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Introduction

Franchising in Italy is a sales channel with very significant numbers, though still little known to
insiders. In 2010 Italy counted 883 brands, which together make up more than 54,000 sales
points, over 186,000 people employed and a turnover exceeding 22 billion Euros. Italy is the
fourth country, after France, Germany and Spain, when looking at the number of franchise
brands. The presence of foreign master franchisors in Italy adds up to 6.8% while the franchisee
only networks with headquarters in foreign countries represents 3.7% (source: Report
Assofranchising Italia 2010).

Starting from the idea that attracting foreign investments is a key element for economic growth,
the contribution that this research wants to give to the study of the franchise phenomenon is to
address the issue of the attractiveness of our domestic market for global franchise operators and
provide useful indications on how best to approach our country, highlighting peculiarities,
barriers and especially opportunities.

The most significant outcome of this survey is that the peculiarities of our territory, our culture and
the entrepreneurial fabric of which we are made, make the Italian market complex and fertile at the
same time, which requires operators to be careful, have the ability to adapt the commercial formula
and have a solid organisational structure.

Prof. Marcello Martinez
Prof. Riccardo Mercurio
CESIT - Universita di Napoli
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Research objectives

This research has 3 main objectives:
e analyze the degree of attractiveness of the Italian market for foreign franchisors;

e identify the factors that influence foreign franchisors in the process of developing franchise
networks in Italy;

e propose concrete actions aimed at stimulating foreign investment in our country with better
results.
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Research methodology and analysed sample

We carried out a Delphi analysis on a panel of foreign franchisors present in Italy and added
interviews with major international franchisors not yet present in our country, conducted in
collaboration with PwC and UbiFrance Italie.

The Delphi focused on the traditional “delaying factors of the Italian development” to verify the
potential impact on the entry of potential franchisors in our market.

The research looks at non Italian franchisors in the following sectors:
e catering (fast food, pizza, ice-cream);
e clothing;
e wholesale retailing (food);
e services;

e furniture & accessories.

Profile of the respondents:

Food Non food Total
European Franchisors 8% 38% 46%
Outside Europe Franchisors* 39% 15% 54%
Total 47% 53% 100%

* Asia, Australia and US

Profile of the franchisors in the sample — average size of the network:

Average PoS ltaly Average PoS abroad Average new PoS Average new PoS
2011 Italy 2012 Italy

220 8.330 9 10

The research focused on the following factors, potentially able to differentiate the startup and the
development of the franchise network in Italy, compared to other European countries:

e infrastructure and logistics system;

¢ Dbureaucracy, administration and territory;
e access to credit and startup costs;

e entrepreneurial characteristics;

e market and competition.
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Factors influencing the development of franchising in Italy

1.

Market and competition

According to the companies interviewed, franchising can be a way to develop and grow
entrepreneurial models, especially for those family owned. However, we need to
contextualise the concept to the Italian market and franchisors have to make significant
investments in the start-up phase to select, train and assist individual entrepreneurs
during the maturation process. Where this adaptation and this effort to grow allow the
implementation of appropriate formulas for the Italian market, which must evolve
towards better quality and less improvised solutions, the prospects of developing a
network are high.

On the topic of market and competition we have found different opinions depending on
the sector, which are summarised below.

In the clothing sector the high fragmentation of the trade system makes it easier for new
operators to enter the market; the franchising formula, compared to direct outlets, looks
very consistent with the potential development of the market, even if in a phase of crisis
and downturn, which has delayed many openings.

The franchisors in the catering sector that are already present in our country show that the
Italian market is very attractive and the franchising formula allows you to select and engage
good contractors, with the capacity to finance themselves; however it is common for local
entrepreneurs to manage the point of sales themselves. This allows them to avoid paying the
royalties to the franchisor.

Food operators not present in Italy perceive the competition as being too high for their
products (ice cream, pizza) compared to other countries with different food traditions. They
feel that there are better opportunities for commercial development outside Italy.

For the wholesale retail sector, the franchise formula is consistent with the characteristics of
the sector and has allowed a significant expansion of the networks already established here.

