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MUOS CONTINUE
GROWING

Expansion is the keyword for
multi-unit franchisees

see. This choice was characterized by hard work and

hands-on management of a single location. The past
two decades have seen a significant shift to multi-unit fran-
chising, and it is this group of entrepreneurs who now make up
the majority of franchisees in the marketplace.

O nce upon atime a person could “buy” a job as a franchi-

Franchise Update Media has been following this trend since it
began. In 2004 we launched Area Developer magazine, soon
renaming it Multi-Unit Franchisee magazine to expand our
coverage of the evolving forms of multi-unit ownership. In the
ensuing years, as we strove to serve this new and expanding
breed of entrepreneurs and educate them on this growing phe-
nomenon, we were learning too.

In the inaugural issue of the magazine, former stockbroker
John Prince opened up about how he had become a multi-
brand operator with Applebee’s, Aaron’s, Famous Dave’s, and
Hooters. He told us that the cash flow from his restaurants
covered the locked-in inventory cost of his Aaron’s rental
stores. Then we discovered Jim Gendreau, another multi-unit
pioneer, in his case a serial franchisee for several brands, in-
cluding dozens of Cost Cutters. And Tom Larson, a lodging
and restaurant operator with 7 brands, which at the time we
thought was phenomenal. We asked, How did they do it?

Since then, we've profiled and interviewed hundreds of multi-
unit operators, spoken with specialists and experts on every
aspect of the business, and tallied numbers, stats, lists, and
rankings highlighting the rapid growth of these operators and
their organizations—not only of their growing numbers, but
also of their professionalism, passion, determination, gener-
osity, and community involvement.

Next we launched the annual Multi-Unit Franchising Confer-
ence (MUFC), which has grown from a few dozen attendees
at the start into a major event attracting nearly 2,000. To meet
the growing needs of this emerging juggernaut, we added digi-
tal content that today includes an information-packed website
and online newsletters and resources, documenting the growth
and serving the needs of the expanding ranks of multi-unit and
multi-brand franchisees across the U.S. and across the world.

It's unlikely this business shift would have occurred without
franchisors also recognizing the trend and altering how they
think about multi-unit franchisees. Once fearful of allowing
any franchisee group to grow too large, they soon recognized
the power of partnering with the right operators—those inter-
ested in growing the brand together with them. Franchisors
adapted, changing how they marketed and recruited franchi-
sees, and revising their FDDs and processes to accommodate
this new way of franchising. Today it's not uncommon to hear
of multi-unit deals in excess of 50 or 100 units, and 3-packs or
5-packs standard offerings at many brands.

We've found multi-unit franchisees to be as friendly and ap-
proachable as they are smart and savvy. They will speak at
length about how they have achieved success, and freely pro-
vide advice on how others also can succeed. In fact, the best
of them want others to succeed as they have, and have baked
a career path opportunity into their plans for every new hire.
And at the MUFC, they share freely, whether on stage, on a
panel, or in the hallways informally, offering insights to others
interested in following the same path.

Once again, we've freshened up this edition of the Multi-Unit
Buyer’s Guide. It remains an essential resource for connect-
ing expansion-minded multi-unit operators with like-minded
franchisors. In the following pages you'll find information
direct from franchisors to help you evaluate new opportuni-
ties to diversify your portfolio of franchise brands and grow
your organization.

These franchisors understand—and are actively seeking to
connect with—successful multi-unit franchisees to help them
penetrate new markets, a perfect win-win for operators seek-
ing the best brands to invest in. We hope this guide helps all
involved. You just might discover new and prosperous partner-
ships in these pages.
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THERE'S NO STOPPING
MULTI-UNIT OWNERSHIP!

Multi-unit franchisees operate more

than half of franchise units

By Darrell Johnson

ulti-unit operator dominance began in the late 1980s,
and has been growing ever since. For decades, a majori-
ty of U.S. franchised units were controlled by single-unit

operators, based on the idea of buying yourself a job and per-
haps expanding—but nothing like the scale we see today.

