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QUICK VERDICT

Verdict: Don't franchise a profitable restaurant; franchise a documented system that
produces profit in someone else's hands. The difference is 18-24 months of model
engineering before you sell the first unit: a replicable operations manual, franchisee unit
economics with payback <30 months and Prime Cost <60%, per-dish food cost <32%, and
a fee that covers your real support cost. The mistake | see again and again is selling the
brand when what scales is the system. If your second location depends on you in the
kitchen, you don't have a franchise: you have a riskier job. Diego F. Parra and
Masterestaurant treat it as what it is for a board: a financial product whose customer is the
investor-operator.
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Franchising is the growth path that consumes the least of the operator's own capital, and also the one that
destroys the most businesses when executed without architecture. The franchisor contributes the system; the
franchisee, CapEx and local operation. If the system isn't documented or proven, the model transfers risk
downward and collapses on reputation. This white paper develops six chapters: (1) what you actually franchise,
(2) franchisee unit economics, (3) fee and royalty as the price of support, (4) the manual and control by design,
(5) territorial prefeasibility and contract, and (6) systemic risk. It closes with a quantified mini-case and a
limitations-and-assumptions chapter, because an honest model states where it can fail.

In 2026 the competitive edge is neither the recipe nor the brand: it's measurable replicability. A scalable
restaurant proves stable unit economics across 3-10 locations before franchising, with theoretical vs actual cost
controlled by spec sheets, per-dish food cost under the 32% maximum and a Prime Cost that withstands 12%
input inflation without breaking the franchisee's margin. The National Restaurant Association projects U.S.
restaurant industry sales above USD 1.5 trillion in 2026: the pie is huge, but networks with a system eat it, not
those selling a name. Location intelligence comes before the bricks, not after.

This white paper treats a franchise as what it is for a board: a financial product whose customer is the investor-
operator. The question it answers is not 'how do | open more locations', but 'how do | design an asset that
produces replicable EBITDA, is legally defensible, and is audited by location intelligence before committing
CapEXx'. The Masterestaurant methodology, applied across more than 8,400 restaurants in 43 countries, orders
that answer into three layers the board must secure: replicable business model, scaling engine and cash control
under input stress. Diego F. Parra insists: you franchise the machine, not the dish.

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

COMPANY-OWNED EXPANSION FRANCHISE (FRANCHISABLE
(MANAGED UNITS) MODEL)
CapEx per unit borne by the X 100% (USD 180k-420k/unit) v 0% (funded by the franchisee)
operator
Opening pace (sustainable X 1-2 with own capital v 4-12 without diluting central
units/year) cash
Franchisor margin on network X N/A (8-15% direct operating margin) v 4-7% royalty + USD 25k-55k
sales initial fee
Operational and quality control X High (own team) v Medium (via manual + audit +
PDP)
Reputational risk of a bad unit X Contained (1 unit affects 1 zone) v Systemic (1 franchisee harms
the brand)
Investor payback per unit X 24-40 months (operator's cash) v" 18-30 months required of the
franchisee
Mandatory prior X Low (tacit knowledge tolerated) v High (replicable manual +
documentation FDD/COF)
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Chapter 1 — What are you actually franchising when you franchise a restaurant?

You don't franchise a profitable restaurant; you franchise a documented system that produces prof-
itability in someone else's hands.

The mistake | see again and again is selling the name of a location that bills well, when what's transferable isn't
the brand but the method. At Masterestaurant we measure this with a hard rule: 18 to 24 months of model engi-
neering before selling the first unit. In that window you build the replicable operations manual, close theoretical
cost against actual cost via spec sheets, and prove unit economics across 3 to 10 owned locations. A restaurant
that only shows profit with the owner in the kitchen isn't franchisable: it's a well-paid job. A brand gets copied and
dies; a system gets defended and compounds. Diego F. Parra sums it up for a board this way: the asset isn't the
dish, it's the machine that reproduces it without you.