In the services sector, operators indicate that the Italian market is behind and therefore
often not ready to adopt more structured business models; therefore franchisors have to
make a bigger effort, especially for some innovative services (such as printer cartridges
regeneration as well as business advertising and communication services) and for other
services (for example car repair) for which the market is characterised by a many small local
operators.

Finally, the furniture sector considers the Italian market as one of the most interesting ones,
with a great opportunity for expansion. The non-specialised dealer is disappearing, but the
characteristics of the entrepreneurs make them suitable for the franchise formula.

Another advantage observed by the operators is that the formula from other European
countries doesn’t need to be adapted, as required for some other sectors.
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2. Culture, safety, society

The internationalisation of the Italian cultural system requires franchisors to obtain the
expertise and professionalism to deal with the limited degree of linguistic knowledge and the
behaviour of potential franchisees. This is even more important in some areas of the
country, such as the southern regions. The operators highlight that it is fundamental to get
the brand known, especially when it is a new one.

The division Nord-South seems of little relevance considering the differences in local
consumer behaviours, for which no logical explanation can be found.

In addition, foreign residents seem more aware of international brands and are more often
ask for affiliation, while Italian entrepreneurs are less sensitive to foreign brands.

The limited knowledge of foreign languages of affiliated and potential franchisees is another
factor differentiating Italy from other countries, especially in southern Italy, which makes it
more difficult to make contacts.

Finally, there is a strong cultural prejudice when it comes to professional roles and gender
(men-women), age, language, culture. Knowing how to speak the language of the people in
the different geographical areas (East, West, North, South) represent another element to
consider when you are or are planning to set-up a franchise network in Italy.

3. Institutional system

This topic does not seem to particularly affect Italy compared to other European countries,
nor the franchise in a different measure to other forms of economic development. There is
however a greater administrative complexity and inconsistency of regulatory provisions
compared to those in force in other European countries. The franchisors surveyed show that
the regulatory system at regional and local level is extremely complex, which requires that
the franchisor develops specific knowledge on this topic. However, Italy is lagging behind
Europe in terms of adapting certain regulations and procedures on the adjustment of the
conditions relating to the sales and transportation of goods.

For the catering sector the research highlights the importance of knowing the Italian labour
law; standard points of sales must be adapted to meet the requirements of the Italian law.

4. Credit, work and the real estate market

Facilitating access to credit for franchisees through agreements with banks seems to be an
important factor to attract franchisees; for this reason many franchisors provide their
partners access to agreements made with international banks that already know and support
their franchise formula in other countries.

The Italian financial system does not distinguish franchising from other commercial
formulas and, consequently, access to funds for entrepreneurs takes a long time.

The operators remark that startup credit is not only a problem in Italy but throughout
Europe and they hope that industry associations could facilitate the relationship between
franchisees and the financial system.

In sectors where high initial investments are required, such as catering, it is important that
entrepreneurs can rely on personal funds. In Italy we note that household savings are
generally available, which allow for the selection of good local partners.
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The size of the family of the potential affiliated entrepreneur and the availability of financial
resources deriving from personal or family savings are aspects that can facilitate the startup
of the networks.

With regards to the cost of labour, it should be noted that in Italy this is on average higher
than in other countries, and relations with trade unions are important.

No particular annotation is made by the surveyed operators concerning the Italian real
estate market, whose costs are aligned with the rest of Europe.

5. Infrastructure

Operators unanimously agree that delays due to the Italian infrastructure and logistics costs
affect the franchise to the same extent that it affects other types of entrepreneurial activities,
especially when it concerns the opportunity of developing homogenous networks.

However, the delay created by the infrastructure is not a barrier to enter the market, but
more a limitation to the convenience of opening points of sales in some areas.

Operators prefer to proceed in the market growing through “clustering”, focusing on
provincial capitals rather than on small towns that are difficult to reach.

Please note that in particular the delay of the Italian logistics systems makes it more difficult
to achieve economic results consistent with those of other countries.