According to recent numbers from FRANdata, there are ap-
proximately 43,230 multi-unit operators (MUOs) in the U.S. to-
day, controlling more than half (53.9%) of all franchised units
in the country. This amounts to approximately 227,244 total
units (business-format franchise systems only).

There are two big drivers of this shift. The firstis that we raised
a generation of franchisees with growth on their minds. They
pushed beyond the older “buy a job” mentality from the mo-
ment they started in franchising, armed with business plans
aimed at multi-unit expansion. The second is cooperative
franchisors that went from being concerned by too much fran-
chisee power to actively designing development programs
around multi-unit models.

One notable trend we've observed among MUOs is brand di-
versification, with about 1 in 10 (11%) multi-unit franchisees
operating units across several brands. This upward growth
trend is driven by operators looking to diversify their portfolios
to mitigate risks and expand revenue streams.

Compared with a decade ago, the concentration of units con-
trolled by multi-unit operators has grown significantly, includ-
ing a concentration of units controlled by “mega” multi-unit
operators, those with 50 or more units. The average multi-unit
franchisee now owns 5.16 franchised locations, up from about
476 in 2011.

Additionally, the size and makeup of the top 100 largest franchi-
sees have changed over the past decade, with the average size
of a franchisee on that top 100 list increasing by 50%. Current-
ly, Flynn Restaurant Group tops the list with more than 2,400
franchised locations across seven different restaurant brands.

Five of today’s largest franchisees are Flynn Restaurant Group,
Sun Holdings, Carrols Group, FQSR (formerly KBP Foods), and
Dhanani Group.
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As with these five franchisees, industries with the highest con-
centrations of multi-unit franchisees are found mostly in the
food space. As the table shows, within the food space, 81.93%
of franchised QSR businesses are controlled by multi-unit
franchisees, followed by sit-down restaurants at 66.34%, and
retail food at 49.05%. Also of note is the rise of some non-food
industry classifications, such as beauty-related, real estate,
automotive, clothing & accessories, business-related, and ser-
vices (general).

Top 10 Industries by MUF Control

% Multiple Units

QSR 81.93%
Beauty-Related 78.42%
Restaurants (Sit-Down) 66.34%
Real Estate 56.83%
Automotive 55.28%
Clothing & Accessories 52.88%
Business-Related 51.52%
Retail Food 49.05%
Frozen Desserts 47.47%
Services—General 45.29%

At the other end of the spectrum of multi-unit ownership are
publications at 4.63%; photographic products/services at
4.38%; and travel at 3.44%. Perhaps the most important point
to note here among all these numbers is that multi-unit fran-
chising has penetrated almost all industries where the fran-
chise business model is found.

Darrell Johnson is CEO of FRANdata, an independent research company sup-
plying information and analysis for the franchising sector since 1989. He can
be reached at 703-740-4700 or djohnson@frandata.com.



MANY WAYS TO
MUO SUCCESS

Prevailing models are multi-unit
and multi-brand franchising

large operators along the way. Their expansion approach

is just the way they operate. Some like adding units with
the same brand, saturating markets and territories under their
control. Others look to add new brands and markets to diver-
sify their portfolios and spread the investment risk. Individual
goals and strategies may be different, but for many operators
the attraction of multi-unit or multi-brand franchising is simply
too difficult to resist.

E ntrepreneurs grow by adding units and brands, becoming

Over the past decades, multi-unit franchising has heated up
from a simmer to a boil as operators seek to build their busi-
nesses in “multi” ways. According to FRANdata, in the U.S. to-
day approximately 43,230 multi-unit operators control about
227,244 franchised units, 82% of all QSR units, and 66% of sit-
down restaurants.

Today'’s franchise operators are not content with a single loca-
tion and the chance to “be your own boss.” Instead, they rely
on their experience and expertise from their business or cor-
porate backgrounds, as well as their vision, access to capital,
and infrastructure to coalesce into a recipe for success. They
know how to scale and take measured risks, and they're not
afraid to do it.

