next five years, if Wendy’s can decrease their personal turnover rate, even by a small percentage, savings would be thousands of dollars per employee that remained with the company.  In the event of turnover, that money would have been used for training, possible overtime pay, and the loss of productivity while the new employee “learns the ropes.”

	Training and education are out of step with industry needs
	Think Tank on HR

www.htrends.com
Accel-Team.com
	Education Gap 

Bringing together an older style of learning and a more complex, technology driven style is expected to be a great challenge.  The older workers, whose education was less than superior when compared to today’s teaching methods may result in a set back in refreshment training. 

A Need For Better Training  

Can help many businesses. “Service” is defined as “work done for others as an occupation or business,” or “an act or a variety of work done for others, especially for pay.”  “Hospitality” is defined as, “the act or practice of one who is hospitable; reception and entertainment of strangers or guests without reward, or with kind and generous liberality.”  Too many of today’s establishments provide service, not hospitality.  Many customers are greeted with a blank stare and are often seen as an inconvenience by employees.  Most of the training that employees receive is process training, when the training program should focus equally on processes and hospitality. 
	Methods of ongoing training/education on and about the job should be given to the older generation of employees (including management) in order to keep with the high levels of education and training that are being offered to the younger generation of workers.  This should be a process that repeats itself throughout the life of the business in order to remain competitive with new technologies and more sophisticated business practices.

With increasing technology, it will be increasingly difficult to keep older workers up to date with new methods in the workplace.  The newer employees will be accustomed to the fresh technology of that time, especially those that are finishing/still in school.  The older employees will not be as familiar, and may take longer to learn the new methods and programs that become more technology based.  The future managers will have to be aware of this, and also be prepared to train employees about the new technologies.
Wendy’s can implement the phrase “Customer Hospitality” in place of “Customer Service” and begin to offer top of the line hospitality training programs.  This will ensure that employees do not merely become “inexperienced, computer trained, order-takers.”  Front-line workers make the first impression on a guest and can either offer them an experience to remember, or can often be the reason for a guest not wanting to return to the establishment. If the expectations of the guest are not met, it will have a snowball effect beginning with a disappointed guest, lower revenues, unhappy employees and a deteriorating reputation.   Providing stellar hospitality can be the easiest way to increase profits and very well may be the number one reason for repeat customers.  Training programs can be purchased for as little as $150. If each Wendy’s restaurant owns a copy and uses it to train managers on customer hospitality, that is a cost of just under $1 million for the company.   Considering that average annual domestic sales per restaurant are $1.3 million, each unit can afford to purchase the training program to better their operation, in turn increasing revenues.

	New laws regarding employee security issues
	www.htrends.com
www.osha.gov
	On the job injuries 

Are very common in restaurant establishments.  The National Institute for Occupational Safety and Health (NIOSH) estimates that more than 254,000 people will be injured on the job in eating and drinking establishments each year.  The average days of work missed for all injuries at the workplace is 7
	To keep employees safe from injury, Wendy’s needs to be aware of hazards in the workplace such as electrocution, fire hazards, and wet floors.  Employers have the primary responsibility for protecting the safety and health of their workers, and the employees are responsible for following the safe work practices that are in place.  Guidelines and solutions for problems will be mapped by management, and the manager will always be prepared to handle any injuries either with a first aid kit, or by calling 911 for help.  Over the next 5 years, a decrease of 10% in injuries at work would be a decrease of 25,400 injuries, resulting in over 177,000 days of work not missed due to injuries.

	Workplace violence
	Workindex.com

Bureau of Labor

National Home Security, Inc.

Mediate.com
	Workplace violence 

This is a trend that will likely never go away, but it can be controlled.  Research has concluded, that even though the rate of workplace violence has not decreased, fortunately it has not increased, either.  Since 9/11, many businesses devoted large amounts of efforts were placed towards revising workplace violence policies and emergency preparedness plans.  The fact that almost all states have legalized possession of a concealed weapon is also a propeller for this trend. An alarming fact is that in almost all cases in which workplace violence occurred, someone knew about the perpetrator’s plan, but communication of the knowledge to the right people often didn’t happen, which ultimately came to a fatal conclusion.  Resorting to violence at work stems from something the person perceived as negative that wasn’t dealt with, whether it was a disciplinary action, or termination, etc. In almost 23 percent of the cases, the offender had been terminated but came back to the facility to do damage.  The typical profile of a person committing workplace violence is someone between the ages of 35 and 45, and 95 percent of the time the suspect is male.  Robbery is also a threat, causing approximately 1,000 deaths in the workplace each year.  Domestic violence often starts at home and is completed at work.  The abusing spouse will often come to the victims work because they know that is where they can find their spouse.  When this happens, innocent bystanders in the establishment can become victims, along with the abused spouse.  This trend also applies to victims who are being stalked; the stalker knows where to find their victim.  Negligent hiring, retention, supervision, and inadequate security are all issues in workplace violence.

Occurrences of workplace violence are a huge financial burden.  Costs are in the billions each year and include the cost of lot productivity, loss of life, injuries, counseling, legal fees, and many more.  It is estimated that businesses lose approximately 36 billion dollars per year due to violence in the workplace.  Out-of-court settlements for lawsuits arising from WPV average $500,000 and jury verdicts average $3 million.
	Wendy’s can deal more with how their workers are handling stress and disappointment.  It would be smart and beneficial for Wendy’s to put a violence –prevention program into place.  The company cannot have the mind-set that “This can’t happen to us.”  First-line supervisors are the most important tools for prevention.  They see every single person every day, and for that reason it is more likely that they have a better chance at spotting a possible dangerous employee when compared to someone working in HR.  As a result, first-line supervisors should be well trained in a violence-prevention program; in addition, every new employee should be well-aware of the policies, procedures, and signs of workplace violence.  Wendy’s will conduct a very thorough hiring process with good background checks. Over the next 5 years, if there is a 7% decrease in workplace violence this will save almost $4 million in lost wages alone.  A good security feature that all managers can have is an emergency pendant.  This is worn like a necklace under the manager’s shirt, and if it is activated, the police department is discretely dispatched to the location.  This would be a very important safety and security device to have in the event of a violent act such as a robbery, and may very well prevent injuries or death.  These pendants cost approximately $200 each and can be used for years.  This security feature would provide an intangible value of safety and well-being at the restaurant for both customer and employee, all for minimal cost.  It is extremely important for Wendy’s to make all efforts to prevent WPV occurrences.  Any efforts to achieve this will result in the employees’ increased sense of safety and security on the job, lowering absenteeism, improving customer service, and ultimately increasing profitability.

	Employee health and wellbeing relative to customer contact individuals
	NRA
	Food Safety 

It is a very important priority in the foodservice industry.  It is difficult to determine the number of food-borne illnesses in the country, but the Centers for Disease Control estimate 76 million cases in the US each year, 1,800 of which will result in death.  Bacterial pathogens account for approximately 75 percent of the outbreaks, followed by chemical agents, viruses, and parasites.  Considering the constant food safety improvements at all levels of the “farm-to-fork” chain in food handling, the food supply in the US is the safest in the world.

Increased need for well-being 

This need will be strived for in an ever-changing, chaotic, uncertain environment.  People live hectic lives, and with all the violence (terrorism) and crimes (identity fraud, theft), customers and employees alike will strive for a sense of comfort as much as possible. 
	Wendy’s follows food safety guidelines.  The most common way to spread a food born illness results from employees not washing their hands.  Simple practices such as enforcing that employees was their hands every 30 minutes, wearing gloves when handling food, and cleaning things in the restaurant with the right methods can all prevent the spread of food born illness.  These food safety procedures can be implemented into daily practices at a minimal cost resulting in the reliability of the product produced.

Wendy’s can try to instill the old feelings in people that remind them of the way things were, when things were simpler in life and slower-paced.  This might include and emphasis on family dinner, child play-groups, or an original food item that they may not have on their menu anymore.  Things like this will instill the old, intangible feeling of happiness and life “when we were young.”

	Compensation and job growth
	NRA

www.htrends.com
Bureau of Labor Statistics
	Paid Vacation 

Paid Vacation is the benefit offered by the largest proportion of quick service operators to the salaried and hourly employees.  Other leading benefits offered to salaried employees include and annual incentive for bonus, partially paid health insurance, and paid sick leave.  

Generation “Y” 

They are composed of 14-24 year olds that “crave the limelight, having noticed that fame come to many for simply being the right place at the right time and they are blunt and expressive.”  Because of their exposures while growing up, they are “adept to multi-tasking, fast thinking, passionately tolerant in terms of diversity and astoundingly creative.”  This demographic is looking to excel in job growth as quickly as possible.  Many hospitality workers are dissatisfied with their current job positions, and 50 percent plan to change their jobs this year according to a recent CareerBuilder.com survey.  Motivations for the change include a desire to make more money (33 percent), move their careers forward (15 percent), and find a more satisfactory position (11 percent).  They are looking for opportunities that will accommodate their desires to earn more, learn more and be more.
	Wendy’s has to keep with these compensation trends to remain competitive in employee retention.  If they can keep their employees happy, turnover will decrease, which will in turn decrease expenses and costs.

To keep with the new generation, Wendy’s will have to consider the skills that the new generation of workers possess, and take that into account when hiring new workers.  There could be a possibility for Wendy’s to re-write some job descriptions, giving the employees more work in order to have a better sense of job fulfillment.  Wendy’s can then also work hard to motivate this generation to excel at what they do.  In doing this, they would possibly grab a hold of the threat of some workers quitting their jobs in search of more job satisfaction.  Promotions from within would ensure lower level employees that they do have a chance for job growth, and could possibly lower the rate of turnover within the company.  

	Integrity and values
	Think Tank on HR

www.htrends.com
NRA
	Balanced work and social life 

Balance life will grow more important at all levels.  The industry as neglected the individual’s need for a life with their family more than they should have.  Hospitality workers work very long hours and often don’t get enough compensation considering how much they are away from their loved ones. More emphasis and consideration will be devoted to the personal lives of workers and their need for socialization outside of the workplace.  

Integrity 

This value will be more important to individuals.  Managers will be expected to treat their employees with respect and vice versa.  They will be held more accountable for integrity than in past years.  Workers will value the honest opinions and leadership from the upper management, and in order to do that, they must perceive their managers to be trustworthy and accountable. 
	Wendy’s will adopt a program that will help accommodate the need for employees to spend time with their families.  Even if this means that while an employee takes an hour break to have lunch with their spouse or children, and the only person to cover for them is a manager, then the manager should do it.  Getting their hands dirty and working with the employee instead of being “bossy” or too demanding will at the same time improve the employee’s value of his/her manager.  Another idea would be to implement some sort of daycare so that mothers and fathers could be closer to their children when they have to work.  Managers with understanding and flexibility will also improve not only their image but also support the importance of their employees’ personal lives and show that they do care and are concerned for their well-being.

Exercising integrity in the workplace will result in the comfort and happiness of employees.  Nobody wants to work for someone with bad values.  Integrity can be demonstrated for many years, and will add intangible value for the customer and employee

	Self management and responsibility
	www.htrends.com
Restaurant White Paper

Accel-Team.com
	Anticipate and adept to change 

Ability to change is a very important quality that managers of today should possess.  In order to gain and impress investors, managers must be able to anticipate and adapt to changes in the environment faster and better than the competition.  The new manager will be responsible for knowing much more about the consumer.  The manager will also be responsible for motivating employees and establishing a team-oriented work atmosphere for maximum prosperity of the company.
	The new managers of Wendy’s will have to focus on learning about forces driving change, anticipating the change, forecasting, and competitive methods.  Being a manager in such a competitive workforce will demand creative ideas and impromptu ideas in order to excel.  The manager must be well organized and familiar with strategy.  These qualities should all be discussed in the interview process to make sure that the managers that are hired will be able to keep with the self-management trends.

Staying ahead of the game is key to remaining competitive.  Managers can take classes to learn strategic management practices that will better-prepare them for future managing.  The cost of taking a management or environmental scanning course is minimal when considering the benefits that will result.

Improving self management might be done several ways.  First, as discussed above, attending classes or taking courses in strategy will aid the improvement by showing a manager how to think strategically, they will be better prepared to lead and possibly more confident in the way they way they do things.  Also, giving a manager more responsibility can help improve their self management skills.  Having more responsibility will require better self-management to take care of everything that needs to be done along with better time management skills to accomplish all tasks.



Safety and Health

	Sub-categories
	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Globalization of food supply
	IH-RA

WHO

GLOBAL EXCHANGE
	Wide Range of Sources of Infectious Outbreaks

Mad Cow disease has people around world demanding more beef

Beef Prices: $3.49 to $4.55 a pound in last 6 weeks

Most deaths from infectious diseases occur in developing countries - the countries with the least money to spend on health care. In developing countries, about one third of the population (1.3 billion people) lives on incomes of less than $1 a day.

Infectious Disease

Diarrhoeal disease alone amounts to an estimated 4.3 % (62.5 million DALYs) of the total DALY global burden of disease (WHO, 2002).

(DALY-Disability- Adjusted Life Years)

It was estimated that 88% of that burden is attributable to unsafe water supply, sanitation and hygiene and is mostly concentrated on children in developing countries.

Limited Inspection:

The Food and Drug Administration inspects approximately two of every 100 shipments into the United States.


	With in the next 5 years it will be imperative that Wendy’s invest in safe, approved suppliers.   Also, emphasis will need to be placed on training employees to know how to judge when a product has gone bad, what it should look like, smell like, etc. The receiving department will become perhaps the most important and crucial department in the food industry.  Since Wendy’s does not operate with a specific receiving department, managers are in charge of this function.  This responsibility will fall on them  This can be done through the serious regard toward the HACCP guidelines.   HACCP guidelines will be an integral part of food handling training within this organization with new HACCP guidelines focusing on a “farm-to-table” approach where food is tracked from where it is grown to when it is finally served.  This will involve focusing on every step of the way from production, distribution, to marketing, and finally selling.  Wendy’s will focus on the PREVENTION of microbiological pathogens existing in any establishment rather than implementing programs to recover from them.   



	Crime of new century
	IH-RA

JR ROBERTS SECURITY STRATEGIES

NRA

WHO
	Identity Theft 

This is very common and a few simple steps can reduce the chances of this happening to your employee or guest.  “The Federal Trade Commission has stated that identity fraud is one of the fastest growing white-collar crimes nationwide and affects one in four Americans.  In 2002, the FTC received 161,819 complaints about identity theft and it is estimated that costs each victim more than $1,000 to correct the damage made to their accounts and their reputations.”  


	With in the next five years, Wendy’s is going to have to implement and strictly enforce new procedures  to ensure the safety of customers and employees; develop stricter cash handling processes and tracking, invest in more advanced surveillance cameras, more intentional lighting in building and also outside of restaurant. For example, requiring ID for credit card purchases, and also not printing out complete credit card numbers on guests’ receipts for customer’s safety. This may require making some changes to the software of the facility’s credit card system. As far as the employee is concerned, managers will have to take on more responsibility as far as employee records.  This does not necessarily mean huge amounts of money invested but perhaps tighter more strict regulation of access through the regulation and tracking of keys distributed to employees. 

In addition to this, over the next five years Wendy’s will move away from using employee’s social security numbers as their employee ID number.  This number is used to sign-in at a specific registers for each shift an employee is scheduled to work there.  Instead, Wendy’s will use system or management –generated employee ID number for the protection of the employee.  



	Terrorism
	FDA

CDC

WHO
	Cost to ensure food is safe

The Public Health Security and Bio-terrorism Preparedness and Response Act of 2002, gives the FDA $545 million in funding to secure the nation's food supply.

Dependency on Agriculture

U.S. agriculture contributes $1 trillion to our gross domestic product (GDP) annually and provides 22 percent of all jobs in this country


	Consumer confidence is integral when trying to sell any product.  By working to prevent this from occurring, companies will be able to retain a customer base.  In the future, companies may also be asked to contribute a certain amount of money (for specific research) to fund research efforts, something they must be prepared for.  Within the next 5 years many of the steps that Wendy’s will need to take are included within the HACCP model they will more strictly follow.  Specifically with the terrorism of food, Wendy’s will again focus on the “receiving’ aspect of the HACCP model.  

	Infectious disease
	WHO

YAHOO

UCLA TODAY

CDC
	Cost associated with food borne illnesses

According to WHO, in the USA, diseases caused by the major pathogens alone are estimated to cost up to US $35 billion annually (1997) in medical costs and lost productivity

In fiscal year 2001, USDA spent about $26 billion on a variety of farm assistance, land conservation, and environmental programs

Deaths Caused by Infectious Disease

According to WHO, food borne agents may be responsible for up to 1.5 million deaths from diarrhea-related conditions alone worldwide each year. In industrialized countries, such as the USA, one person in three may suffer from a food borne disease annually

Infectious diseases are now the world's biggest killer of children and young adults. They account for more than 13 million deaths a year - one in two deaths in developing countries.

Effect of SARS

# of SARS cases passed  8000 on 22 May, 2003

Cost Ontario's health-care facilities $945 million as of June 2003

Hospitals and other healthcare institutions: $395 million (direct staff costs and supplies

Health care workers: $330 million (wage replacement for those forced to quarantine)

Lost revenue: $100 million (hospitals and other health care facilities that lost patients due to SARS)

Future SARS containment: $120 million (includes tracking systems and rapid-response teams) 

Other Costs: $185 million

Attracting Tourism and stimulating economy: $148 million

Quarantine compensation and help to municipalities: $20 million

SARS legislation to protect jobs and other measures: $17 million

Effect of Bird Flue

Avian influenza is an infectious disease of birds (food industry concern is chicken) caused by type A strains of the influenza virus

1997: During this outbreak, 18 people were hospitalized and 6 of them died. To control the outbreak, authorities killed about 1.5 million chickens to remove the source of the virus.

During a 1983–1984 epidemic in the United States of America, the H5N2 virus initially caused low mortality, but within six months became highly pathogenic, with a mortality approaching 90%. Control of the outbreak required destruction of more than 17 million birds at a cost of nearly US$ 65 million. During a 1999–2001 epidemic in Italy, the H7N1 virus, initially of low pathogenicity, mutated within 9 months to a highly pathogenic form. More than 13 million birds died or were destroyed.

An outbreak of highly pathogenic H7N7 avian influenza, which began in the Netherlands in February 2003, caused the death of one veterinarian two months later, and mild illness in 83 other humans. Mild cases of avian influenza H9N2 in children occurred in Hong Kong in 1999 (two cases) and in mid-December 2003 (one case). H9N2 is not highly pathogenic in birds.

Although health care has improved in the last decades, epidemiological models from the Centers for Disease Control and Prevention, Atlanta, USA project that today a pandemic is likely to result in 2 to 7.4 million deaths globally.


	With expanding globalization of food supply, Wendy’s will need to implement programs that ensure food is not contaminated with infectious diseases.  This effects Wendy’s significantly when considering beef and poultry are the biggest sellers.  Using approved vendors, emphasizing HACCP guidelines, and having the proper equipment will aid in guarding them again the many infectious diseases that are rapidly being found.  This will become more and more important and public knowledge to customers as cases of infectious disease in food gets more and more publicity.

	Air and water quality
	EPA

WHO


	Availability of Clean Water

Two-thirds of the world’s population will face water scarcity by 2025

More than 2.6 billion people - over 40 per cent of the world's population do not have access to basic sanitation, and more than one billion people still use unsafe sources of drinking water

This means that although WHO recommends that each person should count on receiving 20 liters of clean water per day, half the population has access to between 5 and 10 liters per day

Deaths caused by Poor Air Quality

Worldwide, this translates into as many as three million deaths a year

Air Quality Control in Operations

Delaware, New York, California, Connecticut, Maine, Massachusetts and Rhode Island -- have banned smoking in all workplaces;  Florida, Vermont, Utah and Idaho -- prohibit smoking in restaurants and other public places
	Based on what is occurring in the environment, companies in our industry who are heavily dependant on both quality air and water, are highly affected.  This is going to result in higher price in operations cost.  This will soon impact this industry heavily.  These companies are going to try ways to conserve water throughout the property, and also perhaps look into relying of water or sharing with other establishments. The World Bank estimates that the cost of achieving the Millennium Development Goal of halving the number of people without access to improved drinking water by 2015 is $380 billion.

	Insurance coverage
	HOOVERS

NRE INVESTOR

FORBES
	Cost of Insurance: 

Insured losses from the attacks are estimated at $32.5 billion. 

Clinton administration allocated $10 billion a year to defend the nation against terrorism, including $381 million for research into dangerous pathogens.

Terrorism insurance contracts are set to expire in 2005 

	Based on what is going on in the environment concerning insurance, companies will need to find alternate ways to protect themselves against terrorism.  They will have to explore other safety measures such as heightened security personnel, better lighting, stricter operation procedures, etc.


Social Responsibility

	Sub-categories


	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Labor development and utilization
	www.bls.gov
www.census.gov
www.usatoday.com
	Education

In America, 80.3% of people have at least a high school diploma or equivalency and of these people, at least 24.4% have a bachelor’s degree or higher.  This is a 5% increase from 1990 of the number of people graduating high school and a 2% increase in the number of people at least attaining a bachelor’s degree.  The number of students participating in post-secondary education is increasing as well.  In 1997, there were 13.1 million students enrolled, compared to 15.5 million in 2002.  This number is projected to grow another 2 million by 2010.

Wage Workers/Minimum Wage Workers

72.9 million American workers are paid at hourly rates, which constitute 59.6% of all wage and salary workers.  Of the number of people paid at hourly rates, in 2003 2.9% were paid at minimum wage or below, which is a slight decrease of .1% from the number of workers being paid minimum wage or below in 2002.  

Approximately 3/5 of all low-wage workers are employed in the leisure and hospitality industry.  This industry employs the largest percent of workers, 15%, that make only minimum wage.

20.4% of minimum wage workers had some or no high school, but had not achieved a high school diploma.  Only 2.4% of the total number of hourly workers with high school diplomas was being paid minimum wage.
	Decreasing trends in the number of people earning minimum wage, along with increases in Americans graduating high school and participating in post-secondary education will change the supply of workers and labor costs for Wendy’s.  As shown by the low percent of high school graduates earning minimum wage, the more education increases, the more people will demand earnings above minimum wage, thus decreasing the supply of labor and increasing the cost of labor.  Increasing education in the United States, which causes a decrease in wage workers, will have a large effect on the supply and cost of labor in five years.  Five years from now, 2 million more people will be seeking post-secondary education, meaning they will have graduated high school, along with an approximate annual increase of 0.05% in the number of people attaining at least a high school diploma or equivalency.  Within the next 20 years, one can expect that less than 10% of the population will not have a high school diploma or equivalency.  This will cut in half the number of people with no high school education, who make up the majority of minimum wage workers, which will in turn effect decrease the total number of minimum wage workers.     

	Urbanization, human inequalities and injustices
	www.msnbc.com
www.cbpp.org
Wall Street Journal
	Haves v. Have-nots

The US leads industrialized countries in income disparity.
The mean household income for families in the lower 20% has grown at a much slower pace than that of families in the top 20% whose income growth has doubled since 1967.  The wealthy population share of total US income has risen to 50% while everyone else’s share of the US income has dropped

In all but 5 states, economic inequality has increased over the past 2 decades.  New York has remained the state with the largest income disparity between the rich and the poor.  Over the past 2 decades, the other states that have seen the greatest inequality increase include: Oregon, Massachusetts, California, Ohio, Connecticut, Kentucky, North Carolina, West Virginia and Arizona.
	The growing disparity of income in the United States has lead to a decreasing middle class and a further gap between the wealthy and the poor.  The large gap between the haves and have-nots is already a large problem facing the United States, as we are the country with the largest income disparity.  The income of the “haves” has doubled in 36 years which has increased their income share of the total population to 50%.  This is an increase in their total share of the US income of 0.70% each year.  If this rate continues, the gap will only widen more and in five years their share of the total income will have grown 3.5%, taking away income share from the lower 20% of the population.  As this happens, and especially in areas where the gap is largest, one can expect increases in criminal activity as the poor seek to take matters into their own hands to correct the inequality.   

	Diversity, integration
	www.bls.gov
www.census.gov
www.eeoc.gov
	Population

Minority population increases at a faster rate than the white non-Hispanic population.  The white non-Hispanic population decreased from 83% in 1990 to 69% of the total population in 2000.  Since 2002, Hispanics have become the largest minority group in the United States comprising 13.5% of the total population.

Minority Groups in the Workplace

In 2002, 30% of the workforce was minorities.  The number of minorities in the workforce has increased approximately 0.3% each year.  Of the minorities in the workforce in 2002, 13.9% were Black, which has slightly decreased each year and 10.9% were Hispanic, which has continued to increase each year.  

Language Barriers

17.9% of the entire population speaks a language other than English, while the rest of the population (82.1%) only speaks English.

Of the Spanish speaking people, 28.3% either do not speak English or do not speak it very well.

Religious Groups

Christianity remains the largest religious group in the United States at 76.5% of the US Population.   The other religious groups with large affiliations in the US are Judaism, Islam, and Buddhism.  

The number of religion-based discrimination charges was 1929 in 2000 and increased to 2127 in 2001.  The number of charges for religious discrimination increased even more in 2002 to 2572 and has approximately remained constant at 2532 for 2003.
	The increasing overall diversity in the United States has a direct impact on diversity in the workplace.  This diversity is ethnic, race, and religious.  There has been an increase in minority population 12% in the past ten years, more than 1% annually.  Minority population is continuing to increase at a faster rate than white non-Hispanics in the United States.  In five years, the minority population will increase approximately 7%, getting the total population make-up closer to a 60/40 split.  The largest of these minority groups increasing is the Hispanics, which is also the largest group effecting language barriers.  This group of the population comprises half of the minority population, and 28.3% of then do not speak English at all or very well.  The increasing diversity in the population makes individuals comprising the total work force more and more unique.  It is important for companies to focus on educating people and learning programs on diversity since their work forces will become increasingly diverse.  As 28.3% of the largest minority population that has trouble communicating in English grows to become an increasing part of the total population, it will be important for companies to focus on communication internally through training programs, and externally in order to communicate with customers. 

	Tolerance
	www.fbi.gov
www.ncjrs.org
www.tolerance .org

www.eeoc.gov
	Hate Organizations/Hate Crimes

The number of hate groups that are active in the United States has risen steadily over the past few years.  There were 676 active hate groups in 2001, 708 in 2002 and 751 in 2003.  This is an average increase of 5% each year.

The number of bias motivated crimes reported in 2001 was 9730 and decreased to 7462 in 2002.  

Discrimination

The number of individual charges filed for discrimination based on race has remained constant over the past 10 years; however, there is has been increases in discrimination based on national origin and especially religion.  Discrimination based on national origin exceeded 8000 in 2001, peaked at 9046 in 2002, and decreased slightly to 8450 in 2003.  Discrimination based on religion peaked at 2127 in 2001 and has continued to rise to 2500 in 2002 and 2003. 
	Hate crime organizations continue to increase each year.  Discrimination based on race and national origin has remained steady, and discrimination based on religion has continued to increase.  This paired with increases in the number of hate crime organizations makes tolerance in the United States a large problem.  Hate crime organizations and discrimination directly correlate with increasing diversity.  As diversity continues to increase, intolerance will become a growing problem.  Diversity within the population is expected to grow, making minorities almost 40% of the population in the next 5 years.  In order to cope with an increasingly diverse population, which increases diversity in the workplace, employers must heavily educate on tolerance and seek ways to provide safe work environments, free of harassment, to their employees.  It is the employer’s responsibility to provide this type of environment to their employees, as they are held liable for harassment. There must also be efforts made to provide equal opportunity environments in order to avoid costs associated with discriminatory practices.

	Health and Well-Being
	www.obesity.org
www.americanheart.org
www.cdc.gov
	Obesity

Obesity is the second leading cause of preventable death in the United States.  Obesity in adults has increased from 19.4% in 1997 to 23.9% in 2002.  The projected number in 2003 is 23.7%, which is not considered a significant decrease.  Approximately 8.8 million children and adolescents are considered overweight or obese.

Dieting Trends
33% of Americans are currently on a diet.   Increasing popularity for low carbohydrate diets.  The number of Americans limiting their carbohydrate intake has increased 7% since 2002. 

Health-Related Diseases

Cardiovascular diseases are the number one killer among women and men.  64.4 million Americans have some form of cardiovascular disease, which accounts to 1 in every 5 men and women have some form of cardiovascular disease.
	Obesity has increased 4% in 5 years and will become the number one cause of preventable death in the United States.  Since 30 health related diseases are attributed to obesity, increases in these diseases are proportionate to increases in obesity.  Over the next five years, though obesity may only increase a little less than 1% annually, the problem becomes the attention obesity as an epidemic in the United States will receive.  This negative attention has already affected dieting trends in the United States.  Though obesity only increased 4% over the past five years, dieting trends have increased 9% in the past four years.  This is due to growing consumer awareness of obesity.  The food industry sees the most effects from these dieting trends.  The most current dieting trend, the low-carbohydrate craze, which has increased 7% over the past year, has affected industries through decreased sales of high-carbohydrate items.  The low-carbohydrate may not continue to be the dieting craze of the future; however, as obesity becomes increasingly recognized as a large problem and cause of death, Americans will react through changes in their dieting habits.  It is necessary for the quick service industry to keep up with these trends in order to meet changing consumer demands.       

	Stakeholder Interest
	Journal of Business Ethics
	Customers

Businesses focus on creating value for customers by understanding and satisfying their needs.  Value is defined as the difference between benefits the customer gains from owning and/or using a product and the costs, both monetary and non-monetary, of obtaining the product.

Employees

Companies such as Siemens are implementing programs that promote employee development and enhancement for the good of the individual and for success of the organization.  Companies such as Johnson and Johnson are also developing programs to promote balance between work and family. 

Community Involvement

Firms participate in their local communities through sponsorships, donations, and employee-volunteer programs.  
	There is a growing importance for companies to focus on stakeholders’ interest as a part of corporate social responsibility.  The growing attention corporate social responsibility has gained over the past few years makes consumers increasingly aware of how companies are acting.  This growing attention can be partly attributed to incidents such as Enron.  Consumers and the communities in which businesses operate are demanding more involvement as well as loyalty to local employees from these companies.  As this trend continues to increase, businesses must find ways to add value to the shareholders while keeping the interests of the stakeholders largely in mind.  
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Sub-categories


	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Preserving cultural and physical environment
	www.usgbc.org

www.fedstats.gov

www.epa.gov

BDC White Paper on Sustainability

USGBC Green Building Fact Sheet 2004
	Green Building Movement

The Green Building movement is defined as the practice of 1) increasing the efficiency of buildings and their sites use energy, water, and materials and 2) reducing building impacts on human health and the environment through better site, design, operation, management, maintenance, and removal.  It also helps preserve the cultural environment by preserving natural local surroundings.  An upfront investment of 2% in green building design, on average, results in life cycle savings of 20% of the total construction costs.   According to EPA research, tenants of accredited "Green Buildings" can save 50 cents per square foot and cut energy and water use by 30%.   This can represent a savings of $50,000 or more in a five-year lease on 20,000 square feet.   


	Wendy’s International Inc. will use Green Building in their new properties and implement some or all of the strategies into their current properties to save money on energy/water usage and waste management.  With all of the earth’s natural resources depleting at a rapid rate Green Building is the best way to help conserve them.  The ROI for these design implementations would come in the form of massive percentage savings on operational costs.  This issue is of great concern will come more prevalent in the next 5-10 years, so it has to be addressed now.   

	Government policies for responsible development
	www.usgbc.org

www.fedstats.gov

BDC White Paper on Sustainability
	Legislation for the encouragement of "Green Building"/sustainable development

State and local governments across the nation are scrambling to pass green building legislation.  These policies are providing provisions in the form of tax credits, funding incentives and technical assistance for the development of "Green Buildings". The availability of potable water is depleting at an astounding rate and the consumption of potable water to projected to increase by 80% by 2025.  This is also pushing the need to conserve potable water and increase green building.  The amount of incentive funding and credits along with technical assistance on development varies from state to state and in many cases from county to county.  In most cases incentives are also available to design teams and planning partners who help with these sustainable development projects.  Many states participate in such practices (California, Maryland, New York, New Jersey, Virginia, etc.).  For example: in parts of California up to $150,000 can be granted to building owners per project to compensate for investing in energy-efficient design., and in the state of New York up to $25 million in tax credits to owners and tenants of commercial or multifamily residential buildings and tenant spaces which meet green standards.     
	Though legislation in the area of Green Building and environmentally protective development is not yet mandatory in all parts of the world, it will be soon.  With the global depletion of natural resources and the benefits associated with Green Building many countries and businesses worldwide are starting to realize the necessity to preserve them.  Tax credits and grants in the states listed in the adjacent window are all helping to spread word of the benefits that a business can acquire through sustainable and environmentally protective development.  Governments all over the world will be at war for potable water in the years to come.  With that said businesses like Wendy’s will have to conserve the resources now and receive the benefits that are being offered now by some local and state governments.  Within the next 5-10 years more and more portals of opportunities will open that provide benefits for sustainable development. 

	Private sector responsibilities
	www.hospitalitynet.org

www.ergoweb.com
www.usgbc.org
www.fedstats.gov
www.dol.gov
www.osha.gov
www.restaurant.org
	Increased awareness of human well being in the work place and ergonomics
The hospitality industry has historically shown high levels of ergonomic injury, mental distress, and unhappiness in the work place.  This can be seen by looking at the high employee turnover ratio in the hospitality industry, which has been fluctuating between 80-94% over the past 10 years in restaurants with average guest checks of $10.00 or less.

Techniques such as training and regulation in ergonomics, and another aspect “green building” such as installing natural lighting systems are changing the way in which workers view and feel while in their workplace.  Productivity in stores with natural lighting, and lighting controls was 7.1% higher than those without natural lighting and lighting controls.  Ergonomic policies in the hospitality industry are not required but are starting to shape the way in which business is done.  
	A strong commitment to ergonomics and employee happiness in the workplace is key to success for the hospitality industry.  Though customer satisfaction is a key component of the hospitality industry, the key to sustaining customer satisfaction is for the hospitality industry to focus on the worker’s comfort and well being.  As noted in the adjacent window, productivity comes hand in hand with employee happiness and comfort.  Wendy’s could be the forerunner in the industry by implementing some of the strategies listed above and help keep qualified personnel happier and in the restaurant longer.  

	Key issues and dimensions of sustainability
	BDC White paper on Sustainability

www.epa.org

	Increased awareness of identifying the definition of environment management

For years people have thought that environmental management only meant recycling waste products.  In this day and age many organizations such as the US Green Building Council (USGBC) and the EPA are starting to give more clarity to the definition of environmental management.  The EPA is increasing it’s efforts to identify all aspects of environmental management such as waste management, energy usage control, water usage control, and air pollution control.  This is driving businesses to develop new practices of environmental management and save money.     


	Much of this information is described above.  Yet the issue of identifying and assessing entire concept of environmental management will shape the future of our industry.  This will be happening more drastically within the next 5-10 years.  All of the issues of sustainable development are interdependent on each other and this is the first step.  If Wendy’s were to assess its operations and environmental management corporation wide it would lead to large savings in all areas of operational expenses.      


Technology

	Sub-categories


	Identify the primary sources of information
	Based upon your information sources used, list and briefly describe the key value drivers you believe are important to monitor in understanding the cause and effect relationship with your firm.
	Based upon your analysis of the key value drivers provide your conclusions as to the major forces that will serve to drive change in the next five years.

	Application service providers
	Htrends

NRA

MSN
	Technology

Allow a company to have a domain name

Email service provider; allows more bandwidth to company

Ease of operations

Low Cost

Monthly cost for all three (internet activity, more servers, and fax machine) is probably less than $50 per month. 

eCommerce Storefronts -- a storefront might cost $200 to $400 per month

The ASP model can shift Internet bandwidth to the ASP, who can often provide it at lower cost.

Typically, they charge something like $15 to $30 per month for the service, (web hosting)


	Investing in ASPs is a wonderful idea for many companies in our industry.  In order to keep up with the fast paced communication world and ever changing technological world, it is important that companies attempt to invest in new technologies that enable them to perform their jobs more effectively and efficiently.  The cost of acquiring an ASP and the ease with which it is installed are just a few more of the perks.  Companies are going to need to look into the ways that allow them to do their job in a lot less time enabling them to concentrate on their more important task of running a business.          

	Wireless
	QSR 

Wendy’s 
	Need of time

The majority of Americans are trying to squeeze time.  The growth of single parents and working parents has led to the time crisis.  Online grocery, pizza and travel services are just a few examples of the ability to serve customers quickly.  
Competition on service time

Service time is simply the time from the start of a car’s order at the menu board to the time the car gets its food.  The industry average is 187 while Wendy’s is 127. (2002)

Reduction in service times 

From 1999 to 2003 Wendy’s has reduced the service times for its stores and franchises from 154 seconds to 116 seconds.
	These three value drivers are all affected by wireless technology.  Wireless headsets have become cheap and comfortable to wear.  By providing the restaurants with wireless headsets companies are able to more effectively bring their employees together in team effort to serve quality food as quickly as possible.  Wendy’s has succeeded in leading the industry in terms of service times.  The challenge over the next five years will be to continue the trend of reducing company service times. The stated Wendy’s goal is to have average customer service time to be 100 seconds by the year 2010.  

	Security
	Access Control and Security Systems

National Restaurant Association

Department of Justice

Gallup Organization
	Cost of Robberies

Robberies cost businesses 446 million dollars in 2003.  Quick service restaurants are easy targets because the nature of their business put them near large roads, and even make them drive up targets.  To further compound the situation the events of September 11th have caused consumers to become more security conscious.

Cost of Security

Technology has provided restaurants with an ability to meet consumer demands.   Cameras and computer monitors cost around 250 dollars a piece.  Lighting also an important security feature.  A conservative estimate for a security system including lighting controlled by timer, cameras and monitors to interface with the MIS is $3,000 per restaurant.

Fear of Terrorism

Forty-three percent of the population fears that they or someone in their family will be the victims of a terrorist attack

	Prior to the attacks on September 11th 68 percent of the American population felt safe from terrorism in a public place.  On September 11, 2004 Americans are still much more cautious than they were prior to the attacks.  Gallup suggests that the percentage of the population that fears a terrorist attack will remain steady around 40 percent for the next five years.  This estimate is made under the assumption that no more Americans are attacked directly by terrorism.  Robberies are predict4ed to increase over the next five years.  These factors lead to one conclusion. 

     Customers want to be safe when they come to a restaurant.  Employees want to go to work in a safe environment, and finally stakeholders want their assets protected.  The implementation of security measures such as video surveillance, and automatic lighting is imperative.  Technology has eased the implementation of these measures by reducing costs and allowing for integration with management information systems.

	Valuation of technology
	National Restaurant Association

Wendy’s

Action Systems 

Posi touch

E commerce Times
	Integration of Technology

The growth of technology has lead to process integration.  It is now possible for a company to have a central management information system that collects data from point of sales systems, accounting and human resource software as well as security technology.   