In addition, broadband delays affect the adoption of communication techniques and
specific innovative promotions of the franchise formula, while the delay in the development
of communication and transportation infrastructures conditions the convenience of
developing the networks in some parts of Italy.

Franchisors used to operating in developing countries, especially those franchisors of
American origin, are less concerned about shortcomings in the Italian infrastructure.

6. Other factors

Given the peculiarities and complexities of the Italian market, the surveyed operators reckon
that it is fundamental to have a registered office in Italy as well as a stable structure that
knows the regulatory, administrative and territorial system and closely follows the
development of the franchise network.

Looking at the Industry Associations, operators declare that they expect support in the
startup and in the recruitment of franchisees, as well as more commitment both in
spreading the franchising culture and informing / training local entrepreneurs on the
characteristics and benefits of the formula.

In addition there is a remarkable demand for legal support that helps foreign operators to
understand the complexity of Italian regulation.



( E S || s CONFIMPRESE
isperie LE IMPRESE DEL COMMERCIO MODERNO

UniversiTaoren STupi
woul Feperico ll

Synthesis of the results

From the interviews we have undertaken some statements emerged on which there is a certain
degree of convergence and agreement, in spite of the differences of the sectors (standard
products or services versus personalised products or services) which may have influenced the
perception /convictions of the different stakeholders.

A first peculiarity of our country is the entrepreneurial fabric. Italian entrepreneurs, which are
potential franchisees, are more aligned to the family owned business and less evolved than in other
European countries in terms of organizational and managerial skills; in addition, the limited
knowledge of languages and, with the necessary distinction between different areas of the country
(North-South, but also East-West), the presence — still — of a culture with little recognition of the
equal roles between men and women, prejudices related to age and gender.

This means that in Italy franchising can certainly represent an opportunity for development and
growth for the Italian family owned entrepreneurship models, but for the success of a network it is
crucial that the franchisor dedicates time and resources (facilities) to follow the franchisee during
the evolution of managerial skills and the development of critical, sector specific, competences.

In this context the master franchising model facilitates the development of a network, but presents a
high risk in case the master franchisees faces difficulties or a crisis.

Another interesting outcome is that foreigners resident in Italy are often more willing than
Italians to adhere to a non-Italian franchise chain. This is especially true for the lesser-known
brands and marginal for some large international brands that claim to receive strong and immediate
interests. In either case a strong communication effort by the franchisors appears fundamental to
get the brand known and recognized, also through directly managed points of sales.

The potential of the reference market is another fundamental element for the decision to invest and
enter the Italian market, but the business formula must often be adapted to the Italian

context, with particular reference to the labour related regulation and, for some sector, consumer
habits.

With regards to the territorial issue, the respondents highlight the importance that the franchisor
matures, also through a structure dedicated to the Italian market, the knowledge of the territory
in which they are going to develop their affiliates. There aren’t only differences between North and
South, but also between cities and regions (there is no single Italy, but there are many Italies).

We can add that Italian geographical configuration and the delays in infrastructural
connections make it convenient to develop the network in some parts of the country, while making
it unattractive elsewhere, especially in the South.

Arriving to the regulatory aspects Italy is characterized, compared to the rest of Europe, by a high
complexity of reference regulations — national and local — and the extreme difficulties in managing
the relationships with the Public Administration officials; therefore it is essential that from the
startup phase the franchisor immediately develops significant experience in dealing with the Italian
administrative system.

Even though both the credit system and the system for entrepreneur incentives, are not yet, for
different reason, tailored to the needs of franchisors and franchisees (real guarantees, surety bonds,
long waiting times, etc.), the franchisors do not consider the limited availability of financial
resources for SMEs a barrier for entering our country.
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Another outcome is that for large international franchisors, used to operating in every country in the
world, issues related to security, crime, bureaucracy and infrastructural and logistic and the
configuration of urban centers are not considered of significant importance.

