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Chain: 'Anyone can make a sandwich,' says Subway franchisee Hardy Grewal.

litigations against their franchisor par­
ents - but no Subway franchisees.

"I don't think there's a better chain
out there that can give me the rate-of­
return as this chain," said Paul Gill,
who opened his first Subway when he
was 22 and now owns J9 outlets ­
including one at Dodger Stadium and
another at Kai er Hospital on Sunset
Boulevard, with a partner, Behzad
Cohan.

He still complains about rising rents
and higher costs for tomatoes
("Subway start-up costs were more
affordable in the old days than they are
today") but generally it's cheaper to
operate than other fast-food joints.
Nothing is cooked except the bread,
which means lower energy expense
and lower start-up equipment costs.
Consumers have responded well to the
assembly-line set-up with sandwiches
made in front of them.

While turnover in the restaurant
industry is high, training isn't too
strenuous.

"Anyone can make a sandwich,"
said Hardy Grewal, who owns 18
Subway franchises in Los Angeles.

Today it costs $150,000 to $175,000
to build a new Subway restaurant, with
a franchise fee of $12,000 - double
what it was a decade ago. (A
McDonald's, by contrast, can require
an investment of more than SI mil­
lion.) Buying an existing restaurant is
more expensive; one franchisee
recently paid $1 million for a Subway
near USC, due to its high volume.

Sales vary by location but Subway
franchisees claim they can payoff the
initial invcstment in a year if the loca­
tion takes in $8,000 to $10,000 in
sales per week. Subtracting the cost of
rent, employees and products and it's
possible to earn a living with just one
Subway in a prime location.

Large Subway franchisees who got
into the business more than a decade
ago claim they are pocketing any-

where from 18 percent to 25 percent of
sales as profit.

Franchise structure

Subway contracts with separate
companies, known as development
agents, which buy the rights to sell
franchisee leases in speci fie territo­
nes.

Money flows from the franchisees to
development agents to Doctor's
Associates, which is responsible for
national advertising and computer sys­
tems. The more outlets that are opened
- Subway has 22,288 restaurants in 78
countries with $6.8 billion in sales ­
the higher the fran-chisor' s royalties.

Ruth Sender, president and chief
executive of Subway development
agent OhCal Foods Inc. of Woodland
Hills, said agents take a cut of the roy­
alty payments in exchange for main­
taining the brand's identity, finding
new franchisees and negotiating leas­
e . Royalty fees typical run about 8
percent of each franchisee's total sales.

Earlier this month, Sender held a
rally to get Los Angeles franchisees
pumped up about working for
Subway. Like multilevel marketers
Amway Corp. and Herbalife
International Inc., Subway encourages
franchisees to recruit new people into
the business.

"We're their partner, so if they do
better sales-wise, we generate more

income," she said. "I have the respon­
sibility of people's livelihoods in my
hands and 1 find it extremely reward­
ing to help them do a better job in their
restaurants. "

OhCal Foods conducts monthly
inspections of every Subway franchise
in Los Angeles, checking baking pro­
cedures to temperature controls. Sales
are tracked electronically so fran­
chisees have no wiggle-room to cheat
the development agent or franchisor
by lowballing income.

Grewal, who opened a Subway fran­
chise in 1989, said the key to his suc­
cess was jumping on the Subway
bandwagon early. He left a job as an
accountant for M itsubishi Motors
Corp. and now owns 18 Subway out­
lets, with four more on the way. He
now owns the Sylmar mini-mall where
he opened his first Subway location,
and he owns a Holiday Inn franchise in
Dallas.

"When I saw what these stores were
making, a light went off in my head,"
Grewal said. "It's not what it used to be
in 1989 because wages and rents were
so low then. But sales are way, way
up."
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