Use of Technology in quick service

The ability to integrate technology has made it easy to you.  The ease of use has prompted over 80 percent of the quick service restaurants use technology in their business, and this number is expected to grow by 1-2 percent per year.

Use of Technology to purchase food

Online grocery sales are up above 3.7 billion dollars in 2005.  Pizza sales online have grown from thousands of dollars in 1999 to a 15 million dollar industry in 2005.  


	More people are on the internet.  The number of users is expected to grow 1-2 percent per year for the next five years.  Grocery sales and pizza sales have grown substantially or the past five years.  Grocery sales are predicted to grow 3 percent per year online, while pizza companies such as Dominos and Pizza Hut suggest that the market for online pizza ordering will not stop growing for a least a decade.

These items are indicating a trend in the market.  Customers are using the expansion of internet access to buy food.  Wendy’s has the technological equipment and know how to be a leader in this field.   Wendy’s must find a way to adapt its quick service to include internet ordering.  

Technology is here to stay.  It has enabled companies to better monitor all aspects of their store.  The focus in technology for firms will be to find the newest and best technology.  The focus for the future will also be on moving toward customer service technologies such as cashless payment.

	Internets, extranets, and intranets
	www.census.gov

www.ecommercetimes.com
Information Week
	Home Internet Users

In 1984, 8.2% of homes had a computer.  In 2000, 51% of homes had a computer.  This is over a 40% increase in 8 years.  Of these homes with computers, 41.5% had internet access, a 26% increase from 1998.  39.8% of adult home internet users were using the internet for shopping.

Internet Users at Work

The number of people using the internet at work increased 23% from 2000.  More than 15% of Americans access the internet from work.

Business Technology Usage

83% of businesses put efforts into increasing the use of technology and the internet in order to become more efficient in the last 2 years.  81% of businesses improved the usability of their consumer-facing computer applications.
	As the number of people using computers and the internet at home and work continues to increase, businesses will be forced to invest in user-friendly web pages.  Companies should spend time devoting resources to computer systems that will increase efficiency in the workplace.  Computers will become an increasingly important means of communication companies will use to connect within their organization, as well as to suppliers, consumers, and competitors.  The number of people with computers in their homes increased 5% each year from 1984 to 2000.  Since over half of the population currently has a computer, increases of 5% annually are unlikely, however the number of people will continue to increase, especially as prices for computers continue to drop.

	Cyber speak
	Marketing for Hospitality and Tourism

www.internetnews.com

	Echo Boomers

This generation of 72 million born between 1977 and 1994 has grown up surrounded by computers and digital media.  The echo boomers have been termed NetGens.  People born in this generation make up the second largest age group, the first being the Baby Boomers.

Number of AIM Users

The number of people using instant messaging services has increased 34% since 2000.  Currently there are 195 million people using AOL Instant Messenger.
	The increasing usage of the internet has developed a new way of communication labeled cyber speak.  This is an indication of the growing importance of computers in our society and in order for companies to remain competitive; they must invest in ways to communicate with consumers via technology.

	Decision support systems
	www.Htrends.com
www.vigilpro.com
	Overwhelming Amount of Data in Hospitality Industry
 There are such large amounts of data in a business that it is often beyond human ability to deal with.  Collecting, storing, retrieving, selecting, analyzing, and communicating data are all very important and can be streamlined by decision support systems.  These can provide business activity monitoring to prevent any problems resulting from data overloads, and are a good “insurance” in effectively running a business.  Business Activity Monitoring is a new technology program that can monitor, alert, and respond to business-critical events in real-time. These programs can tell the manager important events of the day, alert the manager to late payments, alert to trends in the business, and are capable of integrating enterprise-wide data to the program.  Data storage today is flexible and obtained at low costs.  Data warehousing, business intelligence programs, and browser-based technologies are continually improving and providing almost unlimited flexibility to store and use data in meaningful ways.
	Wendy’s could use this tool as their “insurance” to make sure that certain aspects of the business are not overlooked.  In the busy world today, it would be easy to misread reports and overlook a problem in the business.  With this program managers could “double check” the progress and issues concerning the business.  This would also aid the manager to get through paperwork faster, leaving more time for front-of-the-house management as opposed to working longer hours in the office.  The headquarters office would also be easily accessible and in return, regional managers would have a program to help them organize data from multiple stores and oversee the management at each individual store with the click of a button.

	Management information systems
	National Restaurant Association

Wendy’s

Action Systems 

Posi touch 
	Ability of management to track cost centers

Management information systems take a large job and make it small for managers.  This computer program tracks labor and sales at an hourly basis.  It will track sales and product mix history.  The MIS will also track inventory and perform food cost calculations
Cost to implement Management Information system

Most systems throughout the industry are sold with a license for between 25,000 and 50,000 dollars.  Companies such as Posi touch and action systems sell a management system for a base fee, and then charge for each additional site used.  
	Management information systems are used to connect all of the technology in our restaurants.  The systems provide back of the office functions such as accounting, labor and inventory tracking, but also collect data from the point of sales terminals.  Technology is so prevalent in the industry that just implementing it does not guarantee competitive advantage.   The goal of Wendy’s should be to use technology to assist employees with serving guests.  The technology can also be used to track staffing need per hour; this can be used to cut labor costs.  


Task Environment

Task Environment Executive Summary


After conducting a thorough scan of the task environment in which Wendy’s operates, it is evident that assessing and managing risk through franchising, health and well-being, and workplace violence, all large forces driving change in the remote environment, will have an increased affect on the task environment as well.  Through the identification of key industry value drivers, quick service critical success factors, and relevant competitive methods adapted by competition, affects of these forces become more evident.  In order for Wendy’s to maintain competitive advantage in the future, it is important for the company to monitor these indicators and observe the direction of these key forces driving change.  

Assessing and Managing Risk through Franchising


Lack of customer loyalty is one of the important factors affecting profitability of companies in the quick service industry.  Most establishments have less than 10% customer commitment, and these companies win the business of their committed customers only 41% of the time.  The lack of customer loyalty is affected more by the growing number of restaurant choices for the consumer.  Since 1972, the number of restaurants has increased 79% making a current total of 878,000 restaurants.  By 2010, the number of restaurant locations is projected to exceed 1,000,000.  As the number of restaurants continues to increase, customer loyalty will become more difficult to build and maintain, yet a loyal base of customers has the ability to positively affect the profitability of businesses in the quick service industry.  


It is important for companies to find ways to reach their markets and build strong customer relationships.  It is important for Wendy’s International, as a parent company, to become the leader in terms of store design, menu planning, training, and quality.  Franchising stores gives Wendy’s the ability to invest in such factors.  Interest rates have increased over the past year, and are expected to continue to rise.  As the interest rates continue to grow, financing with debt becomes more expensive.  Franchising allows Wendy’s to maintain a high equity to debt ratio through reduced capital investment and risk.  The parent corporation is also able to avoid operating costs for franchised properties, yet recognize parts of their revenues through royalty fees.  The financial benefits received through franchising will give Wendy’s more monetary freedom to invest in building a loyal base of customers.  Once developed by the parent corporation, franchisees can use these developments to improve their performance.  

With the quick service industry expected to grow to 1,000,000 restaurants over the next 5 years, restaurant location will be critical to succeed in the industry.  Although the quick service segment is seen as being over saturated, for each unit a restaurant has in an area, they’re giving the consumer one more option to eat there rather than at their competition.  In the quick service market, it is impossible to be competitive in an area where you do not offer your product and your competitors have multiple locations.  

Currently McDonald’s has 31,179 locations worldwide, Burger King has 11,220 stores, and Wendy’s has over 6,500 total locations.  McDonald’s is the obvious leader in location, as they have almost 3 times as many units as their largest competitor, Burger King.  Of these total locations 70% of McDonald’s restaurants are franchised, 80% of Wendy’s restaurants are franchised and 90% of all Burger King’s are operated by franchisees.  These figures show the industry’s dependence upon franchising, with every company largely favoring franchising their restaurants over corporately owing them.  Franchising allows the corporation to operate and grow their locations with minimal corporate investment and risk as discussed above.  Outsourcing the majority of the cost and expense to the franchisee, allows companies like Wendy’s to allocate more resources for research and development and quality control to improve overall company performance.      


Multibranding is rapidly becoming more important in the quick service industry.  Some have credited it to be the most important development since the drive-thru window.  Multibranding offers more choice and convenience for the consumer, research even shows that consumers prefer the choice and convenience of multibrand restaurants 6-to-1.  Multibranding allows for the opening of a high-return restaurant in areas that previously either had too small of a population density, or were too expensive to open a single unit.  Challenges are presented, such as more labor and the need for better space-management to accommodate for the extra equipment.  Despite the challenges, this is a competitive method that needs to be implemented as much as possible.  YUM! Brands without a doubt have competitive advantage with their multibranding.  Today the company and its franchisees operate approximately 2,000 multibrand restaurants, or about 12 percent of their system, generating over $2 billion in annual system sales.  Wendy’s can benefit by following the lead of YUM! Brands.  Wendy’s merged with Tim Hortons in 1995 after several multibranded units were successfully created in Canada several years prior.  The merger has been a major success for both brands, specifically, doubling the size of Tim Hortons. This can be a way for Wendy’s to expand their company, giving consumers more choice and twice as many reasons to visit their restaurants.

Health and Well Being


People eating out and consumer preferences are major factors that drive profits in the quick service industry.  Spending on food away from home has increased as a share of the total food dollar.  Currently, 46.4% of the food dollar is spent on food eaten away from home and this is projected to increase to 53% by 2010.  In order for companies within the quick service industry to take advantage of the increasing expenditures on food consumed away from home, they must meet the needs of their consumers.  Consumer preferences drive profits in the quick service industry.  Currently, 83% of people believe more healthy options should be available.  Companies that have adapted to this preference have seen increased revenues as a direct result.  When Subway introduced its low-fat and “Jared” marketing campaign, their sales increased 18%.  These preferences also affect guest check averages.  Healthier options are the more expensive items on quick service menus, and guest check averages have been increasing steadily since 2000.  
The growing prevalence of obesity and the health related diseases directly affected by it have become important concerns in the United States, and have been a large contributing factor to the dieting trends of Americans.  These trends have dictated constantly changing consumer preferences, all of which have been fueled by media attention.  Documentaries such as Super Size Me, use of “tobacco-style” legal strategy against fast food operators, and the projection of obesity to become the number one cause of preventable death, have increased awareness and brought negative attention to the quick service industry.  These external factors have direct internal impacts on menu diversification, the research and development costs associated with implementing new items, and the increased revenues recognized from their implementation. 


Consumer awareness and preferences have made offering healthy menu options a critical success factor to the quick service industry.  Earlier this year McDonald’s announced their “Balanced Lifestyles Plan”, introducing their “Go Active! Adult Happy Meals”, which include a salad, a bottle of water, and a “stepometer”.  Wendy’s introduced their “Garden Sensations” premium entrée salad line in 2002, and contributed a 2.6% sales increase to the introduction of their salad line in 2003.  Dieting trends such as Atkins, were too substantial for the quick service industry to ignore.  Currently 20% of Americans are on some form of the Atkins diet.  Hardee’s currently offers a low-carb version of their popular “Thickburger” line, consisting of their new product wrapped in lettuce, without the bun.  Wendy’s and McDonald’s recently introduced healthier kids meal substitutes such as fruit cups and milk in replacement of french fries and soft drinks.  Quick service restaurants are continually upgrading their menus to accommodate the growing demands of today’s health conscious consumer.    


The health issues in the world today have attributed to the rise of competitive methods such as alternative menu items, and healthier Kid’s Meal options that are being widely used in the fast-food industry today.  As opposed to the traditionally unhealthy hamburger and fries, Wendy’s offers items such as baked potatoes with broccoli, chili, and the Garden Sensation Salads, which as mentioned above have been large contributors to increased sales.  Other fast-food establishments offer salads, but not much of a diverse food offering.  YUM! Brands own several different restaurants, all offering a different type of cuisine, but none of which have a good selection of health-food items, other than traditional salads.  McDonald’s has become the industry leader in alternative menu options, especially related to health issues, since the start of their GoActive! Campaign.


With health awareness being such a big issue, parents are more concerned with what their children are eating.  Creating healthy eating habits when children are young, can lead to better eating habits in their adult life.  Conscious of this trend, fast-food restaurants have begun to offer healthy substitutes for the traditionally unhealthy kid’s meal, consisting of a burger or chicken fingers, french fries, and a soda.  On a health scale, Wendy’s options rank highest.  Wendy’s now offers a mandarin orange fruit cup instead of fries, and instead of soda, low-fat chocolate milk and reduced fat white milk are now being offered.  McDonald’s did adjust their Happy Meal as well, but as opposed to the fruit cup at Wendy’s, McDonald’s is offering sliced apples with caramel dip.  Burger King has not included healthier options in their kid’s menu, but has instead created a Big Kid’s Meal that offering larger portions of unhealthy options such as double hamburgers and cheeseburgers and larger portions of chicken tenders.  


These competitive methods are easily replicated, but whichever company can remain ahead of the changing health trends and provide the healthiest, best-tasting food with the most diverse selection will gain the competitive advantage over the competition.  

Workplace Violence


Companies within the quick service industry are at high risk for workplace violence.  These jobs involve the exchange of money and working in small numbers and unusual hours.  Robberies and domestic violence are two large contributors to workplace violence.  Robberies account for 1000 deaths in the workplace each year and quick service establishments have become easy targets.  Domestic violence is becoming increasingly more evident in the workplace.  This often starts at home and is completed at work, where innocent bystanders, along with the abused spouse, become victims.  Of employed domestic survivors, 74% stated they were harassed at work by their abusive partner.  Robberies along with domestic violence, and the fact that quick service establishments are considered high risk, drive internal costs.  Legal costs, counseling fees, loss of productivity, injuries, and loss of life cost businesses $36 billion annually.  These factors increase the need for improved security measures, which are also a huge cost to businesses.  A conservative estimate for a security system including lighting controlled by timer, cameras, and monitors to interface with the MIS is $3000 per restaurant.  


Cashless payments have become critical to the success of quick service restaurants.  With convenience and faster service being top priorities of today’s consumer, accepting cashless payments makes the purchasing process at a quick service restaurant much more efficient, on average being faster than cash transactions.  New trends in cashless payments, such as McDonald’s partnership with MasterCard, known as PayPass, a contact-less payment innovation utilizing radio frequency, doesn’t require the card to be swiped, making the purchasing process even faster and more efficient.  Currently 70% of all Wendy’s stores are accepting forms of cashless payments and McDonald’s accepts cashless payments in over 4500 restaurants and they expect this number to more than double by the year’s end.  


Accepting cashless payments decreases the amount of cash exchanged at a given location.  This affectively decreases the opportunities for employee theft and robberies, both major contributors to workplace violence.  Workplace violence is an inhibitor of a quality workplace, which is an essential function of improving employee retention.  In a 2004 survey conducted by the National Restaurant Association, industry respondents ranked employee retention amongst the biggest challenges the quick service industry will face in the coming year.  Ensuring that employees feel safe and comfortable in their environment is essential to decreasing employee turnover and improving employee retention.

Task Environment Charts
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	Primary criteria

used to describe your target market

	Describe in detail the specifics for each criterion at left

	Yuppie Population (demographic)
	This demographic consists of the target market between the ages of 18 and 24.  This segment makes up one of the heaviest usage segments in the industry.  This segment visits a fast food restaurant for approximately four meals a week.  This population is lucrative for a variety of reasons.  This segment is a main contributor to the dieting crazes.  This segment accounts for 21 percent of our total potential demand.  

	16-18 High School Population (demographic)
	This segment has long been a segment targeted by the fast food industry.  The fast food industry provides a quick way for high school students to eat independent of their parents.  Along with the yuppie group this segment makes up the heaviest usage segments in the industry.  This segment visits a fast food restaurant for approximately four meals a week.    The value menu is a key aspect of the menu for this segment.  This segment also is beneficial in attempting to cover peaks in demand.  The high school market is in class during lunch rush, and often has to be “home” for dinner.  This prompts this segment to visit the restaurant and purchase product in between peak levels of demand.  This segment accounts for approximately 6 percent of the potential demand.    

	Senior Population (demographic)
	This segment is often not as profitable as the other market segments.  The average check for this segment is about 30 percent lower than the company average check.  This variance in check price can be attributed to senior pricing discounts as well as smaller portions ordered.  The positive aspects of this segment are the low advertising cost.  The low advertising cost is a consequence of pre established brand loyalty.  This segment makes up 22 percent of the potential market.  

	Kids and their families (demo/psychographic)
	This segment is very profitable.  The age demographic between 25 and 44 has the highest disposable income.  The disposable income figures come from a ERSI Business Information System study based in Census and Presidential figures.    Unlike the senior segment this segment has a 30 percent higher average check when compared to the company average check.  This higher check average is attributed to the purchase of multiple meals for multiple children and the adults accompanying the children.  This segment requires its own menu category, as well as the critical success factor of toy and bag.  Recently it has become a strategy of Wendy’s to market healthier options for the children to entice families to consume product.   This market segment requires large amounts of marketing expenditures.  Wendy’s runs seven flights of national television advertisements a year on children’s only channels.  These channels including nickelodeon and Disney, as well as other advertisements focused on families account for one third of the marketing budget for Wendy’s international.  This segment makes up 31 percent of the potential market.   

	
	

	Health conscious consumers (psychographic)
	This is the newest segment to the fast food industry.  Over the past 3 years the number of dieters in America has increased at seven percent a year. The growing rates of obesity and health related diseases will dictate a trend toward dieting.  There are currently 40 million people on some form of diet, and 20 million on some form of low carbohydrate diet.  Wendy’s is no offering low carbohydrate menu items in test markets throughout America and Canada.  This segment is expected to grow over the next 3 years.  Currently this segment accounts for 40 percent of our potential market.  

	Sources
	Forbes Online, Restaurant Magazine, US Census Online, Wendy’s International Investor Website, and Wendy’s District Manager Interview.


Overall supply and demand analysis

1. What is the overall supply of the firms who are competing in this segment?
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2. What is the overall demand?

a. Identify total possible customers in the target market to be served
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20to24 years | 20727,686| 20329.952| 19776.750| 19,150745|  18.962,866| 18,964 001
251029 years | 19,167954| 18.901901| 16.968,894| 19253434  19,381666| 19361 336)
30t034 years | 20704544| 20812567| 20714,185| 20574365  20,510928| 2051038
351039 years | 21408,006| 21805,533| 22259406| 22606672  22,707.278| 22706 B4
40to 44 years | 22962590 22941936| 22790706| 22529304 22,442344] 22,441 853
451049 years | 21761185| 21264,092| 20779,107| 2025998|  20,092653| 20,092 404
50to54 years | 19043411| 18.764691| 18.421,374| 17820575  17,585.780| 17,585 548
551059 years | 15794050\ 14972,664| 14,187574| 13566638  13.469.378| 13468 237|
60to B4 years | 12,105685| 11595,607| 11112,318| 10865858|  10,805545| 10,805 447]
651069 years | 9745,083| 9595105 950664| 9528057 9533629| 9533545
T0to7d years| 850959 6708217 6788511| 8845054 6857511| 8857 401
253,458,365 251 084,169 248,721 4037 246,257.368 245,645 256 245 545 341
0.00345578 000349965 001000585 0.009653761

lyear.

[The total possitle custamers for aur evoked set firms would include approximatly
1253.5 blion Americans between the age group of 5 to 74. On average an
|American vistis a fast food restaurant for a meal 2.13 times per week or 110.76
times per year. By muliplying the potential number of visits per year by the
target will we arrive at our potential target demand of 26,073,048,618 meals per
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b. Segregate demand into key groupings and identify the total potential market

[image: image4.png]a. Segregate demand into key groupings and identify the fotal potential market

[ July 1,2003 [ July1,2002 | July1,2001 | July1,2000 |Estimates base] Census |
1824 Yuppie population
Both Sexes 18 to 24 years 8p99571 | 8A0sI8|  27918978| 27311148 27141017| 27143454
Males 18 to 24 years 14874785 14p30DE0[ 14323203  13972579|  13g73.143)  13.873.829)
Females 18 to 24 years 14024786 13830488 13595776  1333B566|  13.267874| 13,269,625
Average number of visits per year by segment 205
5.920944,106 5830990928 6720040418 5,595,507 388
Total Potential Demand for Segment 5,920 944,106
0.210912045| 28073048615
1648 Driving High School Population
July 1, 2003 | July 1, 2002 | July 1, 2001 | July 1, 2000 | Estimates base| Census
Both sexes age 16-up 2265953387|  223,067,03| 220567316 217 g60760| 217,149 804| 217,149,127
Both sexes age 18-up 2776.271| 215,127,160 212490261  209835,136|  209.128,710| 209128094
Population 16-18 818716 8139885 8067054  B025624 8021094 8021033
Average number of visits per year by segment 205

1677 376,326
Total Potential Demand for Segment

1567 699,639

1852.778,024
1577 376,326

1544289845 1643361739 143,349,241

0.055750415
5574 Senior Market
Both Sexes July 1, 2003 | July 1, 2002 | July 1, 7001 | July 1, 2000 | Estimates base| Census
5510 59 years 15,794,060  14972pBd| 14187574  1356bB3B|  13469.378|  13,489,.237]
60 to 64 years 12006686  11596p87|  11112318]  10@e5gs0| 10805545  10,805.447)
65 t0 69 years 9746083 9585105  9540BB4| 9,528,037 95330| 9533545
70t074 years 85095 8708217 B78BAN1| 8845054 8857511 887441
751079 years 7452593 7433706 7431226 7436500) 7a158%| 7415813
Total 53071 5229579  610B0292 60241088 50081955 50081483
Average number of visits per year by segment 111
5946534732 5792236178 5655437942 5564702007 5547107733 5 547 (125 067
Total Potential Demand for Segment 5,946 534,732
021182718
Children with Families
July 1, 2003 | July 1, 2002 | July 1, 7001 | July 1, 2000 | Estimates base| Census
Total Chiliren age 06 19789278 1957653| 1933867 19212312  19,1765997| 19,176,799
Total Chiliren age 59 19776276 19980444 20238096 20480903|  20549708| 20,549,505
Total 395445557 395359807 39601962 9p9I2NE 39725705 39725303
Calculation for Parent supenision | 79089110 79071960 79203924 7938430 79451410 79450606
Average number of visits per year by segment 111
8753909824 8758010290 8772626622 8792840957 68000138172 8799949121
Total Potential Demand for Segment 8,753,909 524
0.312039845
Health Concious Consumers
[July 1,2003 [ July1,2002 | July1,2001 | July1,2000 |Estimates base] Census |
total population 00809777 20797392 20BD93A13 282177754 281423231 281421 906
Low carb Diet diet 95067206 95031395  O40BDO5B  9318pE0  U28EOFE 92869200
ather, non low carb diet 20386684 20158175 1995567 19762443 1959926 19699533
Average number of visits per year by segment 111

12,884,036,360 12,758,396,729 12530,796,291 12501503 213

Total Potential Demand for Segment:

12,884 036 360

12,488,174,826 12,468,116,123




	Total Potential Demand for Segment:
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	C.  Value Drivers for Market Segments


	
	
	
	
	
	
	

	Market Segments


	Identify the primary sources of information
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External Value Driver(s)
	Linked Internal Value Driver(s)

	18-24 year old 

Yuppie Market

(demographic)
	Wendy’s 

Hoover’s Online

Forbes

Wall Street Journal

Factivia
	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Age of customer

The 5-24 year old market (traditional fast food market) will grow only 5% annually.  

Building Loyalty

 It is more efficient to serve repeat customers than to heavily promote to lure new ones.


	  Labor cost 

For Wendy’s the labor cost currently stands at 27.2 percent of sales.  This number is up from 26.9 in 2002

Average number of visits per week

This segment visits Wendy’s for 3.94 meals per week up from 3.37 in 2002.  This segment also has a higher usage rate compared to families and seniors who only frequent 2.13 times per week

	16-24 year old 

Driving High School Population

(demographic)


	Wendy’s`

IH&RA

Forbes

Hospitality Technology

US Census Bureau 

National Restaurant Association


	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Age of customer

The 5-24 year old market (traditional fast food market) will grow only 5% annually.  

Building Loyalty

 It is more efficient to serve repeat customers than to heavily promote to lure new ones.


	 Labor cost 

For Wendy’s the labor cost currently stands at 27.2 percent of sales.  This number is up from 26.9 in 2002

Average number of visits per week

This segment visits Wendy’s for 3.94 meals per week up from 3.37 in 2002.  This segment also has a higher usage rate compared to families and seniors who only frequent 2.13 times per week

	55-74 year old

Senior Market

(demographic)
	Wendy’s`

IH&RA

Forbes

Hospitality Technology

US Census Bureau 

National Restaurant Association


	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Age of customer

The baby boomer population will grow 30% annually


	  Labor cost 

For Wendy’s the labor cost currently stands at 27.2 percent of sales.  This number is up from 26.9 in 2002.

Senior discount cost

All Wendy’s locations offer some form of senior discount.  The franchises maintain an option of offering 10 percent discount on senior tickets, or offer a free small drink per senior order.   This discount directly reduces check average and sales.   



	Kids and Family 

0-9 years old 

(demographic)

Parent and child 

co-interaction 

(psychographic)


	Wendy’s`

IH&RA

Forbes

Hospitality Technology

US Census Bureau 

National Restaurant Association

www.rimag.com
www.msnbc.com

	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Age of customer

The 5-24 year old market (traditional fast food market) will grow only 5% annually.  

Advertising to Children

 According to research, about 40% of all dining out dollars are spent by families with children.  A lot of the time, children have the deciding vote in where to eat.  


	Labor cost 

For Wendy’s the labor cost currently stands at 27.2 percent of sales.  This number is up from 26.9 in 2002

Marketing Cost

Wendy’s requires franchises to pay 3 percent of net sales to finance a marketing fund.  One third of this fund, or 1 percent of overall sales is spent to run the 7 television and radio advertisements specially based on kids meal toys and offerings.   

Product Offerings

Wendy’s has recognized the demand from the parents of their kids meal markets.  As 13 percent of the families bring food home from restaurants for dinner, parents are demanding healthy food offering for their children.  In the first quarter of 2004 Wendy’s introduced a milk and orange option in place of fries and soda for kid’s meal.  This has contributed to an overall company increase of 5.6 percent of sales.  

	Health Conscious Consumers 

(psychographic)


	Wendy’s`

IH&RA

Forbes

Hospitality Technology

US Census Bureau 

National Restaurant Association

www.obesity.org
www.americanheart.org
www.cdc.gov
	Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.

Dieting Trends
33% of Americans are currently on a diet.   Increasing popularity for low carbohydrate diets.  The number of Americans limiting their carbohydrate intake has increased 7% since 2002.   The growth of the Atkins diet (estimated at about 40 million people) The lawsuits filed against McDonalds for causing obesity in children have sent a clear message to the quick service industry.  Customers want health conscious food.  

Obesity

Obesity is the second leading cause of preventable death in the United States.  Obesity in adults has increased from 19.4% in 1997 to 23.9% in 2002.  The projected number in 2003 is 23.7%, which is not considered a significant decrease.  Approximately 8.8 million children and adolescents are considered overweight or obese.

Health-Related Diseases

Cardiovascular diseases are the number one killer among women and men.  64.4 million Americans have some form of cardiovascular disease, which accounts to 1 in every 5 men and women have some form of cardiovascular disease.


	Salad  sales

  Wendy’s has attributed a 2.6% sales increase in 2003 to the growth of the salad line, and the implementation of the Southwest Caesar salad.  The effect of the chicken strip salad is yet to be seen.

Wendy’s has capitalized on these external value drivers, and they look to the future for this trend to continue.  

Labor cost 

For Wendy’s the labor cost currently stands at 27.2 percent of sales.  This number is up from 26.9 in 2002

 


D.   Describe what is happening to the demand in the market place over the past five years and the key trends in the value drivers.


The total population in terms of primary market 5-74 year old is expected to increase 3.3 percent over the next year.  From 2000-2003 the population grew by approximately 9.3 million people.   Over the past five years the birth rate has exceeded the death rate in America every year.  In terms of market segments demand is also expected to increase.    The 16-24 year old segments are expected to increase 5 percent annually.  These segments have increased 847, 712 from July 2000-July 2003.  This represents a growing Market segment, but it is increasing at a slowing pace.  The senior population is on the tale end of the baby boomer generation and has grown tremendously.  The increase from 2000 to 2003 was 3,607,888 the most of any segment.  This growth is also in line with the projected 30 percent growth.  As the baby boomer generation grows the number of children with families actually decreased from 2000- 2003.  This segment still is large, and also accounts for a third of the corporate marketing budget.   Perhaps the most lucrative segment for Wendy’s will be the health conscious consumer.  The number of people dieting is growing at a rate of 7 percent a year.  It has increase from 19 percent of the population on a diet in 2000 to 33 percent now on some form of diet today.  
Value drivers for the external environment should hold steady for the next year.  Baby boomers will grow each year, people will be joining the low carbohydrate diet craze, and teenagers will continue to grow as our largest usage group.   [image: image23.png]Wendy's Debt and Equity
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	Using key words familiar to you, list the critical success factors for this industry segment

	Describe in more complete detail what each of 

these success factors are and how they are measured.

Additionally, be sure to indicate the key trends occurring in each

and link to significant value drivers.
	Industry leader and describe why you believe this is the case

	Location
	Location refers to where the company’s restaurants are located in a geographical area, Their market share in these areas, and their value they create.  The quick service industry is very saturated, yet companies continue to grow their locations to remain competitive.  Wendy’s currently has 6,500 locations, McDonald’s 31,129, and Burger King with 11,220 stores.  The US regions showing the most growth in the industry during recent years are the West and the South.  Particularly the Mountain regions (Arizona, Colorado, Nevada, etc.).  Continued expansion was also listed as the number 1 industry trend in the NRA’s 2004 Restaurant Industry Forecast.  This critical success factor relates to the value driver, assessing and managing risk through franchising.  
	McDonalds is the industry leader in this case.  They have 22,179 units; more than double the units of their biggest competitor. 

	Drive Through Service
	Drive through service also known as a pick up window describes the restaurant function of providing the consumer with the same service and product without them having to get out of their car.  Essential for quick service convenience and to the growing demands for faster service in the quick service restaurant industry.  The trends focus on speedier, more efficient service.  This service is measured by speed trials and customer surveys. 
	In 1970 Wendy’s is credited with creating the first modern day drive-through at a restaurant in Columbus, Ohio.  Wendy’s leads the competition in drive through service with an average service time of 116 seconds in 2003, according to a survey conducted by QSR Magazine.

	Store Layout/Design
	This refers to the functioning set up of the restaurant.  Where the key areas of production are located such as the fryers, the grill, ovens, prep areas, the refrigerators, etc., to ensure efficient and consistent production and speedy service for the customer.  What is also referred to as ‘the line’, the quick service production layout is extremely important in the overall success of a restaurant.  Inadequate kitchen design can cause major production issues leading to poor food production and slow service.  
	McDonald’s is the leader in layout/design, because they have had their restaurants designed to efficiently handle their production demands, with feasible additions to accommodate breakfast, since their first restaurant in 1955. 

	Employee Retention
	Employee retention refers to a company’s ability to keep their employees and reduce their turnover.  Employee turnover continues to be a major issue in the quick service segment.  According to a survey conducted by the NRA, respondents rated employee recruiting and retention as their number one challenge in 2004. The estimated cost of replacing a restaurant manager is $23,000 and replacing an hourly worker is said to cost the company $2,000, according to a study done by The Resource Center for Workforce Solutions.  The importance of creating a quality workplace for your employees cannot be underestimated.  It is one of the most important factors in solving the issue of high turnover in the industry.  According to the 2003 Survey of Unit Level Employment Practices the average annual turnover for hourly employees was 113% in 2002.  A key trend in employee management is offering more attractive benefits, such as paid vacation, health care, and profit sharing programs.  Wendy’s is planning a new equity-based compensation program that will grant the company’s directors, management, and other employees 3.6 million shares over the next 3 years.  According to People Report companies that take small steps such as these:  survey their employees twice a year rather than just once, provide benefits to hourly employees, contribute, sponsor, or encourage community participation,  and provide 4 or more hours of orientation…have significantly lower turnover rates than their counterparts who do not.  Labor supply is a key value driver in the critical success factor of employee retention.  Labor supply plays a major role in the hiring and retaining of quality employees.  
	All of the major companies realize the importance of creating an employee friendly workplace and are working hard in the fight against employee turnover.  Industry wide turnover rates remain consistent amongst the industry as a whole.  Looking at benefits in creating a greater value for stakeholders, Wendy’s is has the best new profit sharing program, contributing 3.6 million new shares over the next 3 years to its employees.  

	The “Combo Meal” 
	A one price product offering including main item, side, and beverage.  The combination meal has become a staple of the quick service industry.  Consumers not only perceive the purchase value but it is also a much more convenient form of ordering and speeding up the service/product delivery process.  A key trend in combo meals is substitute side items, focusing on healthier options such as Wendy’s offering fruit instead of French fries and milk instead of soda.  In 1979, McDonalds introduced the “Happy Meal”, combination food offerings marketed towards children.  Burger King, who started offering combo meals in 1994, attributes 51% of restaurant sales to its “Value Meal” purchases.   According to senior director of Burger King, Dana Frydman, “Bundled meals offer the greatest cost savings to the consumer while also offering a greater profit margin for restaurants.”  Trends in the “combo meal” are offering different tiers of the meal, such as Burger King’s; medium, large, or king.  Although McDonald’s, under pressure due to health concerns and media attention, recently removed their “Super Size” meal option.  Personal income and people eating out are 2 of the value drivers that are correlated with this critical success factor.
	McDonald’s is the industry leader in this CSF, with the creation of the “Happy Meal” in 1979, they are the the pioneers of this concept.

	Value Menu
	In 1989 Wendy’s created their “99 cent Super Value Menu”, offering 10 menu items for just 99 cents each.  Today the “Super Value Menu” still offers 10 menu items at only 99 cents each.   Burger King introduced their “BK Value Menu” in 2002, offering 11 items at 99 cents each, just one week after McDonald’s announced plans of their “dollar menu”, consisting of 8 menu items.  This shows that McDonald’s and Burger King.  Personal income and eating out are linked to this value driver.
	Wendy’s lead the way here for over 10 years.  They were the first of the burger giants to utilize this concept.

	Cashless Payments
	Cashless payments refer to consumer purchasing using credit/debit cards. At McDonald’s cashless payment options are currently available in over 4,500 stores.  They expect this figure to double by year’s end.  All of Wendy’s locations offer cashless payment options, they attribute 8% of their sales mix to cashless payments.  Research conducted by major credit card company Visa, showed that based on 100,000 transactions at major quick service restaurants, on average cashless payment purchases were 30% higher than cash transactions in a 6 month period in 2004, resulting in a positive impact on the overall average check size.  Cashless payments also reduce the amount of in-store cash, therefore limiting the opportunity for employee theft and robbery, major contributors to workplace violence and inhibitors of employee retention.  Trends in cashless payments focus on speed, currently McDonalds is testing out a new “contactless” payment system, MasterCard Paypass, where consumers aren’t even required to swipe their card, they simply place their card in front a designated areas at the menu screens where radio frequencies submit the transactions.
	Wendy’s is the industry leader in this critical success factor.  Wendy’s currently offers cashless payment options in all of their locations.

	Healthy Menu Items
	Today 60 million people in the US are obese and 6.4 million Americans have some form of cardiovascular disease.  People are becoming more and more aware of this nationwide problem with obesity.  Currently approximately 33% of the US population is on a diet.  The low-carb versions being the most popular, where 20% of US is on some variation of the Atkins diet.  Government intervention is starting to play a roll in consumer awareness and in the restaurant industry as well, with organizations such as The US Dept. of Health and Human Services calling for more private sector involvement in aiding and finding solutions to the obesity problem.  The Quick Service sector is constantly changing their menu to keep in tune with current health trends.  Wendy’s attributed a 2.6% sales increase in 2003 to the introduction of their premium salads line.  Earlier this year McDonald’s introduced their “Balanced Lifestyles Plan”, where menu changes included the addition of the “Go Active! Adult Happy Meal” containing a salad, bottled water, and a “stepometer”.  The QSR giant stated their intentions behind the plan were to “help address obesity in America and improve the nation’s overall physical well-being.”  McDonald’s said that their new health campaign was partly in response to the US Dept. of Health and Human Services’ call for involvement.  Hardee’s currently offers a low-carb version of their popular “Thickburger”, which replaces the bun by wrapping the burger in lettuce.  This critical success is a major factor in the “health and well being” value driver.  This trend is too huge for the major players in the quick service segment to ignore.  Key trends include healthy options for kids, for example Wendy’s is offering fruit and milk as a substitute for French fries and soda, McDonald’s offers “Apple Dippers”, in their happy meals, which are apple slices with a low fat caramel dipping sauce.  Another key trend is government involvement, putting pressure on the industry to become involved in the health issues of America.   Consumer preferences are also another value driver related to this critical success factor.
	Wendy’s is at the forefront in offering healthy menu options.  They saw significant sales increase from the introduction to their premium entrée salads line, “Garden Sensations” in 2002 and were among the first to offer healthy menu options for kids.  