From the interviews conducted with operators not yet present in Italy emerges that the average
income per capita, consumption habits, the potential development of the reference market and the
competition, are factors affecting the profitability of the investment and, as such, are the focus of the
research performed for entering the Italian market.
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Final recommendations

Indications for foreign Franchisors

a)

b)

c)

d)

e)

In general the Italian entrepreneurial fabric is particularly suitable for the development of
franchising network, also considering the availability of financial resources, often coming
from family savings.

In many respects the small Italian entrepreneur is not ready to take on, as such, a business
formula, as was already tried out in other countries. The potential affiliated entrepreneur
has to be followed during a formative and informative course, even if basic, that allows him
not only to become fully aware of the details of the franchise agreement, but also to learn the
language, take on technical skills as well as the use of organizational systems that are
essential for properly managing the affiliated model.

The system “Italy” appears more articulated in terms of sociocultural aspects, regulation
and bureaucracy compared to the US or other European markets. There are many ‘Ttalies’
often very different from each other. It follows that the concept underlying the basis of a
franchising formula cannot be replicated without adapting to Italian regulatory, cultural and
behavioural specificities, which can vary from zone to zone.

The knowledge of the brand by potential new franchisees represents a must, and when it
concerns international brands, these can be promoted, in an initial phase, through
developing owned points of sales.

The simple presentation, perhaps during a fair, of a business formula is not in itself an
element of attraction and success for the development of a commercial network. The
successful cases show that they were supported by an Italian ‘structure’ that took the effort
to get to know the market and the different territories in which to focus commercial and
logistic activities and often involved a financial partner (bank) who knows the basic formula,
to facilitate access to credit for potential franchisees.

Considering the high specificity of the different territories, opting for a master franchisee
that is connected to and known by the territory represent a way through which the process
of network development can be accelerated.

Indications for Industry Associations

a)

b)

c)

The communication and promotion of operation mechanisms that form the base of the
franchising agreement are still a priority for the Italian entrepreneurs.

Facilitation of access to credit for the franchisees, through arrangements with banking
institutions, can facilitate the affiliation process, especially when this is reinforced by
knowledge of the business models offered by the franchisor.

The training of franchisees, even basic (think of foreign languages), is an element of great
support for the evolution process from family and natural business forms to more
sophisticated and structured management models.
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d) Overcoming the excessive organizational articulation, resulting from a plurality of
representative associations for entrepreneurs, would allow the foreign franchisor to identify
more clearly the possible business partners to refer to in order to acquire more regulatory
and commercial information.

10
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1 The first 50 top franchisors in the world and the Italian market

From the available data (see graph 1.1 and 1.2) we note that in the first 50 top global
franchisors, classified on the basis of a complex system of economic and performance
indicators, 14 (28%) operate in the food sector and 10 (20%) in the cleaning services sector.

1.1 Sub-division by category of the top 50 global franchising networks — 2011

(Classified Entrepreneur’s 32"4 Annual Franchise 500®)
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Source: Elaboration by Cesit of Entrepreneur data

In the food sector, as well as in the segment of fast food catering, the main franchisors are operating

in sectors such as ice cream, pizza or national specialties from North America. They are not always

consistent with the Italian food catering market.

11
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1.2 Percentage of the top 50 franchise networks by category — 2011

Other
4%

Consulting
8%

Non-food

distribution
12%

Source: Elaboration by Cesit of Entreprenuer data

1.3 Percentage of number of franchise networks in Italy - 2010
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Source: Elaboration by Cesit of the 2010 data of Assofranchising
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In reference to other markets, there is a non-alignment with the most relevant sectors in Italy (data
Report 2010 Assofranchising). More precisely, In Italy, the hospitality and cleaning services sectors
appear less “permeable” for the development of franchise affiliations (see graph 1.3).

2 Presence of foreign franchisors in the Italian market

Italy is fourth in Europe when looking at the number of franchise brands per country (see graph 2.1).
The Italian brands are 782 (see graph 2.2) counting for about 11% of the total European brands (see
graph 2.3); in absolute value of Franchising Italy is overtaken only by France.

