
 

  YALE CASE JULY 8, 2024 

Exploring the Shared Services Function When Scaling 
a Multi-unit Franchise Operation 
Why, when, and how to build corporate infrastructure as a franchisee 
entrepreneur 
 
Matt Beck1 
A. J. Wasserstein2 
 
In our recent case note Exploring Franchisees as a Post-MBA Entrepreneurial Path, we examined 
several reasons why aspiring entrepreneurs from MBA and other graduate programs should 
consider franchise companies as a vehicle for their entrepreneurial arc. As we explained then, in 
2021, franchises made up a substantial portion of the U.S. economy, generating $787 billion in 
economic output and providing 8.2 million direct jobs.3 Franchise companies can be especially 
attractive to search fund entrepreneurs because they de-risk the entrepreneurial proposition – 
that is, they provide a proven business model, a brand, and a set of operating systems and 
procedures in addition to a going concern with a track record. In two subsequent notes, Ten 
Essential Questions to Consider When Selecting a Franchise Brand for a Search Fund Journey 
and Examining the Franchise Disclosure Document, we provided additional insights for 
entrepreneurs to consider when deciding which franchise brand to target in their search fund 
pathway. Entrepreneurs who choose the franchise route must think of franchisors as business 
partners in their journey, and choosing the right brand is vitally important to long-term success. 

After identifying a franchise brand, perhaps the most important question a franchisee 
entrepreneur faces is how large a portfolio of franchise units they wish to build. Although some 
entrepreneurs are content to own and operate a relatively small number of units, we have found 
that most entrepreneurs coming out of MBA and other graduate programs aspire to build 
portfolios of dozens or even hundreds of units. For those who pursue this path, creating an 
efficient and effective business infrastructure above the four walls of the individual franchise unit 
is fundamental. The term “above the four walls” refers to the business operations and 
infrastructure a multi-unit operator must create to manage, serve, and grow the field locations. 
This can be thought of as a centralized corporate office or a shared services team. In contrast to 
the valuable and helpful playbooks that franchisors typically provide for in-unit operations, these 
decisions rest almost exclusively in franchisees’ hands. To be clear, franchisor partners have no 
role in how entrepreneurs organize and run their companies beyond the in-unit operations. So, 
while we are curious fans of the franchise model, entrepreneurs must understand that the 
franchisor’s role and explicit guidance stops at store-level issues, and the entrepreneur must be 
prepared to create a robust substructure to maintain and foster the store portfolio. Franchisors 
are not in the business of helping franchisees build the necessary skeleton to support a 
dynamically growing multi-unit corporation – that is fully on the franchisee – and is a task that 
should not be underestimated. 

As franchisees grow larger, they must implement their own processes, procedures, and structures 
to support their portfolio. A proactive outlook on these eventual responsibilities will lessen the 
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growing pains an entrepreneur will inevitably experience as they acquire or develop additional units. 
Building this infrastructure is absolutely necessary to professionalize and institutionalize a franchise 
company. Without this scaffolding, it will be challenging or impossible for an entrepreneur to scale an 
organization profitably. 

The purpose of this note is to provide aspiring franchisee entrepreneurs with a high-level framework for 
understanding why, when, and how to invest in and scale their above-the-four-walls business infrastructure 
(Figure 1). In discussing the how of scaling, we also provide detailed insights into the multiple business 
functions that an entrepreneur must consider. The categories that we employ as part of our framework are 
not mutually exclusive and will sometimes overlap, depending on an individual entrepreneur’s aspirations 
– that is, why will sometimes inform when, and when will sometimes dictate how. To maximize the utility 
of this framework, we encourage aspiring entrepreneurs to contextualize it against the backdrop of their 
own personal and professional aspirations.  

Figure 1: The three components of building above-the-four-walls infrastructure as a multi-unit 
franchisee 

 

In writing this note, we aim to help franchise entrepreneurs think about how to cross the bridge from 
managing only a small handful of units to dozens or hundreds in their business. Informed by insights from 
franchisee entrepreneurs who either continue to own and operate their portfolios or have successfully 
exited, our model reflects best practices and lessons learned that arise along the franchise journey. 

Although our focus here is on multi-unit franchisees, we hope that our paradigm will provide useful 
thought-starters for entrepreneurs and CEOs of other small businesses, which, although lacking the 
business-in-a-box aspect of franchises, nonetheless depend on scaling functions for agile and controlled 
growth. Finally, we believe our architecture applies to all types of franchise businesses, including but not 
limited to automotive services like oil change, personal and wellness concepts like massage, early 
educational services like childhood tutoring and enrichment, health and fitness concepts like gyms and 
exercise classes, and food services like quick-serve restaurants (QSRs) and casual dining. 

Why 

There are many reasons why franchise entrepreneurs should construct systems, processes, and 
infrastructure on top of their field operations. We do not think any single point is an exclusive catalyst; 
instead, it is likely some combination that spurs entrepreneurs to take the step. Of course, every 
entrepreneurial odyssey is unique, and the whys we identify here will be context dependent for each 
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franchisee. We will examine five themes influencing why multi-unit franchisee operators begin building 
shared services systems and infrastructure (Figure 2). 

We do not assert that these are the only reasons why franchisee operators establish the necessary resources 
to scale an enterprise, but they are the reasons that were most communicated to us by thriving current and 
exited franchisee CEOs. We are sure there are additional stimulants that push leaders to the same 
destination. 

Figure 2: A pentad of why catalysts that stimulate investment in infrastructure when scaling a multi-
unit franchise company 

 

01 A desire to grow 

Past a certain point, entrepreneurs simply cannot grow their businesses without professionalizing and 
institutionalizing the organization. Once the company reaches a certain size, it is no longer possible for the 
CEO to make it run by sheer will and time spent in the business. The firm outgrows any single person, and 
the organization must transition to a series of systems, processes, and infrastructure that supersede a heroic 
individual. Every growth entity ultimately shifts from being founder centric to being organization focused.  

For certain franchises, franchisors will often offer territory rights only to franchisees who promise to 
develop new locations. Failure to fulfill that promise may entail negative consequences: franchisors may 
limit the number of locations a franchisee can acquire or develop, rescind territory rights and offer them to 
another franchisee, or, depending on the terms of the contract, force the franchisee to sell their current 
locations. To avoid these adverse outcomes, franchisee entrepreneurs must develop sufficient above-the-
four-walls business infrastructure to gracefully sustain their portfolios’ growth. 

