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INAUGURAL QUARTERLY SURVEY OF FRANCHISING CONFIDENCE

Franchize Consultants’ Franchising Confidence Index is a quarterly survey of 300 New Zealand franchisors
and 90 specialist service providers (e.g., consultants, banks, accountants, lawyers and publishers) to the
franchising community.

The Franchising Confidence Index represents confidence in key measures critical to the success of
franchising in this country by reporting attitudes toward general business conditions, as well as key
franchising growth determinants including access to capital, suitable potential franchisees, staff and
locations. The Franchising Confidence Index also covers franchising health attributes and outcomes by
exploring franchisee sales, operating costs and profitability, and franchise system growth prospects.

The data and analysis presented represents the views of 40 franchisors and 24 service providers collected
between Monday 29 March and Thursday 1 April 2010. Findings from both groups are reported
separately.

Note, respondents are asked whether they expect conditions to be ‘better,” ‘same’ or ‘worse.” ‘Net’

confidence is the difference between those reporting ‘better’ and ‘worse.’

FRANCHISING CONFIDENCE SURVEY HIGHLIGHTS

FRANCHISING OUTLOOK MORE POSITIVE, BUT CONCERNS REMAIN

The inaugural quarterly survey of New Zealand franchising confidence finds a net positive outlook
toward business conditions, franchisor growth prospects, and many key contributors to franchise
system growth. However, there are some worrying signs. In particular, franchisors and service
providers share concerns around access to financing, franchisee operating costs and franchisee
profitability.

v Franchisors are positive about forthcoming general business conditions (net 39%). This
compares with both the March BNZ Confidence Survey (net 43%) and National Bank
Business Outlook Survey (net 43%). Franchising services providers are slightly less positive
about business conditions for franchisors generally (net 34%).

v Franchisors are very positive about forthcoming growth prospects for their organisations
(net 63%), compared with service providers perspective for franchisors generally (net 32%).

v' A worrying net 5% of franchisors expect access to financing to deteriorate over the coming
year. Service providers are marginally more optimistic (net 8% positive). This finding is
problematic given access to capital has been widely regarded as a key concern and
constraint to franchising growth for some time.

v Franchisors are, on balance, positive about forthcoming access to suitable franchisees (net
17%) and staff (net 29%) — two important growth drivers . Service providers are also more
buoyant regarding franchisee and staff recruitment with a net 28% and 40%, respectively.

v Franchisors (net 53%) and service providers (net 48%) are particularly positive about
finding good locations — where applicable.
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v Franchisors are, encouragingly, very positive about prospects for sales levels per
franchisee (net 59%). Service providers were slightly less buoyant for franchisee sales levels
generally (net 28%).

v" Worryingly franchisors (net -2%), and service providers (net -52%) in particular, expect
franchisee operating costs to be higher over the next 12 months.

v'  Comparatively, franchisors are more positive about franchisee profitability, with a net 41%
expecting franchisee profitability to improve — presumably in relation to stronger expected
sales. On balance (with a net -12%), service providers expect further deterioration in
franchisee profits over the coming year.

Franchisors and service providers are generally cautious about demand growth, expecting a slow
return to previous levels. Demand comments are sector dependent, with some business
activities like children services, education, health & wellness and home insulation experiencing
strong growth. Many other business sectors continue to experience soft demand and difficulties
trading. However, general sentiment for future (i.e., next 12 months) business conditions,
franchisee sales levels, and franchisor growth are more positive, as reported.

The current environment is providing some franchisors with certain advantages, including
cheaper rent, cheaper advertising rates and special one-off purchasing opportunities. However,
franchisees face increased operating costs generally and, unable to increase prices, this is
expected to place further pressure on already challenging franchisee profitability levels.

Access to capital remains a key concern for many — with some very strong comments provided.
Bank finance remains tight — lending criteria are tougher — placing pressure on refinancing,
franchise re-sales and Greenfield development. Access to finance is a key driver of franchising
activity and it is therefore crucial for the sector that conditions improve.

Some franchisors generally note difficulties finding suitable franchisees. Apart from issues
relating to financing, lack of prospective franchisee confidence in the economy appears to be an
important factor contributing to problems in this area. Some franchisors, however, are noticing
improvements in franchisee recruitment and have started 2010 strongly. Overall, franchisors do
expect this area to get marginally better over the next 12 months. To date, redundancies, as a
source of prospective franchisees, have not materialised as expected. There is likely to be strong
competition for good franchisee candidates.