Chapter 2 — The franchisor brings the system; the franchisee, CapEx and operations

Franchising is the growth path with the lowest consumption of the operator's own capital, but also the one that
destroys the most businesses when executed without architecture. The split of roles is sharp: the franchisor
brings the proven system and the franchisee brings the opening CapEx —between 80,000 and 250,000 USD
depending on format— plus daily local operations. When the system isn't documented or validated, the model
pushes risk downward and collapses through reputation. I've seen networks die at 12 units because location
number 4 served a different product and contaminated the whole brand. The Masterestaurant discipline is the
reverse: no contract is signed until per-dish food cost is under 32% and the Prime Cost withstands 12% input in-
flation without breaking the franchisee's margin. Without that proof, the fee is just a down payment on a lawsuit.
In 2026 the competitive edge is not the recipe or the brand: it's measurable replicability.

Chapter 3 — Measurable replicability: the true competitive edge of 2026

Anyone copies a menu in three months; no one copies a system that produces the same EBITDA in different
hands. A scalable restaurant proves stable unit economics across 3 to 10 locations before franchising, with per-
dish food cost held under the 32% maximum and a Prime Cost (inputs plus kitchen labor) that doesn't exceed
60% of sales. The concrete test is this: if the operating margin stays between 15% and 20% when the founder is
absent, the model is replicable. If it depends on the owner's charisma, it isn't. Diego F. Parra insists the spec
sheet is the silent contract: it defines portion weight, waste and cost per serving, and it's what lets a franchisee
in another city reproduce the margin without calling you every week. Franchisee unit economics are the heart of
the model, and they're validated before any legal clause. In a healthy unit, on annual sales of 500,000 to
700,000 USD, food cost stays under 32%, labor sits between 25% and 30%, and combined Prime Cost doesn'
exceed 60%.

Chapter 4 — Franchisee unit economics: the numbers the board validates first

That leaves a 15% to 20% operating margin that supports the 4-7% royalty without suffocating the operator.
CapEx payback should land between 24 and 30 months, with a mature annual ROI of 20% to 35%. If those
numbers don't come out in an average unit —not the best one, the average— you don't have a franchise: you
have a scheme to move your cash-flow problem onto a third party. At Masterestaurant we rebuild that per-loca-
tion P&L before setting a single contract term. Treat the franchise as what it is for a board of directors: a financial
product whose client is the investor-operator. The right question isn't «how do | open more locations», but
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«how do | design an asset that produces replicable EBITDA, is legally defensible, and is audited by location in-
telligence before committing CapEx». Under this lens, each franchisee is a client buying an expected return, not
an illusion.

Chapter 5 — Franchising as a financial product for the board

The healthy model offers the franchisee a payback of 24 to 42 months and an annual ROI of 20% to 35% once
mature. The National Restaurant Association projects industry sales above USD 1.5 ftrillion in 2026: demand is
there, but the network with a system captures it. Location intelligence comes before the bricks: density, foot traf-
fic and cannibalization are audited with data, not with the founder's hunches. The franchisor's margin is born
from the franchisee's success, not at its expense. A royalty of 4% to 7% on sales is only sustainable if the unit
makes money; a high fee mounted on a weak model doesn't buy a network, it buys a lawsuit. The math is unfor-
giving: if the franchisee bills 600,000 USD a year, a 6% royalty is 36,000 USD the franchisor charges to sustain
the system, the brand and continuous improvement. That charge is legitimate when the franchisee keeps an
18% net margin; it's predatory when it pushes them into losses.

Chapter 6 — The source of margin: the royalty is only healthy if the franchisee wins

At Masterestaurant we model the franchisee's P&L BEFORE setting the royalty, because a royalty that suffo-
cates generates operator churn, closed locations and a wounded brand. The goal isn't to maximize the first
sale's fee, but the compound rent of a network that lasts a decade. In franchising you don't control by hierarchy,
you control by system design, auditing and data. In owned expansion you order a manager and he obeys; in a
franchise network you have no such direct power, so your only long arm is the replicable operations manual plus
an audit regime. The serious document isn't 200 pages of filler: it's processes with measurable standards —ser-
vice times, maximum waste per station, opening and closing checklists— and a calendar of on-site audits every
60 to 90 days. Technology closes the rest: a dashboard consolidating sales, actual cost and NPS per unit turns
control into real-time data, and here Al applied to operations already flags food-cost drift before variance eats
the margin.