 
02 The need to defend against competition 

A related reason for entrepreneurs to consider their above-the-four-walls strategy early in their journey is 
to defend against possible competition. If the franchise model an entrepreneur has chosen depends on brick-
and-mortar operations, there are only so many great locations in a given geography to put up a physical 
storefront – accounting for such factors as availability of commercial space, average household income in 
the community, and degree of current competition. Additionally, a desirable market can only absorb a 
certain number of franchise units favorably. Every market approaches saturation and is fully built out at a 
given point. Furthermore, for most real-estate-intensive franchises, like Planet Fitness for example, finding 
20,000+ square feet of space to open a new location entails a certain degree of serendipity.  



 

4 EXPLORING THE SHARED SERVICES FUNCTION WHEN SCALING A MULTI-UNIT FRANCHISE OPERATION 

To capitalize on those opportunities when they (infrequently) arise, entrepreneurs must have a robust 
infrastructure in place to ensure they can commit to developing the new location and hit the ground 
running. First-mover advantage in acquiring the best sites for development can be hugely impactful to a 
company’s success, as it was for franchises like Massage Envy in their earliest days. Failure to optimize 
shared services, therefore, leaves an entrepreneur vulnerable to quicker-moving competitors – whether in a 
different franchise system or within the entrepreneur’s own system if territorial rights are not clearly 
established. 

 
03 The usefulness of better insights into operations and customer needs 

Professionalization enables the amassing, accessing, and operationalizing of valuable data with which to 
assess a portfolio’s performance at the unit level and in aggregate. That is, establishing systems for tracking 
profitability in individual stores and across the entire system helps an entrepreneur to make more targeted 
interventions when challenges (or opportunities) arise. This, in turn, helps maximize bottom-line operating 
performance. Aggregating data is also key to delivering excellent customer service and developing insights 
into how best to meet customer needs – something that not all franchisors, unfortunately, are well equipped 
to help with. From a customer perspective, a professionalized recruiting and talent management function 
is also vital for smoothing out labor fluctuations in high-turnover franchise models, leading to fewer 
disruptions to customer experience. Furthermore, harnessing the data and doing something with it creates 
actionable steps that drive outcomes. For example, following up with job applicants immediately increases 
the probability of filling vacancies, as compared to a slow follow-up. 

Smaller franchise operators tend to make these types of observations through intuition or feedback from 
area managers. While we do not discount hunches or on-the-ground chatter, we do not believe those are 
an exclusive tenable mechanism to lead and scale an establishment. When franchisees scale and build 
fulsome data analytics functions, they tend to operate at higher margins and with more sophistication. They 
are making decisions dispassionately, relying on data and not gut.  

 
04 The wish to empower the team 

As an operating portfolio of franchise units grows, the skills of leaders at different locations and in different 
above-the-four-walls departments are going to evolve. Institutionalization enables entrepreneurs to 
support their team members as they grow more sophisticated in the functions they oversee. For 
entrepreneurs who are especially passionate about people leadership, professionalizing creates 
opportunities for team members to mature and develop their technical and management skills over time. A 
portfolio with multiple levels of operational roles, for instance, creates built-in opportunities for store-level 
employees to one day become district or regional managers, taking on new responsibilities and challenging 
themselves in new ways. In thinking about building an above-the-four-walls infrastructure, proactive 
entrepreneurs will know to anticipate the developmental needs of their team members, obtain resources to 
support them, and equip them with tools for professional success.  

Additionally, as the system scales, job functionality can become more and more specialized and narrow. For 
example, in a ten-unit portfolio, nobody is singularly the head of security. In a 100-unit company, there is 
likely a security head. This allows team members to focus and truly be experts in their area compared to 
being a jack-of-all-trades.  
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By designing a firm where the best team members have long-term career opportunities, a CEO can 
minimize employee churn, strengthen corporate culture, and give their recruiting process a whole different 
patina. We are not naïve; we know that many job applicants view franchise employment as temporary and 
entry level. Recruiting has a novel feel when an organization can talk about multiple career tracks in the 
field, transitioning from customer-facing roles to managerial ones, and functional posts in a corporate role. 
Larger franchisees with a meaningful shared services office are no longer perceived as dead-end jobs. Entry-
level jobs are now a stepping stone in a genuine career ladder. 

 
05 Personal goals and values 

Perhaps most importantly, a large part of any entrepreneur’s growth journey will depend on personal goals 
and values. The decision of why to scale connects to the question of how much work an entrepreneur is 
willing to do to build and manage the above-the-four-walls infrastructure. Every entrepreneur’s appetite 
for growth will be different, and many are happy overseeing a much smaller operation than others (and 
that is an excellent outcome if that is the goal). Conversely, some entrepreneurs find that they can free up 
more personal time once they have grown their business infrastructure to a point where others can take on 
more significant operational duties. In thinking through this decision, entrepreneurs must consider their 
values, family obligations, and constraints on their personal time. 

Furthermore, not only can added people and resources create bandwidth, but the non-entrepreneur talent 
joining the firm is also often better at certain functional tasks than the CEO. Yes, the leader is the ship’s 
captain, but the team member in charge of recruiting and training is likely better and more attentive to those 
issues and their execution. So, while building out the above-the-four-walls infrastructure unburdens the 
CEO, it also is often accompanied by an uptick in talent in each functional domain. It is a double win for 
the entrepreneur. 

 
When 

When approaching the question of when to invest in and build above-the-four-walls infrastructure as a 
franchisee entrepreneur, we recommend a proactive approach. We encourage entrepreneurs to have scaling 
in mind at the inception of their launch and definitely before taking concrete steps towards 
professionalization. However, it is essential for entrepreneurs to first ground themselves in the basic 
operations of the franchise business. Some triumphant franchisees recommend waiting until entrepreneurs 
have stood up or acquired at least three locations, for instance, before launching scaling efforts in earnest. 
Understanding the economics and operational underpinnings of the business is foundational to planning a 
thoughtful, well-tailored, infrastructure-building strategy. We will examine five themes that could 
influence when multi-unit franchisee operators begin to build shared services systems and infrastructure 
(Figure 3). 