Overall, conditions remain tough for franchisors and franchisees alike. Those franchise networks
that are small, poorly structured and/or managed will continue to find trading exceptionally
difficult. Some franchisors are taking active steps toward reviewing and improving their network
structure, management and health.

© 2010 Franchize Consultants (NZ) Ltd | www.franchize.biz | www.franchisingconfidence.co.nz




CONSULTANTS

r “ P”» FRANCHISING Release Date: Wednesday 7 April 2010
A\/ CONFIDENCE Page 3
1 Wil o

FRANCHISING CONFIDENCE RESULTS

Franchisors were asked whether they expect each aspect to be better, the same or worse in the next
12 months (compared to the previous 12 months).

FRANCHISOR GENERAL BUSINESS FRANCHISOR GROWTH
CONDITIONS (next 12 months) PROSPECTS (next 12 months)

70% 70%

60% 60% -

50% - 50% -

40% - 40% -

30% - 30% 1

20% - 20% 1

10% - 10% -

0% 1 0% i L

Better Same Worse Better Same Worse

A net 39% of franchisors expect general business conditions to be better over the next 12 months.
As illustrated in the following table 88% expect either better (51%) or the same (37%). Twelve
percent expect conditions to worsen. This overall sentiment is shared by service providers (who
work with multiple franchisor clients). A net 34% (compared with 39%) of service providers expect
general business conditions to be better for franchisors generally.

Franchisors are more positive about their own growth prospects, with a net 63% expecting
franchisor growth prospects to be better over the next 12 months. Comparatively, service providers
were less positive for franchisors generally, with a net 32% expecting general franchisor growth
prospects to be better over the coming year.
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The following four tables present individual and net franchisor and service provider expectations
(separate tables) for the following year across all questions, including general business conditions
and franchisor growth prospects (covered above).

FRANCHISOR EXPECTATIONS (next 12 months) B Better  Same M Worse

General business conditions 7%
Access to financing

Access to suitable franchisees
Awvailablity of suitable staff
Awailablity of suitable locations
Sales levels per franchisee
Operating costs per franchisee
29%

Franchisee profitability levels

Franchisor growth prospects

FRANCHISOR NET POSITIVE EXPECTATIONS

70%

60%

50%

40%

30%

20%

10%

0%
‘General business Access to suitable  Availablity of Availablity of Sales levels per perating costs Franchisee Franchisor growth
conditions i franchisees suitable staff  suitable locations franchisee perfranchisee  profitability levels prospects
-10%
-20%
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SERVICE PROVIDER EXPECTATIONS (next |2 months) BBetter ©Same mWorse

‘General business conditions
Access to financing

Access to suitable franchisees
Availablity of suitable staff
Availablity of suitable locations
Sales levels per franchisee
Operating costs per franchisee
Franchisee profitability levels

Franchisor growth prospects

SERVICE PROVIDER NET POSTIVE EXPECTATIONS

60%

40%

20%

0% -

Franchisor growth
s prospects

‘General business Access to Access to suitable  Awvailablity of Availablity of Sales levels per
conditions financing franchisees suitable staff  suitable locations franchises

-20%

-40%

-60%
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Franchisors and service providers, alike, share mixed sentiment toward five key contributors to
franchisor growth prospects; namely, access to financing, suitable franchisees, suitable staff and
locations, and, sales levels per franchisee.

A worrying net 5% of franchisors expect access to financing to deteriorate over the coming year,
with the majority (66%) expecting conditions to remain at what is widely regarded as an already
difficult base. The net -5% comprised the difference between the 15% and 20% who expected access
to financing to be ‘better’ and ‘worse,” respectively. Comparatively, a net 8% of service providers
expect financing to improve, with 84% expecting conditions to remain the same. Twelve percent
expect access to capital to improve.

By contrast, franchisors are increasingly buoyant about the prospects for other key growth drivers,
access to suitable franchisees (net 17%), staff (net 29%) and locations (net 53%), and, sales levels
per franchisee (net 59%), respectively. Franchisors presumably bank on these areas contributing
toward their overall growth prospects — given the financing concerns. Service providers are also
more buoyant in these areas, demonstrating net positives 28% (access to suitable franchisees), 40%
(access to suitable staff) and 48% (access to suitable locations). Whilst also positive (at net 28%),
service providers were less buoyant about future franchisee sales levels than responding franchisors
(showing a net 59%).