	Late Night Hours
	Currently all of the major restaurants in the quick service industry have extended their hours of operation to capitalize on late night profits.  Typically, late night hours are considered to be 9pm-Midnight and beyond.  Wendy’s and Taco Bell started the trend amongst the major competitors in the early ‘90’s by keeping their drive-thru’s open later in the evening.  Wendy’s introduced its late night hours in 1996.  A benefit of late night operation is that it is not very costly to operate, considering most chains limit their stores to drive-thru accessibility and require less employees in-store.  Advertising to be open until mid-night or later.  In the past year McDonald’s and Burger King have placed a greater emphasis on staying open later to hedge the competition.  In a recent survey conducted by the consulting firm Bain & Co., Taco Bell ( a division of YUM inc.) attributed 16% of their sales to late night purchases, Wendy’s attributed 11%, and McDonald’s 8% of total sales.  
	Yum! Is the industry leader in this critical success factor, considering they were among the first to introduce it, and a larger majority of their sales, 16%, come from late night purchases.  
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Industry Value Drivers
	Name of value driver


	Description of value driver 
	Include key quantitative measures
	Source(s) of valid and reliable information

	People Eating Out


	Spending on food away from home has increased as a share of total food spending.  In 2000, 41.9% of the food dollar was spent on food eaten away from home, this increased to 43% in 2002, currently is 46.4% and by 2010 53% of the food dollar is projected to be spent on food eaten away from home.  The total expenditures for people eating away from home at eating establishments was $306,067 million in 2002 and increased to $330691 million in 2003.  The number of meals prepared and consumed at home has decreased 8% since 1992.  Total restaurant industry sales had a 2.0% real increase from the past year and limited service sales had a 1.5% real increase from the past year.  The number of people using drive-thrus has increased 3% since 2001 and the number of people eating in their cars has increased 4% since 2001.  The number of people eating out and increasing the amount of money spent on food eaten away from home is of extreme importance to the quick service industry as it directly affects revenues.  Factors such as people’s need of time and changing lifestyles influence the amount they consume food away from home.  The continued increase in people eating out has been a major factor in the restaurant industry recognizing sales growths for the 13th consecutive year.    
	Percent of Food Dollar Spent on Food Eaten Away from Home

Household Food Expenditures

Number of Meals Prepared and Consumed at Home

Total Restaurant Industry Sales/Limited Service Industry Sales


	National Restaurant Association

www.ers.usda.gov
www.bls.gov

	Personal Income
	As personal income increases, expenditures on food away from home increase as well.  A 10% increase in income will cause a household’s expenditures on food away from home to increase 4.6%.  US Disposable Income per household increased at a compound annual growth rate of 2.3% between 1997 and 2002.  Since August 2003, real personal disposable income has increased 1.6% and real consumer spending has increased 2.9%.  Currently food expenditures as a share of disposable income are 10.1%, of which 4% is for food consumed away from home.  Since personal income is correlated with expenditures on food eaten away from home, it is a relevant factor for the profitability of the quick service industry as seen through growth in sales.
	US Disposable Income

Consumer Spending

Food Expenditures as a Share of Disposable Income
	www.bea.gov
www.ers.usda.gov
National Restaurant Association

	Customer Loyalty


	The quick service industry has extremely low customer loyalty.  Most fast food establishments have less than 10% customer commitment, and fast food establishments win these committed customers only 41% of the time.  The number of restaurant and foodservice outlets is up 79% from 1972, and 4 out of 5 consumers agree that they have a larger selection of restaurants than they did 2 years ago.  There are currently 878,000 restaurant locations and is projected to increase to more than 1000000 locations by 2010.  If there is little customer loyalty in the quick service industry, and even when there is customer commitment, customers only choose their preferred brand 41% of the time, as the number of these establishments continues to increase giving consumers more choices, revenues will depend on where consumers choose to dine.  The lack of commitment and loyalty does not fare well for any quick service establishment, as each unit wants the sales, and is not guaranteed that even consumers who may prefer their chain will spend their money there.
	Number of Restaurants
	National Restaurant Association



	Raw Material Costs


	The cost of certain items greatly affects cost in the quick service industry.  The main items include: beef, chicken, ketchup, potatoes, and paper products and packaging supplies.  Beef prices have been increasing due to a 6.7% decrease in production from last year.  The production, along with increased demand, has driven prices up since last year.  Production of chicken has increased 3.7% from last year, and thus the prices are lower than in 2003 and are expected to continue to decrease.  Dairy costs in the form of milk, butter, and cream have increased since 2003; however the price of many cheeses has been lower in 2004 than in 2003.  Ketchup costs have increased in 2004.  Potato prices have been decreasing this year.  Paper products are extremely important in the quick service industry.  The prices of these products including napkins, containers, cups, utensils, and can liners have all increased since 2003.
	Beef Costs

Chicken Costs

Dairy Costs

Ketchup Costs

Potato Costs

Paper/Packaging Supplies Costs
	American Restaurant Association

	Labor Supply


	20% of quick service operators believe that recruiting and retaining employees will continue to be their top challenge in the upcoming year.  Employee turnover rate has remained fairly steady in the quick service industry since 1998, but with a median annual turnover rate of 117%, it is still high.  Employee turnover remains such a concern for the quick service industry because it is estimated that turnover of an employee costs more than 30% of that individual’s salary.  There has been a 5% increase since 1990 in the number of people graduating from high school, meaning currently 80.3% of the population has at least a high school diploma.  There have also been increases in the number of people seeking post-secondary education.  In 1997, 13.1 million people were enrolled in post-secondary education which increased to 15.5 million in 2002.  This number is projected to grow another 2 million by 2010.  The number of wage workers making minimum wage in 2003, 2.9%, was a 0.1% decrease from 2002.  Only 2.4% of hourly workers with a high school diploma were being paid minimum wage.  Due to continued increase in education levels in America, the amount of people requiring more than minimum wage and seeking knowledge-based jobs will continue to increase.  The average hourly earnings in the quick service industry have continually been affected, as they have increased each year since 1994 a total of $1.91, making the average hourly earnings in 2003 for quick service employees $7.31.  Employee turnover, higher education and its correlation with wage workers, and increases in average hourly earnings will continue to affect the quick service industry’s labor supply and labor costs.
	Employee Turnover Rate

Employee Turnover Costs

Number of People Attaining Higher Education

Number of Wage/Minimum Wage Workers

Average Hourly Earnings
	National Restaurant Association

www.census.gov
www.bls.gov

	Consumer Preferences


	83% of consumers believe more healthy options should be available.  McDonalds saw a 7.8% increase in sales because of its enhanced menu.  After introducing its healthy kid’s meal options, Wendy’s milk sales exceeded 1000000 for the first time ever and 425000 orange cups are being sold each week.  Wendy’s sales increased 2.6% in 2003 attributed to the growth of the salad line.  Subway’s sales grew 18% on average in 2000 with the beginning of their low-fat and “Jared” marketing campaign.  It is imperative to revenues that the quick service industry meet the preferences of its consumers.  It is evident that those who offer consumers the types of food they prefer, as displayed here with healthy options, revenues increases as a direct result.  
	Consumer Demands

Sales Growth
	Forbes
USA Today
www.ers.usda.gov

	Guest Check Average
	Average check price in the quick service industry has been increasing.  The guest check average increased 3% in 2000 and increased another 2% in 2002.  Cashless payments are also affecting increases in the guest check average, which increase the average check by $2.00.  As guest check average continues to increase, the quick service industry can expect higher revenues as a result.
	Average Check Price
	Nation’s Restaurant News

National Restaurant Association

	Cost of Capital
	The interest rate (Libor Rate), a common short term financing rate for money loans has increased from 1.43-2.3% over the past year and is expected to increase over the next five years.  The growing interest rate will make it more expensive to finance with debt.  The weighted average cost of capital in the quickservice industry ranges from 0.0395, McDonalds, to 0.1158, CKE.  Cost of capital is a variable in determining a company’s measure of their ability to get financing for investments.
	Interest Rates (Libor Rates)
WACC
	Wall Street Journal
Forbes



	Real Estate Costs
	According to a survey of 125 real-estate experts published in the Wall Street Journal, as interest rates began rising over the past year there would be a negative effect on commercial real estate as property values would decrease.  
	Interest Rates
Property Value
	Wall Street Journal


	Force driving change
	Key external value drivers
	Internal value drivers

	Assessing and Managing Risk Through Franchising


	Interest Rate (Libor Rates)                                                    This rate is a common short term financing rate for money loans.  It has increased from 1.43-2.3% over the past year, and is expected to increase over the next five years                                                                Cost of Capital                                                                         The growing interest rate will make it more expensive to finance with debt.  As the interest rate continues to increase, it is important to finance with less debt.  Franchising allows companies to maintain a higher equity to debt ratio.  


	Start-Up Costs

Wendy’s guarantees franchisees marketing and land at a cost of about 134 million dollars in 2003, while expenses to open new corporate stores are 224 million. Franchisees are responsible for researching a location, building development, and staffing.  In some cases, the franchisee is also responsible for purchasing land.   

Real Estate Costs

Rising interest rates over the past year have had a negative effect on commercial real estate.  Typical start-up costs associated with real estate such as purchasing land and building development are recognized to be approximately $200,000 in the quick service industry.

Royalty Fees

Franchisees are required to pay a royalty fee, most commonly between 3.5-5% of net sales to the parent corporation.  Wendy’s royalty fee is 4.3%.  

Operation Costs

The franchisee is responsible for all costs associated with the operation of the restaurant.  The franchisee must also pay a marketing and advertising fee.                                        Agency Theory                                               Owner-Operators are normally more motivated to maintain cost measures including labor, food costs, and quality.  When an individual sees their own bottom line they tend to focus more on the goal of being profitable.                                       Debt/Equity Ratio                                   Franchising allows companies to expand with reduced capital investment and risk.  This ultimately allows the company to maintain a high equity to debt financial structure.

	Health and Well-Being


	Obesity

Obesity is the second leading cause of preventable death in the United States.  Obesity in adults has increased from 19.4% in 1997 to 23.9% in 2002.  The projected number in 2003 is 23.7%, which is not considered a significant decrease.  Approximately 8.8 million children and adolescents are considered overweight or obese.

Health-Related Diseases

Cardiovascular diseases are the number one killer among women and men.  64.4 million Americans have some form of cardiovascular disease, which accounts to 1 in every 5 men and women have some form of cardiovascular disease.
Dieting Trends

33% of Americans are currently on a diet.   Increasing popularity for low carbohydrate diets.  The number of Americans limiting their carbohydrate intake has increased 7% since 2002. 

Consumer Preferences

83% of consumers believe more healthy options should be available.

Media Attention

The public is becoming increasingly aware of health related issues and obesity as an epidemic in the United States.  Documentaries such as Super Size Me, books like Fast Food Nation, and the “tobacco style legal strategy” have all brought negative attention to the quick service industry.
	Menu Diversification

In order to keep up with the changing dieting trends of the population, quick service establishments must create appealing menu options to their consumers.

Revenues

Revenues have increased as a result of healthy menu options at many quick service establishments.  Wendy’s sales increased 2.6% in 2003 due to the growth of their salad line, McDonald’s sales increased 7.8% due to their enhanced menu, and in 2000, after the introduction of their low-fat menu and marketing, Subway’s sales increased 18%.

R&D Costs
Wendy’s spent $5 million investing in a Research and Development Innovation Center.  R&D centers, like the one implemented are used in testing new products that appeal to changing consumer needs, while maintaining quality and taste.  On average, it takes a new menu offering 2 years to enter the market.



	Workplace Violence


	Violent Crimes

Workplace violence accounts for 18% of all violent crime.

Robberies

Robbery causes approximately 1000 deaths in the workplace each year.  Quick service restaurants are easy targets because the nature of their business put them near large roads, and even make them drive up targets.

Domestic Violence

Domestic violence often starts at home and is completed at work.  The abusing spouse will often come to the victims work because they know that is where they can find their spouse.  When this happens, innocent bystanders in the establishment can become victims, along with the abused spouse.  74% of employed domestic violence survivors stated they were harassed at work by their abusive partner, and this was even greater in abused employed women where 96% of them were harassed at work by their abusive partners.

Risk Factors

Jobs involving the exchange of money, working alone or in small numbers, working in public settings, and working unusual hours make businesses more susceptible to workplace violence.  The quick service industry is affected by all of the risk factors, making it more prone to workplace violence. 
	Legal Costs

Out-of-court settlements for lawsuits arising from workplace violence average $500,000 and jury verdicts average $3 million.

Security Costs

Cameras and computer monitors cost around 250 dollars a piece.  Lighting also an important security feature.  A conservative estimate for a security system including lighting controlled by timer, cameras and monitors to interface with the MIS is $3,000 per restaurant.

Other Related Costs

It is estimated that businesses lose approximately $36 billion per year due to violence in the workplace.  Total costs including counseling fees, loss of productivity, loss of life, injuries, and medical fees, and legal fees are $250 billion.
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	Name
	Number of Units in geographic area
	Brief description of competitive methods offered and the 

Trends occurring in each.

	McDonald’s
	31,129
	Go Active Campaign

This is a program promoting healthy lifestyles.  All together, the program offers healthy menu options, adult happy meals including a salad, bottled water, and a stepometer, expansion of the Go Active website (www.goactive.com) offering tips and approaches for increasing physical activity in everyday life, partnerships with world-class Olympic athletes and role models from all over the world (including Yao Ming, Venus and Serena Williams, and Carly Patterson), the distribution of nearly 30 million stepometers, including McDonalds’ donation of 25,000 stepometers to the Greek Sports Ministry, and the distribution of over 30,000 stepometers to athletes, trainers, and spectators at the 2004 Olympic Games.  Go Active has also established Ronald McDonald School Fitness programs globally to encourage children to have fun while being active in everyday life (www.mcdonalds.com).  McDonald’s is the official restaurant of the Olympic Games.  At the 2004 games, there were 3 venues, and salads were proven to be the big hit.  Sales were three times what had been expected for the first week – over 25,000 salads and 21,000 fruit and yogurt cups were sold.  The Go Active program and healthier menu options are huge reasons for the rise in comparable sales – an increase of 7.2 percent in August 2004, on top of an 8.8 percent comparable sales increase last year.

	Burger King
	11,223
	Iraq Location

In Baghdad International Airport, past a vehicle search, a body search, and four checkpoints, soldiers line up for burgers and fries.  “It tastes like home,” one soldier said.  Soldiers come to this Burger King as much as possible, whether it is to pick up soldiers returning from leave, or begging and borrowing humvees to make the trip.  Right next to BK in the airport, there is a free dining facility, but soldiers still opt to pay for the BK food.  The airport is heavily fortified with a clientele of more than 6,000 soldiers, contractors, civilians, and Washington dignitaries flying in and out.  This is Iraq’s first Burger King, and its sales have reached the top 10 among all BK franchises on Earth in the first 5 months that it was open.  This venue sells about 5,000 patties a day, with sales between $15,000 and $18,000 daily.

	YUM! Brand
	33,199
	Multibranding

Multibranding allows for the opening of new high-return restaurants in trade areas that previously were too expensive or did not have enough population density to allow YUM! Brands to go to market with just one brand.  Multibranding offers more choice, and more convenience leading to dramatically improved returns on invested capital.  YUM!Brands operate over 1,975 multibranded restaurants that generate over $2 billion in annual sales.  Multibranded units account for 12% of YUM! Brand’s US traditional restaurant base.  With multibranding, YUM! Brands are striving to take both KFC and Taco Bell to 8,000 units in the US compared to the over 5,000 each they have today.  With this expansion, volume is expected to rise to at least $1.1 million per restaurant annually.  

	CKE
	2,400
	Premium Thickburgers

In 2003 a new menu was created, with the focus around the 1/3-pound, ½-pound, and 2/3-pound Angus beef burgers.  Hardee’s is striving to distinguish themselves from the competition to be the “premium burger specialist among quick-service restaurants.”  The success of the Six Dollar Burger showed that customers are willing to pay more for better taste and quality, so the new menu revolves around bigger and better burgers.  Along with better meat, all of the ingredients in the burgers have seen improvements in quality.  Instead of using discounting tactics like some competitors may rely on to lower costs, Hardee’s is banking on “America’s ongoing love affair with truly great burgers,” (www.hardees.com).


Graph the last 5 years of the following

a. Return on Invested Capital

[image: image5.emf]Competitor ROIC (%)

8.2

9.4

7

10.6

8.8

-9.6

-3.7

-5.9

-10.7

-8.3

23.4

19.6

20.1

24.3

23.5

-20

-10

0

10

20

30

1998 1999 2000 2001 2002 2003 2004

Year

MCD CKE YUM


b. Free Cash Flow from Operations
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c. Sales 
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d. Operational Profits
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e. Market Capitalization
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f. Share Price (Average)

[image: image10.emf]Competitor Stock Price

0

10

20

30

40

50

1998 1999 2000 2001 2002 2003 2004

Year

Dollars

MCD CKE YUM


g. WACC
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Competitive analysis worksheet

[image: image29.png]10.00%
8.00%

Prime Rate

13%

6.00%

4.00%

S,

200%

0.00%

1998

1999

2000

200

002 2003

2004




Name of competitor

McDonald’s Corporation

1. Graph the last five years of the following:     [See graphs Above ] 

a. Return on invested capital

b. Free cash flow from operations

c. Sales

d. Operational profits

e. Market capitalization (average)

f. Share price (average)

g. WACC

2. Describe their primary business model


McDonald's operates in the food service industry and primarily operates restaurant businesses under the McDonald's brand. Co. also 
operates Boston 
Market and Chipotle Mexican Grill in the U.S. and has a minority ownership interest in U.K.-based Pret A Manger. 


All restaurants are operated either by Co., by independent entrepreneurs under the terms of franchise arrangements (franchisees), or by affiliates 
operating under license agreements. 


Independently owned and operated distribution centers, also approved by Co., distribute products and supplies to most McDonald's 
restaurants

3. Primary market : Consumers ages 5-74 yrs old

4. Describe the financial position of this company relative to its ability to meet its growth needs

	Competitive methods
	Length of time employed
	Competitive advantage
	Estimate of value added

	Key innovations in the last five years
	Expected future actions to enhance method
	Vulnerabilities to exploit

	Go Active Campaign
	6 months 


	This campaign put the spotlight on McDonald’s as far as customers who are trying to eat healthier are concerned.  Also the timing of the rolling out of this campaign could not have been better. It was well known and established going into the Olympic games, which made it a hit when it was carried on throughout the 3 primary units used at the location of the Game.s
	$5,008,305.32

Calculation in Appendix

	This campaign takes a more technologically advanced spin on dieting.  McDonald’s has utilized the internet to tune into the latest trend, dieting and exercising.  
	It is expected that there will be a focus on further advertisement of this campaign around New Year’s.  This is the time period when many consumers make New Year’s resolutions to shed off some pounds that resulted from the holidays. 

This campaign has extended beyond its success at the Olympics into a partnership with the American College of Sports Medicine and the International Olympic Committee to the creation of a website that offers research and insight on health, fitness, and physical activity, enabling consumers to make more informed decisions.


	The program was a big success in Athens during the Olympic games this past summer; this portion of the competitive method can not be copied. Another factor in copying this competitive method is the sponsorships that McDonald’s has with such big name Olympians such as Carl Lewis, Yao Ming, and Tim Duncan.  

McDonald’s has partnered with Bob Greene, a renowned nutritionist to create an online interactive way for consumers to plan their diet and exercise plans.


Comments:

Co.'s menu includes hamburgers and cheeseburgers, Big Mac, Quarter Pounder with Cheese, Big N'Tasty, Filet-O-Fish, several chicken sandwiches, Chicken McNuggets, french fries, Premium Salads, milk shakes, McFlurry desserts, sundaes and soft serve cones, pies, cookies, and soft drinks and other beverages. In addition, the restaurants sell a variety of other products during limited-time promotions. Co.'s restaurants in the U.S. and certain international markets are open during breakfast hours and offer a full- or limited-breakfast menu. Breakfast offerings may include Egg McMuffin, Sausage McMuffin with Egg, McGriddle, biscuit and bagel sandwiches, hotcakes and muffins.  # Employees: 418,000
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Name of competitor

YUM! Brands

1. Graph the last five years of the following:     [See graphs Above ] 

a. Return on invested capital

b. Free cash flow from operations

c. Sales

d. Operational profits

e. Market capitalization (average)

f. Share price (average)

g. WACC

2. Describe their primary business model


Yum! Brands is engaged in developing, operating, franchising and licensing a system of both traditional and non-traditional quick service restaurants. 
Its traditional restaurants feature dine-in, carryout and, in some instances, drive-thru or delivery service. Non-traditional units, which are licensed 
outlets, include express units and kiosks which have a limited menu and operate in non-traditional locations like airports, gasoline service stations, 
convenience stores, stadiums, amusement parks and colleges. 


Co. consists of five operating segments: KFC, Pizza Hut, Taco Bell, Long John Silver's/A&W All-American Food Restaurants (LJS/A&W) and YUM 
Restaurants International (YRI). 


Its restaurants are operated by Co. or, under the terms of franchise or license agreements, by franchisees or licensees who are independent third parties, 
or by international affiliates in which Co. owns a non-controlling equity interest. 


Through Co.'s franchising agreement, franchisees supply capital-initially by paying a franchise fee to Co., purchasing or leasing the land and building 
and purchasing equipment, signs, seating, inventories and supplies, and over the longer term, by reinvesting in the business. Franchisees then contribute 
to Co.'s revenues through the payment of royalties based on a percentage of sales.


In each Concept, consumers can dine in and/or carry out food. In addition, Taco Bell, LJS and A&W provide a drive-thru option in many stores, and 
Pizza Hut provides a drive-thru option on a limited basis. Pizza Hut and, on a limited basis, KFC provide delivery service.

3. Primary market : Consumers ages 5-74 yrs old

4. Describe the financial position of this company relative to its ability to meet its growth needs

	Competitive methods
	Length of time employed
	Competitive advantage
	Estimate of value added

	Key innovations in the last five years
	Expected future actions to enhance method
	Vulnerabilities to exploit

	Multi Branding


	Since 1997      (7 years)
	This provides customers with a second option, while keeping business within the corporation This is called “branded variety”.

Has produced $185 mill. In US store profits
	$9,907,431.97

Calculation in Appendix 

	This has been a strategy that has been used since the beginning of the company.  
	YUM will add 270 more multi-branded properties in 2004.  In 2005, 500 more multi-branded units will be built. 


	This is a fairly easy competitive method to copy with corporations that have several segments. This can be seen even Wendy’s International i.e. Wendy’s and Tim Horton’s have been built together as 1 unit.


Comments:

About 90% of its restaurants are operated by franchisees

Yum! Brands is the worldwide leader in multi-branding, offering consumers more choice and convenience at one restaurant location from a combination of two of the company's brands. The company and its franchisees operate over 1,975 multi-brand restaurants, generating over $2 billion in annual system sales. Approximately 350 new system wide multi-brand restaurants were opened in 2002     # of employees 265,000
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Name of competitor

CKE 

1. Graph the last five years of the following:     [See graphs Above ] 

a. Return on invested capital

b. Free cash flow from operations

c. Sales

d. Operational profits

e. Market capitalization (average)

f. Share price (average)

g. WACC

2. Describe their primary business model


CKE Restaurants, Inc. owns, operates and franchises more than 3,200 restaurants in 44 states domestically and in 14 countries 
worldwide under the brand names Carl’s Jr.®, Hardee’s®, La Salsa Fresh Mexican Grill® and Green Burrito®. They are 
engaged in developing, operating, franchising and licensing traditional quick service operations. Each of these segments feature 
dine-in or carry out options.  
3. Primary market : Consumers ages 5-74 yrs old

4. Describe the financial position of this company relative to its ability to meet its growth needs

	Competitive methods
	Length of time employed
	Competitive advantage
	Estimate of value added

	Key innovations in the last five years
	Expected future actions to enhance method
	Vulnerabilities to exploit

	Thick Burger
	19 months
	The thick burger comes in 1/3lb, 1/2lb, and 2/3 lb.  his is a more high quality alternative to the cheapest 99 cents burger found on many dollar menus at other QSR.   
	$86896360.17

Calculation in Appendix

	
	As the price of beef begins to decline, this is help Hardee’s make more money from each beef sandwich sold. 
	This is a relatively easy competitive method to replicate.  However, with beef process being so high currently, it is quite an expensive competitive method to replicate.  Beef prices have risen from $3.49 to $4.55/lb in the last 2 months. 


Primary competitive methods

	List your

firm’s competitive methods

WENDY’S

	
	Name of competitor

MCDONALD’S
	Name of competitor

BURGER KING
	Name of competitor

YUM
	Name of competitor

CKE

	Alternative menu items such as baked potatoes, chili, and salads offer different options other than the typical burger and fries at a fast-food restaurant.  The Garden Sensations Salads have raised the bar on salads.  They are made fresh throughout the day, and when combined with low-fat or fat-free dressings, it’s a healthy, delicious meal, that are surprisingly from a traditionally fast-food burger restaurant.
	McDonald’s does offer Premium Salads, but when considering variation of menu items, this is as far as it goes from the traditional food items served.  They have made attempts to serve pizza, but have ultimately failed that concept three times.


	When it comes to traditional menu alternatives, Burger King goes as far as offering a few fire-grilled salads.   These salads come with grilled chicken or shrimp in a pouch to pour over your salad when you’re ready to eat it.
	YUM offers an array of menu items, including tacos, chicken, pizza, seafood, and corn on the cob, hamburgers, pasta, and many more.  Except for a few side salads, corn on the cob, or rice, not many other healthy food options are available. 
	Hardee’s menu does not stray too far from tradition.  They offer the typical burgers, chicken sandwiches, and fries.  Along with these, hot dogs, ham and cheese sandwiches and roast beef sandwiches are offered.  There are not too many health options, other than low-carb burgers, which entail a burger without the bun.

	Kid’s Meal is a new way to offer healthy items to children as opposed to the traditional french fries and soda.  Now, Wendy’s has introduced the choice of either fries or mandarin oranges, and instead of a soda, children can receive low-fat chocolate milk or 

reduced fat milk with their happy meal and toy.
	At select McDonald’s, there is an option of apple slices instead of fries, and apple juice or low-fat milk instead of a soda for happy meals.  The stores that offer this vary, and some additional charges do apply.
	Burger King offers no other alternatives for items in the kid’s meals.  The traditional unhealthy sandwich or chicken tenders, fries, and soda are included in the kid’s meal.  BK is now offering a Big Kid’s Meal which offers the customer’s choice of either a double hamburger or cheeseburger, or a larger order of tenders.
	YUM brands do not have healthy variations of the kids’ menus.  
	Hardee’s does not have healthy variations of the items in their kid’s menu. 

	Double-sided burger grill was designed by Wendy’s and cuts minutes off of typical patty cook times, thus saving time and money.  Intentions are to install these grills in every US store by the end of 2007.
	
	
	
	

	Drive-thru speed is one of Wendy’s greatest attributes.  It consistently ranks above its competitors when considering speed. In a study done by QSR Magazine in 1999, Wendy’s ranked number one with an average speed of 150.29 seconds for service.  This study is the result of 1680 time studies done on Wendy’s.  This time is 21.01 seconds better than the average for the previous year.
	In the same study as the Wendy’s case, 3354 time studies resulted in an average of 167.02 seconds waiting to be served, and the second place slot behind the fastest drive thru server, Wendy’s. This time is 10.57 seconds better than the average for the year before.
	Burger King came in 4th place on the drive-thru time study, after 2256 individual tests, with an average wait time of 171.33 seconds.  This time is 7.12 seconds faster than the average time the year before.
	Long John Silver’s had a wait time averaging 171.65, KFC was 172.45, Taco Bell was 181.96 seconds, and A&W was 189.70 seconds.  They placed 5th, 6th, and 9th, respectively, with A&W not being ranked.
	Hardee’s just made the top 10, coming in 10th place with a time of 186.00 with a longer wait time by 1.20 seconds than the year before.

	
	Go Active Campaign is offering more menu variety, supporting physical activity, and providing consumer nutrition education.  In-depth website includes fitness facts and programs, and tips for staying healthy.  The creation of adult happy meals include free stepometers to promote health.
	
	
	

	
	McCafes are located inside existing McDonald’s restaurants serving premium and specialty coffees, cakes, and pastries.  Approx. 400 Cafes in 23 countries.
	
	
	

	
	Reduced Capital Spending has been reduced through discipline in the use of cash flows.  The reduction of capital spending freed up cash that is being used to pay debt, repurchase shares, and pay a higher dividend.  In 2003, McDonald’s boosted their dividend by 70 percent.
	
	
	

	
	Wi-fi Access is becoming available in renovated units to allow access to the internet.
	Iraq Location is now ranked in the top 10 of all Burger King establishments.  It brings a taste of home that isn’t found anywhere else in Baghdad.  This particular unit is making 5,000 patties a day, with sales between $15,000 and $18,000 daily.
	
	

	
	
	The Angus Steak Burger is made with 100% Angus beef and is flame-grilled, achieving a taste that distinguishes it from the competition’s flat-grilled patties.
	
	

	Wendy’s has dabbled with multibranding itself with Tim Horton’s, Canada’s popular restaurant for coffee and baked-goods.  In 1995 Wendy’s and Tim Hortons came together as a combination restaurant.  This merger has been a major success with each organization focused on superior quality in their industry segments.  Since the merger, Tim Hortons has more than doubled in size and has increased same-store sales at a compounded average annual rate of 7.1 percent since 1991.
	
	
	Multibranding offers more choice, more convenience, leading to dramatically improved returns on invested capital.  YUM operates over 1,975 multibranded restaurants that generate over $2 billion in annual sales.  Multibranding allows for the opening of high-return, new restaurants in trade areas that used to be too costly or did not have enough population density to allow the establishment of a new unit with just one brand.
	

	
	
	
	Global leader status has been achieved by four of the restaurant brands owned by YUM.  Pizza Hut, KFC, Taco Bell, and Long John Silver’s are the leaders in the respective restaurant categories.   
	

	
	
	
	
	Thickburgers are offered as 1/3-pound, ½-pound, and 2/3-pound Angus beef burgers.  Hardee’s is striving to be the “premium burger specialist among quick-service restaurants.”  The success of the Six Dollar Burger showed that customers are willing to pay more for better taste and quality, so the new menu revolves around bigger and better burgers.  Along with better meat, all of the ingredients in the burgers have seen improvements in quality.  Instead of using discounting tactics like some competitors may rely on to lower costs, Hardee’s is banking on “America’s ongoing love affair with truly great burgers.”


Conclusions:  Overall, the majority of the competitors are providing a good array of menu choices to keep with the changing health trends.  Wendy’s is the leader in healthy kid’s meal options, with Burger King, YUM!, and CKE straying far from adding healthier options to children’s menus.  McDonald’s has taken the lead in following the dieting trends with the introduction and implementation of their GoActive! Campaign.  YUM! Brands has been very successful with multibranding and have bragging rights to being the global leader in four of their restaurant brands.  Burger King has a unique store location in Iraq that is doing very well, and they have also introduced better quality burgers in their establishments.  CKE introduced the Thickburger following the success of the Six Dollar Burger to help them in their mission to be the “premium burger specialist among QSR.”  Wendy’s is the leader in drive-thru speed with McDonald’s 2nd, and Burger King 4th.  When analyzing this information it is obvious that Wendy’s does not have a very strong competitive method like its competitors do, pushing them to the top, and keeping Wendy’s behind the leaders of the industry.  


	Name

	Brief description of the major buying groups operating in the segment.  

Be sure to indicate the trends occurring with each group.

	Substantial Franchisees 
	Franchisees operating a large proportion of the franchises of a restaurant group in a given location.  These franchisees make up the majority of the market share within their given area(s), which creates control and a barrier of entry for potential franchisees and also corporate influence in areas of research and development, expansion, marketing, etc.  Substantial franchisees have the power to negotiate with the corporate office for benefits such as exclusive suppliers.  This is a different level of buying groups and does not have the same affect on the quick service industry, as buying groups like Expedia and Travelocity have on the hotel industry.  In the case of the hotel industry these buying groups are becoming one of the biggest problems the industry is facing and will face in the future.  Simply put, the hotel industry is losing control of their inventory to these buying groups.  The buying groups control and own a significant percentage of the industry’s hotel rooms and with the gaining popularity and growing size of this style of online purchasing these groups force the industry into a pricing war that they cannot win.  The quick service restaurant industry is different with respect to buying groups, huge companies don’t go to Wendy’s and buy their inventory of hamburgers and sell them to the public at a discounted price months later, or even on the same day of purchase.  The primary product offerings being exchanged are totally different.  The consumer decision-making process regarding purchasing in these two industries is also very different.  Where a consumer might decide a month in advance to go shopping for a hotel room, they very often make the decision to buy a fast food hamburger in a matter of minutes before consuming the product.  This is a good example in common buying practice within the respective industries.  In the quick service industry, the corporation will look to their version of a buying group, the larger franchisees, as a benchmark for further restaurant exploration, for example what kind of investments, such as restaurant renovations or upgrades are providing adequate returns on investment.  They can then use this information to compare and contrast to other areas where there might not be large “buying groups”.  Davco Acquisition Holding Inc. is the largest franchisee of Wendy’s restaurants.  They operate more than 150 Wendy’s stores in the metro area around Washington, D.C. and Baltimore, MD.  Their large interest in Wendy’s allows then undeniable corporate influence, especially in their region.  Harman Management Group is a good example of a what would be considered a buying group in the quick service industry.  HMG owns more than 300 Kentucky Fried Chicken stores in California and Utah.  



	Name
	Brief description of why you feel those organizations identified are potential competitors.

What trends are developing to cause you to believe they are potential competitors.

	Outback Curbside Take   Away
	With the conveniences of the drive-thru lane, the Styrofoam container, the to-go counter, the cell phone and then internet, curbside to-go is becoming more and more popular.  The concept is great: eating restaurant style cuisine in your home, without having to leave your car.  This is an improvement over a drive-thru because the customer doesn’t wait in line.  Customers’ food is brought directly to their car at the arrival time.  Curbside to go is becoming an important part of many restaurant chains’ bottom line.  This style of fast-food accounts for 6 percent of sales at Romano’s Macaroni Grill, and 10 percent of sales at Outback Steakhouse are from the Curbside Take Away.  Outback Steakhouse offers an extremely wide array of menu items.  Steaks, pastas, seafood, chicken, soups, salads, sandwiches, burgers, wings, fried mushrooms, baked potatoes, sweet potatoes, ribs, and many more including a list of signature items.  There are healthy options on the menu as well.  For example, the several different salads, steamed vegetables, and grilled chicken breasts.  All of these items are available via curbside take away. Outback’s “Joey Menu” does include healthy items, such as the grilled chicken, sirloin steak, steamed vegetables, cinnamon apples, and rice.  All of these items are available via curbside take away.  Outback’s popularity combined with high-quality food and the convenience of curbside service can pose a huge threat to the quick service industry.  With annual sales on the increase, $2,744.4 million in sales in 2003, this is a large market that could take away from the business of the quick-service industry.

	Applebee’s Car-side To Go
	Applebee’s is the largest casual dining concept in the world with more than 1,600 restaurants in 49 states and 9 countries.  Sales in 2003 were $990.1 million.  Applebee’s offers a full-service lunch and dinner menu, featuring signature items such as Applebee’s Riblets, Oriental Chicken Salad, the House Sirloin, and Fiesta Lime Chicken.  Along with offering the typical health foods on a menu, Applebee’s works with Weight Watchers to develop menu items to fit into the POINTS system used by those on the diet.  In the summer of 2003, Applebee’s announced a multi-year agreement with Weight Watchers, the very first partnering of a weight-loss program and major national restaurant chain.  A new menu recently rolled out consisting of 10 appetizers, entrees and desserts that fit the diet.  Each item lists calories, fat and fiber grams, and the Weight Watchers POINTS values.  In June 2004 Applebee’s announced the addition of new and healthier Kids Menu items.  These items include a grilled chicken sandwich, pasta with marinara, and three new side items: carrots and celery with ranch dipping sauce, steamed broccoli, and applesauce.  This combination of good food at a reasonable price, and convenient curbside service, along with the benefits of the Weight Watchers partnership can become a threat to the fast-food sector.



	Name
	Brief description of why you feel these are possible substitute products and services.

What trends are occurring here to support your identification of these substitutes.

	Frozen ready-meals
	Sales of frozen ready meals realized significant value growth of 19.7% and volume growth of 4.6% over the survey period.  Frozen ready meals reflected key consumer demands for convenient, quality-driven products.  Busier lifestyles influenced the diminishing time consumers were willing to spend shopping, or in the kitchen cooking.  Frozen ready more than any other product, offered consumers the easy-to-prepare, complete meal solutions they increasingly demanded.  Total retail sales of frozen foods in the U.S. reached more that $26.6 billion in 2001, 6.1 percent higher than 2000.  The frozen dinner and entrée category continues to be the largest within the frozen food market with more than $5.9 billion in annual supermarket sales.  

	Grocery Stores
	Projected demographic changes combined with an assumed increase in inflation-adjusted incomes of 1 percent per year in the United States will increase per capita food spending 7.1 percent between 2000 and 2020.  This effect will be due to spending increases of 8.1 percent on food away from home and 5.4 percent on food at home.  Growth in food demand also results from the growth of the total U.S. population.  Total expenditures for away-from-home food are projected to increase 27.5 percent, compared with 24.3 percent for at home food expenditures.  Between 2000 and 2001, there was a 2.2 percent increase in expenditures on food at home and a 0.4 percent increase between 2001 and 2002.  Between 2000 and 2001 there was a 4.6 percent increase on money spent on food away from home, and between 2001 and 2002 there was a 1.8 percent increase.

	Pizza Chains
	94 percent of the American population eats pizza.  Italian food ranks as the most popular ethnic food in America (NRA), attributing to the 3 billion pizzas sold in the U.S. each year, accounting for more than 10 percent of all foodservice sales.  Every day Americans eat 100 acres of pizza, which breaks down to 350 slices per second being consumed.  According to some leading industry experts, the pizza industry is “running neck and neck” with the hamburger industry.  These statistics are evident of a possible substitute product for the Wendy’s customer.  Being just as convenient, and fairly low-priced, pizza is a product that could have an effect on the choice of a customer to either come to Wendy’s or not.

	Curbside Take Away
	This is a simple concept where the customer calls the restaurant ahead, places their order, informs the restaurant as to what kind of car you’re driving, then pull into a designated parking space and your food is brought to you.  Curbside to-go accounts for 10 percent of sales at Outback Steakhouse, and 6 percent of sales at Romano’s Macaroni Grill.  This is an improvement in fast-food drive-through because the food is typically higher quality, and there is no line to wait in.



	Name
	Function
	Brief description of area of regulation affecting segment. What are the key trends you have observed for each regulator.

	Legislative and Judicial Branches of United States Government
	Enact and uphold statutes and laws.  
	The United States Congress is made up of two houses, the House of Representatives, and the Senate.  Both houses affect every industry in the United States.  Also, both have the power to introduce legislation except in the mater of gathering revenue which must be brought up through the House of Representatives.  The Senate however may disapprove of any bill or add amendments to that bill to change its nature. General U.S. laws and statutes and Presidential Executive Orders establish procedures to ensure that regulations are developed in a transparent and interactive manner with the public.   Two major issues that the United States Government is concerned with are food safety and labor law.  Congress developed something called the US food safety system.  Characteristics of the U.S. food safety system include the separation of powers among the three branches and transparent, science-based decision-making, and public participation.  When enforcement actions, regulations, or policies lead to disputes, the judicial branch is charged to render impartial decisions.  Major U.S. food safety authorizing statutes include the Federal Food, Drug, and Cosmetic Act (FFDCA), the Federal Meat Inspection Act (FMIA), the Poultry Products Inspection Act (PPIA), the Egg Products Inspection Act (EPIA), Food Quality Protection Act (FQPA), and Public Health Service Act.  Major U.S. labor authorizing statues include the Americans with Disabilities Act (ADA), the Occupational Safety And Health Act (OSH), the Longshore and Harbor Workers' Compensation Act (LHWCA), the Fair Labor Standards Act, the Employee Retirement Income Security Act (ERISA), and the Labor-Management Reporting and Disclosure Act of 1959.  The Legislative and Judicial Branches of the US government are constantly changing laws, adding new laws, and upholding existing laws.  They enact and change these laws and statutes to protect the rights of all U.S. citizens.  This is done in the best interest of the public.      

