
The royalty payment
is a key cornerstone
of the franchisor–

franchisee relationship. It is
t h e v a l i d a t i o n o f t h e
contract one has with the
other. For the franchisor, it
embodies the success of
the concept, enables the
corporate office to run
effectively and allows it to
support franchisees in a

myriad of ways. For the franchisees, it is a reflection of the
value provided by the franchisor in helping them attain
their dream of running a successful small business.

However, the collection of royalty fees can often be the
most antiquated and uneven part of the relationship. It is
necessary for the franchisor to make the process as smooth
as possible, removing the royalty payment from the status
of “just another bill to be paid” while positioning it as a
critical component of the running of a franchise. The tools
exist today to not only collect royalty payments quickly and
effortlessly, but to continually demonstrate the value that
the franchisor brings to the franchisee. Current technologies
can allow the whole process of calculating and collecting
royalty payments to be a beneficial situation for all. They
can also help bind a business together in unexpected and
rewarding ways.

The first Internet boom introduced secure, cost-effective,
Web-based technology that allowed people to connect to
places and use processes that had been out-of-reach or
unavailable previously. However, these technologies, which
seemed to be custom-made for running an efficient organi-
zation, were largely overlooked by the franchise industry.
At the beginning of this decade, the various methods
employed by franchisors for collecting royalties were still
old-fashioned, vulnerable and inefficient. The costs and
manpower expended seemed unusually high on the part of
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the franchisor. It veered
t o w a r d a n i n e q u i t a b l e
r e l a t i o n s h i p w h e r e t h e
franchisee appeared to hold
all the crucial cards. They
had the ability to decide what
to report and could send or
withhold money at their will.
Often, the royalty payment
found itself at the back of the
q u e u e b e h i n d t h e
franchisee’s other important
payments.

“Ain’t Broken” Attitude
Persists
Initially, adoption of new
Web-based technologies
within the franchise industry
was slow. Many of the limita-
tions on efficient royalty
c o l l e c t i o n s e e m e d s e l f -
imposed. Franchisors seemed unwilling
to embrace the new technology because
they:

• were not aware of it,

• did not understand that it could be
configured to their needs,

• thought it was too expensive and,

• did not want to use it.

U n d e r s t a n d a b l y , p e o p l e w e r e
naturally drawn to the system that
worked, and had always worked. They
were unwilling to tinker with anything as
critical as royalty payments in case
something went wrong. As the old Texas
saying goes, “If ain’t broke, don’t fix it.”
They did not seem able to admit that
their royalty-collection system needed
attention.

Too many franchisors today are

using disparate technologies.

Fortunately, franchisors have incorpo-
rated increasingly advanced technology
into the royalty-collection process over
the last few years. Yet the conservatism
involved in collecting payments has not
allowed the process to streamline and
progress to its fullest potential. There are

technologies used and vetted by other
industries that are incredibly reliable,
secure and capable of tying together the
far-flung operations of a large franchise
system into a cohesive unit. Too many
franchisors today are using disparate
technologies tailored to different parts of
their business. Several incompatible
systems often coexist within one organi-
zation. Accounting departments still
seem overly dependant on the fax.
Others use some kind of proprietary or
POS technology that is reliant on dial-up
communicat ion and require their
franchisees to keep dedicated dial-up
lines simply for the task of reporting
their sales figures. Only a few are using
the latest and greatest to connect their
corporate offices to the rest of their
franchise systems.

Selecting the Right System
These days there are many solutions on
the market that fulfill the objectives of
tying the franchisor and franchisee
together and providing value to both.
T h e s e n e e d t o b e e x p l o r e d a n d
embraced by the industry. The informa-
tion they collect can be used in a variety
of ways to move the entire system
forward. These solutions provide infor-
mation to the corporate support staff so
they are more informed about what is
happening in the stores. Some can tell,
virtually in real time, what is selling, what
is not and when there is a peak on a
product. The right system can provide the

ability to track and compare a
single store, multiple stores or
an entire system. Sales statis-
tics can be compiled so a
franchisor can find out when
and where sales are occurring
and what factors are driving
them. Select information can
be provided to critical outside
partners, such as vendors, so
they can see what may be
needed and make the neces-
sary preparations.
As a franchisor, it is of the
utmost importance to build a
system that establishes a
solid connection between its
franchisees and their corpo-
rate office. As any franchisor
knows, it has been and will
remain a challenging task.
Ideally, the whole organiza-