Although many franchisees launch their businesses with grand ambitions, their scaling journey sometimes 
unfolds piecemeal and only in response to discrete tipping points that arise during their early growth. For 
example, much of when a CEO chooses to scale depends on whether they wish to experience the pain of 
investing in systems and processes up front or further down the road. To help prevent entrepreneurs from 
experiencing too much pain down the road, we offer below some of the most common tipping points that 
an entrepreneur should look out for to know when they need to take action on their scaling strategy.  
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Figure 3: A quintet of tipping points that will influence when to build a shared service function 

 

01 Geography 

Geography contains two vectors that drive the need for additional resources and infrastructure. First, one 
of the most prevalent tipping points catalyzing the need for greater infrastructure is the opening up of new 
geographies, which is a determinative factor for most franchisees when choosing when to scale. As more 
geographies become available and more locations (or development sites) come into play, an entrepreneur 
will recognize that tapping into those opportunities will require assembling a team of professionals to 
maintain coverage of the whole system. 

Directionally, more geographic dispersion tightly correlates with greater complexity and operating 
challenges. If an entrepreneur has a few dozen franchise locations tightly centered in a single metropolitan 
area, there will be a slightly smaller need for increased infrastructure compared to the same number of units 
spread out over several metro areas or states. More geography typically means less corporate oversight 
unless above-the-four-walls infrastructure is present. Furthermore, more geography means more 
windshield time (the dead time area managers and regional managers spend getting from one location to 
another). This demands systems, processes, and people to ensure continued operational proficiency, 
profitability, and quality control. 

The second trajectory is informed by the fact that more geography in dispersed legal jurisdictions requires 
infrastructure to address multiple regulatory environments with different minimum wages, filing 
requirements, tax rates, and human resource laws and regulations. Every municipal jurisdiction in which a 
franchisee operates imposes some degree of administrative complexity on the organization. Even if an 
operator has only a single unit in a given state, they will still have to file payroll and income taxes there. The 
administrative burden of operating a single unit in a particular state is not much different than that of 
operating dozens of units in that same state. In addition, every municipality has a separate planning and 
zoning department with its own quirky rules affecting site selection, a separate building department with 
which to negotiate permitting, and, for food service operators, a distinct health department whose food 
inspectors’ unique preferences require compliance. Dispersed geography implies increased administrative 
demands. 

 
02 Error and quality control 

Another critical tipping point to consider is the presence (or anticipation) of error and quality control issues. 
An entrepreneur needs to monitor the health of their individual locations at every stage of growth. For some 
franchisee entrepreneurs, it was only after they began recognizing significant negative disparities between 
locations that they realized they needed to build an effective above-the-four-walls business infrastructure. 
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These inconsistencies and quality control issues can manifest in core operations with dissatisfied customers, 
flagging unit volumes, or physical plant maintenance. Additionally, quality issues can present in non-
operating functions like tardy reimaging projects, excessive employee churn, or attenuating financial 
results. 

Attendant to this consideration is an entrepreneur’s personal sense of overstretching to manage across all 
of their units. Some successful franchisee entrepreneurs note that they scaled infrastructure only upon 
realizing just how much of their time they were spending on shared services work (e.g., bookkeeping, 
payroll administration) to the detriment of more valuable uses. It was then that they began to onboard 
professional staff – both so that they could focus their time on more strategic objectives and to prevent balls 
from dropping in functions where a missed deadline or clerical mistake could cause a serious issue. 

Unfortunately, error and quality control issues tend to be trailing indicators that franchisee entrepreneurs 
need to invest in and build shared services infrastructure. While this is a valid and common tipping point, 
it is also one that indicates the entrepreneur is behind schedule and scrambling to catch up to cure an already 
present problem. 

  
03 Cash and capital issues 

Franchisee entrepreneurs need to examine cash and capital constraints when deciding when to scale and 
build out a shared services team. One important strategic decision that an entrepreneur will likely face early 
in their growth journey is whether to stay the course of slow growth through organic cash flow generation 
or accelerate expansion by bringing in a capital partner. Whether an entrepreneur goes down one path or 
the other will likely depend, at least in part, on whether they professionalize early. 

Putting infrastructure in place in anticipation of growth consumes a considerable amount of early cash flow 
– entrepreneurs who would prefer to avoid the complexity of bringing in an external capital partner must 
develop a certain degree of comfort with the idea that their take-home profits are potentially going to be 
low in their first few years of operation as they invest that cash into building an effective above-the-four-
walls business infrastructure. Entrepreneurs who pursue this route often find that the long-term benefits 
are worth the short-term sacrifices, but this will vary depending on how long a franchisee entrepreneur 
plans to stay in the game before exiting. 

Alternatively, raising external capital can provide early and much-needed cushion and cash to establish a 
shared services function sooner in the franchisee’s journey – and without as much short-term personal 
financial sacrifice. This infrastructure frontloading can allow for more accelerated growth rates organically 
or through acquisition, which is a plus. However, this benefit comes with shareholders, governance 
constraints, and economic dilution. Entrepreneurs might have a strategy bias based on whether they are 
architecting an enterprise to sell or one to hold and use to harvest cash. 

 
04 The franchisor’s role 

It is essential to note that the timing of scaling will depend, at least in part, on the franchisor’s growth 
strategy. Franchisors are de facto governors of the franchisee’s growth plans. If a franchisee seeks to acquire 
a portfolio of existing units, that will require franchisor consent. Similarly, if a franchisee wants to grow 
organically by purchasing the rights to new and more geographies, that will require the franchisor’s 
permission. 
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For this reason, engaging the franchisor partner early in conversations about expansion is important. As a 
franchisee, the entrepreneur must be in a location where additional territory is available – that is, they will 
have to acquire rights to a territory from the franchisor (or, alternatively, determine that there are no 
limitations on their ability to grow in a certain geography). The CEO must also cultivate trust with the 
franchisor to receive permission to acquire additional existing locations or develop de novo units. Franchisor 
brands have their own corporate cultures, which can change over time as people cycle in and out of 
leadership roles and bring their own personalities to those roles. An entrepreneur’s experience as a 
franchisee will be heavily impacted by personal relationships with key decision-makers. Because of this, 
entrepreneurs must demonstrate their trustworthiness and value as partners to the franchisor so that they 
can earn their fullest support in a growth program. 

Less infrastructure will be needed if a franchisor stymies a franchisee’s growth plans. If a franchisor paves 
the way for organic and inorganic growth opportunities, a franchisee should consider infrastructure needs 
and investments.  