	United States Department of Labor (USDOL)
	Implement and enforce statutes regarding fair labor practices.
	The Department of Labor deals with issues including workers with disabilities, discrimination, equal employment opportunities, health plans and benefits, hiring, retirement and other benefits, wages, work hours, and youth labor.  The Department of Labor sets the minimum wage for hourly workers and tip workers.  The minimum wage has been increased four times in the past 15 years.  In 1990 it was raised from $3.35 to $3.80, in 1991 increased to $4.25, in 1996 increased to $4.75, and in 1997 increased to the current rate of $5.15.  This is a major issue with the quick-food service industry because the majority of the employees in this industry are hourly wage workers.  Wage rates are such a concern because labor expenses across the board are raised due to minimum wage increases.  The Department of Labor regulates many other areas that are of major concern to the quick-service food industry.  For example, accommodations for disabled workers must be paid for out of the company's funds, when the minimum wage is raised many employees demand higher pay.  Also, when health plans and benefits become mandatory they are paid for in part by company funds.  Productivity can be lowered as a result of hiring less-competent employees to comply with discrimination regulations set forth by the Department of Labor.   The DOL is constantly changing its regulations to protect employees from discrimination, ensure the safety of employees, and make sure that firms are abiding by fair labor practices.    

	United States Department of Agriculture (USDA)
	Implement and enforce statutes regarding inspection and labeling of the plant and animal food products in the US.
	The U.S. Department of Agriculture's Food Safety and Inspection Service (FSIS) is responsible for ensuring that the nation's commercial (moving in interstate commerce or exported to other countries) supply of meat, poultry, and egg products is safe, wholesome, and correctly labeled and packaged.  This is done by using science-based initiatives to better understand, predict, and prevent microbiological contamination of meat, poultry, and egg products.  Another responsibility of FSIS is to ensure that products imported from other countries are produced by a system that is equivalent to that employed by FSIS.  Though the FSIS shows an increase in food product recalls in 2002, they also show a dramatic decrease of total food product recalls by 40% decrease from 2002 to 2003.  FSIS is also responsible for creating and updating a HACCP Guidelines and Training database.  Another organization within the USDA that has a major influence on the food-service industry is the Animal and Plant Health Inspection Service (APHIS).  The Animal and Plant Health inspection Service (APHIS) is responsible for protecting and promoting U.S. agricultural health, administering the Animal Welfare Act, and carrying out wildlife damage management activities.  America's agricultural exports are worth over $50 billion annually.  Without APHIS America's animal and plant resources from agricultural pests and diseases, threats to our food supply and to our Nation's economy would be enormous.  Without APHIS's consistent monitoring of the Mediterranean fruit fly and the Asian long horned beetle production and marketing losses of several billion would occur each year in this country.  This would also lead to increased costs for these agricultural products due to scarcity, and in effect would lead to greatly increased expenses for the entire food-service industry.   The USDA is becoming more and more efficient in identifying threats to livestock and agriculture.  They have an extensive network of information and resources which they pool together to identify current and potential threats, as well as how to stop them.  The labeling of food products in the United States is becoming more intricate as awareness of food safety is rising.  Mandatory labels of food type, ingredients, additives, and packaging are more prevalent now than ever.  Also, guidelines for inspections of plants and production operations are becoming more stringent and the inspections are becoming more thorough.              

	United States Department of Health and Human Services (DHHS)
	Regulate labeling of food products and ensure employee safety and health.
	The Department of Health and Human Services' Food and Drug Administration (FDA) is responsible for protecting consumers against impure, unsafe, and fraudulently labeled food other than in areas regulated by FSIS.  The areas the FDA regulates that also pertain to the food-service industry include food (Food-borne Illness, Nutrition, Dietary Supplements), and animal feeding and drugs.  The FDA has three main responsibilities: to promote and protect the public health by helping safe and effective products reach the market in a timely way, to monitor products for continued safety after they are in use, and to help the public get the accurate, science-based information needed to improve health.  No food or feed item may be marketed legally in the U.S. if it contains a food additive or drug residue not permitted by FDA.  FDA, APHIS, FSIS, and EPA also use existing food safety and environmental laws to regulate plants, animals, and foods that are the results of biotechnology.  Bio-engineered products are becoming a more prevalent trend in today's society to decrease expenses and increase profitability.  To combat possible problems associated with this the FDA has started a trend of its own.  Under FDA policy developers of bio-engineered foods are expected to consult with the agency before marketing, to ensure that all safety and regulatory questions have been fully addressed. FDA’s policy also requires special labeling for bio-engineered foods under certain circumstances. For example, a bio-engineered food needs to be called by a different or modified name if its composition is significantly different from its conventionally grown counterpart, or if its nutritive value has been significantly altered. Special labeling is required if consumers need to be informed about a safety issue, such as the possible presence of an allergen that would not normally be found in the conventionally-grown product. 

	United States Environmental Protection Agency (EPA)
	EPA works to develop and enforce regulations that implement environmental laws enacted by Congress.
	The EPA's mission includes protecting public health and the environment from risks posed by pesticides and pollutants and promoting safer means of pest and pollution management.  EPA works to develop and enforce regulations that implement environmental laws enacted by Congress. EPA is responsible for researching and setting national standards for a variety of environmental programs, and delegates to states and tribes the responsibility for issuing permits and for monitoring and enforcing compliance. Where national standards are not met, EPA can issue sanctions and take other steps to assist the states and tribes in reaching the desired levels of environmental quality.  The regulations that the EPA enacts directly correlate to how food products are grown and cared for.  This has major impacts on the food-service industry.  Suppliers and other food-service operations must choose the foods that they carry from growers and farmers that are regulated by the EPA.  These foods must be grown under safe circumstances and watered and fed with EPA approved feeds and fertilizers.  The EPA is constantly monitoring the use of pesticides, fertilizers, and emissions into the air and water.  The regulations for these products becoming more stringent every year.  Pesticides are registered with the EPA only after the manufacturers spend millions of dollars to meet the EPA’s testing mandates for the introduction of a single new pesticide. They can only be applied according to the label, further limiting their use.  

	Food and Agriculture Organization of the United Nations (FAO)
	Regulate and implement strategies of global food suppliers.
	The FAO is the largest autonomous agency within the United Nations.  The FAO focuses on agriculture, fisheries, forestry, nutrition, and food quality control.  The FAO regulates many agriculture-related topics including conservation and management of soil, climate, farming systems, crop production, livestock and fish production, (fresh-) water and vegetation, and sustainable development.  Within the FAO there are many divisions.  The Animal Production and Health Division (AGA) aims to clarify and facilitate the role of global livestock production in food security and food safety, as well as in poverty alleviation while protecting the environment.  The Land and Water Development Division (AGL) is responsible for regulating global irrigation, drainage, and soil techniques, and outlines how water usage can be best maximized to meet these growing needs successfully.  This directly correlates to the Remote Environment Exercise and the availability of potable water and sustainable development.  Without the FAO regulating the techniques of global agricultural and livestock production the Earth's natural resources would be depleting at a much higher rate.  The FAO is intact to protect the global population and environment from harm.  They are doing this by ensuring the safety and regulation of food production operations around the world.  The rigid guidelines set forth by the FAO are designed to ensure the safety of these products.                

	United States Securities and Exchange Commission (SEC)
	Regulate securities markets of the United States.
	The primary mission of the U.S. Securities and Exchange Commission (SEC) is to protect investors and maintain the integrity of the securities markets.  Their regulatory reach encompasses every industry including the food-service industry.  As the securities markets evolve technologically, expand in size, and offer new products and services, the SEC engages in rulemaking to maintain fair and orderly markets and to protect investors by altering regulations or creating new ones.  The laws and rules that govern the securities industry in the United States derive from a simple and straightforward concept: all investors, whether large institutions or private individuals, should have access to certain basic facts about an investment prior to buying it.  The regulations set forth by the SEC ensure that all of this information is available and accurately portrayed.  The SEC also oversees other key participants in the securities world, including stock exchanges, broker-dealers, investment advisors, mutual funds, and public utility holding companies.  Crucial to the SEC's effectiveness is its enforcement authority. Each year the SEC brings between 400-500 civil enforcement actions against individuals and companies that break the securities laws. Typical infractions include insider trading, accounting fraud, and providing false or misleading information about securities and the companies that issue them.  By regulating all of the aspects of the securities markets the SEC makes these markets safer for investors.  The SEC has been cracking down on corporate criminals and unfair accounting practices.  This is evident in the recent suits brought against Adelphia, Enron, WorldCom, and Martha Stewart to name a few.  Since these suits have gained so much public notoriety, the crack down on corporate criminals and unfair business practices will continue in the future.    



	Name
	Number of Units in geographic area
	Brief description of products and services offered.  What are the key trends you have observed for each major supplier. 

	Labor Supply
	
	Labor in the quick food-service industry is comprised of mainly wage-workers.  There are 72.9 million wage workers in America, which constitute 59.6% of all wage and salary workers.  In 2003 employment of non-supervisory workers in the leisure and hospitality industry was 10,626,000.  This accounts for 13.4% of all wage workers in the country.  Only 2.4% of hourly workers with a high school diploma were being paid at or below minimum wage.  The age of employees in the food service industry vary greatly.   Due to continued increase in education levels in America, the amount of people requiring more than minimum wage and seeking knowledge-based jobs will continue to increase.  The average hourly earnings in the quick service industry have continually been affected, as they have increased each year since 1994 for a total of $1.91, making the average hourly earnings in 2003 for quick service employees $7.31.   Employees at quick food-service restaurants do not need extensive education or skills.  Training programs and wage supplements are necessary to hire and maintain qualified personnel.  Employee turnover, higher education and its correlation with wage workers, and increases in average hourly earnings will continue to affect the quick service industry’s labor supply and labor costs.  

	Capital Supply
	
	Over the next year return on equity is expected to rise to 18 percent.  This growth will be the result of risk management.  Wendy’s has also set aside 200 million dollars to repurchase stocks as a way to consolidate equity.  At the end of 2003, the S&P index was recognizing a Return on Equity of 13.3 percent.  Wendy’s is slightly above this.   Wendy's current stock price is $34.32, and has average EPS of $2.21.  Wendy’s is located in the consumer discretionary portion of the S&P 500, in the restaurant sub-division.  Return on invested capital can be expected to grow to 13 percent over the next two years.  Wendy’s announced on September 22, 2004 a plan to sell leased land holdings to franchises.  This sale of a liability will account for about 35 million dollars in direct savings.  Also, in the future Wendy’s expansion via franchising will not include a corporate investment in land purchase.  This outsourcing of invested capital will directly correlate to the predicted growth in ROIC.  Debt costs are expected to rise over the nest two years due to the rising interest rates.  The economy is expected to return to the level it was in the mid 1990s. The interest rate (LIBOR rates) is a common short term financing rate for money loans.  It has increased from 1.43-2.3% over the past year.  With an increase in financial stability LIBOR rates are expected to continue to rise over the next five years back to the pre year 2000 rate of 3.75 percent.  Wendy’s must attempt to restructure its debt to avoid this potential cost.  Over the past five years Wendy’s has moved some long term debt into short term loans to take advantage of the low interest rates.  With the trend over the next five years, the company needs to consider reinvesting in bonds.  The company has a strong Standard & Poor’s & Moody’s rating of BBB+ and Baa-1; therefore they should be able to maintain some control over their borrowing expense.  This movement to long term debt is safe due to Wendy’s current financing.  It has stated that it has only one significant long term principle payments between today and 2010.  Wendy's debt to equity ratio is 0.392, while the industry is .56.  This means that while the industry is financed with 56 percent debt and 44 percent equity, Wendy’s chooses to finance with equity.    

	SYSCO Corporation
	148 distribution facilities 
	SYSCO Corporation is the largest foodservice provider in North America.  The company provides an inventory of some 275,000 products to more than 400,000 restaurants, schools, hotels, health care institutions, and other foodservice customers.  SYSCO distributes fresh and frozen meat, poultry, seafood, fruits and vegetables, deserts, coffee, canned and dry products, paper and disposable products, cleaning supplies, kitchen equipment, and medical supplies.  SYSCO's brands include Supreme, Imperial, Classic and Reliance quality level products, as well as brands designed for specific market segments like Arrezzio and Casa Solana for ethnic foods, block & Barrel for delicatessen items and House Recipe for tabletop condiments.  SYSCO ensures that all of its brands and products conform to extensive food safety, cleanliness, quality, and consistency standards.  SYSCO's key trend has been expansion.  Through its "fold-out" expansion program, SYSCO establishes stand-alone companies from profitable distribution centers to serve new markets.  The company also continues to rapidly expand by acquiring local distributors that specialize in items such as premium steaks and hotel supplies.  SYSCO is entering niche markets through acquisitions, such as Asian Foods Inc., North America's largest Asian foodservice distribution company.  This expansion has allowed SYSCO to grow faster than any other food service supplier.   

	U.S. Food Service
	102 distribution facilities
	U.S. Food Service is the #2 foodservice distributor in the United States.  The company offers 43,000 national, private-label, and signature items.   They also serve more than 300,000 customers, including restaurants, hotels, schools, and other institutions.  The firm supports a customer base of independent and chain business.  U.S. Food Service distributes canned and dry foods, meat, poultry, frozen foods, dairy, seafood, cleaning supplies, and uniforms.  Some of the national brands that U.S. Food Service offers are Barber Foods, Chef Solutions, Heinz, Hormel, Nestle/Stouffer's, Rich's and Solo Cup Company.  Some the private-label and signature brands they carry are Bunge Foods, Classic Tureen, Next Day Gourmet, and Stock Yards.  U.S. Foodservice also processes and distributes custom-cut meats through Stock Yards Meat Packing Co., and markets and distributes restaurant equipment and supplies through Next Day Gourmet.  All of the products offered by U.S. Food Service are packaged and distributed by federal guidelines.  Like SYSCO, the main trend found with US Food Service is expansion and acquisitioning other companies.  The company has grown rapidly by swallowing up competing firms, including Allen Foods, a broad-line foodservice distributor that services the St. Louis, Kansas City, and Southern Illinois markets. U.S. Foodservice owns food distributors PYA/Monarch and Alliant Exchange, which owns Alliant Foodservice.  Another trend with US Food Service is its accounting irregularities and bad financial management.  The discovery of massive accounting irregularities at the company led its Dutch parent (Royal Ahold) in 2002 to report a $1.41 billion loss, which Royal Ahold attributed to special charges related to overstated profits at U.S. Foodservice.  Federal prosecutors and the Security Exchange Commission announced in July 2004 that they had brought criminal charges against former senior executives, including former marketing chief Mark Kaiser.  This means trouble for US Food Service now and in the near future.  Royal Ahold is in the will spend 18 to 24 months rebuilding its subsidiary before deciding its future. 

	Performance Food Group Company
	36 distribution facilities
	Performance Food Group is the #3 broad line foodservice distributor in North America.  PFG supplies more than 64,000 national and private-label products to about 48,000 restaurants, educational and health care facilities, and fast-food chain customers in the Northeast, South, and Southwest United States.  They serve their customers through three distinct divisions, Broad-line Distribution, Customized Distribution, and Fresh-Cut Produce Distribution.  The Broad-line Distribution products consist of frozen and fresh meat and poultry, seafood, baked goods, beverages, chemicals and disposables, dairy and eggs, and sides and condiments.  The Customized Distribution products are catered to big casual-dining chains like TGI Friday's, Ruby Tuesday, and Outback Steakhouse.  The fast-growing Fresh-Cut Division of PFG distributes ready-to-eat salads and produce.  They are selling more of these salads and pre-cut lettuce and tomatoes to time-pressed restaurant kitchens.  PFG has also been expanding through acquisitions of smaller broad-line distributors and, recently, processors of higher-grade meats, seafood, and pre-cut vegetables.  A key trend is PFG's promotion of its higher quality and more expensive private-label brands.  With this promotion they hope to increase sales by 10%, but figures were not yet available.   

	Cintas Corporation
	336 distribution facilities

15 Manufacturing Plants
	Cintas is the #1 uniform supplier the country.  They have over 500,000 clients including airlines, restaurants, hotels, and independents.  5 million people wear Cintas apparel each day.  Cintas sells, leases, and rents uniforms from its facilities.  Cintas's uniform division supplies shirts, jackets, pants, and footwear.  Cintas also provides cleanroom apparel, flame resistant clothing, entrance mats, and linens.  Cintas offers services such as uniform cleaning, monitoring first aid and safety products, document shredding, maintenance of cleanroom supplies, and uniform design and implementation.  Cintas has been a participant in the industry's consolidation trend and, through acquisitions and internal growth, doubled in size during the late 1990s.  It completed the integration of Unitog in 2000 and increased its client base by nearly 100,000 with its acquisition of Omni Services in 2002.  Cintas is currently looking into expanding its non-uniform operations and taking a good look at food-service distribution.

	SYGMA Network
	15 distribution centers
	The SYGMA Network is a totally independent subsidiary of SYSCO Corporation.  SYGMA focuses on serving chain restaurants, particularly Wendy's.  SYGMA was designed to fulfill all of the unique needs of chain restaurants.  Though they only have 15 distribution centers, SYGMA is able to cover a broad geographic coverage from those strategically located distribution centers.  SYGMA offers exceptional, customized, distribution service to national chains and ensure consistency with every product.  SYGMA fulfills chain restaurants needs of high levels of in-stock performance, order accuracy, on-time delivery, consistent quality, and the ability to rely on one distributor for all product needs.  SYGMA offers fresh and frozen meats, poultry, beverages, fruits and produce, baked goods, cups and utensils, condiments, medical and cleaning supplies, and equipment for chain restaurants.  All of their products are customized to the needs of the individual chains.  SYGMA's key trend can be seen in its customer base.  They mainly supply to fast food restaurants and have found great success with this.  Wendy's International accounted for 43% of their total sales in 2003 and 5% of its parent's (SYSCO) total sales.  By having the customized supplies that fast food and chain restaurants need, they have accelerated their profits.  

	New Bakery Company of Ohio
	2 manufacturing/distribution centers
	The New Bakery Co. of Ohio is a wholly owned subsidiary of the Wendy's International and produces buns for the Wendy's restaurants.  The New Bakery Co. supplies more than 750 million hamburger buns a year to fast-food restaurants in 31 states.  As of 2003 it supplied buns to 723 restaurants operated by Wendy's International and 2,308 restaurant franchisees.  The New Bakery Co. of Ohio's key trend is also growth.  Due to increased demand, The New Bakery expanded its operations in 2002 from 500 million buns to more than 750 million buns.  To accomplish this The New Bakery had to build another stat of the art manufacturing facility in 2001.  In 2001 prior to the full production of the second facility, The New Bakery only supplied 600 corporate owned restaurants and 1,900 franchisee owned restaurants.   

	Remote Causal Analysis of Material Suppliers
	The cost of certain items greatly affects expenses in the quick service industry.  The major items of concern to suppliers are beef, chicken, ketchup, oil/gas, paper products and supplies, and potatoes.  Beef prices are on the rise due to increased demand and a 6.7% decrease in production from 2003.  Chicken prices on the other hand have decreased due to 3.7% increase in production over the past year.  Ketchup and paper product costs have increased in 2004, and potato prices have been decreasing.  Also, at the moment U.S. light crude prices are hovering around $50 a barrel.  Oil prices have surged by 55% so far this year because of rising consumption and the fall-out from years of under-investment in supply infrastructure.  With beef, ketchup, oil, and paper prices on the rise this means trouble for suppliers their customers.  They will have to increase what they charge to restaurants for beef, ketchup, and paper products and supplies.  With the increases in gas prices due to crude oil prices, suppliers will have to charge restaurants more for the shipping of these goods.  These higher costs will greatly affect expenses for supplies that are necessary for the operation of quick-service restaurants.  


Competitive Methods
Competitive Methods Executive Summary


After a thorough analysis of both the remote and task environment, Wendy’s position in the quick service industry has been evaluated and their competitive advantages have been identified.  By adapting to current trends in the environment, Wendy’s has gained competitive advantage through the implementation of products and services such as the double-sided burger grill, speed of drive-thru, and health-conscious menu alterations.  Forces dictating the future of the quick service industry have lead to the development of The Challenge which will be used to address market saturation, growth, and quality management.   

Double-Sided Burger Grill

The double-sided burger grill is a current competitive method being implemented by Wendy's.  Wendy's new double-sided grills are a direct result of how factors driving value in the quick service industry continues to change the industry.  Internal and external value drivers such as product and service expansion, the need for better training, food safety and quality, technology, and reduction in service time have paved the road for the double-sided burger grill.  The new double-sided grills provide Wendy's with a technologically expanded version of an old cooking method.   The new grills cook a 4 oz. patty in 85 seconds as opposed to 5.5 minutes on a conventional burger grill.  Also, the new grills cook a 2 oz. patty in 40 seconds as opposed to 3 minutes on a conventional burger grill.  Reduction in cooking time translates into a faster customer turnover ratio.  Double-sided burger grills will also help Wendy's improve on its industry leading drive-thru service time.  This in turn translates into a more sustainable high quality, increased capacity, and a labor efficient way of producing burgers.  The double-sided grills maintain the same level of quality, taste, appearance, and safety.  Every burger cooked on a Wendy's double-sided grill will be cooked thoroughly at a computer monitored time and temperature.  Labor hours are decreased for grill operators, and in turn training new grill operators is much easier and requires less redundancy of flipping burgers for both operators and trainees.  Though the grills are expensive and average $28,250 per unit, they provide a substantial addition of value to every Wendy's restaurant.  Wendy's is the only quick-service restaurant chain using these machines.  The only main competitor of Wendy's that would be willing and able to duplicate this competitive method is McDonald's.  As of now Wendy's has a 2.5 year market lead time in terms of research and development as well as implementation on this competitive method, and expect it to be duplicated by competitors within the next five years.  The amount of savings and increased efficiency that these grills provide ensure that they will become a critical success factor for the quick-service industry with-in the next five years.       

Speed of Drive-Thru


Customer’s choices are a direct result of their environment.  As technology continues to develop and decrease process times, customer speed expectations are continuously increasing. This certainly holds true for fast food consumers who use the drive-thru option.  Throughout the quick service industry, drive-through sales account for 68% of the establishment’s total sales.  This number is expected to increase to 79% across the industry in the next 10 years.  Currently, technology is having a tremendous impact on the restaurant’s ability to provide faster service.  Credit cards are now being accepted by 46% of quick service establishments.  Cashless payment results in a 10-15 second decrease in transaction time.  The ability to manage increased capacity directly affects an operator’s bottom line. This can also be seen by the 30-35% increase of check averages when transactions are made by cashless payment.  In addition, the demand for speed can be seen though technological advances in menu boards, order confirmation systems, and clearer speaker towers used in drive-through. In response to the demand for speed in the drive-through, Wendy’s has invested in technologically superior equipment in the drive-through.  


For the past five years Wendy’s has led the race in drive-through service times.  They have been able to hold the #1 position, leading by no less than 30 seconds at all times. Wendy’s has invested in products made by Delphi Display Systems, the leading provider of drive through equipment in the quick service technology.  Some of these products include glare resistant LCD screens in the order confirmation system, automatic drive-through windows used to decrease service time, and clearer, more visible menu boards. Wendy’s has also engaged in a partnership with VISA, MasterCard, American Express, and Discover in order to be able to provide consumers with a cashless payment option, directly affecting transaction speed. 


Although Wendy’s competitors also offer a drive-through option, Wendy’s has remained the leader in average service time in the drive-through thus giving Wendy’s a competitive advantage.  As technology continues to develop and competitors begin investing more in it such as McDonalds,  it will be essential that Wendy’s keep up in order to sustain their service time lead against competitors. 

Health-Conscious Menu Alterations


Customer preferences are shaped by the environment and are important determinants affecting the profitability of operators in the quick service industry.  Currently, 83% of consumers believe more healthy options should be available.  This demand for health-conscious food is due to factors such as obesity, health related diseases, and dieting trends.  As obesity continues to increase, in both adults and children, and is projected to be the number one cause of preventable death, people react by changing their dieting trends.  Currently 33% of the population is on some form of a diet, a 9% increase since 2000.  In an effort to respond to consumer preferences for healthier food, Wendy’s has implemented two menu modifications, alternate side items with combo meals and healthier kid’s meal options. 


Wendy’s combo meals have previously been offered with french fries as the only available side item.  Due to the consumer demands for healthier products however, Wendy’s has now included items from their value menu such as a baked potato, small chili, caesar side salad or a regular side salad as alternative side items to french Fries.  This creates 40 different combo meal options for the consumer, and provides healthy full-meal options beyond the usual salad.  The health related information for all 40 options can be found on Wendy’s website. 


Although other restaurants such as McDonald’s and Burger King offer value menus and a few healthy side items, they do not provide substitute side items in combo meals at no extra charge.  Wendy’s focus in promoting these options as part of their entire “Old Fashioned Combos” menu, goes beyond the healthy options available at other establishments, consumers may not even know exist.  The prevalence of health in current customer preferences has placed a greater emphasis on the need for more healthy options on the generally limited quick service menus.


The number of obese children ages 6-11 has more than doubled in the past two decades.  This growing issue has caught the attention of many parents, and currently 30% of them have indicated major concerns about their children’s weight. As a direct response to the growing prevalence of obesity in children, Wendy’s now offers healthier kid’s meal options.  As a substitute for usual kid’s meal choices such as French fries and soda, parents and their children are now able to replace these with items such mandarin orange cups and reduced fat white and chocolate milk.  At no extra charge to the consumer, there are now 18 different combinations of kid’s meals.  Additionally, the nutritional information for all of the 18 combinations is available on Wendy’s website.  Wendy’s attributed this new option with increasing revenues of 5.6% in test stores, and currently, over 425,000 orange cups are being given away each week.


McDonalds has also implemented a similar menu change in their kid’s meal by offering apple slices with caramel dip in place of French fries and reduced fat milk and apple juice as replacements for soda.  However, McDonalds has yet to offer these choices in all of their locations and additionally charges consumers for making the substitutions.  Other than McDonalds, quick service operators such as Burger King, YUM!, and CKE have yet to respond with healthier kid’s meal options. 


 Though Wendy’s is the current leader in alternative side items for combo meals and healthy kid’s meal options, the competitive lifespan of such menu changes is relatively short.  Healthy menu options are easily copied by competitors and requiring only minimal investments making them easily implemented by them as well.  Though these items are important in order to meet consumer’s demands for health-conscious food, their ability to offer sustainable competitive advantage in the quick service industry is weak. 

The Challenge


There are currently 878,000 restaurants in the United States, which translates into 1 restaurant for every 335 Americans.  This number has increased 79% from 1972 and the number of restaurants is projected to continue to increase and exceed 1000000 by 2010.  As the number of restaurant units continues to increase, markets such as the quick service industry are becoming more saturated with little room for expansion.  A second, but equally important factor impacting value the companies in the quick service industry is lack of customer loyalty.  To further expand on the lack of customer loyalty, one study indicates that most fast food establishments have less than 10% customer commitment, and win the business of their committed customers only 41% of the time.  Market saturation in conjunction with the documented lack of customer loyalty in the quick service industry has the potential to negatively impact the profitability of operators in this segment.  Future success of QSR will move away from increased revenues through expansion and become dependent on their ability to bring in new customers, increase the number of visits per current customers, or increase guest check average.


As identified in the environment, franchising provides both financial and managerial benefits.  The financial benefit is derived from the “freeing” of corporate capital by outsourcing operational costs and day-to-day time commitments associated with running a restaurant.  By outsourcing these costs and energy, Wendy’s, as a parent corporation, will be able to focus on issues such as service quality, menu planning, and training.  By focusing on improving these factors, we are accepting a need to shift toward increasing revenues through same store sales increases.  One of the main managerial benefits provided via franchising is reduction of the agency theory.  The nature of the franchisee owning their property will make their bottom line directly affected by the profitability of the unit.  This reduction in agency theory does provide franchises with a small percentage lead in same store sales growth.  However, to maximize revenues from royalty fees, a franchisor must continuously motivate franchisees to increase bottom line through items such as sales growth and quality enhancement.    


As the firms in this segment are forced to move profitability away from the responsibility of corporate-led expansion into the arms of individual store managers it is important to manage this human risk.  Two opportunities identified include employee desire for job growth and the identification of individuals possessing self management.  People’s desire for job growth is seen through the fact that 50% of hospitality workers will leave their job this year, 33% of whom are seeking more money and 15% wishing to move their career forward.  In a highly competitive and saturated market, it becomes imperative to select individuals with self management capabilities and the freedom to use that skill to succeed. 


A successful competitive method given this environment will provide both a way to outsource operational costs, by franchising currently corporate owned stores, thus freeing costs and time for the parent corporation while also identifying those individuals capable of succeeding in a self-operated unit.  Through this competitive method Wendy’s will implement a challenge amongst franchised and corporate owned stores to identify those self-management individuals.  A requirement of 6% sales growth from the previous quarter is a condition that must be met and upheld for a year while maintaining quality and service standards in order to qualify for a corporate store to franchise.  However, since all store managers participating in “The Challenge” will not desire a franchised store, we have tailored other incentives to encourage participation.


Under the assumption a store has met the conditions of The Challenge, the following will be rewarded.  For franchised stores, a reduction in buy-in requirements to franchise a currently corporate owned location.  The actual buy in cost will be $72,000, approximately an $80,000 reduction to those successful in The Challenge and wishing to expand the number of franchise units they own.  For those franchised managers that do not wish to own another unit, a return of 1% of achieved sales growth through reduction in royalty fees will be given.  The managers of corporate stores succeeding in The Challenge will be offered the opportunity to operate their own unit as a franchise.  To make this financially possible for those corporate managers succeeding in the challenge Wendy’s will remove the net worth requirement to franchise a store.  For those corporate managers that do not wish to operate their own unit, a bonus will be awarded for success in The Challenge.  The bonus will be equal to 1% of the achieved sales growth.


In order for The Challenge to be fair and consistent, Wendy’s International will provide all marketing, and uniform evaluations will be implemented to assess quality and service standards.  To ensure quality and service standards are still being met while sales are increasing, there will be two types of inspections to measure quality and food safety, four times per year.  These inspections will be conducted at each participating store once a quarter, and will be completely random.  Since quality is a requirement for success in The Challenge, it is important to have a standard that is quantifiable and comparable.  The inspections will utilize the Sparkle Operator’s and Food Safety Evaluation guidelines.  These requirements are outlined in the Wendy’s International Operational Procedures Manual.  A score of 82 will be required to maintain participation in The Challenge.  A score of 82 is defined by Wendy’s International as a good experience for customers provided by a restaurant that meets their expectations.  These inspections will ensure that all service and quality standards have been maintained during the sales increase.


Through use of The Challenge, we hope to address issues such as proper and accurate selection of successful managers in order to outsource operational costs and time requirements from Wendy’s International to these identified successful managers.  These individuals possessing self management skills will have proven through high quality achievement and increased sales growth over a period of time their ability to maintain a successful Wendy’s location in an increasingly saturated and competitive market.

Current Competitive Methods
	Competitive Method
	List and describe products and services

	
	Wendy’s International currently is implementing a ten year expansion plan.  The company is planning to expand the number of locations.  Wendy’s hopes to penetrate the domestic market.  The numerical goal is to expand by 2,000 locations to approach 6,500 domestically and 8,500 locations total.   

	             Expansion
	The locations will be a variety if types of stores.  These stores will include:  standard units, drive through only locations and multi-branded locations with Tim Horton’s.  



	          
	The menu for the stores will be complete standard menus.  Other systems will also be implemented to maintain system wide leadership in terms of drive thru time.  

	
	The expansion will continue to maintain the 80 percent franchised to corporate locations.  Under this premise of the 2,000 locations 1,600 will be franchised and 400 corporate locations. 

	
	Expansion is expected to be at a consistent 200 stores for each of the next ten years.  


	Competitive Method
	List and describe products and services

	
	Wendy's new double sided grills have many operational highlights.

	
	With the implementation of these new grills Wendy's will improve the food safety and quality of the burgers, decrease cooking time, and improve labor efficiency.

	          Double-Sided
	The quality and consistency of each burger will be the same, as the grills are set to cook both sides of a burger for a computer set amount of time.

	          Burger Grills
	The new grills cook a 4 oz. patty in 85 seconds as opposed to 5.5 minutes on a conventional burger grill.  Also, the new grills cook a 2 oz. patty in 40 seconds as opposed to 3 minutes on a conventional burger grill.

	
	The new grills decrease labor crew time by 20 hours/week per restaurant and decreases grill operator training time according to Wendy's International.  This translates into a $7,000/yr. per restaurant savings.  

	
	Grill capacity is increased by 50% with these new grills which also have a warming palate so burgers may be cooked well in advance of a rush period.  This translates into an accelerated service time to ensure customer satisfaction.


	Competitive Method
	List and describe products and services

	
	Drive-Thru Automatic Window: provided by QuikServ

These windows are the only physical barrier between customers and drive-thru employees.  They are manual self-closing  (employee must physically open window, but upon completion of transaction, window will close on its own) that are approximately 21mm thick, can sustain a .44 magnum

	       Drive-Thru Option
	Cashless Payment Option: Accepted credit cards include MasterCard, Discover Card, Visa and American express

Lead to an increase in guest check by 35% when compared to cash-paying customers

Has decreased waiting time by 10-15 seconds per order

	    
	Order Confirmation System: Consists of an LCD screen that allows customers to review what they have ordered item by item. Has allowed for a decrease in wait time in drive-thru due to increased accuracy of orders taken

	
	Menu Board: This is a visual representation of what Wendy’s offers

	
	Point of Sale System: Consists of LCD Screen used by both drive-thru windows, printers used in drive-thru, registers and one speaker tower

	
	

	
	Provide one employee at each drive-thru window

	
	Meal delivery time guarantee

	
	Cashless Payment Option

	
	Meal accuracy guarantee


	Competitive Method
	List and describe products and services

	
	Wendy’s “Old Fashioned Combos” Menu:  Now offering more healthy menu options including: 

	           Alternative
	Any sandwich or chicken strips with the option of substituting a baked potato, small chili, Caesar side salad or regular side salad for French Fries.

	              Menu
	This makes 40 combinations available to the customer. 

	             Options
	Health Related Information: The health related information for all of the 40 combinations of “Old Fashioned Combos” is available at Wendy’s Website.

	
	

	
	Allows consumers different, healthier side items at no extra charge.

	
	


	Competitive Method
	List and describe products and services

	
Healthy Kid’s Meal
	Kid’s Meal Menu: The new kid’s meal menu now includes healthier options.  The kid’s meal menu now includes:

Jr. Hamburger or Jr. Cheeseburger or Chicken Nuggets with choice of

Small French Fries or Mandarin Oranges with drink choice of

Soda or Reduced Fat White or Chocolate Milk

This has made the total number of 18 combinations available to the consumer.

	                Options


	Health Related Information: The nutritional information for all of the 18 combinations of kid’s meals is available on Wendy’s website.

	    
	

	
	Allows consumers different, healthier side items and drinks at no extra charge

	
	


Future competitive method
	Competitive Method
	List and describe products and services

	
	OBJECT:

 The goal of our competitive method is to identify those individuals, franchisees or general managers from corporate stores, which have proven their ability to be a successful manager. Once we do this, we will place existing corporate stores in their control in a franchisee-franchisor relationship. This will provide us with both a way to outsource operational costs, by franchising currently corporate owned stores, thus freeing costs and time for the parent corporation while also using this as a selection tool to identify those individuals capable of succeeding in a self-operated unit. However, since all store managers participating in the challenge will not desire a franchised store, we have tailored other kickbacks to encourage participation seen later under “rewards’. 

This competitive method addresses the forces identified in each environmental analysis in terms of inability to domestically expand and need to free capital and time to become a leader as a corporation for quality, service, and innovation.


We plan to identify these individuals by implementing a competitive challenge amongst corporately owned and franchised stores.  On average, corporately owned stores increase sales at a higher rate than franchised stores, 3.6% to 2.85% respectively. 


The goal for franchised stores is to increase their sales at a set standard percentage.  The overall goal is to close the gap in same store sales growth between corporately owned stores and franchised stores. This growth must be accomplished while maintaining quality standards.


The goal for corporately owned stores is to increase sales at a set standard percentage that exceeds the current corporate sales growth rate. This growth must be accomplished while maintaining quality and service standards.  

TOOLS and EQUIPMENT:

Random Inspections:  These inspections will be conducted at each store in the challenge, once a quarter, and will be completely random.  These inspections will attempt to verify that quality is maintained.  Quality is a requirement for success in the challenge, therefore it is important to have a standard that is quantifiable and comparable.  The inspections will utilize the Sparkle Operator’s and Food Safety Evaluations guidelines.  These requirements are outlined in the Wendy’s International Operational Procedures Manual.  A score of 82 will be required to maintain participation in the challenge for the particular quarter.  A score of 82 is defined by Wendy’s International as a good experience for customers, provided by a restaurant that meets their expectations.     

Actual Sales:  The challenge will utilize actual sales to determine the increase required to succeed in the challenge for each individual store.  

CHALLENGE PROCEDURES:  
Challenge will last 1 year per region

Region is to be determined by Wendy’s International

Minimum sales growth to qualify for kick back is six percent sales growth.

Random Inspections will take place 1 time per quarter 

Marketing will be provided by Wendy’s International ONLY during game play

Coupon drops are prohibited by individual stores/groups during the exercise, by 
standardizing marketing techniques we will focus sales growth achieved on 
individual management skills and leadership ability
Wendy’s International labor standards are expected to followed within a 10% variance at all times; this will also insure that managers are effectively controlling a major cost item; prohibiting stores with larger labor pools to overstaff in order to increase capacity and sales.  Currently labor is calculated by determining the number of people needed to staff one hour of service based on sales.  Managers compare the actual number of employees used, to the employees needed each hour based on sales.  

Wendy’s Labor per hour sales chart



REWARDS:

Franchised Stores: 

Under the assumption a store has met game requirements

1. Reduction in buy-in for a new property (current corporate location) 72,000 dollars

2. Return of one percentage of achieved sales growth in terms of reduction of royalty fees, to those who do not take option 1. 

Corporate Stores:

1. Removal of the net worth requirement to franchise for the managers who perform to standards.

2. Bonus to managers who perform to standards, who do not take option 1.  This bonus will be equal to one percent of the achieved sales growth.   



	c. Risk and Vulnerability:
	The risk and the vulnerability for this competitive method go hand in hand.  One of the main premises of this project is giving “successful” general managers an opportunity to become franchisees.  As a benefit we remove the net worth requirement to own a franchise.  This net worth requirement ensured ability to invest in technology at the outset, as well as indicated business success in past endeavors.  In this instance we are willing to transfer the risk guaranteed by the net worth requirement, to be guaranteed by the demonstrated ability to manage an operation.  Another risk of the project is the required same store sales growth.  If stores can not reach the six percent to achieve “success” it may undermine our goal of motivation of individuals being great leaders and make it difficult to identify those individuals who will lead successful franchises.  If this occurred, our competitive method would in essence, be considered a failure. A final vulnerability in the design of this competitive method is the outsourcing of corporate locations to franchises.  The past ten years are inconclusive as to which group franchises, or corporate locations perform better.  This challenge is to be used as a selection tool and we will steer away from it becoming a foul competition between corporate and franchised stores.  This competitive set up is to be used as a motivation, rather than to discourage participants.  This challenge is designed to increase standard sales growth, thus achieving success. The risk factors associated with this competitive method are abstract and non financial, however they attempt to manage risk via selecting the right people to franchise locations.  

