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Developing Your Franchise Business
Model

The Four Franchise Structures: Choosing Your Path

Most people think franchising is one-size-fits-all. It's not. The structure you choose will
determine everything from your growth rate to your profit margins to your management
headaches.

Single-Unit Franchises: The McDonald's Model
How It Works: Each franchisee owns and operates one location.
Best For:

e Businesses requiring hands-on management
e Service-based businesses where owner involvement is crucial
Concepts with high training requirements

Pros:
Maximum quality control
Direct relationship with each franchisee
Easier to maintain brand standards
Cons:

e Slower growth
e More franchisees to manage
e Higher support costs per location

Real Example: Most McDonald's franchisees own 1-3 locations. This keeps them actively
involved in day-to-day operations and maintains quality standards.



Your Decision Factors:

e Does your business require daily hands-on management?
e Are your profit margins high enough to support single-unit economics?
e Can you provide adequate support to many individual franchisees?

Multi-Unit Development: The Growth Accelerator
How It Works: Franchisees commit to opening multiple locations within a specified timeframe.
Best For:

Concepts with lower complexity
Markets where rapid expansion is important
Franchisees with significant capital and experience

Pros:
Faster growth
Larger, more sophisticated franchisees
Economies of scale for franchisees
Cons:

e Higher barrier to entry
e Risk of franchisee overextension
e Potential quality control issues

Real Example: Domino's Pizza often grants multi-unit development rights. A franchisee might
commit to opening 5 locations over 3 years in a specific metropolitan area.

Action Steps:

Define your minimum market size for multi-unit development

Set realistic development timelines (usually 1-2 locations per year)
Create performance standards for development milestones

Plan increased support for multi-unit developers
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Area Development Agreements: The Regional Strategy

How It Works: A franchisee gets exclusive rights to develop multiple units in a large geographic
area.

Best For:

e Businesses that benefit from market density



Concepts targeting specific demographic groups
International expansion

Pros:

Attracts high-caliber, well-funded franchisees

Provides market exclusivity incentives

Reduces franchisor's marketing costs in developed areas
Cons:

e Longer development timelines
e Risk of market being underdeveloped if franchisee fails
e Complex territory management

Real Example: Many fitness franchises use area development. A franchisee might get
exclusive rights to develop all locations in a metropolitan area over 5-7 years.

Master Franchising: The International Expansion Tool

How It Works: A master franchisee gets rights to an entire country or large region and
sub-franchises to others.

Best For:

International expansion where local knowledge is crucial
Large territories where direct management isn't feasible
Established concepts ready for rapid expansion

Pros:
Rapid expansion with minimal franchisor investment
Local expertise and market knowledge
Reduced operational complexity for franchisor
Cons:

Less control over brand standards
Dependence on master franchisee's success
Complex profit-sharing arrangements

Real Example: KFC uses master franchising extensively. A master franchisee in a country like
Japan manages all KFC operations and sub-franchises to local operators.



Franchise Fees and Royalties: The Economics That Make
or Break You

The Initial Franchise Fee: Your Upfront Revenue
The initial franchise fee isn't just about making money upfront. It serves multiple purposes:
Fee Ranges by Industry:

Food & Beverage: $25,000-$75,000
Retail: $15,000-$50,000

Services: $20,000-$60,000

Fitness: $30,000-$80,000

What the Fee Should Cover:

Initial training for franchisee and key staff
Operations manual and ongoing updates
Site selection assistance

Grand opening marketing support

Initial inventory or equipment packages
Technology setup and training
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Pricing Strategy:

Research 5-10 competitors' franchise fees
Calculate your actual cost to onboard a franchisee
Add 20-30% margin for profit

Consider market positioning (premium vs. value)

Action Steps:

Create a detailed cost analysis for onboarding one franchisee
Survey potential franchisees about fee sensitivity

Test different fee structures with your proof-of-concept locations
Plan how you'll justify your fee compared to competitors
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Ongoing Royalties: Your Recurring Revenue Engine

The Royalty Rate Decision: Most franchises charge 4-8% of gross revenue. But the rate isn't
arbitrary — it should reflect the ongoing value you provide.

Factors in Royalty Rate:

e Industry standards (research your competitors)



Ongoing support requirements
Marketing support provided
Technology and systems complexity
Franchisee profit margins

Royalty Collection Methods:

1.

2.
3.
4.

Percentage of Gross Revenue: Most common, aligns franchisor and franchisee
interests

Fixed Monthly Fee: Provides predictable income, easier for franchisees to budget
Sliding Scale: Lower rates for higher-volume franchisees

Performance-Based: Rates tied to franchisee profitability or other metrics

Real Example: Subway charges 8% royalties because they provide extensive ongoing support:
advertising, new product development, supplier negotiations, operations assistance, and
technology platforms.

The Marketing Fee: Pooled Power

Typical Marketing Fees: 1-3% of gross revenue, collected separately from royalties.