Chapter 7 — Control by design: the replicable manual is your only long arm

Without a manual and without auditing, the brand degrades one location at a time. In owned locations the risk is
financial and bounded to your cash; in franchising it's reputational and systemic, and that's the real danger. A
poorly operated unit doesn't just lose its own money: it contaminates the whole network and punishes the valua-
tion of the entire asset. A food-poisoning case or a viral 1-star review at unit number 7 can sink traffic at the oth-
er 15 for months. That's why the franchise contract must armor three rights: audit without notice, enforceable
quality standards, and a termination clause for reputational breach. Diego F. Parra warns it in every board meet-
ing: franchising amplifies the good and the bad equally. A system documented, proven across 3 to 10 units and
audited with data cuts that risk from systemic to manageable. The legal, financial and operational architecture
isn't bureaucracy: it's the insurance that protects the network's compound value before selling the first unit.

Chapter 8 — Limitations and assumptions: where this model can fail

An honest model states its assumptions, and this one has them. The figures in this white paper assume a quick-
service or fast-casual unit with annual sales of 500,000 to 700,000 USD; in fine dining, with 30% food cost but
higher labor and occupancy, Prime Cost rises and payback stretches toward 36-48 months. The fee (USD 25k-
55k) and royalty (4-7%) ranges are mature-market references; in LatAm, purchasing power compresses the tick-
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et and demands recalibration. Everything assumes a registered trademark, compliance with local disclosure reg-
ulation (FDD/COF by jurisdiction) and credit availability for the franchisee. And there's a hard limit: no manual re-
places franchisee selection. I've seen flawless systems fail on operators without working capital or vocation.
Diego F. Parra says it plainly: the model reduces the risk, it doesn't eliminate it; franchisee due diligence remains
the last line of defense.

Chapter 9 — The differences that decide whether you scale or dilute

Object of the sale: the brand sells a name; the system sells a replicable method with demonstrable financial re-
sults. The first is copied and dies; the second is defended and compounds. A competitor clones your menu in
three months; it doesn't clone a 20-unit network producing the same EBITDA without you. Source of the fran-
chisor's margin: a 4-7% royalty is only healthy if the franchisee makes money. A high fee on a weak model buys
a lawsuit, not a network. The compound rent of a network that lasts a decade is worth more than the inflated fee
of the first sale. Nature of control: in company-owned expansion you control by hierarchy; in franchising you con-
trol by system design, audit and data. The replicable manual is your only long arm, and a dashboard of sales,
actual cost and NPS per unit turns that arm into real-time data.

Chapter 10 — The differences that decide whether you scale or dilute — in practice

Risk management: in owned units risk is financial and bounded; in franchising it's reputational and systemic. A
poorly run unit contaminates the whole network and the asset's valuation. A viral 1-star review at unit 7 can sink
traffic at the other 15 for months. Data layer: without location intelligence you approve territories on a hunch and
cannibalize your own units; with density, foot-traffic, average-ticket and competition data, each territorial ap-
proval is a decision defensible before the board and the franchisee alike.

POINT BY POINT
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Comparative analysis: company-owned expansion vs franchise

OPERATOR CAPITAL CONSUMPTION

A - COMPANY-OWNED EXPANSION B - MASTERESTAURANT None: CapEx
(MANAGED UNITS)

(USD 80k-250k) is funded by the

_— o -
High: 100% of per-unit CapEx comes from franchisee; the franchisor scales without

central cash (USD 180k-420k per owned

diluting
unit)

Verdict: Franchising wins on capital consumption: you free up cash to invest in the system, not in
bricks. But only if the system is proven across 3-10 units; without prior engineering, you save cash
and buy reputational risk. I've seen groups burn their reserve opening owned units when three
franchisees would have funded the same expansion. The Masterestaurant rule: if your owned
payback runs past 36 months, franchising frees capital faster, provided the manual exists before
the first sale.