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	



	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability
Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	Expansion
	This competitive method is an attempt to match competitors in the critical success factor of location.   Currently Wendy’s is behind all competitors with the exception of CKE in terms of locations.  
#Locations

CKE-3,250 

YUM!-20,822

McDonald’s-13,500

Burger king-7,679
Customer Loyalty
With customer loyalty declining growth will be required to provide more available options to the consumer.
The quick service industry has extremely low customer loyalty.  Most fast food establishments have less than 10% customer commitment, and fast food establishments win these committed customers only 41% of the time.  This lack of customer loyalty is worsened by the growing number of restaurants.  With the increasing number, consumers have more choice, but with this, revenues will depend on where the consumers choose to dine.  The lack of commitment and loyalty does not fare well for any quick service establishment, as each unit wants the sales, and is not guaranteed that even consumers who may prefer their chain will spend their money there.  

Customer spending 

The National Restaurant Association estimates that by 2010, total sales in the restaurant industry will exceed $577 billion. At that time, consumers will spend 53% of every food dollar on meals, snacks, and beverages prepared away from home.
Return on Invested Capital

For Wendy’s this ratio is 10.3 %, while in the industry this is only 7.8%.  The double-sided burger grill ROIC is 27%. These are key ratios to demonstrate to share holders that the company is going in the right financial direction.  These three ratios allow shareholders, and potential stakeholders to be confident in our stock.  The confidence displayed by these three positively directed external value drivers give investors confidence to buy our stock at a higher price.

Real Estate Costs

Rising interest rates over the past year have had a negative effect on commercial real estate.  Typical start-up costs associated with real estate such as purchasing land and building development are recognized to be approximately $200,000 in the quick service industry.

Start-Up Costs

Wendy’s guarantees franchisees marketing and land at a cost of about 134 million dollars in 2003, while expenses to open new corporate stores are 224 million. Franchisees are responsible for researching a location, building development, and staffing.  In some cases, the franchisee is also responsible for purchasing land.  


	The lead time for this competitive method is zero. It is in response to Wendy’s International lagging in terms of the critical success factor of location.  All of the major quick service restaurants will be required via shareholders to expand.  
	The expansion will be a continuous goal over the next ten years.  Construction and opening of a new location currently takes 18-24 months.  
	D/E Ratio as of Oct. 2004:

CKE: 2.5

YUM:1.37

McDonald’s: .72

Free Cash Flow from Operations: (Mill)

CKE: 62.267

YUM: 105

McDonald’s: 3269

Although it appears that McDonald’s has the greatest advantage in this area, it is also important to factor in the number of stores that will need these hard assets which will increase the costs for McDonald’s. 
WACC:

CKE:11.5

YUM: 8.06

McDonald’s: 3.94

McDonald’s clearly has an advantage in this area.  As a whole, it will cost McDonald’s less to borrow money for any products or services they choose to implement. 


	 This is a ten year plan to catch up with competitors.  We plan to expand by 2000 stores per year until we reach 6,500 locations domestically.  


	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability

Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	Double-Sided Burger Grills
	Return on Invested Capital

For Wendy’s this ratio is 10.3 %, while in the industry this is only 7.8%.  The double-sided burger grill ROIC is 82%. These are key ratios to demonstrate to share holders that the company is going in the right financial direction.  These three ratios allow shareholders, and potential stakeholders to be confident in our stock.  The confidence displayed by these three positively directed external value drivers give investors confidence to buy our stock at a higher price.

Stock Price

The double-sided grills will contribute $4.33 to Wendy's share price.  Wendy's current stock price is $3828.  This in the middle of its range for the year reaching a high of $42.75 dollars in March.  

Increase in Revenues

The double-sided grills increase capacity and will make service faster.  Due to the decrease in service time, Wendy's will most likely serve more people.  This will lead to an increase in sales.  See assumptions page.

Product/Service Expansion

 Wendy's started implementing these double sided grills into its 420 phase 1 test market stores.  They are expected to save $7,000.00 on crew labor hours, and decrease service time by an unspecified amount.

A Need For Better Training  

Wendy's will be able to train employees faster on these new double-sided burger grills.  This will increase the level of training and reduce training costs.

Food Safety 

These double-sided grills will control the quality and safety of all of our burgers.  Each patty cooked on these grills will be more consistent, of the same exact quality, and thoroughly cooked to kill any food-borne diseases.  

Technology

These double-sided burger grills are a direct result of new technology in the quick-service food industry.

Reduction in service times 

From 1999 to 2003 Wendy’s has reduced the service times for its stores and franchises from 154 seconds to 116 seconds.  These new double sided burger grills will decrease these drive-thru service times.  


	2.5 Years

Wendy researched and developed the idea of double-sided burger grills for a year and a half.  Also, they have implemented the grills into 420 phase 1 test market stores for the second half of 2004, and the first half of 2005.      
	3.5Years

Wendy's will implement the double sided burger grills at a rate of 534 grills per quarter from the third quarter of 2005 through the end of 2007. 
	McDonalds

McDonalds has the financial and management capability to research, develop, and implement this style of grill.  However, McDonalds would have to implement these grills in many more stores per quarter or year due to the fact that they have 31,129 locations.  This would result in a much larger investment for McDonalds.  

Burger King

Burger King would not implement these grills because they use a char-broiling method to cook their burgers.

YUM! 

 The only brand under YUM! brands that serves burgers is their A&W restaurants.  At A&W they also use a char-broiling method to cook their burgers.  Therefore these grills would not be useful to YUM!.

CKE

CKE also uses char-broiling to cook their burgers and these grills would have no relevance to the way they do business.   
	18. 5 years


	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability

Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	Drive-Thru Speed
	Account for Sales 

Drive-thru sales account for 60% of sales on average in fast-food industry; this number is expected to continue increasing to 75% per store over the next 10 years

Drive-thru sales account for 78% of Wendy’s overall sales

Estimate of hard asset costs:

Drive-thru window:

(automatic window)

$1600 each

POS System Bundle:

2 LCD Screens 2 printers, and 2 registers- approximately $5,108

Order Confirmation System and Menu board:

(LCD screen and tower) and physical menu board- 

approximately $4,500

Cashless Payment Option:

Average continual cost- 

.13 on every transaction 

Initial set-up fee:

$2,500 –equipment

$100/month- maintenance


	5 years

Wendy’s has ranked #1 for 5 years in a row by Quick Service Restaurant Magazine in the Drive-Thru Total Time Study
	1 year

Based on the n umber of store that currently have a drive
	#Locations

CKE-3,250 

YUM!-20,822

McDonald’s-13,500

4,400 accept cards 

Burger king-7,679

D/E Ratio as of Oct. 2004:

CKE: 2.5

YUM:1.37

McDonald’s: .72

Free Cash Flow from Operations: (Mill)

CKE: 62.267

YUM: 105

McDonald’s: 3269

Although it appears that McDonald’s has the greatest advantage in this area, it is also important to factor in the number of stores that will need these hard assets which will increase the costs for McDonald’s. 

WACC:

CKE:11.5

YUM: 8.06

McDonald’s: 3.94

Wendy’s: 10.86

McDonald’s clearly has an advantage in this area.  As a whole, it will cost McDonald’s less to borrow money for any products or services they choose to implement. 


	9 years

1999-2003 calculated NPV 

2004-2008 

calculated future value and brought back to NPV 


	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability

Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	Alternative Menu Options
	Customer Preference

83% of consumers believe more healthy menu options should be available. The customer preference for healthier options is influenced by external value drivers such as obesity, health related diseases and dieting trends.  33% of the population is on diets.  Companies that have capitalized on these trends have seen direct sales increases.  Subway attributed an 18% gain in sales to the introduction of their Low-fat menu and “Jared” Marketing campaign.  And Wendy’s attributed a 2.6% sales increase to the introduction of their “Garden Sensations” premium salad line.  
	None

It is hard to justify a market lead time considering that competitors have offered similar options and  still provide alternative side items just not in the combo inclusive sense or with the same variety of choice.  For example, Burger King introduced a Low Fat chicken sandwich combo that included a salad and a bottled water in late 2003, yet their focus was on this combo exclusively and not the option to substitute healthy menu items into existing combos.
	3 months

This is the time between introduction and actual implementation or testing between February 2004 and April 2004.  

7 months

Wendy’s started testing in certain regions in April of 2004.

In of February 2004 Wendy’s previewed the details behind this test at the American Dietetic Association’s  Leadership Institute.  Many in attendance commented favorably.   

Total: 10 months


	McDonalds

Their 8 item dollar menu, 3 of which are deserts, contains only one “healthy” option, a side salad.  Making their existing menu incapable of providing the same level of healthy options.

 Burger King

Offers side salad and bottled water options with combo meals.  Chili is also an item on their value menu.

YUM!

KFC offers healthy substitutable sides such as baked beans, green beans and corn.

Financial Capability

All of these companies have the capability to copy these alternative menu options due to limited initial financial obligations.  


	Four quarters

When discussing healthy menu options, they are often referred to in terms of quarters, which is an indicator the lifespan is not expected to be very long.  Considering no market lead time, the short set up time, and the generally relatively short life spans for healthy menu options, this 4 quarters is an accurate estimate.  Although some competitors would require additional menu contributions, most initial investments are considered to be minor therefore decreasing the transition time before this competitive method becomes a critical success factor in the quick service industry.


	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability

Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	Healthy Kid’s Meal Option


	Customer Preference
83% of consumers believe more healthy menu options should be available.  The customer preference for healthier options is influenced by external value drivers such as obesity, health related diseases and dieting trends.  The healthy kid’s meal option is especially influenced by the growing rate of obesity in children and increased parental concerns.  There has been a 4.3% increase in the number of obese children ages 6-11 and a 4.5% increase in the number of obese adolescents ages 12-19.  Over 30% of parents indicated they are extremely concerned about their children’s weight.  Obesity in children has continually increased over the past two decades and as it continues to increase, consumer’s reactions, in the form of dieting trends and preferences will also change.        
	None

McDonalds introduced alternative options in their kids meal the same quarter that Wendy’s introduced their new healthy kid’s meal options.
	Two Years

It takes Wendy’s an average of 2 years to implement new menu items in all of its stores.  This includes the 2 quarters the healthy kid’s meal options were tested in Wendy’s test market of 420 units.
	McDonalds

McDonalds implemented new kid’s meal options the same quarter as Wendy’s.  Their new kid’s meal includes options such as apples and caramel dip, and choice of reduced fat milk or apple juice.  However, this has yet to be implemented in all of their units and additional charges for the substitutions apply.  

Burger King

Instead of offering healthier kid’s meal options, Burger King increased the size of their kid’s meal creating a Big Kid’s Meal which offers unhealthy choices such as double hamburgers and cheeseburger and larger portions of chicken tenders.  

YUM!

YUM brands have yet to offer alternative menu items for their kid’s meals.

CKE

Hardee’s has not introduced healthier alternative items for their kid’s meals yet. 

Financial Capability

Healthy kid’s meal options do not require initial investment and therefore does not require strong financials to implement.  Alternative menu items are also easy to replicate.  Due to the ease of copying and minimal financial investment required, the life span of alternative menu items is relatively short. 
	Six Quarters 

When discussing healthy menu options, they are often referred to in terms of quarters, which is an indicator the lifespan is not expected to be very long.  Though childhood obesity and dieting trends will continue to increase, healthy menu options still have a relatively short life span.  These menu changes are easily copied by competitors, as is the case with the new kid’s meal options that have already been copied by McDonalds. Healthy menu changes are necessary to keep up with changing consumer preferences, and these preferences will continue to trend toward healthy options, but they remain competitive advantages for only short periods of time before they become critical success factors.  


	Competitive method


	Indicate industry value drivers supporting this life cycle estimate and their forecast
	Implementation 
	Competitor response/capability

Be sure to include financial capability to respond
	Number of periods

	
	
	Market lead time
	Set up time
	
	

	The Challenge


	Market Saturation

The number of restaurant and foodservice outlets is up 79% from 1972, and 4 out of 5 consumers agree that they have a larger selection of restaurants than they did 2 years ago.  There are currently 878,000 restaurant locations and it is projected to increase to more than 1,000,000 by 2010.  As the number of restaurants continues to increase, there will be no room for expansion amongst the quick service industry.  As the market reaches fuller saturation, businesses within the corporation will shift their focus from expansion as a means of increased revenues to increasing customer visits and guest check average.  Wendy’s has realized this focus must shift, and has spoken of expansion with statements that they can guarantee the profitability of new units.  

Customer Loyalty

The quick service industry has extremely low customer loyalty.  Most fast food establishments have less than 10% customer commitment, and fast food establishments win these committed customers only 41% of the time.  This lack of customer loyalty is worsened by the growing number of restaurants.  With the increasing number, consumers have more choice, but with this, revenues will depend on where the consumers choose to dine.  The lack of commitment and loyalty does not fare well for any quick service establishment, as each unit wants the sales, and is not guaranteed that even consumers who may prefer their chain will spend their money there.  By franchising corporate owned stores, Wendy’s International is “freeing” the operational costs and time requirements associated with the day-to-day operations of running a restaurant.  Wendy’s International, as a parent corporation, can focus on issues such as service quality, menu planning, and training as a way to increase customer loyalty.
Job Growth

Many hospitality workers are dissatisfied with their current job positions, and 50% plan to change their jobs this year according to a recent CareerBuilder.com survey.  Motivations for the change include a desire to make more money (33%), move their careers forward (15%), and find a more satisfactory position (11%).  Managers in the future need to be ready for the entrance of the “Generation Y” workers into the industry.  Those of the “GenerationY” include 14-24 year olds craving the limelight and fame.  Because of the times that they have grown up in, they are very well adapt to multi-tasking, fast thinking, and are astoundingly creative.  Basically, these future workers are looking to excel in job growth as quickly as possible. The lack of job growth potential is a major factor in job dissatisfaction and the amount of hospitality workers that plan to change their jobs this year.  To decrease the potential of people leaving their jobs, companies must create the opportunities they seek.  These jobs will include positions where the worker is fully able to express their creativity and exercise multi-tasking skills, ultimately giving the worker more responsibilities (possibly jobs that previously took two people to do, now will only require one) to increase their perceived self-worth to the company, increasing job satisfaction.

Self Management

The ability to change is a very important quality that managers of today should possess.  Being a successful manager in a competitive workforce demands creative ideas and the ability to not only adapt to change, but to anticipate it.  It is important for the manager to know more about the consumer, be able to motivate their workforce and create a team-oriented atmosphere.  Having strong self-management skills will be enhanced by the manager’s ability to think strategically.  This will lead to better forecasting and trend identification putting the manager in a position to develop unique competitive methods to push their company to competitive advantage over the industry.  As the market becomes more saturated the environment in which the firm operates will naturally become more competitive.  It is important for Wendy’s to identify those individuals with self management capabilities.  These individuals will possess the necessary skills to compete in the increasingly competitive quick service industry successfully.
	If instituted on schedule it is safe to estimate at least a 3 year lead time.  This takes into consideration time to copy the highly internalized nature of this franchisor franchise relationship and selection of franchise groups.  A few competitors have the capability to follow in our lead, however it is impossible to be certain if these firms will utilize this without seeing test market success.  
	3 Years

This is a function of three factors.  A year will be needed to do research and development on a location that has an even number of franchise stores to corporate stores.  Also a convention must be held to disseminate information on the challenge and its goals for the firm and the individuals and franchise groups.  Other set up time considerations are the national roll out.  This will include finding locations for regional conventions and standardizing goals across regions.  Finally hiring a large quality inspection staff to compensate for the increased inspections. 
	Locations:

T=total, F=franchised, C=corporate, A=affiliated

McDonalds:

    T- 31,129

    F - 18,132

    C - 8,959

    A - 4,038

Wendy’s:

     T - 6,481

     F -5,016 

     C - 1,465

YUM:

     T - 33,199

     F - 22,983

     C - 7,854

CKE:

     T - 3,250

     F - 2,030

     C - 1,212

Sales: (mill)

T=total, F=franchised, C=corporate

McDonald’s:

     T - 17,140

     F -  12,795.4

     C -  4,345

Wendy’s:

     T -  2,190

YUM: 

     T - 8,380

     F - 939

     C - 7,441

CKE: 

     T - 1,413

     F - 270

     C - 1,143

Free Cash Flows:(mill)

McDonald’s: 3,269

Wendy’s: -36.575

YUM: 1,053

CKE: 62.67

WACC:

McDonald’s: 3.94

Wendy’s: 10.86

YUM: 8.06

CKE: 11.58

Where we stand:

Locations: 3rd largest

Sales: 3rd highest

Free Cash Flow: 4th- least amount of free cash flow

WACC: 3rd highest 


	Eight Years



	
	
	
	
	
	
	
	
	
	
	
	

	Firm specific information
	
	Wendy's International 
	
	
	
	
	
	

	
	
	
	
	 
	
	
	
	
	
	
	

	1. Graph the following for your firm for the past five years:
	
	
	
	
	
	
	

	a. The return on invested capital
	
	
	

	
	
	
	
	

	2003
	10.7
	
	
	

	2002
	10.1
	
	
	

	2001
	10.4
	
	
	

	2000
	14
	
	
	

	1999
	11.3
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	b. The returns on equity for the market, the industry sector, your firms key competitors and your firm.
	
	
	
	

	
	Wendy's
	MCD
	YUM
	CKE
	Industry
	 
	
	
	
	
	

	2003
	13.31
	15.8
	46.9
	-6.5
	16.34
	 
	
	 
	
	 
	

	2002
	12.18
	10.2
	63.3
	-1.9
	16.69
	 
	
	
	
	
	

	2001
	16.64
	13
	93.1
	-4.2
	18.62
	 
	
	
	
	
	

	2000
	13.24
	16.3
	88.8
	-13.4
	33.43
	 
	
	
	
	
	

	1999
	14.01
	15.9
	292
	-6.5
	17.02
	 
	
	
	
	
	


	
	
	
	
	
	
	
	
	
	
	
	

	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	c. The free cash flow 
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	2003
	-36,575,000
	
	
	
	
	
	
	
	
	
	

	2002
	-203,352,000
	
	
	
	
	
	
	
	
	
	

	2001
	-24,960,000
	
	
	
	 
	
	 
	
	
	
	

	2000
	-2,530,000
	
	
	
	
	
	
	
	
	
	

	1999
	-66,854,250
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	 
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


	
	
	
	
	
	
	
	
	
	
	
	

	d. Cash flow from operations
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	2003
	430,211,000
	
	
	
	
	
	
	
	
	
	

	2002
	444,256,000
	
	
	
	
	
	
	
	
	
	

	2001
	305,196,000
	
	
	
	
	
	
	
	
	
	

	2000
	302,216,000
	
	
	
	
	
	
	
	
	
	

	1999
	291,284,000
	 
	
	
	
	
	
	
	
	
	

	
	 
	 
	
	
	
	
	
	
	
	
	

	
	 
	 
	
	
	
	
	
	
	
	
	

	e.Average interest rate paid for all debt
	 
	 
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	2003
	6.35
	
	
	
	
	
	
	
	
	
	

	2002
	6.3
	
	
	
	
	
	
	
	
	
	

	2001
	5.89
	
	
	
	
	
	
	
	
	
	

	2000
	7.1
	
	
	
	
	
	
	
	
	
	

	1999
	6.35
	
	
	

	
	
	
	
	

	
	
	
	
	


	f. The debt and equity amounts in absolute dollars
	
	
	
	
	
	
	
	

	
	Debt
	Equity
	

	
	
	
	
	
	
	
	

	2003
	699,300,000
	1,783,929,571
	
	
	
	
	
	
	
	
	

	2002
	680,844,350
	1,448,605,000
	
	
	
	
	
	
	
	
	

	2001
	453,102,760
	1,029,779,000
	
	
	
	
	
	
	
	
	

	2000
	247,751,460
	1,126,143,000
	
	
	
	
	
	
	
	
	

	1999
	255,705,360
	1,065,439,000
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	g. Market capitalization
	
	
	
	
	
	
	
	
	

	
	
	Number Shars Outstanding 
	Price /Share
	
	
	
	
	
	

	2003
	3,983,531,000
	114,700,000
	
	34.73
	
	
	
	
	
	
	

	2002
	3,675,814,500
	114,690,000
	
	32.05
	
	
	
	
	
	
	

	2001
	2,905,597,500
	105,180,000
	
	27.625
	
	
	
	
	
	
	

	2000
	2,217,786,200
	101,780,000
	
	21.79
	
	
	
	
	
	
	

	1999
	2,119,837,500
	102,780,000
	
	20.625
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	


	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Industry specific information
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	1. Graph the following for the industry sector in which your firm competes for the past five years:
	
	
	
	

	a. The industry sector’s cost of capital
	Restaurants
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	2003
	7.19
	
	
	
	
	
	
	
	
	
	

	2002
	6.66
	
	
	 
	
	 
	
	
	
	
	

	2001
	9.31
	
	
	
	
	
	
	
	
	
	

	2000
	8.63
	
	
	
	
	
	
	
	
	
	

	1999
	9.1
	
	
	
	
	
	
	
	
	
	


	b. The industry risk premium
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	

	2003
	4.82
	
	

	2002
	4.5
	
	

	2001
	5.4
	
	

	2000
	5.5
	
	

	1999
	5.5
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	c. The industry’s average return on invested capital over the past five years
	
	

	
	
	
	

	
	
	
	

	2003
	16.25
	
	

	2002
	18.33
	
	

	2001
	18.7
	
	

	2000
	18.13
	
	

	1999
	12.89
	
	

	Average 
	16.86
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	d. The industry’s average return on equity over the past five years
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	2003
	16.34
	
	

	2002
	16.69
	
	

	2001
	18.62
	
	

	2000
	33.43
	
	

	1999
	17.02
	
	

	Average 
	20.42
	

	Average w/o high or low
	17.44333333
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	General information for the past five years
	

	
	
	
	

	1. Graph the following for the past five years:
	

	a. The prime rate
	
	

	
	
	
	

	
	
	
	

	2003
	4.13%
	
	

	2002
	4.71%
	
	

	2001
	7.13%
	
	

	2000
	9.19%
	
	

	1999
	7.98%
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Money Café.com 
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	b. The S&P 500 or comparable index based upon the country in which your firm’s headquarters are located.
	
	

	2003
	28.69%
	
	
	

	2002
	-22.10%
	
	
	

	2001
	-11.89%
	
	
	

	2000
	-9.10%
	
	
	

	1999
	21.04%
	
	
	

	1998
	28.58%
	
	
	

	1997
	33.36%
	
	
	

	1996
	22.96%
	
	
	

	1995
	37.58%
	
	
	

	1994
	1.32%
	
	
	

	1993
	10.08%
	
	
	

	
	
	
	
	

	Average
	12.77%
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


	Commentary and assumptions
	
	
	
	
	
	
	
	

	Year
	Debt
	Equity
	E/(D+E)
	Re
	(E/(D+E))*Re
	D/(D+E)
	Rd
	1-Tc
	Rd*(1-Tc)
	G*J

	
	
	
	
	
	
	
	
	
	
	

	2003
	699,300,000
	1,783,929,571
	0.71839092
	0.13545
	0.09730605
	0.281609
	0.0635
	0.63
	0.040005
	0.011266

	2002
	680,844,350
	1,448,605,000
	0.68027211
	0.12193
	0.082947619
	0.319728
	0.063
	0.632
	0.039816
	0.01273

	2001
	453,102,760
	1,029,779,000
	0.69444444
	0.09696
	0.067330556
	0.305556
	0.0589
	0.63
	0.037107
	0.011338

	2000
	247,751,460
	1,126,143,000
	0.81967213
	0.09414
	0.077163934
	0.180328
	0.071
	0.625
	0.044375
	0.008002

	1999
	255,705,360
	1,065,439,000
	0.80645161
	0.09519
	0.076767742
	0.193548
	0.0635
	0.62
	0.03937
	0.00762

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Capital Assets Pricing Model (CAPM)
	
	
	
	
	
	
	
	

	Year
	Rf
	β (beta)
	Rm
	Rf
	Rm-Rf
	β(Rm-Rf)
	Re
	Re%
	WACC
	WACC%

	
	
	
	
	
	
	
	
	
	
	

	2003
	0.0516
	0.75
	0.1634
	0.0516
	0.1118
	0.08385
	0.13545
	13.545
	0.108572
	10.86

	2002
	0.0516
	0.61
	0.1669
	0.0516
	0.1153
	0.070333
	0.121933
	12.1933
	0.095678
	9.57

	2001
	0.053
	0.33
	0.1862
	0.053
	0.1332
	0.043956
	0.096956
	9.6956
	0.078669
	7.87

	1999
	0.053
	0.34
	0.174
	0.053
	0.121
	0.04114
	0.09414
	9.414
	0.085166
	8.52

	1998
	0.053
	0.36
	0.1702
	0.053
	0.1172
	0.042192
	0.095192
	9.5192
	0.084388
	8.44

	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	




Assumptions:

Data Gatered on Value line and Bloomburg:
five year data (1998-2003) for 
-intrest paid on wendy's debt (cost of debt)
-tax rates for Wendy's
-market return on equity (market risk premium)
-beta 
Data Gathered on Mergent Online, and Wendy's International Annual Reports
five year data (1998-2003)
-total debt 
-total equity
Data Gathered from the Federal Reserve
Data from 1987-2002
6 month t-bill rates.  Each specific year's risk free rate is determined by averaging the average of the 6 month t-bill rates for the 10 prior years.
The capital asset pricing model was utilized to determined the cost of equity.  
	Expansion
	2004
	2005
	2006
	2007
	2008

	Change in Revenues
	$230,728,335.25
	$461,456,670.49
	$692,185,005.74
	$922,913,340.98
	$1,153,641,676.23

	less change in operating expenses
	$194,033,227.76
	$388,066,455.52
	$582,099,683.28
	$776,132,911.04
	$970,166,138.80

	equals - change in EBITDA
	$36,695,107.49
	$73,390,214.97
	$110,085,322.46
	$146,780,429.94
	$183,475,537.43

	less change in depreciation and amortization
	$1,443,540.80
	$2,887,081.60
	$4,330,622.40
	$5,774,163.20
	$7,217,704.00

	equals - change in EBIT
	$35,251,566.69
	$70,503,133.37
	$105,754,700.06
	$141,006,266.74
	$176,257,833.43

	less change in interest expenses
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00

	equals change in earnings before taxes
	$33,829,166.69
	$69,080,733.37
	$104,332,300.06
	$139,583,866.74
	$174,835,433.43

	less change in taxes
	$12,516,791.67
	$25,559,871.35
	$38,602,951.02
	$51,646,030.69
	$64,689,110.37

	equals change in net income
	$21,312,375.01
	$43,520,862.02
	$65,729,349.04
	$87,937,836.05
	$110,146,323.06

	plus change in depreciation and amortization
	$1,443,540.80
	$2,887,081.60
	$4,330,622.40
	$5,774,163.20
	$7,217,704.00

	equals change in cash flow from operations
	$22,755,915.81
	$46,407,943.62
	$70,059,971.44
	$93,711,999.25
	$117,364,027.06

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$22,755,915.81
	$46,407,943.62
	$70,059,971.44
	$93,711,999.25
	$117,364,027.06

	Discount rate for project
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	Present value of cash flows
	$22,755,915.81
	$41,862,814.16
	$57,008,832.32
	$68,786,543.66
	$77,710,442.59

	NPV
	$587,212,378.77
	 
	 
	 
	 

	Initial Outlay
	$224,000,000.00
	 
	 
	 
	 



	2009
	2010
	2011
	2012
	2013
	2014

	$1,384,370,011.47
	$1,615,098,346.72
	$1,845,826,681.96
	$2,076,555,017.21
	$2,307,283,352.45
	$2,538,011,687.70

	$1,164,199,366.56
	$1,358,232,594.32
	$1,552,265,822.08
	$1,746,299,049.84
	$1,940,332,277.60
	$2,134,365,505.36

	$220,170,644.91
	$256,865,752.40
	$293,560,859.88
	$330,255,967.37
	$366,951,074.85
	$403,646,182.34

	$8,661,244.80
	$10,104,785.60
	$11,548,326.40
	$12,991,867.20
	$14,435,408.00
	$15,878,948.80

	$211,509,400.11
	$246,760,966.80
	$282,012,533.48
	$317,264,100.17
	$352,515,666.85
	$387,767,233.54

	$1,422,400.00
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00
	$1,422,400.00

	$210,087,000.11
	$245,338,566.80
	$280,590,133.48
	$315,841,700.17
	$351,093,266.85
	$386,344,833.54

	$77,732,190.04
	$90,775,269.71
	$103,818,349.39
	$116,861,429.06
	$129,904,508.74
	$142,947,588.41

	$132,354,810.07
	$154,563,297.08
	$176,771,784.09
	$198,980,271.11
	$221,188,758.12
	$243,397,245.13

	$8,661,244.80
	$10,104,785.60
	$11,548,326.40
	$12,991,867.20
	$14,435,408.00
	$15,878,948.80

	$141,016,054.87
	$164,668,082.68
	$188,320,110.49
	$211,972,138.31
	$235,624,166.12
	$259,276,193.93

	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	$141,016,054.87
	$164,668,082.68
	$188,320,110.49
	$211,972,138.31
	$235,624,166.12
	$259,276,193.93

	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	$84,226,554.46
	$88,720,912.14
	$91,527,028.86
	$92,932,482.80
	$93,184,715.71
	$92,496,136.24


· Full Cash Flow Sheet can be seen in excel format in Appendix section on pages 161-163

	Wendy’s Double-Sided Burger Grills
	2004
	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013

	Change in Revenues
	18634.73
	46835.43
	477808.42
	598880.36
	603768.22
	608695.97
	613662.929
	618670.419
	623718.77
	628808.31

	less change in operating expenses
	-1470000
	-5743500
	-19761000
	-34713000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000

	equals - change in EBITDA
	1488634.73
	5790335.43
	20238808.42
	35311880.36
	40923768.22
	40928696
	40933662.9
	40938670.4
	40943719
	40948808

	less change in depreciation and amortization
	395500
	1545274.99
	5316649.96
	9339449.83
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847981
	10847981

	equals - change in EBIT
	1093134.73
	4245060.44
	14922158.46
	25972430.53
	30075787.42
	30080715.2
	30085682.1
	30090689.6
	30095738
	30100828

	less change in interest expenses
	387392.25
	1513596.87
	5207658.68
	9147991.28
	10625616
	10625616
	10625616
	10625616
	10625616
	10625616

	equals change in earnings before taxes
	705742.48
	2731463.57
	9714499.78
	16824439.25
	19450171.42
	19455099.2
	19460066.1
	19465073.6
	19470122
	19475212

	less change in taxes
	261124.7176
	1010641.521
	3594364.919
	6225042.523
	7196563.425
	7198386.69
	7200224.47
	7202077.24
	7203945.1
	7205828.3

	equals change in net income
	444617.7624
	1720822.049
	6120134.861
	10599396.73
	12253607.99
	12256712.5
	12259841.7
	12262996.4
	12266177
	12269383

	plus change in depreciation and amortization
	395500
	1545274.99
	5316649.96
	9339449.83
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847981
	10847981

	equals change in cash flow from operations
	840117.7624
	3266097.039
	11436784.82
	19938846.56
	23101588.79
	23104693.3
	23107822.5
	23110977.2
	23114158
	23117364

	less working capital changes
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	equals changes in operational cash flows to equity
	840117.7624
	3266097.039
	11436784.82
	19938846.56
	23101588.79
	23104693.3
	23107822.5
	23110977.2
	23114158
	23117364

	Discount rate for project
	0.1086
	0.1086
	0.108752
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	Present value of cash flows
	840117.7624
	2946145.624
	9305840.423
	14634445.46
	15294709.98
	13798295.1
	12448323.3
	11230369.4
	10131612
	9140368.9

	Total of Present Values of Cash Flows 
	144793355.9
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Initial Outlay 
	11865000
	 
	 
	 
	 
	 
	 
	 
	 
	 

	NPV for project 
	132928355.9
	 
	 
	 
	 
	 
	 
	 
	 
	 


	2014
	2015
	2016
	2017
	2018
	2019
	2020
	2021
	2022

	633939.39
	639112.336
	644327.49
	649585.205
	654885.82
	636157.7
	594576.5
	333432
	62329.5

	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-38850000
	-3.5E+07
	-20559000
	-5607000

	40953939.4
	40959112.3
	40964328
	40969585.2
	40974886
	39486158
	35171077
	20892432
	5669329

	10847980.8
	10847980.8
	10847981
	10847980.8
	10847981
	10452481
	9302706
	5531331
	1508531

	30105958.6
	30111131.5
	30116347
	30121604.4
	30126905
	29033677
	25868371
	15361101
	4160798

	10625616
	10625616
	10625616
	10625616
	10625616
	10238224
	9112019
	5417957
	1477625

	19480342.6
	19485515.5
	19490731
	19495988.4
	19501289
	18795453
	16756352
	9943144
	2683174

	7207726.76
	7209640.75
	7211570.4
	7213515.71
	7215476.9
	6954318
	6199850
	3678963
	992774

	12272615.8
	12275874.8
	12279160
	12282472.7
	12285812
	11841135
	10556501
	6264181
	1690399

	10847980.8
	10847980.8
	10847981
	10847980.8
	10847981
	10452481
	9302706
	5531331
	1508531

	23120596.6
	23123855.6
	23127141
	23130453.5
	23133793
	22293616
	19859207
	11795511
	3198930

	0
	0
	0
	0
	0
	0
	0
	0
	0

	23120596.6
	23123855.6
	23127141
	23130453.5
	23133793
	22293616
	19859207
	11795511
	3198930

	0.1086
	0.1086
	0.1086
	0.108752
	0.108752
	0.108752
	0.108752
	0.108752
	0.10875

	8246135.31
	7439389.89
	6711553.6
	6054949.88
	5462589.4
	4748506
	3815608
	2044297
	500100

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 


Wendy's new double sided grills have many operational highlights.  With the implementation of these new grills Wendy's will improve the food safety and quality of the burgers, decrease cooking time, and improve labor efficiency.  The quality and consistency of each burger will be the same, as the grills are set to cook both sides of a burger for a computer set amount of time.  The new grills cook a 4 oz. patty in 85 seconds as opposed to 5.5 minutes on a conventional burger grill.  Also, the new grills cook a 2 oz. patty in 40 seconds as opposed to 3 minutes on a conventional burger grill.  The new grills decrease labor crew time by 20 hours/week per restaurant and decreases grill operator training time according to Wendy's International.  This translates into a $7,000/yr. per restaurant savings.  Grill capacity is increased by 50% with these new grills which also have a warming palate so burgers may be cooked well in advance of a rush period.  This translates into an accelerated service time to ensure customer satisfaction.  

Double-Sided Burger Grill Assumptions

Change In Revenues

The double-sided burger grill allows a four ounce patty to be cooked approximately four times faster than the previous method.  In order to make a safe estimate we assume through increased capacity provided by the double sided grill, we would be able to serve 1 additional hamburger to each member of our increasing potential segments of 16-24 year olds each year.  16-24 year olds represent the combination of market segments that would buy a hamburger instead of an alternate menu option.      

Change In Operating Expenses

Double-sided grills will decrease labor time by 20 hours per week, which translates into operational savings of $7,000/yr. per restaurant. The changes in operating expenses have been accrued over 18.5 years by the assumption that starting in the third quarter of 2005, Wendy's will implement the grills into 534 restaurants per quarter through 2007.

Depreciation Expense

The double-sided grills cost an average of $28,250 to install at any Wendy's property, this includes legal requirements and construction and design costs.  
Also, these grills have a life span of 15 years.  Wendy's cannot assume that this type of equipment will have any salvage value after 15 years due to the amount of grills that will be available and the demand for such highly used equipment.

Interest Expense

The 6.53% interest expense has been calculated by the above assumption that 420 grills will be implemented in the first four quarters (financed through free cash flows) and 534 grills per quarter for the next 8 quarters (financed through debt).  Due to the large cost of the grills, Wendy’s will finance all of these costs with debt.  In this instance the interest rate will remain constant because the loan extends past the life of the competitive method.

Tax Expense
Wendy’s has a tax rate of 37%.

Discount Rate

Wendy’s Weighted Average Cost of Capital is 10.86%.

Initial Outlay

The initial outlay is $11,865,000.  This is based on the assumption that the only grills financed with free cash flows are the first 420 implemented into the phase 1 test market stores.
NPV, IRR, PI, and Share Contribution

Wendy’s NPV for the Double-Sided Grills is $132,928,355.90 

Wendy’s double-sided grills make up 3.4% of their market capitalization

Wendy’s double-sided grills contribute $4.33 to its share price
Life-Span of Cash Flow Sheet
The life span of this cash flow sheet is based on the fact that double-sided burger grills will last for 15 years.  They will evolve into a critical success factor in the year 2009.  In the full 15 year life-span of these double-sided grills they will account for a total NPV of $132,928,355.90.   

	Drive Thru
	2004
	2005
	2006
	2007
	2008

	Change in Revenues
	$85,449,000.00
	$89,721,450.00
	$94,207,522.50
	$98,917,898.63
	$103,863,793.56

	less change in operating expenses
	$75,581,226.87
	$79,360,288.21
	$83,328,302.63
	$87,494,717.76
	$91,869,453.64

	equals - change in EBITDA
	$9,867,773.13
	$10,361,161.79
	$10,879,219.87
	$11,423,180.87
	$11,994,339.91

	less change in depreciation and amortization
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60

	equals - change in EBIT
	-$165,628.47
	$327,760.19
	$845,818.27
	$1,389,779.27
	$1,960,938.31

	less change in interest expenses
	$3,275,894.88
	$3,275,894.88
	$3,275,894.88
	$3,275,894.88
	$3,275,894.88

	equals change in earnings before taxes
	-$3,441,523.35
	-$2,948,134.69
	-$2,430,076.61
	-$1,886,115.61
	-$1,314,956.57

	less change in taxes
	-$1,273,363.64
	-$1,090,809.84
	-$899,128.34
	-$697,862.78
	-$486,533.93

	equals change in net income
	-$2,168,159.71
	-$1,857,324.86
	-$1,530,948.26
	-$1,188,252.84
	-$828,422.64

	plus change in depreciation and amortization
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60
	$10,033,401.60

	equals change in cash flow from operations
	$7,865,241.89
	$8,176,076.74
	$8,502,453.34
	$8,845,148.76
	$9,204,978.96

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$7,865,241.89
	$8,176,076.74
	$8,502,453.34
	$8,845,148.76
	$9,204,978.96

	Discount rate for project
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	Present value of cash flows
	$7,865,241.89
	$7,375,136.88
	$6,918,222.23
	$6,492,030.01
	$6,756,132.80

	Initial Outlay 
	$1,681,200.00
	 
	 
	 
	 

	Sum of Present Values
	$28,650,631.01
	 
	 
	 
	 

	NPV
	$26,969,431.01
	 
	 
	 
	 

	IRR
	469.499
	 
	 
	 
	 


Speed of Drive-thru Assumptions

Change in Revenues

The sales increase attributed to drive-thru was found by multiplying 2003 sales by .78 (78% of sales is attributed to drive-thru at Wendy’s) for the first period. For the following periods the change in revenue was calculated by multiplying the previous change in revenue by 5% and then adding this total to the change in revenue the 5% was taken. Sales in 2003 were 2191 million (78% of this attributed to drive-thru); $85,499,000 is the change in revenue attributed to drive-thru. This was calculated by taking 2003 sales (2191 million) multiplying it by .78 (78% of sales comes from drive-thru sales), and multiplying this number (1708 million) by the 10 year average sales growth (5%).  For the second period, the change in revenue was $85,499,000 multiplied by the average sales growth percentage (5%) amounting to $42, 72,450 increase in revenues, bringing change in revenue to $89,721,450.  This process was followed throughout the remaining periods. 

