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Why Small Franchise Systems Struggle to Scale Beyond
Their First 5-10 Locations Building the infrastructure
required to move from an emerging franchise to a scalable
organization
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Abstract- Reaching the first few franchise locations is an
important milestone for any emerging franchisor. It shows
that the original concept can attract other operators,
function outside the founder’s daily control, and be
repeated in more than one market. The harder stage often
begins after that proof. A brand may open five, seven, or
ten units and then discover that twenty-five, fifty, or one
hundred units require a different organization
(International Franchise Association [IFA] & FRANdata,
2022).

The constraint is no longer franchise sales alone. It is
whether the company can support growth. Across
industries, the same pattern appears: the practices that
sustain five locations do not automatically sustain fifty.

L The Founder Can No Longer Be the System

In the early life of a company the founder often carries
pricing, hiring, quality, and problem-solving. That
model can work for one shop and even for a handful
of shops. It does not scale. A franchise system
becomes durable when knowledge that lived in the
founder’s head is written into procedures: operating
manuals, training, financial controls, performance
indicators,  franchisee-support  routines, brand
standards, and a management layer that can act
without a single person in every exception (IFA &
FRAN(data, 2022).

IL. FRANCHISE SALES ALONE DO NOT
CREATE A STRONG SYSTEM

Emerging franchisors often treat development as a
sales function. Fees arrive, maps fill, and visibility
rises. Selling units faster than the organization can
train, supply, and supervise them produces the
opposite of scale: uneven quality, franchisee distress,
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and later disclosure problems under the federal
Franchise Rule (Disclosure Requirements and
Prohibitions Concerning Franchising, 2007). The
objective is not more signed agreements. It is
franchisees who can operate a sustainable unit.

III.  THE BUSINESS MODEL MUST BE
REPLICABLE

A profitable original location does not prove that the
concept is ready for a large network. Unit economics
must work for the franchisee as well as for the
franchisor. Management needs a working view of
initial investment, ramp-up, labor, occupancy,
contribution margin, and the variables that separate
strong units from weak ones. That discipline also feeds
Item 19 of the Franchise Disclosure Document when a
franchisor elects to make a financial performance
representation  (Disclosure  Requirements  and
Prohibitions Concerning Franchising, 2007, §
436.5(s)).

IV.  STANDARDIZATION AND SELECTION

Customers expect the brand to feel like the same
company in Florida, North Carolina, or New York.
Standards covering service, operations, marketing,
technology, and presentation make the system
recognizable. They do not erase local
entrepreneurship; they define what must not vary.

Selection matters more than volume. Financial
qualification is not the same as operating discipline or
cultural fit. One poorly chosen franchisee is more
expensive than a slower development calendar.
Growth should be judged by the quality and durability
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of the operators who enter the system, not only by the
count of agreements signed (IFA & FRANdata, 2022).

V. GEOGRAPHY, TECHNOLOGY, AND A
DIFFERENT COMPANY

Opening wherever a buyer appears produces a
scattered map that is costly to support. Concentration
improves awareness, field visits, supplier terms, and
regional marketing. The better question is which
markets create a foundation for the next stage, not
which market happens to have an interested candidate
this month.

As the network grows, spreadsheets and informal
reporting fail. Shared systems—CRM, financial
dashboards, training platforms, franchisee portals—
give visibility that a founder cannot supply in person.
FRANdata’s 2022 industry read already treated labor
shortage and wage pressure as reasons emerging
systems were turning to better tools rather than to more
founder hours (IFA & FRANdata, 2022).

A company with five franchised locations and a
company with fifty are not the same firm at two sizes.
Leadership, controls, training, communication, and
performance management have to change. The
founder’s job shifts from solving every operational
event to building the people and systems that solve
those events consistently.

VI.  WHAT AN EMERGING FRANCHISOR
SHOULD DO

When a system reaches roughly five to ten locations
and growth flattens, the first response is often a larger
sales budget. The more useful step is a full evaluation:
unit economics, franchisee profitability, consistency,
training, support capacity, technology, leadership,
marketing, recruitment, territory design, and
measurement. Sometimes the constraint is lead flow.
Often the constraint is infrastructure.

U.S. franchising was already a large channel before
that next stage of any one brand. After the 2020
contraction, output rebounded in 2021, and the 2022
IFA/FRANdata outlook projected about 792,000
franchise establishments, employment near 8.5
million, and output of about $827 billion, with the
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Southeast remaining the country’s densest franchise
region (IFA & FRANdata, 2022). The SBA Office of
Advocacy placed that activity inside a small-business
economy of roughly 32.5 million firms and 61 million
small-business employees (U.S. Small Business
Administration [SBA], Office of Advocacy, 2022).
Those figures describe the field. They do not make a
five-unit brand ready for fifty units. They do show why
the transition from an emerging system to a managed
network is a field-level problem, not a local sales
problem.

The first locations prove that a business can be copied.
The next stage proves whether the organization itself
can scale. Sustainable franchise growth is built by a
system that helps those locations succeed.

About the Author

David Pinto is a franchise development and business
expansion strategist. His work focuses on franchise-
system design, operational standardization, multi-
market growth, executive education, and the
conversion of founder-led companies into
organizations that can support independently owned
units.

REFERENCES

[11 Disclosure Requirements and Prohibitions
Concerning Franchising, 16 C.F.R. Part 436
(2007).

[2] International  Franchise  Association &
FRANdata. (2022). 2022 franchising economic
outlook. International Franchise Association.
International Franchise Association

[3] U.S. Small Business Administration, Office of
Advocacy. (2022). Frequently asked questions
about small business, 2022. U.S. Small Business
Administration

ICONIC RESEARCH AND ENGINEERING JOURNALS 694


https://www.franchise.org/2022/02/2022-franchising-economic-outlook/
https://advocacy.sba.gov/2022/02/15/frequently-asked-questions-about-small-business-2022/
https://advocacy.sba.gov/2022/02/15/frequently-asked-questions-about-small-business-2022/