What Marketing Fees Should Fund:

National/regional advertising campaigns
Digital marketing platforms and tools
Brand development and refresh initiatives
Public relations and crisis management
Marketing collateral and templates

Social media management and content

Marketing Fund Governance:

Create a marketing advisory council with franchisee representation
Provide quarterly reports on marketing spend and results

Allow franchisees to vote on major marketing initiatives

Maintain transparency in fund usage

Action Steps:
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Research competitors' marketing fees and programs
Calculate minimum fund size needed for effective marketing
Develop a marketing plan showing how funds will be used
Create governance structure for marketing fund oversight

Technology Fees: The Modern Necessity



Common Technology Fees: $50-$300 per month per location.
What Technology Fees Typically Cover:

Point-of-sale (POS) system licensing and support

Customer relationship management (CRM) platforms

Online ordering and delivery integration

Inventory management systems

Financial reporting and analytics tools

Communication platforms between franchisor and franchisees

Technology Strategy:

1. Build vs. Buy: Develop proprietary technology or license existing solutions?
2. Integration: Ensure all systems work together seamlessly

3. Training: Provide comprehensive technology training and support

4. Updates: Plan for regular system updates and improvements

Creating Your Operations Manual: The Franchise Bible

Your operations manual isn't just documentation — it's the DNA of your franchise system. It's
what allows someone in Denver to recreate the exact experience you deliver in your hometown.

The Core Components of a Franchise Operations Manual
Section 1: Brand Standards and Identity

Logo usage guidelines and restrictions
Color schemes and visual identity standards
Approved signage and marketing materials
Store design and layout requirements
Uniform and appearance standards for staff

Section 2: Daily Operations Procedures

Opening and closing checklists

Customer service protocols and scripts
Product/service delivery procedures

Quality control standards and testing procedures
Safety and sanitation requirements

Section 3: Financial Management

e Accounting procedures and chart of accounts
e Daily, weekly, and monthly reporting requirements



e Cash handling and deposit procedures
e Inventory management and ordering systems
e Royalty and fee payment procedures

Section 4: Human Resources

Hiring procedures and job descriptions
Training programs and schedules
Performance evaluation systems
Discipline and termination procedures
Wage and benefit guidelines

Section 5: Marketing and Sales

Approved marketing materials and campaigns
Local marketing guidelines and restrictions
Social media policies and procedures
Customer retention and loyalty programs
Sales tracking and analysis procedures

Writing Your Operations Manual: The Step-by-Step Process

Step 1: Document Everything You Do For one full week, document every single thing you do
in your business. Every phone call, every process, every decision. You'll be amazed at how
much of your "system" exists only in your head.

Step 2: Create Process Maps For each major process, create a visual flowchart showing every
step, decision point, and possible outcome. This helps you identify gaps and redundancies.

Step 3: Write Like You're Training a Smart Teenager Your instructions should be detailed
enough that someone with no industry experience can follow them successfully. Use simple
language, short sentences, and lots of examples.

Step 4: Include the "Why" Behind Every Process Don't just tell franchisees what to do —
explain why it's important. This helps them make good decisions in situations not covered by the
manual.

Step 5: Test Everything with Real People Have someone outside your business follow your
written procedures exactly. Where do they get confused? What do they do differently than you
intended? Use this feedback to refine your instructions.

Example: Customer Greeting Process
Bad Example: "Greet customers promptly and professionally."

Good Example: "When a customer enters the store:



1. Make eye contact and smile within 3 seconds

2. Say 'Good morning/afternoon! Welcome to [Business Name]!'

3. If you're helping another customer, acknowledge the new customer with eye contact and
say 'I'll be right with you!

4. Finish with your current customer within 2 minutes or ask a colleague to help the waiting
customer

5. Ask the customer 'How can | help you today?' or 'What brings you in?'

Why this matters: First impressions are formed within 7 seconds. A warm, prompt greeting
makes customers feel valued and sets a positive tone for their entire experience."

Operations Manual Maintenance and Updates

Your operations manual is a living document that needs regular updates.
Update Schedule:

e Minor updates: Quarterly
e Maijor revisions: Annually
e Emergency updates: As needed for safety or legal compliance

Update Process:

Collect feedback from franchisees quarterly

Review and test proposed changes

Communicate changes to all franchisees 30 days in advance
Provide training on significant changes

Update all versions simultaneously
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Version Control:

Number each version clearly

Track all changes and their effective dates

Require franchisees to acknowledge receipt of updates
Maintain archives of previous versions

Your franchise structure is a strategic decision that will impact your operations, support systems,
and long-term value creation. By aligning the model with your business goals, customer
experience requirements, and available resources, you'll be better positioned for scalable,
sustainable growth.

If you're ready to start building your franchise model or want expert guidance to accelerate the
process, we're here to help.



Our Alloy Program covers all aspects of franchising your business with full support
throughout.

For more information or a free one-on-one consultation, contact me at:
Greg Tuthill
Franchise Nav | The Franchise Consulting Company
p: 949-293-3508

e: gtuthill@thefranchiseconsultingcompany.com

www.FranchiseNav.com
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