Change in Operating Expenses

In the first period, the first period change in revenues was multiplied by the variable operating expense percentage (.867).  This was then added to the operating expense per transaction based on first period sales.  This results in the change in operating expenses on a whole plus the operating expenses based on first period drive-thru sales per transaction.   Since only 70% of Wendy’s currently offers a cashless payment option, this had to be taken into account by multiplying the total chance in operating expense per transaction by .7.  Finally, to figure out the cost to provide the cashless payment option in the drive thru, the cost per transaction was taken into account through multiplication: .13 on every transaction.  

The change in operating expenses used the following assumptions:

Variable operating expense: .867

Average Check: $4.53

70% of Wendy’s currently accepts credit cards

Cost of credit card service: .13 cents on every transaction

Change in Initial Outlay

Over the past 5 years, Wendy’s has added approximately 300 stores per year.   Under the assumption that Wendy’s has decided to pay for half of the stores up front and finance the other half, the initial outlay amounted to $1,681,200.00.  

Drive-thru accounts for 78% of Wendy’s sales 

2003 sales: $ 2,191 million 

Therefore drive-thru accounted for $1,708.98 million of sales 

Average annual sales increase over past 5 years: 5%

Drive-thru hard assets:


Automatic window: $1,600


LCD Screen, printer, & register: $5,108


Order Confirmation System



& Menu Board: $4,500

Approximate total cost of hard assets: $11,208

Wendy’s domestic stores: 5768

75% if domestic Wendy’s have a drive-thru: 4326

70% of domestic Wendy’s with a drive-thru accept cashless payment: 3028

Drive-thru accounts for 78% of Wendy’s sales 

2003 sales: $ 2,191 million 

Therefore drive-thru accounted for $1,719,305,952 of sales 

Cashless Payment Service Cost: 

.13 cents on every transaction

Drive-thru sales: 1,719,305,952

Percent using cashless payment: 70%

Therefore: cashless payment drive-thru sales: $1,203,514,166

Per store: $1,203,514,166/ 3028 = $397,461

Average Check at Wendy’s: $4.53 

Transactions per store:

$397,461/ $4.53 = 87,739

Cost of Credit Card service per store: 

87,739 * .13 = $11,406

	Value Meal Options
	JUL-Sept 04
	OCT-DEC 04
	JAN-MAR 05
	APR-JUN 05
	JUL-Sept 05
	OCT-DEC 05

	Change in Revenues
	$5,758,200.00
	$562,768.60
	$568,201.20
	$568,201.20
	$568,201.20
	$568,201.20

	less change in operating expenses
	$1,739,978.37
	$170,053.99
	$171,695.58
	$171,695.58
	$171,695.58
	$171,695.58

	equals - change in EBITDA
	$4,018,221.63
	$392,714.61
	$396,505.62
	$396,505.62
	$396,505.62
	$396,505.62

	less change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals - change in EBIT
	$4,018,221.63
	$392,714.61
	$396,505.62
	$396,505.62
	$396,505.62
	$396,505.62

	less change in interest expenses
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in earnings before taxes
	$4,018,221.63
	$392,714.61
	$396,505.62
	$396,505.62
	$396,505.62
	$396,505.62

	less change in taxes
	$1,486,742.00
	$145,304.41
	$146,707.08
	$146,707.08
	$146,707.08
	$146,707.08

	equals change in net income
	$2,531,479.63
	$247,410.20
	$249,798.54
	$249,798.54
	$249,798.54
	$249,798.54

	plus change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in cash flow from operations
	$2,531,479.63
	$247,410.20
	$249,798.54
	$249,798.54
	$249,798.54
	$249,798.54

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$2,531,479.63
	$247,410.20
	$249,798.54
	$249,798.54
	$249,798.54
	$249,798.54

	Discount rate for project
	0.108572
	0.108572
	0.108572
	0.108572
	0.108572
	0.108572

	Present value of cash flows
	$2,531,479.63
	$223,179.19
	$203,264.76
	$183,357.29
	$165,399.53
	$149,200.53

	Initial Outlay 
	$0.00
	 
	 
	 
	 
	 

	Sum of Present Values
	$3,455,880.93
	 
	 
	 
	 
	 

	NPV
	$3,455,880.93
	 
	 
	 
	 
	 


Alternative Menu Options Assumptions
Change in Revenues

To determine the first quarter increase in sales due to the implementation of alternative menu options the best indicator was a .9 percent increase in sales that Wendy’s attributed to these new combo meal options in a news release for the 3rd quarter sales of 2004.  Quarter 3 sales for Wendy’s came to $639.8 million.  Multiplying this number by .009 provided the appropriate amount of sales attributable to the introduction of Wendy’s alternative menu options and a change in revenues of $5.758 million.   In order to determine the change in revenues for the remaining 5 quarters the demand curve for the target market, health conscious consumers, was examined considering that this target market would be the primary consumers.  The growth from year to year was determined and then divided by 4 in order to determine the quarterly growth.  This number was then divided by 2 based on the assumption that half of these consumers would opt for the new combo over a salad or previous item of choice.    
Change in Operating Expenses

Once the change in revenue from the new combo, $5.758 million, was found, it was then divided by the average price of the combo meal, $4.60, in order to determine the number of additional combo meals which was 1,251,783.  This was then multiplied by the average increase of 14 cents in combo meal food cost to Wendy’s.  Making the average food cost of a Wendy’s “Old Fashioned Combo” now $1.39.  The change in operating expense was then calculated by taking the total number of new combos and multiplying it by the new average food cost of the new combo.

Initial Outlay

These alternative menu items already existed in Wendy’s menu, therefore they do not require a new investment, aside from costs already accounted for such as promotional advertising and testing costs.    

	Healthy Kid's Meal Option
	JUL-Sept 04
	OCT-DEC 04
	JAN-MAR 05
	APR-JUN 05
	JUL-Sept 05
	OCT-DEC 05

	Change in Revenues
	$688,500.00
	$170,667.00
	$172,314.00
	$172,314.00
	$172,314.00
	$172,314.00

	less change in operating expenses
	$224,400.00
	$55,624.80
	$56,161.60
	$56,161.60
	$56,161.60
	$56,161.60

	equals - change in EBITDA
	$464,100.00
	$115,042.20
	$116,152.40
	$116,152.40
	$116,152.40
	$116,152.40

	less change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals - change in EBIT
	$464,100.00
	$115,042.20
	$116,152.40
	$116,152.40
	$116,152.40
	$116,152.40

	less change in interest expenses
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in earnings before taxes
	$464,100.00
	$115,042.20
	$116,152.40
	$116,152.40
	$116,152.40
	$116,152.40

	less change in taxes
	$171,717.00
	$42,565.61
	$42,976.39
	$42,976.39
	$42,976.39
	$42,976.39

	equals change in net income
	$292,383.00
	$72,476.59
	$73,176.01
	$73,176.01
	$73,176.01
	$73,176.01

	plus change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in cash flow from operations
	$292,383.00
	$72,476.59
	$73,176.01
	$73,176.01
	$73,176.01
	$73,176.01

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$292,383.00
	$72,476.59
	$73,176.01
	$73,176.01
	$73,176.01
	$73,176.01

	Discount rate for project
	0.108572
	0.108572
	0.108572
	0.108572
	0.108572
	0.108572

	Present value of cash flows
	$292,383.00
	$65,378.33
	$59,544.40
	$53,712.70
	$48,452.16
	$43,706.82

	Initial Outlay 
	$0.00
	 
	 
	 
	 
	 

	Sum of Present Values
	$563,177.41
	 
	 
	 
	 
	 

	NPV
	$563,177.41
	 
	 
	 
	 
	 


Healthy Kid’s Meal Option Assumptions
Change in Revenues

For the first quarter increase in sales attributed to the new kid's meal options, the best indicator for the number of kids meals sold was the number of oranges sold each week since they were previously not on the menu. Wendy's stated in a news release that 425,000 mandarin oranges were sold each week and they also attributed a 5.6% increase in revenues for that quarter to the new kid's meal options when introduced to the test markets. When multiplying the number of oranges sold each week by the percent increase that was attributed to the new kid's meals, we conclude that 21,250 new kid’s meals are sold each week. This translates into 255,000 more kid’s meals being sold the first quarter they were introduced. The average price of a kid's meal is $2.70, therefore the increase in revenues due to the new kid's meal options the first quarter they were introduced is $688,500.  In order to determine the change in revenues due to the new kid’s meal options for the remaining 3 quarters, it was necessary to examine the demand curve of the target market kids and their families since this would be the market purchasing kid’s meals.  The growth in this market from year to year was determined, and then divided by 4 in order to get the growth on a quarterly basis.  This number was then divided by 3, due to the assumption when estimating this demand curve that this target market was made up of families of 3, 2 parents and 1 child.  This gave us the potential growth in children ordering kid’s meals over the remaining quarters.  This number was then multiplied by the average price of a kid’s meal, $2.70, to determine the change in revenues for the remaining life span of the new kid’s meal.  
Change in Operating Expenses

The average food cost for Wendy's on a kid's meal before the new options were introduced was $0.73 and after the new options were introduced, the average food cost of the kid's meal increased $0.15 bringing the new food cost of a kid's meal to Wendy's $0.88. The change in operating expenses the first quarter the kid's meals were introduced is the food cost of the new kid's meal $0.88 multiplied by the increase in the total kid's meals sold that quarter, 255,000, which equals $224,400.  For the remaining quarters, the change in operating expenses was determined by the additional number of kid’s meals sold multiplied by the new average food cost of the kid’s meal $0.88.  The average food cost to Wendy’s of the new kid’s meal did not change over the remaining quarters since raw material costs of oranges and milk would not be affected greatly in less than a year and a half life span.

Initial Outlay

There was no initial outlay associated with this competitive method.  Wendy’s runs 6 children’s advertising flights per year and records these as annual expenses.  Wendy’s did not launch a new advertising campaign for the healthy kid’s meal option; they instead dedicated one of their 6 children’s advertising flights to the new kid’s meal.  The cost of the food associated with the new kid’s meal is simply a higher food cost per kid’s meal and is recorded as a change in operating expense. 
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Assumptions for Cash Flow:  

Change in revenues:

First we determined the average sales for a 2003 Wendy's store based on financial statement data on both retail sales and number of domestic locations.  We then calculated the same store sales growth based on our estimate of the items that drive change.  Items taken into consideration was number do store in the challenge portion of the competitive method.  This was estimated by determining a percentage of the total potential demand that would be interested in moving up in their career, and also making more money.  After determining the number of location in and out of the challenge, we calculated their increased sales based on a five year same store sales increase and the 6 percent sales increase that is a requirement of The Challenge.  

Also Included was the revenue generated from buy in payments by franchised groups and corporate general managers.

Change in operating expenses:

It was assumed that all locations given the opportunity to create high same store sales growth will succeed.   This is a conservative estimate due to the fact that the largest strain on the firms financial and personal resources will come in this situation.  To calculate the dollar amount of change in expenses we multiplied the number of stores given new franchises, 1 of 2 benefits to success, by cost of that benefit.  We then multiplied the remaining successful stores by the cost per location of benefit two.  This benefit is a one percent bonus, or rebate in royalty fees based on the stores achieving a six percent sales growth.  

    A final consideration in the change in operating expenses is the hiring and training of a new store inspection team.  Based on the requirements of The Challenge, number locations and required inspections we determined a need for increase in inspection staff.  This increase was based on an estimate of each individual inspector's ability to complete 4 inspections in one work week.  We then calculated this ability out to 208 inspections a year.  The number of new inspections required divided by the number of inspections per annum per inspector provided the number of new inspectors needed.  The required number of inspectors was then multiplied by the average salary of an individual in the quality control department of $31,288 per year.  This along with the cost of challenge rewards makes up the operating expenses.
Depreciation and Amortization, as well as Interest Expense: 

This competitive method is a process of selection and a reward system, meant to serve as a motivator to managers.  It does not initial change in hard assets or a large amount of up front investment.  Therefore depreciation and interest expense are estimated to change by zero dollars as a result of implementation of this competitive method.  

Working capital changes: 

Current assets and current liabilities will remain constant resulting in a zero dollar effect on this competitive method.  

Tax rate, WACC

The 2003 effective tax rate is used to determine the tax effect on the cash flows.

The 2003 Wendy's international weighted average cost of capital is used as a discount rate for this project.  

Initial Outlay:  

Items considered in the initial outlay include, conventions for corporate general managers as well as franchisee group representatives.  This conventions will feature corporate leaders "rolling out"  The Challenge as a goal for all groups.  The rules, benefits and effects on both the corporate future and individual franchises will be established.  New handbooks will also be issued to explain the above issues, and are to be kept by participants for reference.  

Summary Analysis
	Competitive method
	List and describe in detail each product and service
	Rank your position compared to industry leader
	Is it an industry critical success factor?
	Key internal and external value drivers linked to each P&S
	Anticipated value added by each CM
	Your assessment of your firm's strengths and weaknesses

	Expansion
	Wendy’s International currently is implementing a ten year expansion plan.  The company is planning to expand the number of locations.  Wendy’s hopes to penetrate the domestic market.  The numerical goal is to expand by 2,000 locations to approach 6,500 domestically and 8,500 locations total.   
The expansion will continue to maintain the 80 percent franchised to corporate locations.  Under this premise of the 2,000 locations 1,600 will be franchised and 400 corporate locations.

	Wendy’s is currently the third largest quick service burger chain behind McDonald’s and Burger King.
	Number of Locations is the critical success factor to which expansion is directly related.
	Locations

Customer Loyalty

Consumer Spending 

Start up costs 

Real estate costs 

ROIC
	NPV= $587,212,378.77

Share Price Contribution: $5.11
PI= 2.62


	Strengths:  Ability to get financing.  

-Strong Franchise Network

-Low market penetration compared to competitors

Weaknesses:  large intial outlay

-no FCF

-mature market 

-inability to ensure sales growth for new locations



	Competitive method
	List and describe in detail each product and service
	Rank your position compared to industry leader
	Is it an industry critical success factor?
	Key internal and external value drivers linked to each P&S
	Anticipated value added by each CM
	Your assessment of your firm's strengths and weaknesses

	Double-Side Burger Grills
	Operational Highlights

Wendy's new double sided grills have many operational highlights.  With the implementation of these new grills Wendy's will improve the food safety and quality of the burgers, decrease cooking time, and improve labor efficiency.  

Burger Quality, Consistency and Cook Time

The quality and consistency of each burger will be the same, as the grills are set to cook both sides of a burger for a computer set amount of time.  The new grills cook a 4 oz. patty in 85 seconds as opposed to 5.5 minutes on a conventional burger grill.  Also, the new grills cook a 2 oz. patty in 40 seconds as opposed to 3 minutes on a conventional burger grill.  

Labor Time

The new grills decrease labor crew time by 20 hours/week per restaurant and decreases grill operator training time according to Wendy's International.  This translates into a $7,000/yr. per restaurant savings.  

Capacity

Grill capacity is increased by 50% with these new grills which also have a warming palate so burgers may be cooked well in advance of a rush period.  This translates into an accelerated service time to ensure customer satisfaction.

  
	Wendy’s is the only company utilizing the double-sided burger grills.  Therefore Wendy’s is ranked 1st in this category.
	Is this a Critical Success Factor

Double-sided burger grills are not yet a critical success factore, as no one but Wendy’s International has taken an interest in them.  By 2009-2010 double-sided burger grills will be critical to the success of quick-service and drive-thru restaurants
	Value Drivers associated with CM

Internal Value Drivers

-Stock Price

-Return on Invested Capital

-Product/Service Expansion

External Value Drivers

-A Need For Better Training  

-Food Safety 

-Technology

-Reduction in service times 


	NPV= $132,928,355.90

Contribution to Share Price: $1.16

	Strengths

-Decreased service time

-Decrease labor hours/pay

-Increased efficiency

-Increased consistency and quality

Weaknesses

-The cost of implementation is an average of $28,250 per grill

-It will take 3.5 more years to implement these grills into every domestic restaurant



	Speed of Drive-Thru Service
	Products

-drive-thru windows 

Wendy’s purchases these from a Quikserv. These windows provide a barrier between employees and customers. 

-Order Confirmation system 

This screen allows customers to double check their order is correct as the cashier operator is reading back the order to them for accuracy purposes

-Menu board

This allows written and visual representation of what is on Wendy’s menu.  This board also include information such as prices, methods of payment accepted and hours of operation

- Point of Sale System                           

This includes such as LCD screens, registers, and printers.  1 of each of these is located at  each drive through window. This is what is used to physically make a transaction. 

Services

-Employees

There is an employee at each drive-through window. Most establishments have 2 windows, one to handle payment, and one to handle distributing the order. These people are a necessity to the drive-through window option.

-Cashless Payment Option: 

This allows customers to pay with American Express, Discover, Visa, or Mastercard.  This is a convenience offered to customers but is also a financial benefit for Wendy’s. 


	Ranked #1

Wendy’s is the current leader in average service time in the drive-through segment.  Wendy’s has held this position for the past 5 years.
	Yes, having a drive through is a critical successful factor


	Drive-thrus are located in 72% of quick service locations.  

This takes into account those stores located in areas where a drive-through is physicallly impossible.

On average, 

drive-through sales account for 60% of total store sales in the quick service industry.

Drive-thru accounts for 78% of Wendy’s sales

Cashless payment increases average check by approximately 30-35%

Cost to provide cashless payment is .13 on every transaction

Cost of drive-thru hard assets equal $11,208 


	NPV=$26,969,631.01

Contribution to Share Price=  $0.24

	Strengths

Wendy’s is the leader in this critical success factor. They have held this position for the past 5 years.  Their biggest strength is their allocation of money into the advanced drive-thru technology.  

Weakness

The cost of offering cashless payment is .13 on every dollar. This amounts to approximately $11,400 per store annually based on 2003 sales. 

Technology has a life span of approximately 6 months.  This makes it difficult to keep up with technology and puts more pressure on those deciding which technology to incest in.

	Alternative Menu Options
	Old Fashioned Combos Menu

Consumers can now subtitute a baked potato, small chili, caesar side salad, or regular side salad for French fries.  This makes 40 combo options available to the consumer.

Health Related Information

The nutritional information for all of the 40 different combo options is available on Wendy’s website.

These new menu options offer the consumer more healthy choices at no additonal charge.
	Wendy’s currently leads in this competitive method.  Although other companies offer substitute menu items, Wendy’s is able to offer the consumer more options without having to change their existing menu.  Their focus on offering these items within all of their existing combos also puts Wendy’s ahead of their competitors who do limited promotion as single items.
	This is not currently a critical success factor, as all major companies have not yet implemented it.  
	External Value Drivers

Obesity

Health Related Diseases

Dieting Trends

Consumer Preferences

Media Attention

Internal Value Drivers
Menu Diversification

Revenues


	NPV =

$3,160,591.16

Contribution to Share Price=

$0.04
Contribution to Market Cap=

0.000789%

	Wendy’s introduced their 99 cent value menu in 1989, more than 10 years before the competition decided it they wanted a piece of the market.   Although today other chains offer value menu’s, none  offer healthy options equivalent to Wendy’s.   

	Healthy Kid’s Meal Option
	Kid’s Meal Menu

The new kid’s meal menu allows consumers a total of 18 different combinations.  These include healthier side items such as mandarin oranges instead of french fries and reduced white and chocolate milk in place of soda.

Health Related Information

The nutritional information for all of the different 18 combinations is available on Wendy’s website.

These new healthy kid’s meal options allow consumers different, healthier choices at no extra charge.
	Wendy’s is the current industry leader in this competitive method.  Though McDonalds has implemented healthier kid’s meal options, they are not available in all of their units and are only available at an extra cost to the consumer
	Healthy Kid’s Meal Options are not yet a critical success factor since only 2 companies have changed their kid’s meal offerings. However, the lifespan of all healthy offerings as competitive methods has been short in the quickservice industry and have become critical success factors.
	External Value Drivers

Obesity

Health Related Diseases

Dieting Trends

Consumer Preferences

Media Attention

Internal Value Drivers
Menu Diversification

Revenues


	NPV =

$563,177.41
Contribution to Share Price=

$.0005
Contribution to Market Cap=

0.0001%


	Although Wendy’s is currently leading in this competitive method by offering truly healthier options in their kid’s meals, the value adding potential of the competitive method is still relatively weak.  Offering healthy menu options is extremely easy to copy and does not require a large investment to implement.  Healthy menu items are a response to the obesity epidemic and changing dieting trends, however, no quickservice restaurant has yet to come up with anything that shows true creativity when dealing with this issue that will give them a sustainable competitive advantage.


	Competitive method


	Estimated cash flow value

	Expansion (current) 
	$587,212,378.77

	The Challenge (future) 
	$156,188,007.59

	Double-Sided Burger Grill (current)
	$132,928,355.90

	Speed of Drive-thru Service (current) 
	$26,969,631.01

	Alternative Menu Options (current) 

	$3,160,591.16

	Healthy Kid’s Meal Options (current)

	$563,177.41


Core Competencies
Core Competencies Executive Summery

To support competitive methods in the Wendy’s company, core competencies are used to aid in the achievement of a competitive advantage for the company.  These processes, skills, and assets within the firm that provide the support system for the competitive methods are divided into six functional areas.  These areas are finance, marketing, human resources, administration, operations, and research and development. 
Finance 


Within the finance sector, the most relevant core competencies are the franchise business model and capital structure.  The franchise business model keeps certain percentages of stores owned by franchisees and the corporation.  Through this, revenue is brought into the company from the franchised stores, while at the same time costing less to implement.  The end result is a high contribution margin.  There is a strong alignment between The Challenge and this core competency, considering the basis for this competitive method is to increase the number of franchised stores to lower risk, and ultimately bring in more franchise revenue for the company.  The franchise business model is also in alignment with the Expansion CM in the respect that the CM focuses on expanding the company with a greater number of franchises to reap the benefits of the franchise business model.  


Wendy’s has a safe or healthy capital structure due to their ratio leadership status throughout the industry.  This competency is in strong alignment with The Challenge and the adjustments to the menu offerings due to the fact that Wendy’s is/was in good financial position to provide the initial outlay required to put these competitive methods into effect.  

Marketing

When concerning the functional area of marketing, the most influential competencies are the symbolism of Dave Thomas and the strategic timing of marketing campaigns.  Dave Thomas was a very likable, approachable, and honest man that founded the company on the basis of hard work, integrity, quality, great service, and sharing success.  Of the competitive methods, those most aligned are The Challenge, expansion, and the alternative meal options (combos and kid’s).  The Challenge and expansion are based on hard work, maintaining the quality of product and service, and even more so the sharing of success.  These CM’s create the opportunity for continued success to deserving individuals within the company.  The combo options and kid’s meal options align to the competency with the respect that they focus on responding to the customers’ needs and demands, one of the most important facets of Dave Thomas’ vision. Dave Thomas repeatedly stressed that if a company does not focus on customer’s needs, a company will not realize profits when the day is done.  Under the direction of Don Calhoon and McCann-Erickson Ad Agency, Wendy’s marketing plan operates under an intentional marketing calendar that is strategically aligned with specific environmental events.  During the months of May and June, Wendy’s heavily promotes Wendy’s healthy meal options; products that have been proven to give Wendy’s a competitive edge over its competitors.  During these months Wendy’s recognizes that 40% of Americans begin some form of diet in order to slim down for the summer.  In addition to this, Wendy’s places marketing emphasis on healthy kid’s meals during the summer months.  Through research efforts, Wendy’s has also learned that since most children are out of school for summer, more and more parents treat their children to fast food.  Through the development of a marketing calendar Wendy’s has been able to capitalize on the advantage brought to the company by healthy kid’s meal.  The alignment between this core competency and these competitive methods can be seen through the utilization of money and resources placed in the core competency and then focused on the company’s existing competitive methods.

Human Resources
The core competencies of organizational behavior and development for the company are very prevalent in the functional area of human resources.  Organizational behavior is a competency that is centered around the way the organization carries and presents itself, and their morals for operation. This resulting attitude is formed by an established value system, key themes for the company to follow, and the beginning standards and beliefs that were set by the founder Dave Thomas.  Included in these foundations for business are values such as customer satisfaction, continuous improvement, and innovation, themes such as understanding the consumer, operational excellence, and evolving business, and finally Dave Thomas’ strong belief to share success with those around you. With this, Wendy’s has established a great brand image and is viewed as a restaurant with high quality standards, innovative ideas, and is said to be a company that customers can trust.  This core competency is in strong alignment with all of Wendy’s competitive methods, current and future.  Concerning The Challenge, it like the other CM’s are in line with the core values and key themes established by Wendy’s, but also is in line with Dave Thomas’ belief in sharing success.  In this, successful franchisees and managers are given the opportunity to move forward in their career with Wendy’s and be rewarded for a job well done.  The company is sharing success with their fellow Wendy’s employees, and for this reason this CM is in good alignment with the core competency.  Expansion, double burger grill, drive thru speed, and alternate menu combo options and kid’s menu options all fall into line with the core values and key themes.  Some of the values include quality, people focus, continuous improvement, and customer satisfaction.  Additionally, they are aligned with the key themes of understanding the consumer, operational excellence, innovation of core business, and evolving business. 


Developing is another prevalent core competency for the human resources area.  This involves innovative changes and creative ideas to present competitive opportunities for the company.  To achieve this, Wendy’s developed a “think tank” approach to examine future consumer needs and encourage innovation.  The Challenge is centered around using these creative ideas to bring competitive advantage and is therefore in alignment.  The double-sided burger grill also falls in line with development considering it used new technology and innovation to be more efficient while making burgers.  In the same sense alternate menu options have also aligned with this competency in the respect that they analyzed customers’ needs and developed a way to satisfy it.  

Administration
The most prevalent core competency within the area of administration is Strategic Planning. The strategic planning team at Wendy's is responsible for every major business decision. Strategic planning is the starting point for every competitive method. It encompasses every aspect of Wendy's extensive research and bundles them into opportunities and threats, which results in new ideas.  In dealing with the competitive methods, this core competency is aligned with all future and current CM’s because in order to design and implement these successfully, strategic planning was used.  
Operations
The four main core competencies within Operations are Supply Chain Management, Quality Assurance, Process Improvement, and Production Line and Management.  Supply Chain Management consists of having the correct amount of inventory to produce the forecasted amount of products on any given day.  SYGMA Network is Wendy’s preferred supplier.  Wendy’s International makes up 43% of SYGMA’s total sales.  A strong Supply Chain Management system must be in place to supply the raw materials needed for newly introduced items.  These menu changes will increase the number of the new substitute items being sold in many units.  The Supply Chain Management system is a core competency in alignment with all menu items, including new combo meals and healthy kid’s meals.  For Quality Assurance Wendy’s has two types of unannounced inspections, Food Safety Evaluation and Sparkle Operator Evaluation.  These inspections occur three times each year at every location.  They also have a strong influence on The Challenge and Expansion competitive methods.  These evaluations cover all important aspects of maintaining quality and service and are excellent measures of a unit’s success.  When combined with sales maintained for a year, meeting high quality standards through these evaluations will assist in identifying those individuals capable of operating a successful unit.  They will also be an important measure of quality and service standards to ensure new units are operating as expected.  Quality Assurance is aligned with The Challenge and Expansion and will be used as a major part in evaluating and identifying strong management individuals and assessing the expected results of new franchisees/general managers.  Process Improvement is perfectly aligned with double sided grills.  The double sided grills are a direct result of Process Improvement and were designed to speed the production process, reduce labor hours, and produce a higher quality product.  All of these lead to decreases in operating expenses.  The double-sided burger grill is a product of Wendy’s commitment to process improvement and is aligned with process improvement as a core competency.  Production Line and Management is integral to the success of Wendy’s restaurants.  Wendy’s production area is set up in a single line format with a center grill.  The speed of Wendy’s drive-thru is a direct result of the production line and management.  The wireless headsets and flow of the production line are key elements improving the speed of the drive-thru service.  The efficient speed of Wendy’s drive-thru service is a result of the production line and management and therefore in alignment.  

Research and Development
In the QSR industry there is little differentiation in the product offerings from one restaurant menu to the next.  In addition, the market has become more saturated with the growing number of restaurants in the industry each year, creating a greater need for product variation.  Research and development plays a key role in new product development.  Wendy’s recently invested 5 million dollars in a 37,500 square foot Research and Development Innovation Center comprised primarily of test kitchens and a sensory lab that provides immediate feedback for consumer panel-tasting.  The new facility helps speed the process of delivering the product to the market helping Wendy’s keep up with the consumer preference and changing trends.  Product testing, a main component of research and development, is a valuable core competency of Wendy’s that aligns with the majority of their competitive methods.  This core competency plays a major role in the development of many successful product innovations such as the Garden Sensation’s salad line, and the recent implementation of healthy kids’ meal options and alternative combo meal choices.  

The need for restaurant expansion in an already over saturated industry, causes companies to look for options beyond constructing new units.  New restaurant investments are a key component of Research and Development, and a core competency that Wendy’s has utilized well.  Their merger with Tim Horton’s in 1995, which is currently the most successful QSR chain in Canada, and the recent acquisitions of Baja Fresh and Café Express have helped to expand their reach into different market segments of the restaurant industry without having to overextend themselves by constructing new units.  However, there is still opportunity for expansion in certain areas, and stemming from the success of late night hours Wendy’s has been testing new units that are drive-thru only.  These different forms of expansion are all examples of the alignment of this core competency with the competitive method of expansion as well as the future competitive method involving increased franchising.  Wendy’s has also made another type of new restaurant investment by renovating dining rooms in locations to help attract more dine-in business and improve the overall aesthetic appeal of the stores.   Research and development will remain an essential element of QSR success as the industry and trends continues to change and evolve.
Overall the core competencies discussed above serve to reinforce the implementation and life cycle utilization of the competitive methods. Of these functional areas, the strengths lie within marketing, human resources and operations.  The weaknesses of the company become present in finance and administration. 

	Core competencies

Finance
	Competitive methods

	
	Challenge (future)
	Expansion (current)
	Double Sided Grill (current)
	Drive Thru (current)
	Combo Options (current)
	Healthy Kid’s Meal Options (current)

	The franchise business model
  Wendy’s International is a group that only operates approximately twenty percent of its business locations.  The other eighty percent are managed by separate individuals or business groups through legal franchise agreements.  As a corporation steps are taken to provide brand wide marketing, product development, and control systems.  A franchise model allows the corporation to receive payments for marketing, and brand name rights (royalties) from each of the individual franchise groups.  As of August 2004 the franchise revenue accounted for 23 percent of total revenue while only accounting for 9.1 percent of total costs.  This higher contribution margin is stated by company officials to free time, but more importantly capital for future investments.  

Currently our key competitive set YUM! MCD, CKE all utilize franchising.  The benefits for our competitors are similar in nature however only YUM has utilized these relationships to produce a higher return on invested capital then Wendy’s International. 

Currently Wendy’s international has invested the entirety of its retained earning and free cash flows into three areas, product/service enhancements, expansion in terms of locations and finally expansion into developing brands “Café Express”, “Pasta Pondermo” and “Baja Fresh”. 


	This competitive method is based in changing the percentage of corporately owned locations.  Through selection of individuals who show management capabilities the firm hopes to franchise a number of locations to qualified individuals.  The franchising of stores is the definition of this core competency, and the benefits derived from.   

This competitive method is in alignment with the current business model, and the core competency that it represents. 
	The expansion that the company is planning to undergo is deigned to maintain the current franchised to corporate store ratio.  This aspect should allow the company to maintain the benefits provided by the business model.  

The nature of this competitive method to expand the number of locations is in alignment with this core competency.
	The franchised business model makes large scale costly equipment changes more difficult.  Franchise groups will not always want to invest in a new piece of technology unless they are paid.  Also failure to have central control will lengthen the implementation period of the technology.  

This competitive method is not in line with this core competency. 


	The franchised business model equipment changes more difficult.  Especially in situations such as computer technology and electronic payment where technology must be updated consistently.  With electronic payment there is also a cost associated with each transaction that will make franchise groups hesitant.  Franchise groups will not always want to invest in a new piece of technology unless they are paid.  Also failure to have central control will lengthen the implementation period of the technology.  

This competitive method is not in line with this core competency. 


	This competitive method is simply a product bundling change.  These changes are widely marketed and met with less resistance from franchises than technology investments.  .  This is due to the fact that franchises see one of the responsibilities of the parent corporation to improve or create products.   This competitive method also does not affect the ratio of corporate to franchised locations and therefore is in alignment with this competitive method.
	This competitive method is simply a product bundling change.  These changes are widely marketed and met with less resistance from franchises than technology investments.  .  This is due to the fact that franchises see one of the responsibilities of the parent corporation to improve or create products.   This competitive method also does not affect the ratio of corporate to franchised locations and therefore is in alignment with this competitive method.

	Asset Management 

Wendy’s International currently maintains only 15 percent of its assets as current.  This number is reflective of the business structure of Wendy’s International.  As the company out sources daily operations of restaurants it also outsourced current assets such as inventory and daily sales.  The bulk of the corporation’s assets are in property, plant and equipment. As of the end of 2003 Wendy’s currently owned the land rights to all franchised locations.  Property and equipment contributed about two thirds of Wendy’s three billion dollars in assets.  Wendy’s also guaranteed 134 million dollars in long term leases to franchises.  As of the end of 2003 Wendy’s International is operating with a negative free cash flow, while industry leader McDonalds had $1,082,100,000 in current free cash flow.  The lack of free cash flow will result in a need to finance investments in any future competitive methods and is therefore a weakness.  


In terms of expansion of assets Wendy’s “developing brands” are questionable.  Baja Fresh in particular has yet to produce a positive contribution to the corporate income statement.  Corporate officials have shut down approximately 30 locations in the past year, and are considering taking an impairment loss on the investment.  Other expansion plans are more positive including a 30 million dollar investment to purchase 42 Bass Eaton donut shops in the Northeast US.  These locations were converted to an operational Tim Horton’s franchise; however the renovation was completed in the third quarter of 2004.  This investment has not yet provided an impact on the corporate balance sheet.  


The most common indicators of asset management effectiveness include return on assets (ROA), and return on investment (ROI).  
Company

ROI

ROA

WEN

14.65%

8.30%

MCD

16.28%

7.81%

CKR

-28.28%

-6.12%

YUM!

58.92%

12.55%

All number for chart provided by Reuters

Wendy’s International is not leading in either of these indicators.  The company has also seen recent success and failures in terms of asset growth; therefore asset management can not be considered a core competency.  
	This competitive method hopes to change the assets structure to remove a large portion of the property and equipment from the balance sheet.  This asset management technique will remove risk and also free equity for the firm.  

  This competitive method contradicts the current attempt to increase asset value through expansion, and therefore seems unaligned.  However Wendy’s is operating with negative FCF, and struggling with management of investments.  

This competitive method will help move improve asset management so that it will be a core competency in the future.  
	Currently the majority of the firm’s assets are in plant and equipment.  The expansion competitive method is designed to enlarge these assets.  This competitive method does nothing to improve free cash flow with the exception of increasing overall revenue.  Any corporate expansion will need to be funded through financing.  This puts this competitive method in alignment with one of the weak aspects of Wendy’s finance system, asset management.
	Currently the majority of the firm’s assets are in plant and equipment.  The Double sided Grill competitive method is designed to enlarge these assets.  This competitive method does nothing to improve free cash flow with the exception of increasing overall revenue by increased capacity and reeducation of labor costs.  Any corporate expansion will need to be funded through financing.  This puts this competitive method in alignment with one of the weak aspects of Wendy’s finance system, asset management.
	Currently the majority of the firm’s assets are in plant and equipment.  Drive thru enhancements for speed competitive method is designed to improve quality and increase capacity but will also enlarge these assets.  This competitive method does nothing to improve free cash flow with the exception of increasing overall revenue by increased capacity.  Any corporate expansion will need to be funded through financing.  This puts this competitive method in alignment with one of the weak aspects of Wendy’s finance system, asset management.
	The use of less popular products to match customer demands in terms of healthy menu offering is an effective use of inventory, a current asset.  This competitive method is in alignment with the attempt to increase same store sales and improve the weakness in asset management.  The only weak point of this competitive method is that it does nothing to improve the asset management in terms of the long term assets that dominate the Wendy’s International Balance sheet.
	The use of less popular products to match customer demands in terms of healthy menu offering is an effective use of inventory, a current asset.  This competitive method is in alignment with the attempt to increase same store sales and improve the weakness in asset management.  The only weak point of this competitive method is that it does nothing to improve the asset management in terms of the long term assets that dominate the Wendy’s International Balance sheet.

	Capital Budgeting

According to the September 29, 2004 10-Q report Wendy’s states that the “main recurring requirement for cash is capital expenditures.  In the last five years the company has produced cash to exceed capital expenditure requirements.”  However they go on to state that financing was used to fund large investments such as the purchase of Baja Fresh, and the investment in Café Express.  The company has recognized the growing saturation of the hamburger market, and has focused the investment into competitive methods in new segments.  The goal is that these new markets will provide the needed expansion in terms of growth, and thus returns and stock price increase.  The investments in terms of the hamburger market include expansion via franchises, but focus on the use improving layout, production and product.  The major investments over the last year include the purchase of 42 Bass Eaton donut locations, the closing of 30 Baja Fresh locations, and the refranchising of 37 Wendy’s franchised locations.  Refranchising the Wendy’s locations cost the company 19.9 million dollars.  


In 2003 at 10.6 percent Wendy’s return on invested capital was one of the best in the industry.  The capital budgeting of Wendy’s I sin alignment with the current competitive methods of the firm, and are following the trends in the environment, therefore it is a core competency.


	This is a future competitive method and therefore it is not part of the capital budget.  The premise of this competitive method moves the firm away from expansion, to increase in store sales.  This aspect makes the future competitive method unaligned with the current capital budgeting core competency.   
	Currently this competitive method is part of the capital budget for Wendy’s international.  This part of the competitive method is in alignment.  On the other hand this competitive method goes against the recognized growing saturation of the market.  The expansion into a saturated market will bring an otherwise strong capital budgeting plan out of alignment.   
	Currently this competitive method is part of the capital budget for Wendy’s international.  This part of the competitive method is in alignment.  Also this competitive method recognizes growing market saturation.  This attempts to raise same store sales and profits and therefore is further in alignment with correcting this core competency.
	Currently this competitive method is part of the capital budget for Wendy’s international.  This part of the competitive method is in alignment.  Also this competitive method recognizes growing market saturation.  This attempts to raise same store sales and profits and therefore is further in alignment with correcting this core competency.
	Currently this competitive method is part of the capital budget for Wendy’s international.  This part of the competitive method is in alignment.  Also this competitive method recognizes growing market saturation.  This attempts to raise same store sales and profits and therefore is further in alignment with correcting this failed competency.
	Currently this competitive method is part of the capital budget for Wendy’s international.  This part of the competitive method is in alignment.  Also this competitive method recognizes growing market saturation.  This attempts to raise same store sales and profits and therefore is further in alignment with correcting this core competency.