 
05 Position along planned growth trajectory 

Deciding when to invest in and build infrastructure in shared services is challenging. Unfortunately, it is 
just about impossible to get the timing precisely correct. Too early implies squandering resources and time 
before the actual demand manifests. Too late indicates being behind and likely scrambling to catch up while 
putting out fires, as well as building capacity and resources while already needing them. It is a conundrum. 
We advocate for disciplined and intentional growth where infrastructure can pace and match. This typically 
means eschewing the blind pursuit of growth and, instead, thinking about growth with constraints, which 
is always a better mindset. Ideally, infrastructure is ahead of its actual need but not too far ahead. Many 
infrastructure resources lie in human capital, and people take time to onboard, acclimate, and get up to 
speed. The timing of adding people resources needs to be at least slightly frontloaded. Additionally, non-
human capital infrastructure like ERP systems or more office space also needs time for implementation and 
adoption. In summary, be early – but not too early. 

How 

Figuring out how to scale a franchise portfolio is the ultimate key to unlocking success as a franchisee 
entrepreneur. But it is also often the most daunting of the three steps in the growth arc. The precise contours 
of each franchisee entrepreneur’s above-the-four-walls infrastructure will differ depending on the unique 
strengths and capabilities the entrepreneur brings to their business. They will likewise look different 
depending on the nature of the franchise concept and the degree of support or oversight that individual 
franchisors provide. Below, we outline a set of overarching best practices to help guide franchisee 
entrepreneurs’ thinking around bringing their above-the-four-walls infrastructure to life (Figure 4). We 
will then provide specific insights into functional area considerations that a franchisee entrepreneur must 
account for on their professionalization journey (Figure 5). 
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Figure 4: A fivesome of best practices to embrace when building above-the-four-walls infrastructure 

 
 
01 Think like a franchisor 

How a franchisee entrepreneur goes about scaling, at least in the early days of growth, may depend partly 
on their professional background. For instance, those with finance backgrounds may need a smaller finance 
team at the portfolio level or may be able to delay building that function until later in the growth journey. 
Ultimately, though, successful franchisee entrepreneurship depends on taking ownership of all shared 
services functions. To that end, franchisee entrepreneurs should be mindful of where they might lack 
experience or insight into certain functions and ensure that their hiring decisions at the portfolio level 
address those potential gaps. It is especially important to identify prospective team members who will be 
able to manage across multiple units and understand that they may have to adapt different solutions to meet 
the needs of different units or geographies within the portfolio.  

Owners of large franchisee portfolios also recommend embracing a franchisor mindset. That is, in order to 
prosper, a franchisee must align their mindset to that of the franchisor. It is essential not to be combative 
and not to insist on undercutting the standards that the franchisor has set for the franchise. Conversely, if 
a franchisor provides little or low-quality service in assisting franchisees, the franchisee should not be afraid 
to assert their own (higher) standards for what the business should look like. 

The franchisor is a key and potent constituent in the franchise game. By stepping into their shoes and 
channeling their needs and mindset, franchisees will make their scaling process much more polished. 

 
02 Support individual field units 

For most franchisee entrepreneurs, the North Star of building a successful franchisee portfolio is supporting 
individual field franchise units in their day-to-day operations, especially in heavily consumer-facing 
concepts. Professionalization should, therefore, be designed to ensure that the needs of individual units are 
well met. While franchisors assist in meeting particular functional needs (for instance, marketing), they are 
not entirely hands-on in others (for instance, recruiting and onboarding unit-level or portfolio-level 
employees). To that end, franchisee entrepreneurs should be mindful of where gaps exist in the help being 
offered by the franchisor and ensure that the above-the-four-walls infrastructure fills them. 

We suggest that franchisees embrace a mindset of how shared services can help, serve, and support the field 
locations. We avoid the tenor that the field spokes exist to serve the corporate hub. After all, money is earned 
in the field, not in shared services. While shared services should provide valuable support services to the 
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spokes, they are an implicit drain on cash flow generated from operations. The field units sit at the top of 
the pyramid, and corporate serves as the foundation to best help them thrive. 

 
03 Bring functions in-house when needed 

One of the most important decisions a franchisee entrepreneur will face is whether to outsource certain 
shared services or bring them in-house. This is a question that will evolve over the course of a business’s 
growth expedition and will largely depend on the nature of the franchise concept. Some universal functions, 
like finance and human resources, will likely require bringing in at least a few team members early on. 
Conversely, some functions, like legal, can be outsourced far into the portfolio’s growth.  

In our exploration of specific functional considerations below, we offer substantive insights on this question 
for each shared services function. Ultimately, though, the decision comes down to traditional cost–benefit 
analysis. If a function is core to the franchise concept (for instance, site selection in the case of brick-and-
mortar franchises), then it is likely one that should be brought in-house in at least some capacity sooner 
rather than later. This decision also depends on the pace of growth. Portfolios that are only expanding by 
one or two sites per year, for instance, may rely exclusively on an outside general contractor for construction 
needs – but a portfolio growing by 10+ units per year will likely need an in-house coordinator of that work. 

We are fans of outsourcing because it often converts a fixed cost into a variable cost. Furthermore, franchisee 
entrepreneurs should define the handful of essential core skills they seek to be truly excellent at. Those 
functions are proprietary and should unequivocally be insourced. However, some tangential functions 
might be more appropriate as outsourced candidates. Outsourcing has downsides, of course, like response 
time and customizability, and entrepreneurs will need to weigh the net benefits of such an approach. 

 
04 Be mindful of dilution 

An extremely important consideration for a franchisee entrepreneur in planning their scaling strategy is to 
assess the dilutive effect that a portfolio’s above-the-four-walls infrastructure will have on its profitability. 
Entrepreneurs should be mindful when choosing a franchise concept that the estimate of unit-level revenue 
marked in item 19 of the franchise disclosure document (FDD) does not account for the cost of shared 
services in a multi-unit portfolio. 

The FDD is an excellent information source for potential franchisee entrepreneurs. However, the data 
enclosed in the FDD only addresses field-level economics and does not contemplate any shared services 
costs. To that end, entrepreneurs should carefully disaggregate their portfolio profit and loss (P&L) 
expectations (including, for instance, the costs of district and regional managers, executives, and site 
development) from their unit-level P&L (which might include, for example, the costs of recruiting and 
hiring unit-level employees, as well as unit-level maintenance). Comparing the actual shared services costs 
and allocated expenses of their portfolio will help franchisee entrepreneurs better monitor profitability and 
cash flow across the business and understand whether they are growing their shared services function too 
quickly in relation to the portfolio’s growth.  