SCALING SPEED AND LIMIT

A - COMPANY-OWNED EXPANSION B - MASTERESTAURANT 4-12 units/year,
(MANAGED UNITS)

capped by manual quality and franchisee

1-2 units/year, capped by your own cash selection

and direct management capacity

Verdict: Franchising scales 4-6x faster: the bottleneck stops being capital and becomes
documented replicability. The classic error is reading that speed as permission to accelerate
without a system. Speed without a manual is the most expensive way to destroy a brand: each
poorly supported opening subtracts, it doesn't add. In consulting | hold back groups that want to
sign five franchisees in year one without having proven the non-founding unit. System first, then
pace.
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QUALITY AND CONSISTENCY CONTROL

A - COMPANY-OWNED EXPANSION B - MASTERESTAURANT Indirect, by
(MANAGED UNITS)

replicable manual, audit every 60-90 days,

Direct, by hierarchy and own team; you PDP and Open Badges

order a manager and he obeys

Verdict: Owned units control better short term because you hold direct hierarchical power;
franchising only matches that control if it invests in an audit and certification system. The
difference between a network of 5 and one of 50 units isn't capital: it's the quality of the system
that governs them all equally. Without audit and without a dashboard of actual cost and NPS per
unit, the brand degrades one location at a time, unnoticed until the review has already gone viral.

RISK EXPOSURE

A - COMPANY-OWNED EXPANSION B - MASTERESTAURANT Reputational and
(MANAGED UNITS)

systemic: one bad unit harms the whole
Financial and bounded to the unit: if a . .

network and the asset's valuation
location closes, you lose that cash

Verdict: The risk of franchising isn't losing a location, it's contaminating the brand and punishing
the valuation multiple of the whole network. A food-poisoning case or a viral 1-star review at unit 7
can sink traffic at the other 15 for months. That's why franchisee due diligence, territorial
exclusivity and a termination clause for reputational breach aren't optional: they're the insurance

protecting the compound value. The serious contract armors three rights: no-notice audit,
enforceable standards, and exit for brand harm.

SIDE-BY-SIDE COMPARISON
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Franchising the brand (the mistake) TRADITIONAL APPROACH

X  Sells the name and recipe, not the system

X No unit economics proven across 3-10 locations
X No manual, or a generic 20-page booklet

X  Fee set by brand ego, not by support cost

X Control by trust, not by audit or PDP

X No location intelligence: approves territory on a hunch

Franchising the system (the right way) MASTERESTAURANT

v"  Sells an asset that produces EBITDA in others' hands

v Unit economics validated with payback <30 months

v"  Replicable operations manual + theoretical-cost spec sheets
v" Fee that covers real support + value-linked royalty

v Control by audit, Open Badges micro-credentials and PDP

v' Territorial prefeasibility with location intelligence before CapEx

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

COMPANY-OWNED EXPANSION FRANCHISE (FRANCHISABLE
(MANAGED UNITS) MODEL)
CapEx per unit borne by the X 100% (USD 180k-420k/unit) v 0% (funded by the franchisee)
operator
Opening pace (sustainable X 1-2 with own capital v 4-12 without diluting central
units/year) cash
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Franchisor margin on network
sales

Operational and quality control

Reputational risk of a bad unit

Investor payback per unit

Mandatory prior
documentation

THE NUMBERS THAT MATTER

COMPANY-OWNED EXPANSION

(MANAGED UNITS)

X N/A (8-15% direct operating margin)

X High (own team)

X Contained (1 unit affects 1 zone)

X  24-40 months (operator's cash)

X  Low (tacit knowledge tolerated)

Figures the board must set before franchising

30

MONTHS

Maximum payback demandable
from the franchisee per unit

60 %

Prime Cost ceiling (food + labor)
for the model to withstand inflation

55 %

Healthy average royalty on
the franchised unit's net sales

12 %

Input inflation the base model
must resist without losing margin

18

MONTHS

Minimum model engineering
before selling the first franchise
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FRANCHISE (FRANCHISABLE
MODEL)

v 4-7% royalty + USD 25k-55k
initial fee
v" Medium (via manual + audit +

PDP)

v' Systemic (1 franchisee harms
the brand)

v 18-30 months required of the
franchisee

v High (replicable manual +
FDD/COF)
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32 %

Food cost ceiling per dish in the replicable spec sheet

REAL CASE

“They had three taquerias grossing well and wanted to franchise right away. | held them back six months.
We documented the spec sheet for every dish, measured theoretical vs actual cost, and a 9% variance
nobody saw surfaced: waste and free pours. We closed that leak, brought per-dish food cost from 37% to
30% and controlled Prime Cost from 68% to 58%, only then did the franchisee's payback drop from 41 to
26 months and projected annual ROl rise to 28%. They sold four units in a year, all profitable, on a 6%
royalty over average sales of USD 620k. Had they franchised the chaos, today they'd have four lawsuits
instead of four locations that compound the brand.”