	Capital Structure 

Currently the management of the capital structure is a core competency.  The firm manages a large amount of credit.  Wendy’s utilized 106 million dollars in cash to invest in 2004.  They also utilized 50.1 million dollars of financed capital in 2003.  In 2004 they refinanced 142 million dollars in debt connected to repayment of commercial papers and loans; however the largest amount of debt was a 47 million dollar investment in Café Express.  


Wendy’s currently has unused credit streams of 200 million dollars, and authorization for the SEC to issue 500 million dollars in securities.  Another change in capital structure is being brought by the current stock repurchase program.  The company has spent 338 million dollars 1998-present to repurchase stocks to fund the current equity compensation plan for employees.  Also the firm hopes to reduce the dilution effect of value added competitive methods for the firm’s investors.                


Measurements of the firm’s capital structure strength include D/E ratio, Interest coverage ratio and the amount of long term debt in invested capital.  
Comp.
D/E

ICR

LTD/IC

Rank

WEN

0.37

9.8

26.9

1

MCD

0.68

9.1

40.1

2

CKR

2.44

n/a

70.9

4

YUM!

1.37

7.9

52.9

3

All number for chart provided by Reuters


Wendy’s International is currently the leader in all ratios representing healthy (safe) capital structure.  The only consideration is that Wendy’s has not used its debt as more to possibly maintain free cash flow.  The capital structure is managed to maintain a high Standard & Poor’s and Moody rating of Baa-1 and BBB+.  Also funds have been maintained to provide funds for future expansion and investment into products and developing brands.  Management of the capital structure is a core competency.

	This competitive method requires about a million dollar initial outlay.  The firm is positioned given this competitive method to meet this requirement.  This competitive method is aligned with this core competency.
	The capital structure for Wendy’s has been well managed to be able to provide the capital required via financing.  Under the plan to borrow a large sum of money for expansion may bring Wendy’s capital structure strength down.  This may also bring this core competency out of alignment with this competitive method.
	The capital structure for Wendy’s has been well managed to be able to provide the capital required via financing.  Under the plan to borrow a large sum of money for technological improvement may bring Wendy’s capital structure strength down.  This may also bring this core competency out of alignment with this competitive method
	The capital structure for Wendy’s has been well managed to be able to provide the capital required via financing.  Under the plan to borrowing a small sum of money every five years to improve technology may bring Wendy’s capital structure strength down, and put a consistent burden on financing.  This may also bring this core competency out of alignment with this competitive method
	The capital structure for Wendy’s has been well managed to be able to provide the capital required via financing.    This competitive method does not require a large initial outlay, but is simply a product bundling change.  Therefore this competitive method should help maintain the strong financial structure of the firm.  This competitive method is aligned with this core competency.
	The capital structure for Wendy’s has been well managed to be able to provide the capital required via financing.    This competitive method does not require a large initial outlay, but is simply a product bundling change.  Therefore this competitive method should help maintain the strong financial structure of the firm.  This competitive method is aligned with this core competency.


	Core competencies

Marketing
	Competitive methods

	
	Challenge (future)
	Expansion (current)
	Double Sided Grill (current)
	Drive Thru (current)
	Combo Options (current)
	Healthy Kid’s Meal Options (current)

	Symbol: Dave Thomas

For thirteen years Wendy’s International‘s symbol was Dave Thomas, the founder of Wendy’s.  Consumers have come to think of Wendy’s instantly when hearing the name Dave Thomas, a clear sign of brand recognition.  Although this was not an intentional marketing strategy that was thought to be a success from the beginning, Wendy’s quickly saw great results.  Industry analysts and company officials said the ads helped the company rebound from a difficult period in the mid-1980s when earnings sank.  Dave Thomas gave Wendy’s a corporate identity, “a down-homey type image” as put by Diane Mustain, a financial analyst in 1991. Many equated Dave Thomas to solid American values.  He was a simple man, appearing in over 800 commercials often just having conversations with everyday Wendy’s customers.  In these commercials Dave Thomas stressed not cutting corners, good tasting food, and great service. 


Wendy’s recognized the impact Dave Thomas has on the company in their 1995 annual report stating “One of the greatest assets we have is the equity in our brand.  Another is Dave Thomas. He represents everything that is good about our brand. Consumers can easily identify with Dave Thomas because he is very likable, approachable, very honest, has real integrity, and he is a genuine human being. In our advertising, people can see that and identify with him.  Dave Thomas will continue to be our advertising spokesman in 1996. Our total advertising awareness ratings approach or surpass those of our two major competitors, both of whom dramatically outspend us in terms of media dollars. This speaks to both the effectiveness of the Dave Thomas advertising campaign as well as to the efficiency with which we spend our advertising dollars.”


Although using Dave Thomas as a pitchman for Wendy’s resulted in a great deal of successful gaining of brand recognition, Wendy’s now faces difficulty due to the death of Dave Thomas in 2002.  Now, two years later, Wendy’s has decided to respond by incorporating phrases such as “We're still doing it Dave's way” and “It's the way Dave would have done it” into their commercials.  Company leaders feel that this is the best way to keep Dave Thomas in the picture, yet do it in a respectful way.  Looking ahead, Wendy’s is looking into the possibility of using clips from old commercials in order to make new commercials, still featuring Dave Thomas.


	This competitive method is based in changing the percentage of corporately owned locations.  Through selection of individuals who show management capabilities the firm hopes to franchise a number of locations to qualified individuals.  The franchising of stores is the definition of this core competency, and the benefits derived from it. 

In addition to this, an underlying goal of this competitive method is to improve franchisor-franchisee relationships.  It rewards successful managers within the company.  

This competitive method is in alignment with the beliefs that Dave Thomas held about hard work,  being able to maintain quality service provider, and always giving people a chance to succeed. 
	Wendy’s plans to expand to approximately 8,500 total stores within the next ten years.  As Wendy’s has grown in the past, there has been a constant emphasis placed on maintaining service quality, providing more opportunities for successful, hardworking individuals through increased number of franchised establishments, and maintaining a level of integrity of the brand through the food it offers.  In this nature, this competitive method is in alignment with the beliefs and vision Dave Thomas held for the company. 
	This competitive method does not relate to Dave Thomas as a marketing core competency and is therefore not aligned. 
	This competitive method does not relate to Dave Thomas as a marketing core competency and is therefore not aligned.
	This competitive method is simply a product bundling change.  It utilizes the different side items already offered by Wendy’s.  However, what makes this competitive method successful is that it is addressing the customer’s demand for choice.  In today’s society the availability of options is becoming increasingly important.  Dave Thomas believed that as long as the company focused on the customer and what the customer demanded, that it would continue to be successful.  Offering these options and meeting this demand for availability of options align this competitive method with Dave Thomas and what he stood for.   
	This competitive method is based on targeting a very specific market.  The kid’s meal options include offering healthier choices for kids such as milk instead of a soft drink and a fruit cup of oranges instead of French fries.  This competitive method addresses the customer demand for healthier meal options.  Again, focusing on the customer demand is in alignment with the beliefs that Dave Thomas held when it came to business strategy of Wendy’s.  

	Advertising Agency Partnership

McCann-Erickson, the largest worldwide advertising agency services Wendy’s through its New York office and a satellite office near Wendy's corporate headquarters in Dublin, Ohio. The agency supports all aspects of Wendy's marketing efforts from strategic planning to creative services to media planning and buying.  

McCann-Erickson has achieved success for many of its clientele: After taking on advertising for Bacardi Breezer, the brand increased 59% in volume from 1999 to 2001. Furthermore, when considering the highly competitive total ROI in the drinks market, Bacardi Breezer made a steady increase to the brand's overall volume share and retains a 30% share of the Premium Packaged Spirits market. The Nesquik Ready-to-Drink campaign flew off store shelves.  In 2000 Nesquik's total franchise dollar volume increased by 16%. Brand awareness of Nesquik's new packaging was achieved.


	This competitive method is internal to Wendy’s.  Although there will be internal marketing of this competitive method in order to make employee and managers know about “the Challenge”, this marketing will not be done by McCann-Erickson ad agency.  As a result, this competitive method is not aligned with Wendy’s partnership with McCann-Erickson ad agency. 
	As Wendy’s continues to grow marketing will continue to play a major role in brand recognition, sales, and ultimately profits.  Through expansion, Wendy’s partnership with the world’s largest ad agency will certainly be utilized.  This competitive method and core competency are therefore aligned. 
	This core competitive method is internal to the company in that it does not play a role in the service delivery of Wendy’s product.  In addition, this competitive method is also not an actual product that is served to customers.  Due to the nature of this competitive method, it is not something that the advertising agency is able to externally market to consumers.  Therefore, this competitive method is not in alignment with this core competency. 
	McCann-Erickson has capitalized on the large percentage of sales coming from Wendy’s drive-thru.  Through research they have found that more than half of the drive-thru business comes after 9pm.  Since 2002 they have increased this number to more than 70%.  They have done this through the “Eat great, even late” commercials.  This core competency is used to enhance Wendy’s drive-thru competitive method, therefore they are aligned. 
	This competitive method is highly visible to consumers by its very nature of being a product.  McCann-Erickson has made this competitive method even more visible through recently launched commercials.  In the latest commercial that has focused on alternate menu options, McCann-Erickson geared the commercial towards different consumers varying needs.  In the commercial a combo is shown with the French fries changing to a potatoes, and finally to side salad.  While these sides are changing,  so is the person pictured in the background.  McCann-Erickson has capitalized on this competitive method and made sure market the fulfillment of customer demand through Wendy’s menu options. McCann-Erickson has done a good job aligning their efforts with the Wendy’s alternate menu option competitive method. 
	This competitive method is centered around the demand for healthier menu options in general.  However, this competitive method successfully focuses on a specific target market, kids.  McCann-Erickson has marketed this competitive method through the “Let kids be Choosy” campaign.  During the first week this campaign aired nationwide, increases in both Kids’ Meals sales and units were seen: 1.5 million bottles of milk sold nationwide in that week alone.

  However, McDonald’s is the current leader in marketing to kids.  This is simply due to the launching of the “happy meal” in 1976. 

	Strong Executive Leadership Team

        Donald F. Calhoon joined Wendy's in 1978 and has held various positions of escalating responsibility in the area of field marketing. He was appointed vice president of field marketing in 1984. While serving in this position, he coordinated marketing plans for both company and franchise markets in the United States working with more than 50 regional advertising agencies. He was appointed vice president of corporate marketing for Wendy's in 1989, responsible for national marketing, brand marketing, advertising, sales promotion, merchandising and media in the U.S and Canada. 

       Calhoon headed Wendy's efforts in special event marketing and developed the Wendy's Three-Tour Challenge, a professional made-for-television golf tournament, and Wendy's High School Heisman Award Program. He was promoted to senior vice president in 1995.
       Supporting the executive vice president of Wendy's marketing are: senior vice presidents Bob Levite and Mary Ann Pilotte. Levite has been with Wendy's International organization for the past 15 years, including the last four years with Wendy’s specifically. He previously led the Columbus, Ohio, office of Bates Worldwide, which was Wendy's long-time advertising agency that managed the highly successful Dave Thomas marketing campaign. Levite currently directs the creative, brand marketing and media functions. Pilotte is a 20-year veteran of Wendy's and has held a number of marketing positions in the field. These marketing positions include working for Wendy's Restaurants of Canada and at the corporate office. Pilotte currently directs the marketing planning, analysis, consumer research and field marketing functions. 
         Combined the Wendy’s marketing team has added value through the decisions they have made concerning Wendy’s marketing.  President Schuessler speaks highly of Donald and the rest of the marketing team, “"Don and his team have delivered a superior marketing program. Consumers trust the Wendy's brand and respond positively to our advertising. For more than a decade, our marketing team has helped drive record sales and profits and we expect excellent results in the future." "Wendy's 16 consecutive years of positive same-store sales in the United States are a testimony to the effectiveness of our marketing group. We are positioned to produce one of our best years in sales growth with same-store sales for the first six months of 2004 up a robust 7.4% at our Wendy's company restaurants," said Schuessler. 
	This competitive method is a selection tool used to identify strong leaders within Wendy’s.  Based on sales growth and the ability to maintain service quality within stores, managers of corporately owned stores and current franchisees will be deemed successful.  However, the only place where the skills and talent of the marketing executive leadership team would come into play in this competitive method is during the internal marketing of this competitive method in order to promote it within the company.  This is core competency and competitive method are weakly aligned because the executive leadership team is not really involved in decision making that directly results in monetary value.
	As Wendy’s continues to grow, it will need to expand marketing to these stores.  Since a reasonable amount of the planned growth is overseas the choices the executive leadership team makes in marketing strategy will become increasingly important.  During this growth period, the skill set, knowledge, and strategical thinking skills of the executive leadership team will play a large role in Wendy’s marketing success in different countries and cultures. Wendy’s biggest advantage over their competitors in this manner is that the executive leadership team members have each been with Wendy’s in some capacity for over the last 25 years.  This is a huge strength for this company because these team members are experienced and they know what works and what will not.  Due to the use of the skills and knowledge that will be utilized with expansion, this competitive method and core competency are indeed aligned. 
	This competitive method is internal to the company and does not require marketing externally to customers because it is not a product or service that is being delivered.  This competitive method does not require the use of skills, knowledge, and experience of the executive leadership team, there for is unaligned with this core competency.  
	Due to 78% of Wendy’s sales coming from the drive-thru, this has been a competitive method that the executive leadership team has capitalized on through marketing.  Many of latest commercials featuring Dave Thomas focused on the slogan “Eat Great, Even Late” slogan.  The executive leadership team has also used placement of this slogan through out many other commercials that aired during the day. The skills and expertise of the executive leadership team has played a tremendous role in the marketing of the drive-thru option and is therefore aligned with this core competency. 
	This competitive method is centered around meeting customers high demand for options.  Besides actually marketing each of the already existing sides that are now available with an ordinary combo meal, the executive leadership team wanted to show the importance of choice to Wendy’s as well.  They communicated this through recent commercials that feature changing faces while combo sides are changing.  The executive leadership team recognized that it was important to let consumers know that Wendy’s recognizes varying needs for each individual.  In launching the marketing plan for these alternative products, the executive leadership kept the underlying message in mind “Wendy’s recognizes you are an individual”.  The executive leadership team directly affected the way this competitive method was marketed, therefore they are aligned. 
	This competitive method is centered around the demand for healthier menu options in general.  However, this competitive method successfully focuses on a specific target market, kids.  The executive leadership team, realized the need to specifically cater to this market through commercials.  They, in conjunction with McCann-Erickson, launched a “Let kids be choosy” campaign that ran for 10 weeks.  During this time, the executive leadership team recognized the importance of kids seeing these commercials, not simply a general audience.  The team has used their skills and knowledge in order to place these commercials in the most effective time slots and even specific channels.  The executive leadership team has played a significant role in the decision making that has come with this competitive method, therefore they are aligned.    

	Strategic Timing

2004 Marketing Calendar Focuses
Jan.  - Value Meal

Feb. - Local 

Mar.  - Spinach Chicken Salad

Apr. - Chicken Temptations

May – Chicken Temptations

Jun. – Value Family

Jul. - Home made Chicken Strips Salad

Aug. – Local 

Sep. – Value Family

Oct. – Chicken Temptations

Nov. – Chicken Temptations

Dec. – Promotional Sandwich Family

Wendy’s marketing department has done an excellent job keeping in mind environmental factors when launching a product or doing heavy promotion of a specific meal.  The specific time of year has had such an impact on the marketing department that Wendy’s marketing calendar is specifically built around which month/season/or specific national events are occurring.  During the month of January Wendy’s recognizes that many consumers have made New Year’s resolutions to lose weight.  In 2001 (according to GNC), 55 percent promised to eat healthier, 50 percent resolved to exercise more, and 38 percent wanted to lose weight. Given this, more consumers attempt to avoid fast food restaurants during January.  Wendy’s has responded to this by attempting to bring in customers by placing emphasis on the value they receive, hoping value will “outweigh” resolutions.  In addition to this Wendy’s recognizes that these same consumers have just spent a lot of money during the holidays on gifts. A poll done by the Gallup Organization finds the public planning to spend an average of $730 on Christmas gifts this year.  The emphasis placed on value during this time will also, hopefully, convince consumers to come in. 


Another example can be seen in June and September when Wendy’s focuses marketing efforts on value and family.  Many of the commercials and advertisements put out during this time are geared toward kids. Nationwide schools are letting out during the month of June.  This means children are spending more time at home and can no longer buy lunch at the school cafeteria.  During this time Wendy’s runs promotions on kid’s meals using things such as toys with meals, chances to win Nintendo’s, and more recently, emphasizing kids being able to be choosy through the “Let kids be choosy” campaign. 
	This competitive method will rely solely on Wendy’s International for marketing purposes.  During the time The Challenge is occurring in specific regions, no store in that region is allowed to do coupon drops or any other form of marketing on their own.  During The Challenge Wendy’s International will still rely on the company’s overall marketing calendar in order to be most effective and see the same results they have been seeing in the past due to their strategic marketing calendar.  The utilization of this core competency in this competitive method are in alignment. 
	The utilization of this core competency will expand to new areas as the company itself grows.  Wendy’s International projects the need to alter the calendar slightly based on where specifically they are marketing.  For example a place with different Christmas spending habits may not be quite as affected by price of convenience food as Americans are on average.  “Our environment shapes our marketing strategy and calendar” says Calhoon.  This core competency will be utilized in order to maintain this competitive method, therefore they are aligned. 
	This competitive method is internal to the company.  This competitive method does not play a direct role within the strategic marketing calendar and is therefore not aligned. 
	This competitive method is not a product that is delivered to customers and therefore not marketing directly. However, at any given month, regardless of what time of the year it is, and which product Wendy’s is focusing on, the “eat great, even late” phrase is inserted in each commercial.  Although this is occurring, this core competency does not directly contribute to this competitive method, therefore they are weakly aligned. 
	This competitive method is centered around product bundling in an effort to provide consumers with more options.  Since this is not necessarily a new product that is being offered, it is not as apparent as a product offering by an establishment.  Wendy’s marketing department has utilized their marketing calendar to incorporate this competitive method into one of the marketing campaigns.  This competitive method is mostly shown when the scheduled value-focused commercials are set to air.  The marketing department has equated more options to increased value for the consumer.  Due to environmental events research, airing these value-focused commercials have the most impact during September and January.  During these months consumer are attempting to save money.  September comes directly after most people tend to take vacations, there fore this is a month
	This competitive method is based on consumer demand focused on a very specific target market.  Through Wendy’s marketing calendar this competitive method is advertised heavily during June and September. Specifically the marketing department has chosen to market kid’s meals during this time due to nationwide let out of school.  Past sales have shown a 8.2% increase in kid’s meals sales from May through July.  The marketing department has utilized the marketing calendar in order to capitalize on this competitive method and therefore, they are well aligned.


	Core competencies

Human Resources
	Competitive methods

	
	The Challenge
	Expansion
	Double-sided grill
	Drive-thru
	Combo options
	Healthy Kids Meal Options

	Organizational Behavior

Wendy’s Inc. is a very people oriented organization striving for superior quality with a passion to be the best.  Wendy’s mission statement is “to deliver superior quality products and services for our customers and communities through leadership, innovation and partnerships.”  Wendy’s strives to be the quality leader in everything that they do and the company uses its 8 core values for guidance in the business.  These values are quality, integrity, people focus, customer satisfaction, continuous improvement, community involvement, leadership, and commitment to stakeholders.  Wendy’s strategic plan also includes 10 Key Themes to support the core business.  These include Understanding the Consumer, Operational Excellence, Innovation of Core Business, People, Supply Chain Management, Technology, Financial Planning and Reporting, Evolving Business, Process Change, and Mergers and Acquisitions.  These all serve as guidelines for the business and how it should be presented as a company.  Above all, this organization behaves on the basis of its founder, Dave Thomas.  Dave can be seen as old-fashioned because he believed in honesty, integrity, hard work, and giving back to the community.  He lived his life by these values and implemented them into his company.  This way of life and strong beliefs earned him the respect of his peers, and he firmly believed that the secret to his success was his values.  This image that has been created for the company and portrays how the business is run has prompted strong positive feelings toward the company by consumers.  Wendy’s strategic marketing plan states, “We conducted extensive research to learn that consumers strongly believed the qualities and caring attitude of Dave Thomas have been transferred to the brand Wendy’s.  Consumers told us that Wendy’s is a restaurant with high quality standards, innovative ideas and better tasting food, and one they could trust.”  This positive image creates intangible value and brand loyalty for the company.

When compared to the competition, Wendy’s is fairly equal to its competitors with the way the organizations behave.  All are very people-oriented with values, principles, and beliefs that are documented and accessible to all employees.  What gives Wendy’s a competitive advantage is the strong symbol of Dave Thomas.  He was a simple, old-fashioned icon that earned the respect of millions.  He is an icon that people can relate to, giving him an advantage as a stronger figure for the company as opposed to a computer generated symbol.  

Throughout the organization these values are in training pamphlets and emphasized in the everyday work environment.  “Take care of your business and your business will take care of you.” Dave Thomas said and implemented this quote in his company.  He believes in sharing success and helping others succeed, and said, “You can’t have a clean floor with a dirty mop bucket.  To be successful, you need to take care of the basics of your business – and that means making sure you don’t overlook the little details.”  These simple, traditional beliefs are used throughout the company to achieve success.  
	While this competitive method is ultimately designed to lower risk and costs by franchising out stores that are currently corporate- owned, it falls in line with this core competency on the basis that Dave Thomas believed not only in doing what is right for the company, but also helping others to succeed.  This competitive method is all about rewarding those franchisees that are doing a good job at their current franchise.  They are offered the opportunity to expand and grow in their job, or receive special benefits when concerning costs of their franchise as a reward. 
	Expanding the number of locations to keep the current ratio of corporate to franchised stores is in alignment with the core competency.  It agrees with the company’s stated value of continuous improvement and with the Key Themes of Operational Excellence and Evolving Business.
	This competitive method focuses on improving productivity and reducing labor costs.  It goes along with the core values of quality, customer satisfaction, and continuous improvement.  It also represents Operational Excellence, Innovation, Technology, Evolving Business, and Process Change from the Key Themes.  Therefore, this competitive method is aligned with this core competency.
	This competitive method focuses on quality and speed of the drive-thru service of its establishments.  It also follows the core values of quality, people focus, customer satisfaction, and continuous improvement. Concerning the Key Themes, this CM agrees with operational excellence, innovation, people, and evolving business.  Therefore, this competitive method is in alignment with the core competency.
	This product bundling strives to give the customer more selection and satisfaction.  It agrees with the values of quality, people focus, customer satisfaction, and continuous improvement along with the Themes of Understanding the consumer, operational excellence, innovation, people, evolving business, and process change.  Therefore this competitive method is also in alignment with this core competency.
	This product bundling strives to give the much younger customer more selection and satisfaction.  It agrees with the values of quality, people focus, customer satisfaction, and continuous improvement along with the Themes of Understanding the consumer, operational excellence, innovation, people, evolving business, and process change.  Therefore this competitive method is also in alignment with this core competency.

	Labor Relations

As stated in the “Themes” section for Wendy’s, “we are committed to being recognized internally and externally as an organization that attracts, retains and develops outstanding people who will ensure the delivery of quality products and services to our customers and financial performance to our shareholders.”  Wendy’s is working to improve recruitment procedures, retention strategies, training and development programs, along with their compensation program and benefits to ensure a more stable workforce.  Wendy’s says that its turnover rate fell from 200% in 1998 to 181% in 1999.  The industry turnover rate has remained fairly consistent with a median of 117%.  Obviously the costs of this are high, estimating to be more than 30% of the individual’s salary.  Wendy’s efforts to employ the right people and retain them by offering better compensation and job growth will save money that is lost during turnover.  

Turnover is very costly and the turnover rate is so high in the quick-service restaurant industry, that all of Wendy’s competitors are trying to lower turnover rate to in turn lower costs.  

To communicate to employees their importance and value to the company, managers provide rewards and benefits as incentive to perform better.  When an employee is recognized for a job well done, it improves job satisfaction and increases their perception of self-worth to the company.  Awareness of the potential for job growth and expansion also drives the employee to stay with the company.  Knowing that they can realistically achieve goals with this company and grow as a valuable asset will increase retention, lowering turnover costs.
	This competitive method strives to increase employee retention, lower turnover rates, and increase job growth for current franchisees.  This agrees with the core competency and therefore is in alignment.
	This competitive method will require a larger work force to work in the new units, and this core competency focuses on employee retention through job growth and recruitment of the right people as opposed to the high turnover rate.  Therefore this competitive method is in alignment with the core competency.
	The idea of the Double sided Grill is partly to lower labor costs.  It has nothing to do with employee retention and lowering turnover rates, therefore is only very loosely aligned with this core competency’s aspect of lowering costs of labor.
	This competitive method is aimed at improving speed and quality of drive-thru service and has nothing to do with the affect on labor relations.  Therefore this competitive method is not in alignment with the core competency.
	This competitive method is used to offer more variety to the customer.  It offers a healthy menu alternative to the traditional high-in fat items.  This competitive method has nothing to do with the reduction of labor costs or employee turnover and therefore is not in alignment with the core competency.
	This competitive method is used to offer more variety to the customer.  It offers a healthy menu alternative to the traditional high-in fat items.  This competitive method has nothing to do with the reduction of labor costs or employee turnover and therefore is not in alignment with the core competency.

	Developing

Striving for continuous improvement provides opportunities for innovative changes and creative ideas to present competitive opportunities.  Wendy’s strives to “get better everyday in every restaurant.”  In addition Wendy’s developed a “think tank” approach used to examine future consumer needs and encourage innovation.  Through this, the company has implemented hundreds of innovations and today is focusing on shortening the time-frame that it takes to bring these new ideas into practice at its establishments. 

Wendy’s focuses not only on improving in major areas such as financial management, but also to get better at the small tasks of the business, with the goal to embrace value-adding processes to improve efficiency. New and changing technology is continually resulting in improvements in the business.  This then results in the upgrading of equipment and systems of the business to stay current.  Keeping with the technology aids in better service and attains and enhances Wendy’s competitive position.  

In dealing with strategic planning, the newest strategy is to combine Wendy’s and Tim Hortons to co-brand.  The goals of this are to “unite the company and merge the best practices found in both systems…confident that Wendy’s and Tim Hortons can maximize their combined strengths, as well as those of their strategic partners.”  Co-branding provides more choice to the consumer, and allows Wendy’s to establish a property that before either didn’t have enough demand in that specific area for one unit, or was too costly to set up a stand alone unit.  

Of the competitors, YUM! Brands is the only one implementing co-branding.  In fact, they are the co-branding industry leader with over 1,975 co-branded units generating over $2 billion in annual sales, and accounting for 12% of YUM! Brands’ US restaurant base.  Wendy’s has just begun multibranding, so when compared to YUM! they are far from having competitive advantage.  When compared with McDonald’s, Burger King, and Hardee’s, Wendy’s is ahead of that competitive set since none of them have implemented co-branding.  

Though they are not the leader, the main advantage to Wendy’s concerning multi-branding is the fact that it is a way to increase the number of stores while at the same time introducing Tim Horton’s to the U.S. market (prior to this Horton’s was solely Canadian based).  The added choice and convenience dramatically improve returns on invested capital.

Fully implementing this will be a slow process, and deals with corporate management as opposed to the restaurant management directly.  Franchisees however are now aware that there will soon be opportunities to invest in a multibranded unit providing a challenge and new way of business.  
	This competitive method is based on a creative idea for continuous improvement that presents an opportunity for competitive advantage.  Specifically in managing risk and lowering turnover.  Therefore, this competitive method is in alignment with this core competency.
	This competitive method obviously deals with growth and developing ways to accomplish it that will stay with current trends in the industry. According to the Strategic Plan, “One reason Wendy’s is making growth a priority is to achieve higher levels of employee satisfaction and retention.  In their book ‘Value-Creating Growth,’ authors Thomas Doorley III and John Donovan note that employee satisfaction rises when a company grows, probably because people experience new challenges and are excited about being on a winning team.”  Because of this, the growth competitive method is in alignment with the core competency.  
	The double sided grill was a new idea for improvement in the company.  It uses new technology to cook burgers faster and more efficiently to help lower labor costs.  This competitive method is very much in line with the core competency of development.
	Drive-thru speed has been sustained through development in the restaurant such as the order confirmation system, and cashless payment.  Though this development does not directly affect speed of the drive-thru, the automatic window was developed with new technologies and the fact that it is bulletproof is a wonderful safety factor implemented for the employees.  Therefore, this competitive method is in alignment with the core competency.
	The healthier menu options were a development to keep with the changing consumer and to aid in the continual improvement of the company.  Therefore, this competitive method is in alignment with the core competency.
	The healthier menu options were a development to keep with the changing consumer and to aid in the continual improvement of the company.  Therefore, this competitive method is in alignment with the core competency.

	Compensating

As of February 2004, Wendy’s has devised a new equity-based compensation program.  The plan is called the Omnibus Plan and its goals are to remain competitive in attracting and retaining employees, lower option overhang (unexercised stock options and options approved but not yet granted, as a percent of outstanding shares), and minimize EPS dilution from stock grants over the next five years.  Wendy’s is seeking shareholder approval in 2004 for 3.6 million common shares to be granted to directors, management and other employees over the next three years.  If this plan is approved it will offer a combination of restricted stock and stock units (currently the plans allow for only stock options).  According to a 2004 news release, “The company also plans to convert its broad-based stock option plan to a cash profit sharing plan in 2005, resulting in an expense $0.01 to $0.02 per share in 2005.”  CFO Kerrii Anderson states, “Our new compensation strategy will enable us to reduce overhang from an estimated 14% in 2004 to less than 12% in 2005.  More importantly, we expect overhang to decline to less than 5% over the next five years.”  

McDonald’s also offers compensation through stock options and profit sharing.  Burger King does not offer stock options or profit sharing plans for their employees (not publicly traded). YUM! Brands offer good employee compensation, including stock options and tuition reimbursement.  Hardee’s also has a competitive compensation plan, including stock options and service awards.  Overall, Wendy’s is remaining equal with its competition when it concerns compensation.

Employees are made aware of the compensation and benefit options through means of the orientation/training packets and within these are the explanations of requirements and standards for these privileges.  
	This competitive method is partly based on providing better compensation and benefits to franchisees in order to help in retention and risk management.  Therefore this competitive method is definitely in alignment with the core competency.
	This competitive method is based on expansion to keep the ratio of corporate owned stores to franchised stores the same as the number of franchised stores increase with the implementation of The Challenge.  It does not depend on compensation and benefits for employees, therefore is not in alignment with the core competency. 
	The double sided burger grill is used to improve efficiency and lower costs, not to compensate employees, therefore is not in alignment with the core competency. 
	The speed of drive-thru does not benefit the amount of compensation awarded to employees, and therefore is not in alignment with the core competency.  
	The new menu options would not affect the compensation package given to an employee, and therefore is not in alignment with the core competency.
	The new menu options would not affect the compensation package given to an employee, and therefore is not in alignment with the core competency.


	Core competencies
Administration
	Competitive methods

	
	Challenge (future)
	Expansion (current)
	Double Sided Grill (current)
	Drive Thru (current)
	Combo Options (current)
	Healthy Kid’s Meal Options (current)

	Management Information Systems:

Wendy’s uses many types of management information systems (MIS).  The two most prevalent MIS that Wendy’s uses are M-Tech Identity Management Suite, and CSC’s RISKMASTER.  

M-Tech Identity Management Suite is designed to provide enterprise-wide identity management solutions for their corporate operations.  As the corporation grew and in turn their user base grew, Wendy’s needed to automate the addition and removal of users from a central control point.  Also, Wendy’s needed to reduce the flow of calls for passwords and new users to the help desk.  M-Tech Identity Management Suite provides for this.  The suite includes ID-Synch® for user provisioning, P-Synch® for password management, ID-Discover™ for account clean-up and reconciliation and ID-Access™ for self-service resource access.  These systems enable Wendy’s to streamline the user provisioning and password management processes.  

Computer Sciences Corporation’s RISKMASTER software manages all of Wendy’s claims and handles almost 16,000 reports per year.  The types of claims include employees hurting themselves, customers hurting themselves, or payroll mishaps and other accidents.  These claims are handled by only 30 employees and without RISKMASTER this would be impossible.  By using RISKMASTER instead of outsourcing the handling of claims, Wendy’s has cut costs and decreased the service time of these claims.   

   
	With the promotions that accompany this competitive method, levels of access to all of Wendy’s MIS’s will change.  M-Tech’s Identity Management Suite will be able to monitor these changes and update the databases with ease.  This competitive method directly aligns with MIS’s. 
	Expansion translates into the opening of new Wendy’s locations all over the World.  CSC’s RISKMASTER will have to be implemented into all of these new locations.  Expansion also means new franchisees and new management.  M-Tech’s Identity Management Suite will be able to monitor these changes and update the databases with ease.    
	MIS’s do not directly align with the double sided grill competitive method.
	MIS’s do not directly align with the drive thru competitive method.
	MIS’s do not directly align with the combo options competitive method.
	MIS’s do not directly align with the healthy kid’s meal options competitive method.

	Strategic Planning
Current strategies include Service Excellence, Late Night dining, and Biggie Sizing to name a few.  Wendy's International also has a Strategic Planning Team.  This 15 person team is lead by Kerri B. Anderson, who is also the Executive Vice President and Chief Financial Officer.  The planning team includes the leaders of the Company's primary business divisions: Tom Mueller, President and COO of Wendy's North America; Paul House, President and COO of Tim Horton’s; and Jim Rieger, Senior Vice President of International Wendy's. Other key senior officers from Wendy's and Tim Horton’s are on the planning team and contribute to the planning process. The two main functions of the Strategic Planning Team are: (1) Provide strategic guidance and corporate resources to the Company's business divisions - Wendy's North America, International Wendy's and Tim Horton’s - on a day-to-day basis. The goal is to continue to produce sales growth and profits while improving returns for the Company and franchisees.  (2) Work with the CEO and CFO on long-term planning, fine-tune the Company's vision, evaluate opportunities and develop strategies for growth.  "Understanding the Consumer" is emphasized by Wendy's as the most critical strategic initiative currently underway.  This means utilizing their superior research methods and information as a foundation for every business decision they make.  In the future Wendy's will use this extensive consumer research as a basis for strategic opportunities including but not limited to mergers and acquisitions, investments, vertical integration, joint ventures and divestitures, and marketing and advertising.  At Wendy's strategic planning success is measure in five areas: People, Customers, Financial, Operations, and Corporate. Every major business decision at Wendy’s requires the consultation and agreement of the strategic planning team and CEO Jack Schuessler.      
	This competitive method requires a strong alliance with the strategic planning team.  It will require the collective input of all members of the team to ensure this competitive method’s effectiveness and value addition.  There is a direct linkage to this core competency.    
	Expansion and growth in the form of new restaurants requires the involvement of the strategic planning team in conjunction with franchising officers. Where, when, and how to open new stores must be decided through the process of strategic planning by key corporate officers.  This competitive method is aligned with this core competency.    
	Double-sided burger grills is a rather large investment for Wendy’s.  The feasibility study and financial analysis of this competitive method was conducted through strategic planning.  After the research and development phase of all new equipment, the decision of whether or not to implement it falls on the strategic planning team.  This competitive method is aligned with this core competency.
	Drive-Thrus were implemented 34 years ago.  Dave Thomas and the corporate officers in 1970 definitely worked through the strategic planning process to come up with drive-thrus.  They realized through strategic analysis what drive-thrus would mean to the quick service food industry in the years to come.  This is directly aligned with strategic planning.  
	Both healthy kids meals and combo menu options are a direct result of strategic planning.  With their extensive consumer research, the strategic planning team at 
Wendy’s decided to offer these alternative menu options in an attempt to increase their bottom line.  Every major business decision at Wendy’s requires the consultation and agreement of the strategic planning team and CEO Jack Schuessler.  These competitive methods are directly aligned with strategic planning.
	Both healthy kids meals and combo menu options are a direct result of strategic planning.  With their extensive consumer research, the strategic planning team at 
Wendy’s decided to offer these alternative menu options in an attempt to increase their bottom line.  Every major business decision at Wendy’s requires the consultation and agreement of the strategic planning team and CEO Jack Schuessler.  These competitive methods are directly aligned with strategic planning.

	Communications
Communication is addressed by Wendy's as one of the most important parts of their business.  It is noted in their code of ethics and addressed at each individual location.  At the corporate level meetings are held every day to communicate problems, questions, and concerns.  These meetings and all corporate communication issues are handled by Senior Vice President Denny Lynch.  Communication between corporate officials and franchisees/general managers is handled by producing monthly and as needed reports required in their contracts.  The Investor Relations and Financial Communications division of Wendy's is headed by Senior Vice President John Barker and new comer David Poplar.  Web casts, financial presentations, and SEC filings are all available to analysts, shareholders, stakeholders, and inquirers online.  Wendy's shareholders receive written communication from the company annually.  Communication of products and services to the public in the form of advertising is discussed in the Marketing Core Competencies section.  Communication is essential for all food service employees.  They must be able to understand and comprehend all orders that they take and put them into the computer.  Proper communication increases order accuracy and decreases service time.    
	Communication is essential to The Challenge.  The communication of the benefits and promotions available in this competitive method are key to its success.  All restaurant managers and franchisees involved in The Challenge need to know and understand all of the rules assigned to it.  Communication directly links to this competitive method. 
	The feasibility of a new location must be decided prior to building.  This requires direct communication between corporate officers and new location handlers is essential for growth.  Franchise applicants must be analyzed and approved.  All of these processes involve communication and show the link between communications and the expansion competitive method.  
	Communication of the value added by double-sided grills is done in the form of financial analysis presentations, and in SEC fillings.  All of which are available online to shareholders, stakeholders, analysts, and inquirers.   This competitive method is weakly aligned with communication.      
	Communication of a customer’s order to the drive-thru cashier is essential to Wendy’s business.  This is evident in the fact that 78% of Wendy’s sales are from drive-thru orders.  Drive-thrus are directly aligned with communication.   
	Communication of the value added by combo options is done in the form of financial analysis presentations, and in SEC fillings.  All of which are available online to shareholders, stakeholders, analysts, and inquirers.  This competitive method is weakly aligned with communication.   
	Communication of the value added by healthy kid’s meals is done in the form of financial analysis presentations, and in SEC fillings.  All of which are available online to shareholders, stakeholders, analysts, and inquirers.  This competitive method is weakly aligned with communication.       