Worryingly, franchisors (net -2%), and service providers (net -52%) in particular, expect franchisee
operating costs to be higher over the next 12 months. Comparatively, franchisors are more positive
about franchisee profitability, however, with a net 41% expecting franchisee profitability to improve
— presumably in relation to stronger expected sales. On balance (with a net -12%), service providers
expect further deterioration in franchisee profits over the coming year.

FRANCHISOR COMMENTS

The following are franchisor comments in response to the question “[hJow are things looking in your
sector?”

FOOD AND BEVERAGE RETAIL

Highly competitive with low barriers to entry for unbranded offers. Input costs increasing in some key
areas, in particular labour rates and add on conditions. Rent cost pressure still soft. Consumer
demand flat but impact of last year’s economic crisis on average resulted in sales decline of -5%.

Generally flat. We were slow to feel the recession and expect to be slow to feel growth returning.

RETAIL (OTHER)

We are currently coming of one of our best years in the last 10 years. Sometimes tough times can be good times.
Cheaper advertising rates or more advertising for your dollar. Being able to purchase stock at better rates due to
others cancelling product. Our company has been in the retail market for over 50 years.
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Things are still very poor on the recruitment of franchisees as there is still great reluctance of potential
franchisees getting involved in a new business. | had a recent case of a banker telling my prospective franchisee
that the economy was bad and it is not the time to start a new business of any sort? How negative can you get?
The banks are slowly starting to lend money and things will gradually improve over the next 12 months.

BUSINESS SERVICES & SUPPORT

We are in the cost reduction business. Whilst you'd have thought that the current financial climate
would have been good for our business, this has not eventuated. What we've found is that a lot of our
target companies are trying to do it themselves internally. Their results have generally been pretty
poor but the net effect is that we have lost the opportunity to help them at least in the medium term.

We are in the service industry providing day to day admin support. Our services create a huge cut in
overhead costs for a business of having the 'luxury’ of admin onsite. Smarter business owners will
need to look at outsourcing and we provide a local option as opposed to off sourcing to say India. We
can support bigger businesses as our system allows us to employ as needed.

CHILDREN SERVICES & EDUCATION

We are experiencing similar sales and growth to early 2008. Wonderful start to the year for us.

Things in the education sector are looking up. We are finding an increased level of interest in what we
do.

ROUTE TRADE & VENDING

Volumes have increased and the outlook is generally positive however franchisee costs have
increased and our competitors are defending their position which could potentially have an impact on
some individual franchisees. There is growth potential in opening up new franchise businesses in
regions not previously focussed on and the challenge will be to find suitable franchisees who share
the vision to grow our brands.

Looking testing but plenty of upside.

AUTOMOTIVE REPAIR & SERVICES

This sector has improved in the last 5 to 6 months as more cars are being imported and sold.
Franchisees are busy and enquiry levels for franchise sales have picked up.

Prospects for the next 6-12 months are positive.

Currently only necessary repairs are being undertaken, preventative maintenance is down. Suitable
Franchisees are increasingly difficult to find.
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HEALTH & WELLNESS

Jan - March we have had a significant lift in sales. Jan/Feb 90% increase off the back of a disaster for
the same period 2009. March will be 40-50% above.

Have improved during first quarter of 2010, but were never really poor for us before. 2009 was only
marginally up on 2008 but up never-the-less.

COMMERCIAL & HOME SERVICES

Commercial cleaning - Over all there are still a number of companies struggling. We are noting a
number of the companies whose parent is off shore requesting a reduction in their cleaning
expenditure. | think this is evidence of the ripple effect of the "world recession " coming through. The
weakening of the SNZ is also affecting some businesses. It is pleasing to note, whilst we have this
pattern emerging, our long time investment into relationships and customer focus are key factors in
retention of customers albeit with reduced revenue but maintained margin. Better to retain than
lose! We are experiencing increased franchise enquiry due to the changed economic environment.
The quality of around 50% is somewhat doubtful and some do not understand the franchise concept.
That aside we have picked up some very good quality franchisees. Great to be in a position to pick and
choose. In summary, there are still a number of challenges.