— Diego F. Parra, on a Mexican fast-casual group, 3 locations
HOW TO APPLY IT IN YOUR RESTAURANT

How to build a franchisable model in 90 days (engineering phase)

@ Audit real unit economics per location
Before touching anything legal, measure. Rebuild the P&L per unit: Prime Cost, per-dish food
cost vs actual by spec sheet, real opening CapEx and payback. Without two units showing
stable unit economics, food cost <32% and payback <30 months, there is no franchise: there's
an experiment you want to sell.

@ Document the system in a replicable manual
Turn tacit knowledge into a replicable operations manual: costed spec sheets, kitchen and cash
processes, KPls, a PDP per role, opening/closing checklists and Open Badges micro-
credentials to certify the franchisee's team. What isn't documented doesn't scale; it degrades by

the second unit.

@ Engineer the financial offer to the franchisee
Design a USD 25k-55k initial fee that covers your real support cost (training, opening, audit) and
a 4-7% royalty tied to the franchisee earning. Model their P&L under 5%, 12% and 20% input
inflation. If the model loses margin in the 12% scenario, it isn't ready to sell.

@ Secure territory and contract with location intelligence
Before approving each unit, run territorial prefeasibility with location intelligence: density,
competition, average ticket and cannibalization. Formalize franchisee due diligence, zonal
exclusivity, quality clauses and no-notice audit. Mis-assigned territory is the failure that destroys

young networks most: define a minimum radius per unit.
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FAQ

Frequently asked questions about franchising a restaurant

When is a restaurant ready to franchise?

When it has 3-10 locations with stable unit economics, investor payback <30 months, Prime Cost <60%, per-
dish food cost <32% and a replicable operations manual proven in a non-founding unit. If the second location
depends on you in the kitchen, it isn't ready yet.

What royalty and initial fee are healthy to charge?

A 4-7% royalty on net sales and an initial fee of USD 25k-55k that covers your real support cost. The royalty is
only sustainable if the franchisee makes money; a high fee on a weak model buys litigation, not a profitable
network that compounds over a decade.

What legal documentation does franchising require in 20267?

A replicable operations manual, a franchise agreement with zonal exclusivity and quality clauses, franchisee due
diligence and, by jurisdiction, an FDD/COF-type disclosure document. A registered trademark is necessary but
not sufficient to scale without destroying value.

What is the biggest mistake when franchising a restaurant?

Franchising the brand instead of the system: selling the name without a replicable manual, without proven unit
economics and without location intelligence. It shifts risk to the franchisee, degrades quality and contaminates
the whole network reputationally, sinking the asset's valuation.

DATA & SOURCES

Sector data 2026 (official sources)

Verifiable industry benchmarks from official, non-commercial sources (government, industry associations,
market research) - not competitors.

Metric Benchmark 2026 Source
Expansién internacional la expansién fuera de EE.UU. la lideran marcas de .
L QSR Magazine

QSR servicio limitado (QSR 50)
Prime cost a escala National Restaurant

o 55-65% de las ventas o
(multi-unidad) Association
Margen neto del sector 3-9% Statista
Operacion fuera del local ~75% del trafico Nation's Restaurant News
Hosteleria en Europa estadistica oficial de restauracion Eurostat
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Metric Benchmark 2026 Source

las 500 mayores cadenas concentran la apertura neta Nation's Restaurant News

Top 500 de cadenas
de unidades en EE.UU. — Top 500

Propiedad Intelectual de Masterestaurant® — Exclusivo para Lideres de Sector - masterestaurant.com
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