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Redefining Franchisee Performance: Why Unit Level Success Ratio Trumps
Traditional AUV

Most franchise systems tout their "average unit volume" (AUV)—total system sales
divided by the number of units operating for at least one year. But here's what that
number doesn't tell you: in a system with 100 locations, 20 top performers generating
$2M each can make the AUV look impressive at $900K, even when 50 units are
struggling below $500K.

Consider this scenario: A franchise system reports an AUV of $850,000. Prospective
franchisees see this number in Item 19 and build their business plans around it. But
the reality? Only 35% of units actually reach that figure. The top 15% are pulling in
$1.5M-$2.5M annually, inflating the average, while the majority of franchisees are
operating well below the reported figure—and potentially below profitability
thresholds.

This isn't just a statistical quirk. It's a fundamental misalignment that masks franchisee
struggles while franchisors celebrate system growth based on aggregate numbers that
don't reflect individual unit health.



The Solution: Unit Level Success Ratio

What if instead of measuring average sales, we measured actual success? The Unit
Level Success Ratio (ULSR) does exactly that by tracking the percentage of
franchisees who meet or exceed defined performance benchmarks—not just revenue
targets, but genuine profitability thresholds that indicate a thriving business.
Traditional AUV creates a disconnect between franchisor reporting and franchisee
reality. ULSR flips this paradigm by holding franchisors accountable for getting
franchisees to specific, meaningful success benchmarks through superior training,
coaching, and operational support.

Understanding the Unit Level Success Ratio
The Formula

Unit Level Success Ratio = (Number of units at or above benchmark) + (Total
number of units) x 100
Defining Your Benchmark



The benchmark is not arbitrary—it should represent genuine financial success for
your franchisees. Common benchmark criteria include:

e Revenue + Profitability Target: For example, $600K in revenue with a
minimum 12% EBITDA

e ROI Threshold: Achieving positive cash flow and 25%+ annual ROI by the
end of Year 1

e Multi-Metric Success: Meeting targets across revenue, profit margin, and
owner compensation

Example Calculation:

A franchise system has 80 operating units. Their success benchmark is defined as
achieving $500K in annual revenue with a 15% net profit margin by the end of the
first full year of operation.

e Units meeting or exceeding benchmark: 62
e Total units: 80

ULSR: 62 ~ 80 =77.5%

The Target: 80% Success Rate
Why 80%? This threshold represents a healthy, sustainable franchise system where:

The vast majority of franchisees are financially successful
Outlier underperformance doesn't undermine system credibility
Market variations and learning curves are accounted for

The business model is genuinely replicable

Systems achieving 80%+ ULSR demonstrate that their model works consistently
across different operators and markets—not just for the exceptional few.



Building Accountability Into Your System
Transforming your franchise system from AUV-focused to ULSR-driven requires
structural changes that embed franchisee success into your operations:

1. Establish Clear Unit Level Success Benchmarks
Define specific, measurable success criteria that indicate genuine franchisee
profitability. These should include:

e Minimum revenue thresholds

e Required profit margins or EBITDA percentages

e Owner compensation targets

e Time frame for achievement (typically 12-18 months)

Document these benchmarks clearly and use them as the foundation for all training
and support systems.

2. Create First-Year Operating Budgets with Every Franchisee



This is what most franchise systems lack—and it's the most critical tool for success.
Work with each franchisee to build:

e Detailed startup cost breakdown: Equipment, inventory, working capital,
marketing launch

e Monthly revenue projections: Based on realistic ramp-up curves from your
top performers

e Operating expense budgets: Labor, rent, COGS, marketing, and all variable
costs

e Monthly milestone targets: If your Year 1 benchmark is $500K revenue, map
the journey:

e Month 1: $25K

Month 3: $38K

Month 6: $44K

Month 9: $48K

Month 12: $50K (run rate to hit annual target)

Monitor budget versus actual performance weekly for the first 90 days, then
bi-weekly through Month 6, and monthly thereafter. This isn't
micromanagement—it's proactive course correction.

3. Comprehensive Training Systems
Develop training programs that explicitly guide franchisees to benchmark
achievement:

Pre-opening training: Focus on launch excellence and first-month execution

e Ramp-up coaching: Intensive support during Months 1-6 when trajectory is
established

e Benchmark achievement protocols: Specific strategies for reaching
profitability thresholds

e Ongoing education: Continuous improvement for sustained performance

Training should be measured by franchisee results, not just completion rates.

