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FRANCHISING CONFIDENCE INDEX QUARTERLY SURVEY

Franchize Consultants’ Franchising Confidence Index is a quarterly survey of 354 New Zealand franchisors
and 109 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 50 franchisors and 26 service providers collected
between Monday 28 June and Friday 2 July 2010. Findings from both groups are reported separately.
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FRANCHISING CONFIDENCE SURVEY HIGHLIGHTS
FRANCHISING SENTIMENT FALLS AS CONCERNS FOR FRANCHISEES ESCALATES

The July quarter New Zealand Franchising Confidence Index finds positive but falling sentiment
across many key franchising indicators. The second Franchising Confidence Index, undertaken by
Franchize Consultants, finds falling franchisor net sentiment across many key franchising indicators.
In particular, the survey finds substantial decreases in sentiment associated with general business
conditions, availability of suitable staff, availability of suitable locations, sales levels per franchisee,
operating costs per franchisee, franchisee profitability levels, and franchisor growth prospects.
Franchisors and service providers share considerable concern for franchisee operating costs.

v Franchisors are positive about forthcoming general business conditions (net 32%). This
represents a fall from the net 39% found in the April 2010 survey. This fall compares with
falls in other business confidence surveys, including the BNZ Confidence Survey (falling from
42% in March to 26% in June) and the National Bank Business Outlook Survey (falling from
50% in April to 40% in June). Comparatively, service provider sentiment for general business
conditions is considerably more positive. A net 62% of service providers expect conditions to
be better over the next 12 months (compared with 36% in the previous survey).

v Franchisors are still positive about forthcoming growth prospects for their organisations
(net 48%), compared with service providers perspective for franchisors generally (net 32%).

v' A worrying net 6% of franchisors expect access to financing to deteriorate over the coming
year. Service providers are marginally more optimistic (net 12% positive). This finding
demonstrates access to finance (a key franchising constraint) continues to trouble the
franchise sector.

v Franchisors are, on balance, positive about forthcoming access to suitable franchisees (net
14%) and staff (net 16%) —two important growth drivers . Service providers are also more
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buoyant regarding franchisee and staff recruitment with a net 31% and 27%, respectively.
Both franchisors and service providers register falls in confidence pertaining to availability of
suitable staff —another important growth constraint.

v Franchisors (net 34%) and service providers (net 31%) are still positive, but register
considerable falls in confidence levels for finding good locations —where applicable.

v Franchisors register a considerable drop in sentiment for franchisee sales levels (dropping
to a net 36% from 59%). Service providers were consistent at a net 27%, compared to 28%
in April.

v' Worryingly franchisors (net -29%), and service providers (net -46%), expect franchisee
operating costs to be higher over the next 12 months.

v'  Comparatively, franchisors are positive, albeit less so, about franchisee profitability with a
net 16% (compared to 41% in April) expecting franchisee profitability to improve. This drop
in sentiment is alarming. Service providers expect further deterioration (with a net -15%
compared with -12% in April) in franchisee profitability over the coming year.

Franchisors and service providers, alike, are less confident about the year ahead for franchisors
and franchisees than they were in April. Moreover, both groups reveal falling (and worrying)
sentiment across a number of key franchising performance indicators.

Franchisors and associated franchisees are finding trading difficult — exacerbated by increasing
competition, falling business and consumer confidence and spending, cheaper imports, rising
costs and falling margins.

As the comments indicate sales levels are challenging for many systems across retail and service
sectors. However there are exceptions, including retail grocery, freight, travel and computer
repair examples.

Comments are typified by omligonssheuldgetno bettepbruto vi der
alsonoworse.l t ' s a matter of continuing to ‘hang on’

Overall, conditions again remain tough for franchisors and franchisees alike.
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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). The following two graphs illustrate franchisor
sentiment toward general business conditions and franchisor growth prospects. The graphs compare
previous April 2010 results (in blue) with July 2010 results (red).
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A net current 32% of franchisors in July quarter survey expect general business conditions to be
better over the next 12 months. 42% of franchisor respondents expect conditions to better, 48% the
same and 10% percent worse. This represents a decline in confidence from April levels where a net
39% of franchisors expected general business conditions to improve. As illustrated by the graph,
more franchisors expect business conditions to be the same (from 37% in April to 48% in July) than
better. This change is largely accounted for by the reduction in franchisors expecting general
business conditions to improve. Interestingly, service provider sentiment for general business
conditions is considerably more positive. A net 62% of service providers expect conditions to be
better over the next 12 months (compared with 36% in the previous survey).