As a franchisor we have developed a new way for our franchisees to conduct business. Having just
had conference to launch this new way of doing business, our franchisees are confident and excited
about how this will help make them much more profitable, a guaranteed income over the year, and a
new strategy for doing business. Even without this new way of conducting our industry and come
through the last financial year with growth in 2 areas of their business.

Insulation - We are doing very well, 322% up on previous year, profit across Zees has a similar
increase, so everyone is very happy. Strategically, we are consolidating systems and procedures, so
stability is added, and sales/profitability continues over medium to long term. Insulation industry is
looking very healthy, but a lot of "fly by night" operators coming in, they are unlikely to be around for
more than a year or two.

Specialized cleaning & repairs - We are experiencing positive growth in sales / franchisee revenue
owing to the fact that more people are considering rejuvenating rather than buying new. We are still
finding it difficult to expand our franchise network as the suitability of candidates is still proving to be
very challenging. Many people do not have the confidence to 'back them selves' to enter a new
business and / or are unable to finance themselves into a business venture. We are generally not yet
seeing the spin off from higher levels of unemployment. Immigrants to NZ still feature on a more
frequent basis as franchisee inquirers.

Specialized cleaning services - Market for us has slowed down we have been more pro active over the
last 12 months trying to keep a personal approach to our clients. Everyone in our system is down on
turnover compared with the previous 12 months and do not see any further growth over the next 12
months. Our hit rate on new business is very good and growing strong. | would say we are in a survival
mode at present.
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Specialized cleaning - It has been a slow 12 months but as MF we have put in place a program to assist
franchisees reduce the expense of office staff by diverting their phone calls to head office. There we
manage their appointment schedules and general for them. This way franchisees get the benefit of
reduced overhead while achieving better service. Our mission is to increase job numbers, higher job
values, and do all this 24/7 and 365 days a year. Head office also benefits by increasing its T/O by
charging a fee for this service so we see this as a win-win in a struggling economic climate.

Home services - Prospects are buying on price rather than quality. Prospects are getting several
quotes before making a decision to purchase.

BUILDING

Improving in main centres. Some of the rural sector still struggling.

BUSINESS TO BUSINESS

A little lift in sales from 2009 but not a big shift (as yet). Franchise enquiries still low.

FRIEGHT/LOGISTICS

We are carving out our own sector. Month on month sales are increasing as is our national network.
We expect to see further growth as our brand grows.

AGRITECH

No evidence of economic recovery. Banks and lending institutions have yet to take the real bath after
crazy lending to farmers (and they know it!). Meanwhile all business will suffer from gushy lenders
and lack of investment capital. Recovery (real) must be production led not consumption led. Very
tired of speculative opinion based commentary with no substantive facts.

SECTOR UNKNOWN

Slight pickup, however, still extremely fragile. Government does not inspire confidence for small to
medium business sector - Needs a good clean out and some fresh ideas.

Hard to find finance & franchisees.
Tough for most, those with diversified activities happier than those wanting ROI.

Very difficult as we seem to be providing the NZ government with a lot of work. This has slowed over
the last 6 months and seniors have lost money in finance company collapses. Otherwise positive over
the medium and long term as we believe the business model is resilient.
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SERVICE PROVIDER COMMENTS

The following are service provider comments in response to the question “[h]Jow do you think things

are looking for franchisors and franchisees?”

Trading will remain difficult as consumers hold back expenditure to reduce their own debt levels.
Franchisors will continue to need to invest more in franchisee development to get them through a
difficult period. Bank finance remains tight meaning little opportunity for expansion by franchisors
and franchisees will continue to find refinancing difficult.

Pretty tough. We will not pull out for another 12 mths.

Relatively the same for the next 12 months. Despite media attention that things are improving, |
believe that this is at a relatively slow rate and we are still seeing a number of disputes arising
because franchisees cannot pay the required royalties.

The service sector trading conditions should improve and allow for more robust growth for both
Franchisors and Franchisees. Costs will continue to be an issue negating any real progress in organic
profit improvement. The impact of any GST increase could undermine revenue growth in the short
term although tax benefits should overcome any negative sentiment reasonably quickly. Overall
another tough twelve months ahead.