During the Great Recession, Covid-19, and the Great Resigna-
tion, the best operators continued to find ways to grow. Opera-
tors who kept their eyes and ears open to opportunity in 2022
found it in QSR, senior care, hair salons, massage, home main-
tenance, children’s activities, pet care, and more, investing to-
day for reward tomorrow. Those with the drive, determination,
and wherewithal can make it happen, and they are. We profile
these people in every issue of Multi-Unit Franchisee magazine.

As you read these profiles you learn quickly that there is a
formula for multi-unit success. The right combination of con-
cept, business acumen, people, products, and loyal customers
helps multi-unit operators find success. The ultimate result is
higher unit count and average unit volume, deeper market pen-
etration, and increased profitability.

In recent years, private equity has discovered the investment
opportunities that can be found in multi-unit franchisees, es-
pecially as these operators continue to grow. Investors see the
potential and want in on it. Some invest in multi-unit operators,
while others acquire them outright, whichever makes the most
business sense at the time for both parties.

“The emergence and growth of multi-unit franchisees is hav-
ing a profound effect on franchising,” says franchise attorney
Lane Fisher. “It is rapidly changing prospective franchisee
screening standards, the quality and substance of existing

Business P&"

training and operational support, pressuring franchisors to
make financial performance representations in their FDDs,
and is affecting the way contracts are written by redefining
‘non-negotiable’ rights and deal breakers.”

However, he adds, multi-unit franchising is not right for every-
body. “Sometimes it is a function of timing, as many new fran-
chisors use various forms of multi-unit franchising to grow in
their early stages; or in other cases the unit economics simply
will not support the additional layers of infrastructure to make
the investment worthwhile; and in still other cases, multi-unit
expansion is at odds with corporate philosophy or the lack of
expansion capital in a particular industry.”

To review, while multi-unit franchising is a great way for fran-
chises to grow, it is not without its own set of challenges. To
avoid failure, multi-unit operators must succeed, at a mini-
mum, in these 3 areas:

1.Have the financial ability to add locations or territories. It
takes deep pockets, or access to them. This often requires
business partners and/or lenders who have skin in the
game and can influence the way you conduct your busi-
ness. This is an important reality to keep in mind if you are
an independent thinker and operator.

2.Create an organization with a management team and infra-
structure to command your expanding empire. You may be
able to remain hands-on with a handful of units, but when
you reach 10 or more it's no longer feasible for you to over-
see day-to-day operations. At some point, you will need to
bring in a team to handle everything from operations to fi-
nance, marketing to HR. You must learn to delegate, trust,
and get out of the way.

3.Leadership is essential. You come to the game with vision,
ambition, and inspiration. The challenge is communicating
these critical intangibles to your expanding organization—
and keeping them intact as they filter down to your unit
managers and frontline staff through your in-house team.
It's necessary and achievable, but not simple or easy.

With the background, experience, and stomach to accept the
challenge, multi-unit franchising is a business strategy that
leads to success. Remember, not only does it require the right
people, partners, and ability to delegate, it also demands your
passion, patience, perseverance, and hard work.
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WHAT'S PROPELLING
MULTI-UNIT GROWTH?

Data indicates multi-unit dominance will continue

By Darrell Johnson

majority of franchised units in the U.S. are owned and

operated by multi-unit operators. Multi-unit operators
control about 54% of all franchised units operating in the U.S.
today. It's remarkable, and the percentage will continue to rise.
This growth is the result of many brands focusing their devel-
opment models on multi-unit development packages over the
single-unit programs of the past.