2.1 Number of franchise brands present in Europe — 2009

# Brands
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Source: European Franchise Federation 2010 (national data as of 2009)
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Source: European Franchise Federation 2010 (national data as of 2009)

2.3 Percentage of franchise brands of individual countries compared to the European

total — 20009.
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The available data shows that, in Italy, the presence of foreign networks that operate only with
franchisees and have the head quarter abroad is equal to about 4% (35 franchisors). Domestic brand
share, excluding foreign master franchisors, is about 90% (see graph 2.4) while foreign brands
(including the masters) are about 10% (in absolute value 87, see graphic 2.5), even if since 2010 they
have been increasing.

2.4 Percentage of domestic brands in the main European countries - 2009

% domestic brands
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Source: Elaboration by Cesit of EFF data, September 2010

2.4 Foreign brands present in the Italian market - 2009

Foreign Brands
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Source: European Franchise Federation 2010 (national data as of 2009)
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This situation is essentially aligned with France, Great Britain, United Kingdom, the Netherlands,
and Spain; lower percentages of foreign brands are registered in Germany, Scandinavia and Eastern
Europe. Instead, the development rate of the brand and the representation in Italy is more contained
than in other European countries (graph 2.6 and 2.7).

2.5 Percentage of change of franchise brands in major European countries 2007-2009

Franchise Brands
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Source: Elaboration by Cesit of EFF data, September 2010

2.6 Percentage of change of the workforce in the sector in Major European countries
2007-2009
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Source: Elaboration by Cesit of EFF data, September 2010
16
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Appendix 2: Data on the infrastructure, credit, bureaucracy and
entrepreneurialism in Italy

1 The infrastructural delay: less highways than in Europe

1)

Road accessibility index of European regions
(Average EU = 100)

Oiwas
a5 7o
7ot 100
Lonto125
M125t0150
M 1500 240

1) Calculated on road travel times between provincial capitals, using the population as weight.

Source: Banca d’Italia 2011, ANCE 2010

Germany 12|531
Spain 12.073
France 10.842 B Extension as of 1970
= Increase 1970-2006
Italy
6.554
UK
| I? 670 | |
0 2.000 4.000 6.000 8.000 10.00012.000 14.000

Source: Banca d’Italia 2011, ANCE 2010
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Rail road accessibility index of European regions M
(average EU = 100)
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(1) Calculation of Rail travel times between provincial capitals, using the population as
weight.

Source: Banca d’Italia 2011, ANCE 2010

Source: Banca d’Italia 2011, ANCE 2010
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3. The infrastructural delay: the competitiveness of the logistic system
Logistic Performance Index (2010): Positioning in the world wide ranking
Type Germany France Spain  Belgium The United United Greece Italy
Netherlands  Kingdom  States

Total LPI Index 1 17 25 9 4 8 15 54 22
Customs 3 17 22 9 4 11 15 68 23
Infrastructure (2) 1 14 25 12 2 16 7 45 20
Distribution 9 28 48 26 11 8 36 73 37
efficiency & cost
3
Logistic skills (4) 4 12 24 5 3 9 11 65 18
Distribution 4 14 16 2 9 7 5 43 21
traceability
Time reliability (5) 3 9 21 12 6 8 16 67 24
Source: World Bank (2010)
(1) the rank refers to the positioning of the country within the sample of the 155 countries examined — (2) quality of the infrastructure of
transportation and ICT — (3) possibility to organize competitive distributions from the cost point of view - (4) competence and quality of
the delivery of logistic services — (5) frequency with which the distributions are received by the addressee within the time originally
foreseen.