Franchisor sentiment toward franchisor growth prospects also declined in this reporting period. A
net 48% of franchisors (compared with 63% in the previous survey) expect better franchisor growth
prospects. 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. This
compared with a net 29% result in the previous survey.

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).
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FRANCHISOR EXPECTATIONS (next |12 months) B Better = Same W Worse
Franchisee profitability levels 40% 36% 24%

Operating costs per
franchisee

Sales levels per franchisee 46% 44% 10%

Availablity of suitable

locations 62%
|
Auvailablity of suitable staff 72%
|
Accessto suitable franchisees 54%
|
Access to financing 62%
|
General business conditions 48%
! ! !
NET FRANCHISOR EXPECTATIONS
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SERVICE PROVIDER EXPECTATIONS (next 12 months)

M Better Same W Worse

Franchisor growth prospects

Franchisee profitability levels

Operating costs per franchisee

Saleslevels perfranchizee

Availablity of suitable locations

Availablity of suitable staff

Accessto suitable franchisees

Accessto financing

General business conditions

NET SERVICE PROVIDEREXPECTATIONS
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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 6% (compared with 5% in April) of franchisors expect access to financing to
deteriorate over the coming year, with the majority (62%) expecting conditions to remain at what is
widely regarded as an already difficult base. Comparatively, service providers perceive
improvements with a net 12% (compared with 8% in April) expecting financing to improve.

Also concerning, franchisors are less buoyant about the prospects for other key growth drivers
including access to suitable franchisees (net 14% compared with April 17%), staff (net 16%
compared with April 29%) and locations (net 34% compared with April 53%), and, sales levels per
franchisee (net 36% compared with April 59%), respectively.

Apart from marginal improvements to access to suitable franchisees (positive net 31% compared
with April 28%), service provider sentiment also weakens across each of the remaining growth
drivers including access to suitable staff (positive net 27% compared with April 40%), access to
suitable locations (positive net 31% compared with April 48%) and future franchisee sales levels
(positive net 27% compared with April 28%).

Worryingly, considerably more franchisors expect operating costs per franchisee to deteriorate
further (net -29% compared with April -2%). Service providers are also concerned about operating
costs with a net -46% (compared with 52% in April).

Franchisors are increasingly concerned about franchisee profitability. The current July survey
determined a positive net 16%, compared with 41% in April. Meanwhile, service providers
maintained similarly negative sentiment levels toward franchisee profitability (negative net 15%
compared with negative net 12 percent in April).

FRANCHISOR COMMENTS

The following are franchisor comments in responsetot he questi on “[ h]ow are tF
sector ?”

FOOD AND BEVERAGE RETAIL

Food Retailing - Worse than Official Statistics imply. Believe they are overstating true growth position
as driven by extended store hours and large capital expenditure of McDonalds and KFC - which are
both probably one-off drivers of changes in sales levels. The rest of the industry seems pretty flat.

Cafe —Not good, too many players, too many brands, too cluttered.

Retail Grocery — Business as usual.
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RETAIL (OTHER)

Retail - Very difficult times. Provinces looking downward this year having survived last year.
Things are very flat still...sales minus 6% compared to same qtr 2009.
Travel —Better.

Good, same store growth returning, rent and staff costs down, margins up and overall more profitable
franchisees.

The bedding industry is facing continued pressure from cheap imports though | feel confident in the
franchise as we have a reasonably strong franchisee base and good advertising budget.

BUSINESS SERVICES & SUPPORT

Recruitment sector still tight although media are trying to talk this up. Media trying to talk up
business paying salary increases although | believe a great proportion of small business is still
struggling. This does not help at all except to make employee more disenchanted when they read in
media that salaries should be increasing.

Real Estate - Psychologically still in recession with decreasing confidence in the market and investors
concerned about further legislation minimising their profits.

Telecommunications — Margins and revenues shrinking with rising costs making the business less
profitable (all other things remaining equal).

AUTOMOTIVE REPAIR & SERVICES

Rental Cars - Steady to slow growth.

Mobile Automotive Paint & Bumper Repair - Work levels for franchisees are improving due to a
change in marketing. More positive enquiries from prospective franchisees are also being received.

HEALTH & WELLNESS

Sport & Leisure Industry - We are trading the same as last year for the last three months. Last year we
had a major increase in turnover and profit so are happy to be tracking along the same path.