F or several years now | have pointed out the fact that the

Today, our franchise database shows the following breakdown
of multi-unit operators (MUQOs):

Actual MUO Actual MUO Percentage

Category  ount2010 Count2022  Change
gﬂ—usojnﬁg " 28,862 36,206 +25.4%
2”-“1%???2 3411 4,110 +20.5%
?ﬁ“%%ﬁifﬂs 1,630 2,062 +26.5%
EAGU—OS?J\/J:;S el 482 +21.4%
I\L\;Aoliousn\i/twsth 162 370 +128.4%
IA?ESL 34,462 43,230 +25.4%

Note that these are the “known” franchisees in our database.
While we do our best to keep up with the changes in each
franchise system, our database does not include current data
for all of today’s nearly 4,000 brands. Therefore, each cate-
gory understates the actual total. Since our database is more
current with the larger brands and most of the medium- to
smaller-sized brands, any undercounting is primarily with the
less-established brands, which are less likely to have many
multi-unit operators.

Statistically, we think we have more than 90% in each catego-
ry. Using this 90% confidence level leads us to the estimated
counts in the in the table. Thus, in total, we believe there are
more than the 43,230 multi-unit operators in the U.S. that we
counted. With the number of units they control and the brands
and sectors they operate in, that puts the combined annual
revenue of multi-unit operators somewhere around $200 bil-
lion. There’'s some serious operational, business, and political
influence in that figure!
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We know that the number of units they control is growing. But
how is the number of multi-unit operators changing? For that,
we can turn to our actual database counts. Assuming the ac-
tual-to-estimated changes are consistent, the actual counts
should reflect about the same percentage change per catego-
ry that our estimated numbers would show.

In the span from 2010 to 2022, we have seen a 25.4% increase
in entry-level multi-unit operators. This is certainly consistent
with our analysis of the development models franchise brands
have been using over the past few years. Much more interest-
ing is the expansion of the larger categories of multi-unit oper-
ators, typified by the number of franchisees with 26—50 units
(up 21.4% during this period), and of MUOs with 50 or more
units (up 128.4% during this period).

Several obvious trends are affecting these outcomes. Multi-
unit development models became a common form for expan-
sion in only the past 20 years. In a life cycle sense, the data
confirms that this model is still solidly in a growth mode. And
although many franchisors have had to cancel contracts for
development, especially for the second and third units within
the contract timelines, these data suggest that many second,
third, and fourth units have been added in recent years.

We also cannot ignore the impact that one of the “big two”
small-business challenges—capital access—may have had
on the growth statistics of multi-unit operators (the other,
of course, is unit sales in a soft economy). Most banks have
tightened their underwriting borrower qualification standards
to include existing experience in the industry. This undoubt-
edly has led to more multi-unit operators compared with new
single-unit operators.

Finally, it should be noted that the growth of multi-unit oper-
ators is occurring, in part, because of the exits of some sin-
gle-unit operators. Transfers are on the rise across many in-
dustries, and multi-unit operators increasingly are the buyers
of existing units. Since they are in the best position to evaluate
the current operations and future potential of an existing unit,
this makes sense.

All of this suggests a continuing rise in influence of the multi-
unit operator within franchising. Want further evidence?
Franchise Update Media's Multi-Unit Franchising Conference
has set attendance records in each of the past several years.

Darrell Johnson is president and CEO of FRANdata, an independent research
company supplying information and analysis for the franchising sector since
1989. He can be reached at 703-740-4700 or djohnson@frandata.com.



~ AVOIDINGRISK

Using a diversification strategy to reduce portfolio risk

and those valleys can really hurt a business. Here's

where diversification strategies come into play. When
multi-unit operators diversify their holdings it can help them
maintain higher revenue and reduce the potential impact of
economic cycles. Operating different brands in different sec-
tors in different territories and geographic regions are strat-
egies that help operators spread their risk and protect them-
selves from economic uncertainties.

T he economy is always going to have peaks and valleys,

» Economic cycles. Operators can minimize the effects of
economic ebbs and flows by investing in businesses in dif-
ferent sectors. This also is a good insulator for changes in
consumer behavior. Sit-down restaurants took a beating
during Covid-19, but their QSR siblings thrived on drive-thru,
delivery, and pickup orders.