Economic recovery still fragile & market soft in places. Banks lending criteria tighter.

| think that generally things are looking better for Franchisors - especially those who have good
systems and who have modelled the franchise to ensure that the offering remains viable even during
"harder" times. Those franchisors who at best have marginal opportunities are probably suffering the
situation where the "holes" in their systems have been exposed and banks and suppliers have
suffered the consequences. Of those systems that do not take immediate action to review their
systems it may be that they become no longer viable. There is definitely movement in the market and
a greater level of confidence and a feeling that things are coming right - although now is not the time
to become "over-confident". For franchisees who have been able to "ride-out-the-storm" and who
have a supportive franchisor with good systems there appears to be plenty of opportunity. There are
however an number of franchisees likely to tip over in the next short time because of poor systems
and leadership.

Haven't really seen the big move from redundancies to franchisees that was mooted 12 months ago.

Uncertain Business environment with regard to personal tax rates, GST, possible removal of
depreciation deductions and possible capital gains tax on investment properties. Government needs
to stop flying kites and create some certainty around fiscal policies to give business and the economy
some direction and confidence. Redundancies still occurring at constant or increasing rate, may
provide some franchisee recruitment opportunities.

Not confident anything is really changing yet.
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The biggest issue facing Franchising is the same as most businesses at present - funding - contrary to
what the banks are saying they are not business friendly at all and franchises are no different.

Franchisors should not be any worse off, however they should not expect much improvement over
prior years overall. While | think some areas for franchisors will be better such as availability of
potential quality franchisees and locations, consumers will be feeling the pinch over the next 12
months after the previous 24 months and the uncertainty of the tax changes will cause caution.

Overall | believe that the franchise sector will perform strongly in comparison to independents,
however the general business environment is still depressed and consumer spending remains weak
with no immediate signs of recovery. Operating costs will rise before end consumer prices do and that
will put a squeeze on profitability for franchisees in some sectors. There are continuing pressures on
management positions in the corporate and manufacturing sectors due to ongoing cost reduction
measures and this will continue to drip-feed franchisors with higher quality prospects for franchisee
recruitment, as has been seen in the past year. | think 2010 will see franchising conditions very similar
to those experienced in 2009, but hope that the annual spring 'lift' in 2010 will provide a stronger
springboard for a return to higher growth and profitability in 2011.

Franchisees currently feeling the lasting effects of the 'recession,' early signs of recovery in sales
volumes though pressure on margins as often discounting to do business. Franchisors facing strong
competition between franchise systems for good franchisees and continued reluctance from lenders
to support new systems & new sites. Fingers crossed for recovery in the new financial year but
balance sheets for this last year not going to look that flash.

2010 looking marginally better than 2009. 2011 shaping as a more likely year for pre-recession levels
of growth.

Much better than 2009 but still not out of the woods. Food/coffee going well but retail hard.
Westfield still wants too high rentals.
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Franchising Confidence Index

The purpose of the Franchising Confidence Index is to represent the views and expectations of
franchising, an important domain of business within the New Zealand economy.

Franchising commands its own confidence index for at least two reasons. First, franchising is a
substantial and growing domain of business. Franchising has grown considerably over the last 30
years, as the organisation form has permeated both countries and industry sectors. In New Zealand,
as for other countries, franchising accounts for an increasing proportion of all retail and service
sector sales. Similarly, franchising has had an unquestionable impact on many countries' economies
and is widely acclaimed for its contribution to GDP, organisational efficiency, job creation and
workforce training.

The impact of franchising on the New Zealand economy is significant, although difficult to quantify
(the last franchise survey was made in 2003). Extrapolated figures from past franchise sector surveys
have suggested there are more than 350 active franchise systems, comprising 14,000+ outlets,
generating a level of turnover that may top $20 billion.

Second, franchising is a distinct form of organisation with unique characteristics and associated
challenges. Given this, and the importance of the sector overall, it is clear the Franchising Confidence
Index provides information of value to all key franchising community stakeholders - which includes
franchisors, franchisees, suppliers, customers, service providers, and government.

For more information contact:

Callum Floyd PhD
Director

Franchising Confidence Index
Franchize Consultants (NZ) Ltd
Level 1, 27 Gillies Avenue
Newmarket, Auckland

Ph. 09 523 3858

Fax. 09 520 0387

Email. callum@fcnzl.co.nz

Web. www.franchize.biz, www.franchisingconfidence.co.nz
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