4. Ongoing Support Structure with Shared Accountability
Create systems where everyone involved in franchisee support is accountable for the
80% success rate target:



Field support teams: Compensate based partially on ULSR in their territories
Training department: Tie bonuses to the percentage of new franchisees hitting
Year 1 benchmarks

e Executive leadership: Make ULSR a key performance indicator alongside unit
growth

This shared accountability ensures the entire organization is aligned around franchisee
success, not just system expansion.

5. Proactive Performance Tracking and Intervention
Monitor ULSR continuously and intervene before franchisees fall below the
benchmark:

Weekly reviews: For new units in first 90 days
Monthly performance dashboards: Tracking each unit's progress toward
benchmark

e Early warning systems: Automated alerts when units fall 15% below budget
projections

e Intervention protocols: Structured support plans for struggling units

The goal is proactive support rather than reactive problem-solving.

The Ripple Effects of 80% Success
When 80% or more of your franchisees perform at or above benchmark, the benefits
cascade throughout the entire system:

e Increased royalty revenue: Systems achieving 80% ULSR typically see
30-50% higher royalty collections compared to their baseline, as more units
reach higher revenue tiers

o Faster royalty self-sufficiency: Break-even on corporate operations 6-12
months sooner when franchisees reach profitability quickly

e Higher system-wide profitability: More franchisees operating in the black
means more resources for reinvestment

e More sustainable growth: Profitable franchisees can open additional units,
driving organic expansion



Stronger Item 19 Financial Performance Representations: When 80% of
units hit benchmarks, your FPR becomes a powerful sales tool backed by
consistent results

Increased franchise sales: Prospective franchisees can speak with a large pool
of successful operators, dramatically improving validation

More referrals and testimonials: Happy, profitable franchisees become your
best salespeople

Higher satisfaction and engagement: Franchisees who meet financial goals
are more likely to participate in system initiatives and maintain brand standards

Reduced dependency on continuous intervention: Well-trained, successful
franchisees require less intensive ongoing coaching

Predictable system performance: ULSR provides early indicators of system
health and allows for strategic planning

Enhanced brand reputation: Consistent unit success builds market credibility
and attracts higher-quality franchise candidates

Improved resale values: Franchises in high-ULSR systems command
premium prices in resale markets

Shifting from AUV reporting to ULSR accountability isn't just a metrics change—it's

a cultural transformation. Here's how to begin:

1.

Calculate your current ULSR: Honestly assess how many units currently
meet meaningful success benchmarks

Identify the gaps: Determine what prevents franchisees from reaching
benchmarks (training, support, model issues, market selection)

. Build the infrastructure: Implement budgeting, tracking, and support systems

outlined above

Set phased goals: Target 60% in Year 1, 70% in Year 2, 80% in Year 3
Align incentives: Restructure internal compensation to reward ULSR
improvement



Challenge: "This system requires more upfront investment in support infrastructure."
Solution: The ROI is clear—higher royalty revenue, reduced franchisee turnover, and
lower crisis management costs typically offset implementation costs within 12-18
months.

Challenge: "What do we do with franchisees who consistently underperform?"
Solution: ULSR systems include structured improvement plans and, when necessary,
dignified exit strategies. A system that works for 80% reveals when individual
franchisees are the issue versus system problems.

The Bottom Line

The shift from AUV to Unit Level Success Ratio isn't just a measurement change—it's
a fundamental realignment of franchisor incentives with franchisee success. When
your growth strategy is built on proven, replicable unit performance rather than
system-wide averages, you create a foundation for sustainable, profitable expansion.
AUV tells you how much your system sells. ULSR tells you how many franchisees
are actually succeeding.

Which metric do you want to optimize?

Launch To Growth specializes in helping franchisors achieve operational excellence
through proven systems that prioritize Unit Level Success Ratio. Our approach
reduces dependency on continuous coaching while dramatically improving franchisee
performance and system-wide profitability.

We help franchise systems implement the infrastructure, training programs, and
accountability mechanisms needed to achieve 80%+ success rates—transforming
franchise development from a numbers game into a predictable path to mutual
prosperity.



Building Responsible, Scalable, and Successful Franchise Systems

For more information about implementing Unit Level Success Ratio in your franchise
system, visit Launch To Growth or contact Gerry@launchtogrowth.com



https://launchtogrowth.com/
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