 Seasonal cycles. Warm weather seasons are ripe for ice
cream, lemonade, and other frozen treats but tend to cycle
down during cooler weather. That's why it makes sense to
add other businesses to balance out the seasons, keep em-
ployees engaged, and the cash flowing. Some franchisees
opt to stay in sectors they know (such as food) while others
venture into completely unrelated concepts (such as gyms
and salons).

* Cash flow. This is important in any business, and franchis-
ing is no exception. Let's say a QSR operator signs on with
a rental concept. Stocking a new rental store with merchan-
dise is expensive, and monthly rental fees don't cover the
purchase price for 6, 12, or 18 months, tying up valuable
cash in inventory. The daily cash flow from the restaurants
can help keep the organization healthy until the rental stores
start showing a profit.

Dayparts. Consumers compartmentalize their days—morn-
ing, afternoon, evening, late night. Whether in food, services,
or some other vertical, it's a good idea to operate business-
es that fill all the slots. If your restaurants garner the major-
ity of sales at breakfast and lunch, consider adding a brand
that peaks in the afternoon or evening. It might create a lon-
ger work day, but the reward is a stronger bottom line.

Surprises. When something beyond your control affects
one of your businesses, diversification can be a life saver.
Pre-Covid, we felt for the QSR operators hurt by news of sal-
monella, E. coli, employee misbehavior, and other develop-
ments beyond their control. That now seems almost trivial
after 3 years of Covid. Having other brands in your portfolio
can help you stay afloat until any storm blows over and trust
in the brand is restored.
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THERE'S POWER IN NUMBERS

Why multi-brand franchising keeps on growing

that gets results and has worked for decades. It's only

been in the last 20 years or so that multi-unit and multi-
brand franchising has developed into a powerhouse, offering
a new way for franchisees to operate and grow.

F ranchising has long been known as a business model

It makes sense. Create a successful business operation with
one brand and you replicate it with more. It comes down to
choosing the right brands, hiring right, operating with solid
unit economics, and success will surely follow.

“There is a definite interest in growth through multi-con-
cept operations,” says Darrell Johnson, CEO of FRANdata.
“It's continuing to expand and grow, and we see the trend
continuing upward.”

From a franchisee’s perspective, multi-brand franchising is a
smart diversification strategy for a growing investment port-
folio. Savvy investors will tell you it's not wise to put all your
eggs in one basket, no matter how great the ROl may be today.
And, if a multi-unit franchisee has saturated their market with
a single brand, they can add new brands in the same market,
expanding their portfolio without even leaving town.

“From a franchisor’'s perspective,” notes franchise attorney
Lane Fisher, “multi-unit franchising provides opportunities
for accelerated growth; a vehicle to penetrate new markets;
capitalize on certain market efficiencies; reduce the training,
opening, and operational assistance typically provided to sin-
gle-unit franchisees; and is a means to attract and reward pro-
ductive franchisees.”

Multi-brand growth is being propelled by the combination of
1) expansion-minded franchisors seeking multi-unit operators
successful with other brands; and 2) successful multi-unit
franchisees seeking new concepts to diversify their organi-
zation. This alignment of interests has been accompanied by
a rise in the number of franchisors offering several concepts
from under a single corporate umbrella, usually limited to a
single industry segment (e.g., Yum Brands in QSR or Neighbor-
ly in home services).

For franchisors offering multiple brands, this means working
with franchisees they already know, saving countless hours
of recruiting, relationship-building, due diligence, etc. Franchi-
sors seeking new multi-unit partners are looking for a proven
track record managing multiple units, relevant industry expe-
rience, positive cash flow, strong unit economics, and a sol-
id management team and infrastructure. In addition, signing
multi-unit development deals with existing franchisees means
that franchisors deal with fewer franchisees, enabling them to
spend less on training and field support and produce superior
system-wide results.
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For franchisees, adding a new brand from their current fran-
chisor means working with a known, trusted management
team, which saves time, and helps them open new units more
quickly. It also can mean discounts on franchise fees and
sometimes, for a limited time, on royalties as well. Franchisees
seeking a new franchisor partner look for many of the same
things as a franchisor does: a solid management team, strong
unit economics, a well-known and respected brand name, and
an opportunity to develop a territory over the long term.