It is important to note that a portfolio’s above-the-four-walls infrastructure is a long-term investment. 
More often than not, it generates sufficiently large economies of scale to offset costs. In one entrepreneur’s 
estimate, an additional investment of $1 million in their shared services infrastructure could support as 
much as an extra $140 million in revenue. Therefore, while monitoring the impact of shared services on 
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overall profitability is undoubtedly an important exercise, it should not scare a franchisee entrepreneur off 
from professionalizing. 

  
05 Know the exit plan 

An important consideration for franchisee entrepreneurs is knowing whether their portfolio aspirations 
entail long-term ownership or an early exit. For franchisee entrepreneurs who are committed to building 
their portfolios over the long run, a careful, precise approach to professionalization will best support 
sustainable portfolio growth and value creation through long-term cash generation. This entails rigorous 
risk management, an eye toward durability, and tight controls to ensure consistency in operations and 
customer experience. 

For entrepreneurs who know that their plan is to grow quickly and exit (perhaps, for instance, through a 
sale to a larger portfolio within the franchise network), a blunter approach to professionalization with the 
goal of maximizing cash flow in the short term may better suit their needs. Since this approach is more 
oriented toward terminal value in a sale, optimizing short-term cash flows is paramount, since it will serve 
as the basis for valuation. 

We will now examine ten functional areas that franchisee entrepreneurs will likely need to invest in and 
build out as part of their scaling initiatives. These buckets are the primary operational venues where 
entrepreneurs will need to build out depth and resources, but our list is not exhaustive or comprehensive. 
As a franchisee grows, there will likely be even narrower areas that the shared services team can bolster. The 
points we detail in Figure 5 are typically the first functions franchisee CEOs seek to institutionalize. 
 
Figure 5: Ten functional areas a franchisee should consider for investment in shared services 

 

01 Finance 

Finance is one of the earliest and core functions that franchisee entrepreneurs will develop as part of their 
above-the-four-walls infrastructure, given the pivotal role it plays in enabling portfolio growth. The 
function includes, among other things, accounting, internal controls, financial planning analysis, KPI 
tracking, budgeting and forecasting, financial risk management, payroll (often in tandem with human 
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resources), and tax management. The franchisees themselves are likely to oversee many of these 
responsibilities early in the journey, but onboarding a team becomes progressively vital as the portfolio 
expands and it becomes increasingly difficult for the franchisee to keep eyes on everything without dropping 
the ball. Cash flow is especially critical to monitor in light of the fact that many retail franchise concepts 
have negative working capital and can use free cash flow to invest in their infrastructure or to grow the 
business with more units. A strong system of internal controls is also vital to prevent waste and theft, 
recognizing that the franchisee is likely incapable of monitoring all movement of cash into and out of the 
business. 

This function is commonly built out with a combination of people resources and technology solutions. For 
example, a burgeoning franchise portfolio will likely require a CFO and controller at some point. These 
professionals establish workflows and operational systems to address the firm’s financial needs, such as 
audit execution, bank reporting, financial statement generation, and sales and use tax compliance in various 
jurisdictions. Additionally, accounting software solutions are embraced to automate and facilitate the 
finance and accounting functions. For example, smaller operators might use an entry-level accounting 
system like QuickBooks, while larger organizations will probably require more industrial strength like 
NetSuite or Microsoft Dynamics. We offer a final thought on outsourcing or keeping an accounting 
function in-house: paying bills is often best kept in-house in the earliest days. Relinquishing control to an 
outside party who has access to cash and disbursements creates an additional opportunity for risk and 
shrinkage. 

  
02 Human capital 

Human capital is perhaps the most prominent function that franchisee entrepreneurs must attend to, and 
it includes such responsibilities as recruitment, onboarding, training, development, retention, separation, 
and culture. While some of the more rote parts of this function can be outsourced, especially when a 
franchisee is early in the journey, it is important to bring it in-house in some capacity as the portfolio begins 
to grow. Unit-level general managers are likely to oversee most operational human resources (HR) 
responsibilities, including hiring, with the franchisee’s approval. But at perhaps a dozen or more units, there 
should be a dedicated HR leader to help manage screenings and background checks, design career pathing 
for employees, recruit and onboard portfolio-level employees, and review hiring, retention, and promotion 
processes. Especially in light of the high turnover in some franchise concepts (for instance, quick-service 
restaurants), monitoring the inflows and outflows of employees requires consistent and careful attention. 
Filling vacancies, onboarding people, and rapidly training them to become useful are key skills and 
competitive advantages in the franchise world. 

While many HR functions might still lie in the field, a centralized HR leader will orchestrate best practices, 
standardized protocols, and regulatory compliance. When scaled franchise portfolios employ hundreds of 
team members, there is a never-ending need for new talent when actuarial attrition runs high.  

Culture is a similarly vital part of building a successful portfolio. Thinking early and clearly about the 
culture that a franchisee wants to establish empowers them to maintain consistency across the future growth 
of the portfolio, rather than have to change course later, sometimes at the cost of disrupting operations and 
discouraging employees. To that end, the HR and human capital team must be attentive to developing 
managers across the organization who are effective people leaders. This is especially important given that 
many store-level employees are young and inexperienced and will likely need structure and encouragement 
before being able to take on greater responsibilities. 
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03 Information technology 
 
In the context of early-growth franchise portfolios, information technology (IT) as a function primarily 
entails building and maintaining various forms of business software, including point-of-sale (POS) 
systems. Sometimes, the franchisor will dictate which POS systems and other digital business solutions 
franchisees must use, but franchisees are often in charge of operating and maintaining such systems. Other 
times, franchisees will have the option of either choosing their own POS system or layering their system on 
top of whatever basic software the franchisor provides. Many franchisee entrepreneurs who are just 
beginning to build their portfolios choose digital systems with scalability in mind – even if that means 
purchasing an expensive system – so as to avoid the considerable pain points that arise when transitioning 
to higher-capability systems as the portfolio grows. Beyond POS systems, franchisee entrepreneurs often 
rely on unit-level general managers or a portfolio-wide technology leader to oversee other aspects of IT, 
including Wi-Fi, in-store entertainment, and digital security. 