COMMERCIAL & HOME SERVICES

Gardening & Landscaping - Still very flat, looking to early 2011 for things to begin to pick up.

Ceiling Cleaning - Overall our numbers are down on commercial and domestic jobs .We are more pro
active and improved our quoting systems to personalise our quotes to clients.

Home & Office Computer Repairs & Servicing - It is a strong sector as more and more people are
reliant upon technology that works.
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Home Services - Business growth very patchy with no real pattern. Consumers still nervous about
making medium/long term commitments.

Home Services — Stagnant market. Have not seen the improve being spoken about.

Home Services — The important things are being done but anything discressionary is being put on hold
still.

Cleaning — Very tough competitive market with a few cowboys now undercutting the market,
especially in Auckland, doing a very poor job and giving the profession a bad name.

Graffiti Removal — Things are looking a lot better for the next 12 months.

BUILDING

New Home Construction - Still turbulent with no real pattern across the nation. Some areas tracking
well, others still at a standstill. Momentum for the back half of this year feels positive.

The building area is still very slow. Things appear to be improving in larger centres; however people
are still definitely 'gun-shy'. Level of inquiries for new franchisees is ok, but they are struggling to get
finance and therefore not signing on the dotted line.

FRIEGHT/LOGISTICS

Freight Sector - Continuing to improve.

AGRITECH/DAIRY

Milk and dairy has experienced small level of growth over past 12 months. With franchisee costs rising
additional margins have been provided by way of sales incentives which has proven thus far to be a
successful motivating factor to drive franchise business forward.

Commercial and domestic agri-tech services - Just ticking along on minimum activity. Lawn care -
doing really well in light of economic circumstances (almost consumer item and a competent sales
team).

Animal service sector should be improving with more animals kept with better pay out levels
predicted.

SECTOR UNKNOWN

Franchise sales generally better. Few qualified franchisee leads.

Opportunities are present.

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




FRANCHIZE"

CONSULTANTS

r 477 FRANCHISING Release Date: Wednesday 7™ July 2010
N CONFIDENCE Page 9
s Wil o

Slow but sure. Nothing exciting happening right now.

Certainly have slowed down from this time last year.

We anticipate a strong growth period, following the review and refreshing our operations.
The product offering enables us to appeal to a variety of customers, with varying needs.

After a very poor year last year we are starting to see movement in the market and as long as our
franchisees stay focused then we should start to see opportunities opening up for them.

Don’t see any (gr thanextl2mgnthsove ment over

Services Sector - Certainly have slowed down from this time last year.

SECTORS IDENTIFIED BUT NO COMMENT MADE

Sports Retail

Hairdressing

Retail Bakery

Retail

Quick Service Restaurant

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? ”

Conditions should get no better but also no worse. It's a matter of continuing to "hang on" which will
be difficult for those who have already been "hanging on" for some time now. Business
problems/failures should see more staff/locations become available.

Another slow year but with gradual improvement in terms of cost reduction and better quality
earnings.

Better overall, but still some issues surrounding cost control and availability of finance.

More activity but not out of the woods yet so caution is needed.

Very slow improvement for both. Those franchisors who have taken the hard decisions over the past
12 months will start to reap the benefits as conditions improve. Franchisees that have tightened their
belts will see slow sales growth but will have to keep an eye on costs (and interest rates).
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Will need to see how GST increase affects sales of products and services.
Status quo from the last survey we are holding with no major setbacks.
Patchy recovery at best.

Optimistic.

Franchisors will be finding it hard to find new franchisees that are confident enough to take the step
and banks are being a lot tougher re funding criteria.

Anticipate slow recovery in business activity generally, but with periodic setbacks hampering growth
and contributing to a sense of ongoing struggle. Twelve month outlook positive but not aggressively
so.

The markets remain challenging and many franchisees have not adjusted and/or are reluctant to
adjust to the changed conditions. Profitability is coming under greater pressure and the poorer
performing franchisees are showing out even more. Franchisors need to become much more
proactive in working with franchisees.

| expect that confidence will return as the economy recovers and that will improve spending and
therefore improve the viability of franchise systems.

Currently very tough for franchisees within many franchise systems. Largest franchisors buffered to

some extent. Smaller franchisors finding the going tough. Recruitment difficult for many franchisors.
Much more active and substantive work with franchisees required.
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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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