7 REASONS TO GO MULTI-BRAND

Multi-unit franchisees are increasingly seeking additional
brands to mitigate risk and expand their organizations.
Here are our top /.

1. Geography. Adding a new brand can be the perfect path to
continued growth in their region for 1) a single-brand multi-
unit operator who has built out their territory, or 2) for a
franchisee of a brand with no opportunities to add more
units without having to travel to new or distant locales. Fa-
miliarity with the territory and the dynamics of their market,
combined with local connections and a solid grasp of local
real estate, developers, and zoning requirements provides
a strong home court advantage.

2. Financing. A successful track record with one franchise
concept demonstrates a franchisee’s capability to lenders,
who can help finance that next concept (or two). Thriving
multi-unit franchise operators typically have high net worth,
extensive contacts, and access to financing to open suc-
cessful units quickly. These are powerful assets to bring
to the table. Your existing operation and the value of your
real estate can help you acquire a second or third concept
without putting a stranglehold on your cash flow.

3.Infrastructure. Multi-unit franchisees with their own ac-

counting, human resources, and other internal depart-
ments often have excess capacity. Adding brands can take
advantage of that capacity, growing profits without ex-
panding the home office staff. With a solid infrastructure in
place, a multi-brand franchisee has a built-in advantage to
create brand awareness in their territory, and to successful-
ly penetrate their marketplace with a new brand both more
effectively and more rapidly.

4.Training and retention. With two or more brands, a franchi-
see can offer employees cross-training, flexibility, promo-
tions, and a clear growth path as their skill sets improve.
This helps attract and retain top talent as they build their
organization, which is always a challenge, especially during
the pandemic. And with better-trained employees, unit eco-
nomics will improve.

5.Economies of scale. Once an organization attains a certain
size, several things get easier and, often, less expensive
since they’re “buying in bulk”: marketing and advertising,
supplier costs and services, administrative and back-office
functions, and more. For example, one vendor may be able
to service all the equipment across all the brands at a more
economical rate.

6.Co-branding. Locating two or more brands in a single lo-
cation also allows behind-the-scenes efficiencies that can
boost profitability. However, take care to maintain compli-
ance with each separate franchise agreement. Some con-
cepts may not be combined legally or functionally. If it does
work, co-branding and co-marketing can make more effi-
cient use of marketing and real estate budgets.

7. Synergy. Each franchise brand has its own proprietary op-
erating system, perfected over many years and many thou-
sands of customer transactions. While operating systems
differ and must remain separate, sometimes elements of
one can be applied to another, or to internal operations
at the franchisee’s home office. The same holds true for
marketing programs, recruiting methods, training, HR, and
every other ingredient of franchising success. Keep them
separate to maintain compliance, but look for areas to
adapt good ideas across your organization.

Conclusion

There are complexities to multi-brand franchising. Properly
executed, this approach offers multi-unit operators a chance
to diversify their investments, increase profitability, and build
a larger, stronger organization.

One final note: Any brand you consider adding should not (and
in many franchise agreements, cannot) compete with your
current brands. If you're considering adding a new brand, be
sure to check with your franchisor, franchise agreement, and
franchise attorney.



2022

MEGA 99 RANKINGS

RANK COMPANY

UNITS

BRANDS

FLYNN HOLDINGS

DHANANI GROUP

SUN HOLDINGS

KBP BRANDS

CARROLS
RESTAURANT
GROUP

TARGET

PILOT TRAVEL
CENTERS

ARAMARK

2,470

1,293

1,127

1,107

1,094

838

687

557
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