Store managers are primarily charged with managing and leading people, complying with franchisor-
mandated operational procedures, and delivering targeted customer service levels. They are often jacks-of-
all-trades and juggle many balls. However, it is unlikely that a store manager is also a tech savant capable 
of installing and supporting a slew of technology solutions employed in the business. It is best to ask store 
managers to focus on what they do best and centralize the tasks where they do not retain expertise – like 
information technology. 

 
04 Marketing 

Although national franchise marketing is primarily managed by franchisors (in light of the marketing fees 
that many franchisors charge their franchisees), franchisee entrepreneurs may nonetheless design and 
execute local marketing campaigns and community engagement events themselves. Some franchisees 
choose to do sporadic marketing projects, which they are generally capable of managing on their own. In 
some franchises, however, the franchisor actually requires the franchisee to set aside a certain amount of 
money for local marketing. In that scenario, franchisee entrepreneurs with slightly larger portfolios may 
choose to build a small in-house team to oversee marketing initiatives – either by directing the work of 
outside creative agencies (who devise and execute campaigns over television, radio, and billboards) or by 
deploying “street teams” of unit-level employees to do high-visibility community events (think local fun 
runs, youth athletic events, and miscellaneous festivals). 

These initiatives require coordination and intentionality around dollars spent. While some franchise brands 
are ubiquitous and do not need much local support (like Jiffy Lube), other nascent brands require local 
franchisee support to drive customer traffic and sales. In these situations, entrepreneurs had better invest 
in and develop a thriving marketing function in their shared services team.  

 
05 Supply chain 

The decision to bring sourcing and supply chain management in-house will depend on the degree of control 
the franchisor exercises over franchisees. In certain concepts, especially quick-service restaurants (which 
rely on consistency across units), the franchisor may dictate distributors entirely to the franchisee. General 
managers at the store level will lead purchasing, but the function is mainly automated and might be driven 
through the franchisor-mandated POS. In other concepts, the franchisor may retain ultimate approval over 



 

14 EXPLORING THE SHARED SERVICES FUNCTION WHEN SCALING A MULTI-UNIT FRANCHISE OPERATION 

sourcing (to ensure quality control) but otherwise permit the franchisee to choose which specific 
distributors to use. 

When a portfolio scales up, sourcing and purchasing can enjoy volume pricing benefits if coordinated 
centrally. By establishing a unified approach to sourcing goods, materials, and services, franchisee CEOs 
can reap economic rewards as well as enjoy tighter consistency within their operating portfolio. For 
example, if a CEO owns 25 units of a given logo in a few markets, they might seek to use a single cleaning 
service to establish standardized protocols and pricing across the system. Additionally, the franchisor might 
direct equipment purchases, but they also might not. If the CEO has discretion, they might want to 
consolidate capital expenditures and their maintenance. 

  
06 Real estate services 

The decision to amplify real estate, site selection, and construction roles in the shared services team will 
largely depend on the size of the franchisee’s portfolio and the degree to which the franchise concept itself 
is dependent on real estate. For franchisee entrepreneurs who only plan to build one storefront a year, a 
good outside general contractor may be all that is needed. However, for franchises in which the ability to 
identify and maintain brick-and-mortar locations with large square footage is core to success, franchisee 
entrepreneurs will typically establish small in-house teams to oversee their general contractors and assist 
with other aspects of design, construction, and procurement. 

When it comes to site selection, some franchisors will play a limited role (for instance, to ensure compliance 
with construction standards). However, the choice of where to build largely falls to the franchisee. The 
process by which franchisee entrepreneurs in brick-and-mortar franchise concepts develop de novo sites is 
significant for generating value. So, the franchisee should be especially mindful of ensuring that this 
function is sufficiently resourced. Rapidly expanding franchisees will need to build relationships with real 
estate brokers, architects, and engineers to see if a site works – and that is all before seeking franchisor 
approval.  

Furthermore, once a franchisee has a robust portfolio of locations, there will be an inevitable trickle of roof 
leaks, broken toilets, and vandalized exterior walls. For franchise concepts that have a strong brick-and-
mortar presence, there might also be a facilities director at the portfolio level who manages the work of a 
team of technicians out in the field attending to issues with, for instance, site maintenance and equipment 
replacement. Facilities directors might also be responsible for site security. Franchise CEOs can choose to 
staff a general maintenance crew to address these myriad nuisances or seek an external vendor for each 
occurrence. Impeccably maintaining real estate will curry favor with the franchisor and customers and tends 
to drive sales. 

 
07 Unit operations 

Most daily matters relating to the operations of individual units in a portfolio will be overseen by store-level 
general managers – the person who is responsible for a single location and P&L. Above those store-level 
managers will sit district (or area) managers (often covering a span of 5–7 locations, depending on the 
franchise concept), and above them may be a further layer of regional managers (depending on the size of 
the portfolio). A vice president or COO will be at the top of the hierarchy and will help lead monthly 
business reviews, identify operations-based business drivers, and run pilots to test new ideas. It is easy to 
see how quickly a small army of operations personnel grows to support the field units. Keep in mind these 
resources are not embedded in the four-walls economics that franchisors tout.  
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These coaches and managers above the store-level general managers are likely keenly focused on KPIs, 
exploring variances, and problem-solving laggard performers. District managers might serve as backfill for 
store managers if there are vacancies – and as a portfolio mushrooms, there are always vacancies. The 
operational leaders are focused on the organization’s strategy, growth initiatives, and perhaps new unit 
openings – a key initiative in an expanding enterprise. A professional focused on unit operations is a crucial 
addition to the team and probably one of the early additions to shared services. 

 
08 Business intelligence 

Business intelligence and score-carding are typically managed by the franchisee entrepreneur, perhaps with 
the assistance of another multi-functional employee (for instance, a chief of staff). When it comes to things 
like price optimization, opportunities for improvement will depend on whether the franchisor mandates 
pricing or provides flexibility to individual franchisees. In the latter scenario, franchisee entrepreneurs have 
often relied on fairly basic business intelligence software, linked with their POS system to improve their 
pricing strategy both across and within units. Regarding labor optimization, some franchisors offer 
specialized trainings or “SWAT teams” to conduct on-site triage. However, many franchisee entrepreneurs 
simply take on such duties themselves. 