	Core competencies
Operations
	Competitive methods

	
	Challenge (future)
	Expansion (current)
	Double Sided Grill (current)
	Drive Thru (current)
	Combo Options (current)
	Healthy Kid’s Meal Options (current)

	Supply Chain Management
Wendy’s preferred supplier is The SYGMA Network, a totally independent subsidiary of SYSCO Corporation.  Wendy’s International accounts for 43% of SYGMA’s total sales in 2003.  Shipments of raw materials including food and paper products are shipped 3 days a week with orders being placed 2 days prior to the received shipment online.  Wendy’s manages all of its’ units supply chain through an intranet in which individual unit operators are able to place orders through.  Wendy’s inventory turnover ratio is 41.8, meaning their inventory supply turns over every 8.73 days.  This is less than McDonalds, who turns over their inventory every 5.69 days with an inventory turnover ratio of 64.2.  Although Wendy’s is not as strong as McDonalds in supply chain management, their inventory turnover is higher than the industry average of 32.3 and Wendy’s has worked to continually improve the process.  Supply chain management is one of the 10 initiatives the company plans to focus on as a part of its long range strategic plan.  Wendy’s employs a Vice President of Supply Chain Management, Judith Hollis, who reports to their Executive Vice President of Research and Development, Quality Assurance, and Supply Chain Management.


	This competitive method attempts to identify individuals with appropriate leadership and management skills capable of operating their own unit.  Supply Chain Management is an important aspect of operating a unit.  Individual managers at the property level are responsible for purchasing and use of the system Wendy’s has in place.  If individuals become franchise operators, Wendy’s Supply Chain Management System will be an important aspect in assisting with continued success for these individuals operating their own unit.  Wendy’s Supply Chain Management is a core competency that will assist in continued success of this competitive method.
	Expansion will open new locations and increase the number of restaurant units.  As new units open, a good Supply Chain Management system must be in place in order to efficiently get raw materials to new locations.  Use of Wendy’s preferred supplier SYGMA and the number of shipments per week will assist new units to ensure efficiency and ease for their purchasing needs. 
	The Double-Sided burger grill is a hard asset Wendy’s will implement to improve efficiency and the production process.  There is no alignment with Supply Chain Management.  
	The Drive-Thru as a competitive method focuses on Wendy’s speed of this service.  The speed of the drive-thru service and the Supply Chain Management system do not align.
	Introducing substitute side items in combo meals is a competitive method in response to consumer’s changing demands for more choices and healthier menu options.  A strong Supply Chain Management system must be in place to supply the raw materials needed.  This menu change will increase the number of the new substitute items being sold in many units.  An efficient purchasing system must be in place to supply Wendy’s with these items.  The system is set up so that shipments are received every 3 days, which is often enough to assist units in the implementation of this competitive method before the true higher demand of these items is known.  The Supply Chain Management system is a core competency in alignment with all menu items, including the new combo meals.


	Healthy Kid’s Meal Options is a competitive method designed to offer consumer’s more healthy choices as substitutions.  The new options such as mandarin oranges and reduced fat chocolate milk were not previous items on Wendy’s menu.  When implementing new menu items, it is important to have in place a strong and efficient Supply Chain Management system to supply the units with these options.  As with the new combo options, it is also important to have a flexible purchasing system, with 3 shipments each week to assist in the implementation of the new menu item until demand for the new items can be more accurately measured.  Wendy’s efficient Supply Chain Management System is a core competency aligned with all menu items including the Healthy Kid’s Meal Options. 

	Quality Assurance

Wendy’s has two types of unannounced inspections, Food Safety Evaluation and Sparkle Operator Evaluation.  These evaluations are completed together and occur 1 time each year by the Director of Area Operations and Franchise Area Directors and are supposed to be done 2 times each quarter, one lunch and one dinner, by the District Manager or Franchisee/Operator.  The Food Safety Evaluation evaluates all sanitation procedures and takes the last score from the Department of Health into consideration.  Any violations found in Class I must be resolved and re-evaluated within 24 hours.  The Sparkle Operator Evaluation evaluates food quality, service, and interior/exterior cleanliness.  A large portion of the grading for the SOE is based on performance and leadership skills of the Manager-in-Charge and their ability to create a team atmosphere.  These evaluations are given grades of A, B, C, or F.   A score of 82, “B” is considered a restaurant that executes well, meets guest expectations, and would not generate negative word of mouth from customers.  Wendy’s also completes a more thorough inspection, which is announced, called the Restaurant Operations Evaluation.  The ROE is completed 2 times each year on alternating quarters by the District Manger or Franchise Operator.  It is done over several day-parts and is divided into 4 Operation Sections: Open, Service (lunch or dinner), Post-Rush (lunch or dinner), and Late Night and Close.  Again, heavy emphasis is placed on management through an Employer of Choice Evaluation section which focuses on leadership and the management team promise.  Development of an action plan for each unit is the final step in the ROE and is re-evaluated at the next SOE/FSE.  McDonalds quit evaluating and grading franchises on cleanliness, service, and speed during their large expansion period in the 1990s, however, has found the need to re-implement these inspections.  They currently have announced and unannounced inspections completed by McDonald’s field operators as well as mystery shoppers who grade restaurant units.  McDonalds has also implemented a toll free customer complaint line.  
	Quality assurance is an important aspect of this competitive method.  In order to identify the individuals capable of operating their own unit, store managers must meet the requirements of The Challenge of increasing sales while most importantly maintaining quality and service.  In order to measure this, Wendy’s FSE and SOE evaluations will be implemented more frequently.  These evaluations cover all important aspects of maintaining quality and service and are excellent measures of a unit’s success.  When combined with increased sales maintained for a year, meeting high quality standards through these evaluations will assist in identifying those individuals capable of operating a successful unit.  This core competency is aligned with The Challenge and will be used as a major part in evaluating and identifying strong management individuals.
	Through expansion, Wendy’s will open new units and expand into new areas and locations.  An effective quality assurance system being in place will assist in making sure the new units operate at the quality and service levels expected by Wendy’s.  These evaluations are successful in identifying problems and developing plans to solve them.  They will be an important measure of quality and service standards to ensure new units are operating as expected.  These evaluations are an important aspect of any Wendy’s unit, especially the new units created through expansion.  The quality assurance measures used by Wendy’s are in alignment with expansion.  
	Quality assurance evaluations also measure process efficiencies in addition to food quality and service.  These processes are evaluated in order to ensure the service and delivery of the product is done in an efficient manner.  The new double-sided burger grill process and the higher quality product it will produce will be measured and evaluated during Wendy’s routine FSE and SOE.  This will assess the new burger produced and ensure appropriate use of the equipment is in place.  The use of the evaluations to measure success and proper use of the equipment make the double sided burger grills in alignment with Wendy’s quality assurance measures.  
	During the evaluations used for quality assurance, speed of drive-thru is measured and evaluated.  The accuracy of order and packaging for drive-thru is also taken into account during the FSE and SOE evaluations.  It is important for Wendy’s to not only consistently measure speed of their service, but accuracy and the service of the drive-thru as well.  These evaluations are successful in identifying problem areas and developing action plans to resolve them.  Maintaining high quality and service while delivering at the appropriate speed are important for continued success of the drive-thru.  These are measured through these effective evaluations and therefore this core competency is in alignment with the competitive method.
	The menu items available as substitutions with combo meals must be evaluated to ensure they meet quality standards.  The Food Safety Evaluations done by Wendy’s measure quality of all menu items along with proper packaging techniques.  These evaluations will measure the quality of the food and delivery of the new combo meals.  Quality assurance is in alignment with all menu items including the new combo meals.
	The food items available in Healthy Kid’s Meal Options are also evaluated as a part of the routine quality assurance evaluations done by Wendy’s.  The FSE and SOE measure food quality, proper packaging, and correct delivery of the kid’s meals.  The new items available in kid’s meals as a part of the entire kid’s meal are evaluated through Wendy’s quality assurance and are therefore aligned with this core competency.  

	Process Improvement

Wendy’s has continually developed new production methods and layout designs to increase efficiency and reduce labor.  Specifically, in the past two years Wendy’s has made many improvements to the production line and grill area.  They have changed to a single line set up with one large grill centerpiece.  This has decreased the needed labor to manage the grill area.  They have continued to improve on the production area by implementation of double-sided burger grills.  Other examples of process improvement include installation of labor saving dishwashing sink and labor saving bun production method.  The previous method of handling and preparing buns was taking 15-20 labor hours per week, and the new system has eliminated the excessive labor hour requirements.  Wendy’s has not only focused on process improvement in the production area, but has also implemented other changes in terms of store layout.  Currently, Wendy’s is testing new drive-thru only store units since 2/3 of their sales are attributed to drive-thru sales.  Nine of these stores are being tested in high traffic areas in Florida and have posted almost the same sales as dine in restaurants in the area.  Wendy’s has realized a core area of business as being drive-thru and has developed the drive-thru only store design.  This store design allows for the most efficient production area for drive-thru as well as improving the process for consumers. 

	This competitive method is designed to free up Wendy’s time and operational costs from the day-to-day requirements of running a restaurant, while choosing the appropriate individuals to operate the units.  Process improvement will be even further achieved through two aspects of this competitive method.  As Wendy’s International as a parent company frees up their time and investments in restaurant units, they will act as in terms of process improvement with store design, menu planning, and quality and service.  Individuals operating their own unit will also be also be able to identify process improvements during The Challenge in which they must achieve high sales growth and during their time operating their own franchise.  With these individuals responsible for their bottom line, it will be to their advantage to implement process improvements that increase success.  This core competency is aligned with The Challenge and will become stronger through use of this future competitive method.  
	The new units developed in expansion will include the process improvements implemented by Wendy’s in terms of new store layouts and equipment.  All of the new locations will include implementation of the double sided burger grills, and the drive through only locations.  This competitive method is in alignment with this core competency.
	The new double-sided burger grills are process improvement at its best.  These grills were designed to speed the production process, reduce labor needed, and produce a higher quality product.  Process improvement such as these lead to reduction of costs and increase of revenues through higher capacity.  The double-sided burger grill is a product of Wendy’s commitment to process improvement and is aligned with process improvement as a core competency.
	The drive-thru service and its efficient speed are products of process improvements.  The system and components in place in the drive thru such as the LCD ordering screen, wireless headsets, POS system, and self opening windows when utilized together are responsible for increased drive-thru speed.  These were all developed through constant process improvement to make Wendy’s the leader in the drive-thru service in their industry.  The components used to create the efficiency of the drive-thru service are in alignment with Wendy’s commitment to process improvements. 
	The new substitutions available with combo meals are product improvements to meet changing consumer demands.  The appropriate process for production of these items is already in place and therefore this competitive method is not in alignment with process improvement.
	Healthy Kid’s Meal Options are product improvements in response to consumer demands for healthier meal options.  This competitive method is not in alignment with Wendy’s core competency of process improvement.

	Production Line and Management
Wendy’s production area is set up in a single line format with a center grill.  The production line flows in one direction from the grill operator to the line coordinator to the order taker.  All line employees wear wireless headsets that are linked to the drive-thru point of sale system.  The production atmosphere is team-oriented with the Manager-in-charge as the team leader.  This is a part of Wendy’s Service Excellence Program that promotes a team approach to all operations.    A significant amount of the score for each unit’s Restaurant Operations Evaluation is based on the Manager-in-charges ability to “coach” their team.  This includes the team and MIC utilizing the proper headsets, each crew member maintaining the core position, and the MIC using coaching to provide positive and corrective feedback.  Development of an action plan occurs when the production staff was not coordinated by the MIC to work in a team approach during the Restaurant Operations Evaluation.   

	The Challenge will identify self management individuals capable of operating their own, successful Wendy’s unit.  An important aspect identified by Wendy’s of successful store operations is use of the production system through a team atmosphere.  The Manager-in-Charge is responsible for production management through a team approach.  Identifying capable management to operate units successfully will include identifying those individuals that promote and utilize the team approach in production.  This will be evaluated through ROE evaluations.  This core competency relies on effective management to increase production efficiency.  This is aligned with the competitive method that relies on identifying appropriate individuals to operate units successfully.  
	The new units opened through expansion will have the appropriate store layout design and production line set up.  Every Wendy’s unit utilizes this efficient single line set up as well as the wireless equipment used by all team members.  The team approach is another important aspect of proper and efficient production in all Wendy’s units.  Each Wendy’s, including the new stores developed through expansion utilize these production methods.  The efficient production line set up and management style used by Wendy’s will be an important aspect of the new units.  Expansion is in alignment with the production line set up and management of Wendy’s.
	The new double-sided burger grill is a major element of the single line format of the production area.  This has improved efficiency of the production line and has been a major improvement in terms of this core competency and is therefore in alignment.
	The speed of Wendy’s drive-thru is a direct result of the production line and management.  The wireless headsets and flow of the production line are key elements improving the speed of the drive-thru service.  The efficient speed of Wendy’s drive-thru service is a result of the production line and management and therefore in alignment.
	The substitution items available in the new combo meals are produced in the production line.  Efficient set up and layout of the line as well as effective management of the line are needed to ensure the new combination of items is packaged correctly and efficiently.  The production line and management system in place by Wendy’s is effective and in place to ensure proper production of all menu items.  This competitive method is therefore aligned with the production line and management. 
	Healthy Kid’s Meal Options also call for a different bundling of menu items to meet consumer demands.  The effective line set up and management system in place will also ensure proper production and delivery of the new kid’s meal options.  The kid’s meal options, as with all menu items, utilize the production line set up and management in place and therefore the healthy kid’s meal options are in alignment with Wendy’s efficient line set up and production management.  


	Core competencies
Research and Development
	Competitive methods

	
	Challenge (future)
	Expansion (current)
	Double Sided Grill (current)
	Drive Thru (current)
	Combo Options (current)
	Healthy Kid’s Meal Options (current)

	Product Testing
Wendy’s research and development team “don’t do ‘me too’ products” says Kathie Chestnut who heads the R&D department.  Wendy’s always wants to be the pioneer in new product offerings.  Doing this with efficiently and effectively takes time, an average of 2 years according to the department.  It takes a full year just to line up the right suppliers for the new products.    The addition of Wendy’s $5 million 37,500 square foot Research and Development Innovation Center in 2002 raised the bar in product development for QSR R&D.  Primarily made up of test kitchens and laboratory, this new space has proven to be incredibly resourceful, including providing greater feedback during product testing.  A key component of the facility is a sensory lab that provides immediate feedback during panel testing.  Chestnut claims Wendy’s first priority is still the customer.  The division brings in customers everyday to help make decisions regarding anything from spice levels to suppliers.  As a result of Wendy’s high standards in R&D new products rarely fail to meet expectations, and new products continue to add value.  The Garden Sensations Salad line is an example of a highly successful product developed under the current department structure.  It is hard to gauge competition in R&D as company specific information, such as expense or certain testing methods, is not made available to the pubic.  Based upon success of new products Wendy’s rightfully claims a seat at the front of the pack with the success of products such as Garden Sensations.   

	Where this competitive method primarily deals with franchising it would not be aligned with this core competency.  
	This competitive method involves the growth of restaurants, therefore it would not contain a substantial linkage to the core competency of product testing.
	This competitive method was developed to increase efficiency and decrease labor costs.  Requiring a substantial amount of capital to implement it was equipment that required a large amount of research and development and product testing.  There is a strong alignment with this core competency.  
	This competitive method is aligned to the core competency of product testing.  Where products such as cashless payment systems and ordering systems must be evaluated and tested.  
	Consumer appeal, and the different menu item offerings, although not new to the menu required testing as part of the bundled product.  This competitive method is aligned with this core competency.
	The new product offerings such as mandarin oranges had to be evaluated and tested, along with the consumer appeal required testing, therefore this competitive method is in alignment with this core competency.  

	New Restaurant Investments

The Quick Service Industry is one of the most competitive and oversaturated industries, making it difficult to separate your company from the rest.   With the effect of customer loyalty providing very little potential for profit increase, QSR companies are forced to look beyond brand recognition and create ways to drive profits and add value.  The industry has turned to expansion and growth for the answer.  Wendy’s has been successful with major acquisitions and mergers, helping to expand and grow the company, making it more competitive in the industry.  In 1995 Wendy’s merged with Canadian restaurant chain Tim Horton’s, making history, creating a partnership, that was considered by some to be one of the great restaurant mergers of all time.  Tim Horton’s now accounted for more than 40% of Wendy’s overall income in 2003.  Other acquisitions including:  Baja Fresh and a majority interest in Café Express have proven to be valuable assets and helped to curb QSR competition.  Of the Competition, most notably McDonald’s has Boston Market and Chipotle (the main competitor of Wendy’s Baja Fresh chain); and CKE has Carl’s Jr., Green Burrito, and La Salsa.
Along with business expansion it is also important to continue improving existing locations.  Wendy’s is dedicated to providing their customers with a sense of higher quality and service than what is expected from other QSR.  In addition to new higher quality product offerings, Wendy’s has started renovating dining rooms (average cost of $90,000 per store)  in certain locations in order to make them more inviting to guests and increase dine-in sales.  From a different approach Wendy’s is also experimenting with drive-thru only units.  This opportunity stemmed from the success of late night campaigns.  

	Considering this competitive method focuses on increasing franchising and much of the new business created by these mergers and acquisitions is through franchising, there is a definite alignment with this core competency.
	Expansion is a key element in this core competency, as the acquisitions of new companies and restaurants helps to expand the brand in numbers and into different market segments.  This competitive method is in alignment with this core competency. 
	The double sided burger grill is focused on improving production within the stores, therefore just by considering the equipment contracts to be new business in a sense, there would be a weak alignment between this core competency and this competitive method.
	The opportunity of new business in the form of drive-thru only stores facilitate the alignment between this core competency and this competitive method. 
	This menu option does not align with this core competency in the degree it is discussed here, considering the focus of this core competency is primarily on external store expansion and aesthetic improvements.  
	This menu option does not align with this core competency in the degree it is discussed here, considering the focus of this core competency is primarily on external store expansion and aesthetic improvements.  
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Task Environment Cash Flow Assumptions
Assumptions made for Cash flows: 

McDonald’s Go Active Campaign: 

1. 30 million step-o-meters issued - 55,000 given away at Olympic Games = # of adult meals sold; multiply by Avg. Check ($4.99) multiplied by 10% increase in sales attributed to salad menu option. 

2. This number is calculated by multiplying number 1 by .33 and subtracting that total from number 1.  This is to account for the decrease in the expected number of salad sales attributed directly to the campaign.  McDonald’s has predicted the effects of this campaign will level off in one calendar year. Out calculation equally divided this effect over the last 3 quarters of the year.  

3. Changes in operating expenses are determined by multiplying the change in revenue by the McDonald’s variable cost percentage (.83).  

4. We assumed no change in depreciation and amortization due to lack of hard asset investment in this competitive method. 

5. No interest expense is accounted for due to the fact that we utilize current assets in a different manner and did not incur capital investment expenses

6. The marginal tax rate for McDonald’s is 34%

7. The discount for the project is the industry risk premium for the consumer discretionary segment of the S&P 500. This holds the investment to a higher discount rate/risk standard than McDonald’s current  WACC of 4%

8. the initial outlay for this project includes the cost  associated with $55,000 cost associated with the give away of the step-o-meters and with the $230,000 investment in reutilization and redesign of the Go Active! Webpage. 

YUM! Corporation Multi branding: 

1. The change in revenue for the multi branding competitive method is determined by multiplying the incremental revenue associated with the multi branded store (204,034 – incremental revenue) by 630 corporate owned stores.   This sum is added to the incremental affect of royalty fees ($2,083) by the number of multi branded franchised locations (325)

2. The incremental revenue for 2004 was conservatively estimated by multiplying the same incremental revnues by the [projected number of new 


multi branded locations (52 corporate, 98 franchised)

3. The incremental revenue for 2005 was conservatively estimated by multiplying the same incremental revenues by the [projected number of new 


multi branded locations (94 corporate, 176 franchised)

4. The incremental revenue for 2006 was conservatively estimated by multiplying the same incremental revenues by the [projected number of new 


multi branded locations (175 corporate, 325 franchised)

5. The change in operating expenses was determined by multiplying the change in revenue from the corporate stores by the corporate variable cost percentage of .85 and by multiplying the franchise change in revenues by 7% or cost of corporate operation

6. Depreciation and amortization for all the new locations planned was summed and then attributed to each year using straight-line depreciation method

7. The change in interest expense is attributed to each year annually after considering the cost to finance the investment through debt

8. The tax rate for YUM! Corporation is 32%

9. the discount utilized for this project was the YUM! WACC calculated at 8%. 

10. The initial outlay was determined by multiplying the initial capital investment contributed by the corporation ($15,000) by number of stores to be implemented  (791)

CKE Corporation Thick Burger: 

1. The change in revenue is calculated by multiplying the overall change in revenue (167860963) by the percentage of thick burgers sold (.38).  This sum is multiplied by the food cost attributed to the thick burger (.42). 

2. This number is calculated by multiplying number 1 by .05.  This is to account for the increase in the expected number of thick burger sales attributed directly to the campaign.  CKE has also predicted that the thick burger will be responsible for a 10 percent increase in revenue over the following four years.

3. Changes in operating expenses are determined by multiplying the change in revenue by the CKE non-food variable cost percentage (6.75).  

4. We assumed no change in depreciation and amortization due to lack of hard asset investment in this competitive method. 

5. No interest expense is accounted for due to the fact that we utilize current assets in a different manner and did not incur capital investment expenses

6. The marginal tax rate for McDonald’s is 37%

7. The discount utilized for this project was the CKE WACC calculated at 11.58%

8. The initial outlay for this project includes the cost  was approximately 3.5 million dollars associated with implementation of a new training program and the initial marketing associated with the competitive method

Competitor Analysis

	1.  McDonalds (MCD)
	
	
	
	
	

	 year
	ROIC
	FCF Oper.
	Sales
	Oper. Profits
	Market Cap
	Share Price 
	 

	2003
	8.2
	3269
	17140.05
	1471.4
	25366.2
	24.21
	

	2002
	9.4
	2890
	15405.7
	893.5
	29430.28
	18.28
	

	2001
	7
	2688
	14870
	1636.6
	34535.76
	27.23
	

	2000
	10.6
	2751.5
	14243
	1977.3
	46001.26
	30.19
	

	1999
	8.8
	3008.9
	13259
	1947.9
	53850.86
	42.5
	

	 
	
	
	
	
	
	
	

	CKE
	
	
	
	
	
	
	

	 year
	ROIC
	FCF Oper.
	Sales
	Oper. Profits
	Market Cap
	Share Price 
	

	2003
	-9.6
	62.267
	1363
	48.6
	720.544
	32.04
	

	2002
	-3.7
	71.537
	1438
	150.1
	828.592
	26
	

	2001
	-5.9
	28.3
	1784
	84
	516.029
	22.9
	

	2000
	-10.7
	114.589
	1990
	194.1
	472.475
	15.24
	

	1999
	-8.3
	172.67
	1892
	29.1
	521.899
	19.31
	

	
	
	
	
	
	
	
	

	YUM
	
	
	
	
	
	
	

	 year
	ROIC
	FCF Oper.
	Sales
	Oper. Profits
	Market Cap
	Share Price 
	

	2003
	23.4
	1053
	8380
	617
	10044.8
	34.4
	

	2002
	19.6
	1088
	7757
	583
	7114.8
	24.2
	

	2001
	20.1
	832
	6953
	492
	1783.2
	24.6
	

	2000
	24.3
	491
	7093
	413
	4851
	16.5
	

	1999
	23.5
	565
	7822
	627
	5831.62
	19.31
	


Weighted Average Cost of Capital (WACC)

	Company
	Debt
	Equity
	E/(D+E)
	Re
	(E/(D+E))*Re
	D/(D+E)
	Rd
	Tc
	1-Tc
	Rd*(1-Tc)
	G*K
	 

	
	
	
	
	
	
	
	
	
	
	
	
	

	McDonalds
	9,144,200,000
	1,266,204,986
	0.1216288
	0.13392
	0.016288528
	0.8783712
	0.04
	0.34
	0.66
	0.0264
	0.023189
	

	CKE
	378,800,000
	945,484,000
	0.7139586
	0.14176
	0.101210776
	0.2860414
	0.081
	0.37
	0.63
	0.05103
	0.0145967
	

	YUM
	2,048,000,000
	2,805,760,000
	0.5780591
	0.09864
	0.057019747
	0.4219409
	0.0824
	0.32
	0.68
	0.056032
	0.0236422
	

	Burger King
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	WACC
	WACC%
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	McDonalds
	0.039477528
	3.947752775
	
	
	
	
	
	
	
	
	
	

	CKE
	0.115807467
	11.58074672
	
	
	
	
	
	
	
	
	
	

	YUM
	0.080661941
	8.066194093
	
	
	
	
	
	
	
	
	
	

	Burger King
	0
	0
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Company
	Rf
	β (beta)
	Rm
	Rf
	Rm-Rf
	β(Rm-Rf)
	Re
	Re%
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	McDonalds
	0.0516
	1.05
	0.13
	0.0516
	0.0784
	0.08232
	0.13392
	13.392
	
	
	
	

	CKE
	0.0516
	1.15
	0.13
	0.0516
	0.0784
	0.09016
	0.14176
	14.176
	
	
	
	

	YUM
	0.0516
	0.6
	0.13
	0.0516
	0.0784
	0.04704
	0.09864
	9.864
	
	
	
	

	Burger King
	0.0516
	
	0.13
	0.0516
	0.0784
	0
	0.0516
	5.16
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	


	1978    7.68
	7.68
	
	

	1979    9.77
	9.77
	
	

	1980   10.75
	10.75
	
	

	1981   13.16
	13.16
	
	

	1982   11.10
	11.1
	
	

	1983    8.86
	8.86
	
	

	1984    9.91
	9.91
	
	

	1985    7.76
	7.76
	
	

	1986    6.07
	6.07
	
	

	1987    6.33
	6.33
	
	

	1988    7.17
	7.17
	
	

	1989    7.91
	7.91
	
	

	1990    7.36
	7.36
	
	

	1991    5.54
	5.54
	
	

	1992    3.75
	3.75
	
	

	1993    3.33
	3.33
	
	

	1994    5.02
	5.02
	
	

	1995    5.69
	5.69
	
	

	1996    5.23
	5.23
	
	

	1997    5.36
	5.36
	
	

	1998    4.85
	4.85
	
	

	1999    4.78
	4.78
	
	

	2000    5.85
	5.85
	
	

	
	
	6.177619
	5.16
	5.293333

	risk free rate = 5.16
	
	
	


Estimate of Value Added for Competitive Methods of Competitors Calculations

	McDonald's Go Active Campaign
	May-Aug 04
	Sept-Dec 04
	Jan-April 05
	May- Aug 05

	Change in Revenues
	$22,413,832.50
	$15,017,267.78
	$11,262,950.83
	$7,546,177.06

	less change in operating expenses
	$12,402,320.65
	$8,309,554.84
	$6,232,166.13
	$4,175,551.30

	equals - change in EBITDA
	$10,011,511.85
	$6,707,712.94
	$5,030,784.70
	$3,370,625.75

	less change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00

	equals - change in EBIT
	$10,011,511.85
	$6,707,712.94
	$5,030,784.70
	$3,370,625.75

	less change in interest expenses
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in earnings before taxes
	$10,011,511.85
	$6,707,712.94
	$5,030,784.70
	$3,370,625.75

	less change in taxes
	$3,403,914.03
	$2,280,622.40
	$1,710,466.80
	$1,146,012.76

	equals change in net income
	$6,607,597.82
	$4,427,090.54
	$3,320,317.91
	$2,224,613.00

	plus change in depreciation and amortization
	$0.00
	$0.00
	$0.00
	$0.00

	equals change in cash flow from operations
	$6,607,597.82
	$4,427,090.54
	$3,320,317.91
	$2,224,613.00

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$6,607,597.82
	$4,427,090.54
	$3,320,317.91
	$2,224,613.00

	Discount rate for project
	0.12
	0.12
	0.12
	0.12

	Present value of cash flows
	$6,607,597.82 
	($1,106,772.64)
	($207,519.87)
	($0.00)

	Total of Present Values of Cash Flows 
	$5,293,305.32
	 
	 
	 

	Initial Outlay 
	$285,000.00
	 
	 
	 

	NPV for project 
	$5,008,305.32
	 
	 
	 


	YUM Mutibranding 
	2003
	2004
	2005
	2006

	Change in Revenues
	$130,978,530.00
	$10,813,902.00
	$19,545,804.00
	$36,382,925.00

	less change in operating expenses
	$109,430,804.70
	$9,032,592.18
	$16,327,979.16
	$30,397,445.75

	equals - change in EBITDA
	$21,547,725.30
	$1,781,309.82
	$3,217,824.84
	$5,985,479.25

	less change in depreciation and amortization
	$200,172.11
	$200,172.11
	$200,172.11
	$200,172.11

	equals - change in EBIT
	$21,347,553.19
	$1,581,137.71
	$3,017,652.73
	$5,785,307.14

	less change in interest expenses
	$14,888.12
	$14,888.12
	$14,888.12
	$14,888.12

	equals change in earnings before taxes
	$21,332,665.07
	$1,566,249.59
	$3,002,764.61
	$5,770,419.02

	less change in taxes
	$6,826,452.82
	$501,199.87
	$960,884.68
	$1,846,534.09

	equals change in net income
	$14,506,212.25
	$1,065,049.72
	$2,041,879.93
	$3,923,884.93

	plus change in depreciation and amortization
	$200,172.11
	$200,172.11
	$200,172.11
	$200,172.11

	equals change in cash flow from operations
	$14,706,384.36
	$1,265,221.83
	$2,242,052.04
	$4,124,057.04

	less working capital changes
	$0.00
	$0.00
	$0.00
	$0.00

	equals changes in operational cash flows to equity
	$14,706,384.36
	$1,265,221.83
	$2,242,052.04
	$4,124,057.04

	Discount rate for project
	0.08
	0.08
	0.08
	0.08

	Present value of cash flows
	$14,706,384.36 
	$1,171,501.69 
	2075974.28
	3818571.64

	Total of Present Values of Cash Flows 
	$21,772,431.97 
	 
	 
	 

	Initial Outlay 
	11865000
	 
	 
	 

	NPV for project 
	$9,907,431.97 
	 
	 
	 


	CKE Hardee's Thick burger
	2004
	2005
	2006
	2007
	2008

	Change in Revenues
	26790609.69
	28130140.18
	25317126.16
	22785413.55
	20506872.19

	less change in operating expenses
	1808366.154
	2531712.616
	303805.5139
	3417812.032
	2460824.663

	equals - change in EBITDA
	24982243.54
	25598427.56
	25013320.65
	19367601.51
	18046047.53

	less change in depreciation and amortization
	0
	0
	0
	0
	0

	equals - change in EBIT
	24982243.54
	25598427.56
	25013320.65
	19367601.51
	18046047.53

	less change in interest expenses
	0
	0
	0
	0
	0

	equals change in earnings before taxes
	24982243.54
	25598427.56
	25013320.65
	19367601.51
	18046047.53

	less change in taxes
	9243430.11
	9471418.198
	9254928.64
	7166012.56
	6677037.585

	equals change in net income
	15738813.43
	16127009.36
	15758392.01
	12201588.95
	11369009.94

	plus change in depreciation and amortization
	0
	0
	0
	0
	0

	equals change in cash flow from operations
	15738813.43
	16127009.36
	15758392.01
	12201588.95
	11369009.94

	less working capital changes
	0
	0
	0
	0
	0

	equals changes in operational cash flows to equity
	15738813.43
	16127009.36
	15758392.01
	12201588.95
	11369009.94

	Discount rate for project
	0.1158
	0.1158
	0.1158
	0.1158
	0.1158

	Present value of cash flows
	15738813.43
	18239096.77
	20156303.02
	17650818.89
	18600328.06

	Total of Present Values of Cash Flows 
	90385360.17
	 
	 
	 
	 

	Initial Outlay 
	3,489,000
	 
	 
	 
	 

	NPV for project 
	86896360.17
	 
	 
	 
	 


	Wendy's Double Sided Burger Grills
	 
	 
	2004
	2005
	2006
	2007
	2008

	Change in Revenues
	 
	 
	18634.73
	46835.43
	477808.42
	598880.36
	603768.22

	less change in operating expenses
	 
	 
	-1470000
	-5743500
	-19761000
	-34713000
	-40320000

	equals - change in EBITDA
	 
	 
	1488634.73
	5790335.43
	20238808.42
	35311880.36
	40923768.22

	less change in depreciation and amortization
	 
	 
	395500
	1545274.99
	5316649.96
	9339449.83
	10847980.8

	equals - change in EBIT
	 
	 
	1093134.73
	4245060.44
	14922158.46
	25972430.53
	30075787.42

	less change in interest expenses
	 
	 
	387392.25
	1513596.87
	5207658.68
	9147991.28
	10625616

	equals change in earnings before taxes
	 
	 
	705742.48
	2731463.57
	9714499.78
	16824439.25
	19450171.42

	less change in taxes
	 
	 
	261124.7176
	1010641.521
	3594364.919
	6225042.523
	7196563.425

	equals change in net income
	 
	 
	444617.7624
	1720822.049
	6120134.861
	10599396.73
	12253607.99

	plus change in depreciation and amortization
	 
	 
	395500
	1545274.99
	5316649.96
	9339449.83
	10847980.8

	equals change in cash flow from operations
	 
	 
	840117.7624
	3266097.039
	11436784.82
	19938846.56
	23101588.79

	less working capital changes
	 
	 
	0
	0
	0
	0
	0

	equals changes in operational cash flows to equity
	 
	 
	840117.7624
	3266097.039
	11436784.82
	19938846.56
	23101588.79

	Discount rate for project
	 
	 
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	Present value of cash flows
	 
	 
	840117.7624
	2946145.624
	9305840.423
	14634445.46
	15294709.98

	Total of Present Values of Cash Flows 
	 
	 
	144793355.9
	 
	 
	 
	 

	Initial Outlay 
	 
	 
	11865000
	 
	 
	 
	 

	NPV for project 
	 
	 
	132928355.9
	 
	 
	 
	 


	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2017

	608695.97
	613662.9291
	618670.4186
	623718.769
	628808.314
	633939.3902
	639112.3357
	644327.492
	649585.2047

	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000
	-40320000

	40928695.97
	40933662.93
	40938670.42
	40943718.8
	40948808.3
	40953939.39
	40959112.34
	40964327.5
	40969585.2

	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8

	30080715.17
	30085682.13
	30090689.62
	30095738
	30100827.5
	30105958.59
	30111131.54
	30116346.7
	30121604.4

	10625616
	10625616
	10625616
	10625616
	10625616
	10625616
	10625616
	10625616
	10625616

	19455099.17
	19460066.13
	19465073.62
	19470122
	19475211.5
	19480342.59
	19485515.54
	19490730.7
	19495988.4

	7198386.693
	7200224.468
	7202077.239
	7203945.13
	7205828.26
	7207726.758
	7209640.748
	7211570.36
	7213515.71

	12256712.48
	12259841.66
	12262996.38
	12266176.8
	12269383.3
	12272615.83
	12275874.79
	12279160.3
	12282472.69

	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8
	10847980.8

	23104693.28
	23107822.46
	23110977.18
	23114157.6
	23117364.1
	23120596.63
	23123855.59
	23127141.1
	23130453.49

	0
	0
	0
	0
	0
	0
	0
	0
	0

	23104693.28
	23107822.46
	23110977.18
	23114157.6
	23117364.1
	23120596.63
	23123855.59
	23127141.1
	23130453.49

	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	13798295.14
	12448323.26
	11230369.4
	10131611.7
	9140368.92
	8246135.306
	7439389.888
	6711553.58
	6054949.882


	2018
	2019
	2020
	2021
	2022

	654885.82
	636157.7
	594576.5
	333432
	62329.45

	-40320000
	-38850000
	-34576500
	-20559000
	-5607000

	40974885.8
	39486157.7
	35171076.5
	20892432
	5669329.5

	10847980.8
	10452480.8
	9302705.81
	5531330.84
	1508531

	30126905
	29033676.9
	25868370.7
	15361101.2
	4160798.5

	10625616
	10238223.8
	9112019.13
	5417957.32
	1477624.7

	19501289
	18795453.2
	16756351.6
	9943143.84
	2683173.8

	7215476.94
	6954317.67
	6199850.08
	3678963.22
	992774.29

	12285812.1
	11841135.5
	10556501.5
	6264180.62
	1690399.5

	10847980.8
	10452480.8
	9302705.81
	5531330.84
	1508531

	23133792.9
	22293616.3
	19859207.3
	11795511.5
	3198930.4

	0
	0
	0
	0
	0

	23133792.9
	22293616.3
	19859207.3
	11795511.5
	3198930.4

	0.1086
	0.1086
	0.1086
	0.1086
	0.1086

	5462589.38
	4748505.56
	3815607.59
	2044296.92
	500100.12


Assets and Capital








Sustainability











Key


W= Wendy’s Area with more than 6,000 stores


■= Wendy’s Area with 20 or more location


■= Wendy’s in area with less than 20 locations





Insert Map of your geographic market area in this space


� HYPERLINK "http://www.sitesatlas.com/Atlas/PolAtlas/polnav.nvm" \m ��� INCLUDEPICTURE "http://www.sitesatlas.com/Atlas/TPol/polnav.gif" \* MERGEFORMATINET ����








List all the geographic sources of your customer by level of business volume generated.     


Wendy’s international reported 3,149,000,000 in sales in the year 2003.  These were created by the 6,481 Wendy’s open.  The international segment includes 26 counties including Australia, Philippines and the Caribbean.


North American Wendy’s�
�
Percent sales Increase�
�
     Company�
1,460�
0.9�
�
     Franchise�
4,668�
1.1�
�
International�
�
�
�
      Company �
5�
(1.4)�
�
      Franchise�
348�
(.04)�
�
Total�
6,481�
�
�
What is the average geographic distance your customer must travel to receive your products and services?  Wendy’s international gives each Wendy’s a 15 mile radius around the property as a target market.  In many locations the properties are closer than 15 miles.  Wendy’s has its strongest presence in the Midwest, and Northeast.  


What is the most frequent mode of travel used by your customer?  


The most frequent mode of travel is by automobile.   Seventy percent of Wendy’s sales take place in the drive thru.  


Sources:


-Wendy’s International Investor Webpage


-Wendy’s International Division Customer Service Call Center


-Forbes Online 


-Factiva (Dow Jones Interactive)














Target market descriptors


























Industry segment critical success factors











Industry value drivers















































Industry value drivers





Competitor analysis





Buying groups





Potential competitors





Substitute products and services





Regulators





Supplier analysis





Franchisor-Franchisee relationship/ selection





Franchisor-Franchisee relationship/ selection





Estimate life span of CM





Yum’s cost of capital is high based on a major factor that brings down total equity.  The firm is more leveraged than McDonald’s or Wendy’s.  





Estimating the cost of capital











Cash Flows





Risk free rate is calculated by the average return of 6 month t-bills for the last 10 years








Wendy’s International has spent large amounts of cash investing activities.  First the company has spent money to clear their 200 million dollar line of credit; also they have implemented a cash heavy stock repurchase program.  





Number provided on value line and Bloomberg.  
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