tion should operate as one tight unit. At
the corporate offices, the franchisor will
want to see how their franchisees are
performing and strategize about how to
help them do better. Franchisors want to
provide excellent support, coordinate
marketing programs, troubleshoot
problems and develop new offerings
that cr eate buzz and at t rac t new
franchisees. They want to be nimble and
responsive. The only way to do that is to
receive data about a store’s performance
as quickly as possible. It involves setting
up a number of metrics for all stores.
The data received will impart a lot of
information about the stores, including a
very accurate idea of royalties due. This
system, used to calculate sales and royal-
ties, can also provide solutions to such
critical needs as supply-chain manage-
ment and marketing programs.

As a franchisor, it is of the utmost

importance to build a system that

establishes a solid connection

between its franchisees and their

corporate office.

AUGUST 2008 FRANCHISING WORLD 27

(Continued on page 28)



Integrating such technology can face
roadblocks. The franchisees, small-
business owners who see themselves as
key members of a franchise organization,
will resent anything that they perceive as
intrusive. Justifiably, they will see no
i n c e n t i v e i n i m p l e m e n t i n g a n y
technology that enables the franchisor to
take, but not give. As the health of any
franchise system depends on the royalty
fee, the process that is put in place
should provide a perceived value that is
seen as a winning situation for both the
franchisor and franchisee.

Therefore, it is critical this process is
not seen as one-sided. Franchisees
should be able to access a lot of the same
data as the franchisor. Giving store
owners the ability to look into their
s tores ’ metr ics to see everything,
including the performance of their staff,
will be perceived as a great benefit.
Multiple store owners can compare stores
easily and see how they are doing on a
daily basis. They will find the process
incredibly worthwhile, especially if they
get new reports every day. Franchisees
receiving data that helps them run their
business better will not mind being part
of a larger technological infrastructure,
e v e n i f t h e i r d a t a e n h a n c e s t h e
franchisors ability to collect royalties.

Calculating Royalties
However, calculating royalties is one part
of the equation. The systems exist for a
franchisor’s back office to be able to
collect the royalty money at the press of
a button. Furthermore, as the data is
collected it is examined electronically to

ident i fy di f ferent t rends within a
franchise system. The data provided to
an accounting department at weekly
close-out, for example, should match the
daily reporting with the weekly figures
on a per-store basis. Within it, flags
should exist for loss prevention and
other anomalies. Once verified and
vetted by the accounting department, the
relevant data should be forwarded to the
franchisor’s bank. In turn, funds due
from franchisees can be automatically
credited into the franchisor’s account.
Contingencies should be in place when a
store’s account has insufficient funds.
Stores unable to be debited immediately
are put back into queue automatically to
collect the funds and any associated fees
related to a bounce at a scheduled-later
interval.

There is no limit to the services one

can provide franchisees.

As more and more companies begin
to use integrated accounting software
solutions, their systems will interact with
the relevant banks for a seamless
automated process. Once the correct
technologies and processes are in place,
the royalty process becomes much easier
and virtually painless. Additionally, there
is no limit to the services one can
provide franchisees. The freedom that
such automation technology provides
can not only be applied to royalty collec-
t i o n , b u t t o a n y o t h e r f i n a n c i a l

t r a n s a c t i o n s t h a t o c c u r b e t w e e n
franchisor and franchisee, such as co-op
and marketing funds.

Looking Forward
Within a few short years, technology will
allow franchisors to collect royalties real-
t ime as well as daily, weekly and
monthly. However, to reap the benefits,
franchise systems still using mail and fax
will have to progress. This may require
updating franchise agreements drasti-
cally. Bold leaps are required instead of
conservative baby steps if the industry
wants to address this issue decisively.
Yet, if a franchise system is big enough
or wants to grow rapidly, this is where it
needs to be.

It is imperative the industry moves
beyond where it currently is and does so
very quickly. The current economic
climate makes it more beneficial for the
franchisor to be connected to the
franchisee. Franchisors need to know
what is working in terms of products and
what is not. They need to know what is
occurring in their system on a daily, if
not hourly, basis. The industry is at the
point these days where, for a royalty
solution to be successful, it must be
comprehensive and interactive. It has to
provide a benefit to the franchisee as
well as to the franchisor. �
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