Sophisticated operators are data hounds and love and use data to drive decisions. They explore questions 
like these: Is the average ticket growing, shrinking, or stable? If it is growing, is that growth driven by 
volume or price? Is labor as a percentage of sales stable or increasing (uh-oh)? What staffing is required by 
the hour based on activity volumes? How do stores compare to other units, and how do stores compare to 
individual prior performance? 

These questions, and scores more, have answers that lie in data. Superior operators aggregate and mine 
data looking for an edge in operating initiatives and performance. This is hard work. Amassing the data 
takes time, and coordinating the data and twisting the numbers requires patience, specialized skills, and 
insightful perceptions. Finally, interpreting the data and creating tenable action steps is a huge potential 
value add. 

 
09 Acquisitions 

For smaller portfolios, acquisition matters will largely fall to the franchisee entrepreneur directly to manage 
as part of their strategic duties. In larger franchise portfolios, the franchisee may choose to hire a business 
development professional to assist them with acquisitions. The role can sometimes be combined with 
another function (such as a chief of staff role) depending on how acquisition heavy the franchisee’s 
development strategy is. In certain better-established franchises, the network of owners is somewhat 
limited, and so acquisition opportunities are largely driven by connections. However, for newer franchise 
brands with more diffuse ownership, expansion via acquisition may require more independent research and 
outreach. 

One of the many attractive elements of being an entrepreneur in a franchise system is the FDD, which 
provides a detailed list of every single owner in the system (with contact information!). This is the 
acquisition prospect list. In low-density systems where the average number of units per owner is 2–5, there 
might be endless prospects to call on. These acquisition opportunities tend to take years to come to fruition 
and require endless nurturing, cultivation, hand-holding, and relationship-building. These can be 
incredibly valuable time investments and offer a compelling way to drive growth. However, it can quickly 
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become an unwieldy part-time or full-time job for the CEO – welcome the business development 
professional. 

 
10 Legal 

The legal function is generally one of the last for franchisee entrepreneurs to bring in-house as they build 
out the shared services group. For those entrepreneurs whose portfolios have grown to several dozen or 
hundred units, some may choose to hire either an in-house general counsel or a paralegal to assist with 
coordinating the work of outside counsel and advising on routine transactional matters, including lease 
agreements and vendor contracts. Additionally, an in-house attorney can address the constant stream of 
employment issues in a franchise group with hundreds or thousands of team members. In-house counsel 
can be more cost-effective than paying steep hourly billing rates for an external firm, but it might only be 
worthwhile once there is ample work for the internal person to be fully utilized. 

 
Some additional thoughts on the behavior of shared service costs 

So far, in this note, we have discussed the why, when, and how of building infrastructure in a budding 
franchise empire. Although a deep dive into how shared service costs behave as variable or fixed costs is 
beyond this note’s scope, we want to share a few thoughts on this slightly wonky topic. 

To better frame shared services costs in dollars, imagine a franchise system where a typical unit generates 
$100,000 of field profit before any shared services burden. This would be the number that the franchisor 
would tout in the FDD. However, to build, lead, and manage a slew of units, we have argued that there 
needs to be some shared services infrastructure. Now, let’s assume that an ambitious post-MBA 
entrepreneur has a portfolio of franchise units and invests $1 million per year in the above-the-four-walls 
infrastructure. Simple math implies that the profit of the first ten units will cover the shared services costs, 
and the net profit will only manifest with the eleventh unit. This is an elementary example of shared services 
gobbling up profit until all the shared services costs are covered. Franchise entrepreneurs need to 
comprehend this dynamic to balance infrastructure investments appropriately with portfolio sizing. 

A logical question to think about is how the investment in shared services positively impacts the business. 
We believe above-the-four-walls infrastructure provides a sales lift through monitoring, training, and 
coaching. Additionally, in-store costs like labor, costs of goods sold (for example, food costs in a QSR), and 
even store maintenance costs tend to be more tightly managed and compressed with a robust shared services 
team. Furthermore, building a more extensive portfolio supported by a vibrant infrastructure helps attract 
and retain the best people, driving revenue and cost synergies. Moreover, a growing enterprise will 
command higher EBITDA* multiples from potential buyers with key break points in the $5 to $10 million 
EBITDA range. 

Most franchise entrepreneurs imagine infrastructure costs behaving like the graph in Figure 6. In this 
image, we are attempting to depict that there are zero shared services costs for the first handful of field 
units; in other words, the entrepreneur-cum-CEO is doing everything. At some point, shared services costs 
are present and grow with the number of field units. However, many entrepreneurs harbor dreams that the 
infrastructure costs will flatten out at some point, effectively become fixed costs, and will not grow as the 
number of field units continues to rise. 

 
* Earnings before interest, taxes, depreciation, and amortization. 
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Figure 6: How entrepreneurs think shared service costs will behave  

 

If this were true, we could add another line in our basic graph, as in Figure 7, and we can observe that as 
the business grows, shared services would represent a smaller and smaller percentage of revenue. We are 
implying in our graph that, at some juncture, this percentage bottoms out. The implications of Figures 6 
and 7 would be extraordinary if they were entirely accurate. This would indicate that each additional field 
unit would be wholly accretive once shared service costs were fully covered. 

Figure 7: Implication on the percentage of revenue 

 

A more accurate view of the behavior of shared service costs is portrayed in Figure 8. Yes, entrepreneurs 
aspire for shared services costs to become fixed at some point, but the reality might be very different, with 
costs growing consistently with increased field unit volumes. Infrastructure costs might also amplify at 
decreasing or constant rates – we do not know, and each entrepreneur’s scenario will be distinctive. We can 
even paint a picture where share service costs go up at increasing rates at times. 

In practice, franchise entrepreneurs should think about and examine shared service costs closely and 
attempt to understand how these costs behave as field unit volumes grow. The behavior of these costs will 
dramatically impact the firm’s profit margins and nominal profitability. CEOs should do everything 
possible to stem the inevitable creep of shared service costs once the appropriate team and functions have 
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been established. In other words, be prepared for the solid line in Figure 8, but vigorously fight for the 
dashed line every day. 