4. Access to credit for SMEs

VI. Access to finance

Distance from the EU average
(measured in standard deviations, EU-average=0)

Share of bank loan applications by SMEs that were not successful, 2009; italy:
7% Elavy. 23%

Access to public financial support including guarantees (%that indicated a
deterioration), 2009; ltaly: 20% EU-avg. 22%

Willigness of banks to provide aloan (%share that indicated a deterioration),
2009; Iltaly: 32% EU-avg. 30%

Relative difference in interest rate levels between loans loans below EUR 1million
andloans above EUR 1million, 201); ltaly: 36,28% ElUavg. 23,98%

Total duration to get paid (no, of days), 2010; ltaly: 51 EU-avg. 54,02

Lost payments (%of total turnover), 20D; ltaly: 2,6% EU-avg. 2,78%

Venture capital investments - early stage (%of GDP), 2009; ltaly: 0,003% EU-avg.
0.0H%%

Strength of legal rights, 201t ltaly: 3; EU-avg. 6,81

Depth of credit information index, 201t ltaly: 5; EU-avg. 447
EU Structural Funds dedicated to stimulating entrepreneurship and SMEs in 2007-
2013 (%of total allocation by MS), 201t ltaly: 9,7% EU-avg. 22%

EAFRD dedicated to Support for business creation and development in 2007-
201 (%of total allocation), 201 ltaly: 0,6 P4 EU-avy. 2.29%

-2,0 -1,5 -1,0 0,5 0,0 0,5 1,0 1,5 2,0

Note: Data bars pointing riaht show stronaer than EU-averaae performance and data bars pointina left show weaker performance.

Source: Report on European SMEs 2011 (European Community)
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5. Bureaucracy and relations with public administration offices

IV. Responsive Administration

Distance from the EU average
(measured in standard deviations, EU-average=0)

Time to start a business (calendardays), 2011; Italy: 6; EU-avg. 14,26

Costrequired to start a business (% ofincome per capita), 2011; Italy:
18,5%; EU-avg.5,47%

Paid in minimum capital (% of income per capita), 2011; Italy: 10,1%;

EU-avg. 18,76%
Time required to transfer property (calendardays), 2011; Italy: 27; EU-
avg. 33,96

Costrequired to transfer property (% of property value), 2011; Italy:

4,5%; EU-avg. 4,68%

Number of taxpayments peryear, 2011; Italy: 15; EU-avg. 16,94

Time required to comply with major taxes (hours peryear), 2011; Italy:
285; EU-avg. 218,04

Cost to enforce contracts (% of claim), 2011; Italy: 29,9%; EU-avg.
20,84%

Full online availability of the basic 8 public services to businesses,
2010; Italy: 100; EU-avg. 89,35

-2,0 -1,5 -1,0 0,5 0,0 0,5 1,0 1,5 2,0
Note: Data bars pointing right show stronger than EU-average performance and data bars pointing left show weaker performance.

Source: Report on European SMEs 2011 (European Community)

6. Entrepreneurialism in Italy

|. Entrepreneurship

Distance from the EU average
(measured in standard deviations, EU-average=0)

Entrepreneurship rate (%of adults who have started a business or are taking the
steps to start one), 2009; ltaly: 1% EU-avg. ©%

Entrepreneurial intention (%of adults who intend to start a business within 3 yrs),
2010; ttaly: 4% EU-avg. 108%

Opportunity-driven entrepreneurship (%of entrepreneurs), 2009; ltaly: 53% EU-
avg. 55%

Preference for self-employment (%of respondents who would prefer to be self-
employed), 2009; ltaly: 50.6% EUavg. 45, %

Feasibility of becoming self-employed (%of respondents who think it is feasible
forthem to become self-employed), 2009; taly. 26%; EU-avg. 28,3%

Share of adults who agree that school education helped them developan
entrepreneurial attitude, 2009; ltaly: 37% EU-avg. 49%

Share of adults who agree that successful entrepreneurs receive a high status,
20D; ttaly: 69,3% EUavg. 7126%

Media attention for entrepreneurship, 2010; ttaly: 37,7% EU-avg. 5135%

-2,0 -1,5 -1,0 -0,5 0,0 0,5 1,0 15 2,0

Note: Data bars pointing right show stronger than EU-average performance and data bars pointing left show weaker performance.

Source: Report on European SMEs 2011 (European Community)
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PwC

Associate Partner
Consulting
vincenzo.grassi@it.pwc.com

Cindy Evers

PwC

Senior Manager

Marketing & Communications
cindy.evers@it.pwc.com
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