Figure 8: Aspirations versus reality 

 
The above figures might not necessarily depict the best images of shared cost behaviors. We will present an 
alternative likely curve. Shared services infrastructure tends to be nonexistent or very low when an 
entrepreneur has just a few units in operation (perhaps 1 to 3). When the business grows to 5 to 10 units, 
the firm likely does not have enough revenue to support all the necessary shared services at a reasonable 
percentage of revenue. Once the company hits 20 to 30 units, shared services expenses as a percentage of 
revenue fall and likely become asymptotic in that they flatten out. This creates a camel-like curve, as 
portrayed in Figure 9. Shared services, as a percentage of revenues, start at zero, rise rapidly with a few 
units, and then fall and flatten. 

Figure 9: The camel-like shared services curve 
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A mini-profile: a franchise entrepreneur building out shared services infrastructure to 
scale 

 
 Michael Horowitz (Harvard Business School 2015) was formerly the CEO of Buckeye 

Restaurant Group, an Ohio-based, multi-unit Wingstop operator. Horowitz became a 
franchisee entrepreneur by acquiring seven Wingstop units in 2018. He purchased and 
built more units during his ownership tenure, ultimately growing the company to 20 

stores with run-rate revenue and EBITDA exceeding $28 million and $4 million, 
respectively, when he sold the company in 2023. Horowitz bought the initial base business 

through a self-funded search strategy. Before becoming a chicken wing titan, Horowitz worked in real estate 
and venture capital. He shares the following insights: 

When entrepreneurs pursue franchising, they don’t buy a turnkey “business in a box” with 
detailed policies and procedures for all aspects of running the company. They get a set of 
policies and resources specifically focused on operating an individual franchise location. 
Managing the employees to ensure those policies are followed, designing all of the 
associated above-store infrastructure, and managing payroll, finance, vendor, and landlord 
relationships are entirely up to the skill and preferences of the entrepreneur. Those require 
very different skills than running a single unit. Franchisor support is usually limited to in-
store operations and rarely extends to designing above-store management structures; 
however, franchisors absolutely judge the quality of their franchisees in part on how 
effective their above-store infrastructure is in driving operational excellence at each 
individual location.  

My approach was to identify each restaurant’s most common pain points and move those 
functions to specialists who performed them for all of the locations. We benefitted from 
having restaurants that were geographically quite close together and physically fairly small, 
with simple layouts. More complicated restaurants (i.e., serving more menu items with 
more employees and more equipment) or more dispersed locations would have required 
this infrastructure sooner. One key role is the district manager (DM) or area coach. In the 
Wingstop system, this person likely supports 5–7 restaurants, helping the managers 
review their performance and diagnose issues and holding them accountable for results. As 
we grew to have multiple district managers, we added a vice president of operations to 
oversee the district managers. District managers are usually former high-performing 
restaurant managers, meaning they are strongest at executing the in-store playbook but 
may need help developing the ability to analyze data from many restaurants and make “big 
picture” strategic decisions. A VP of operations can help DMs on this front and has the 
visibility to make broader decisions that will impact the entire business. Other roles we 
either hired for or considered were supporting HR, training, payroll, marketing, repairs 
and maintenance, construction, and accounting. A CEO cannot do it all. 

Deciding when to add corporate infrastructure is a bit of a chicken-and-egg question: do 
you hire in anticipation of growth or wait until your team is almost out of capacity? I am 
in favor of hiring as much as possible in advance. Opening or buying new locations without 
having the capacity to manage the opening or transition smoothly is a recipe for disaster. 
The money you save while delaying a new hire will likely be lost several times over in 
underperformance from a location not getting the support it needs. The franchisor may 

https://ordering.wingstop.com/
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also limit your growth if it senses that your team is not ready to handle more stores. From 
their perspective, the best buyer for a portfolio in the system is not the one who offers the 
most money but the one who will run the highest-performing restaurants. A franchisor can 
outright deny permission to buy new locations or territories if they are unsatisfied with the 
operator’s performance.  

Looking back on my journey, I wish we had scaled infrastructure earlier. For six months, I 
“saved money” by entering payroll hours by hand every other week and checking the bank 
each morning to match up cash deposits. Hiring someone to handle these tasks would have 
freed me up to focus more on operating our restaurants well and growing our unit count, 
functions that drive much more long-term value than saving a few thousand dollars a 
month in labor costs. Furthermore, when you get an above-store hire right, that person 
will almost certainly find new and better ways of doing things you would never have 
thought of while trying to handle every role yourself. Finally, part of building out the 
corporate function is providing growth opportunities for great team members. Talented 
people do not want to stay in a store manager role forever. They will walk away if a 
franchise operator cannot give them more career opportunities or challenges. 

 

Conclusion 

Being a franchisee operator can be a compelling post-MBA entrepreneurial pathway. Participants enjoy 
franchisor-provided brands, concepts, logos, training, support, marketing, and detailed in-unit best 
practices. However, to build and manage a sizeable pool of operating units, franchisees will need to 
construct hardy above-the-four-walls infrastructure. Despite being wonderful partners, franchisors will 
play no role in this process. Entrepreneurs will be on their own when developing the systems and processes 
and gathering the necessary team members to create a vibrant shared services function. 

To do this successfully, franchisee entrepreneurs should consider the why, when, and how of building 
corporate infrastructure to better position themselves to thrive. Additionally, ten functional areas in the 
how bucket warrant examination when composing the above-the-four-walls infrastructure. 

We wish you good luck, good fortune, and personal fulfillment in your franchisee entrepreneurship quest. 
We are confident that you will be a winner and have a blockbuster outcome if you can skillfully establish 
the proper shared services function to support your franchise enterprise.  

We are rooting for you! 
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an 
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.  

Copyright 2024 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or 
all of this document, please contact the Yale SOM Case Study Research Team: email case.access@yale.edu. 

Endnotes 
 
1 Matt Beck is a research assistant at the Yale School of Management and a 2025 candidate for a J.D. at Yale Law 
School. 

2 A. J. Wasserstein is the Eugene F. Williams, Jr. Lecturer in the Practice of Management at the Yale School of 
Management. 

3 International Franchise Association’s 2022 Franchising Economic Outlook 
https://www.franchise.org/sites/default/files/2022-02/2022%20Franchising%20Economic%20Outlook.pdf 

mailto:case.access@yale.edu
https://www.franchise.org/sites/default/files/2022-02/2022%20Franchising%20Economic%20Outlook.pdf

	Why
	How
	A mini-profile: a franchise entrepreneur building out shared services infrastructure to scale
	Endnotes

