/A Allenby

cC A P I T A L

CORPORATE

Current price

Sector General Retailers

Code (FRAN)

Listing AIM

SHARE PERFORMANCE

Im 3m
—7FRAN 13% 36%

Source: Fidessa, Allenby Capital

SHARE DATA

Market cap (£)

Shares in issue (m)

52 weeks

Financial year end

Source: Company Data, Allenby Capital

LARGEST SHAREHOLDERS

Nigel Wray 21.82%

Stephen Hemsley 26.43%

Net Cap Ltd 4.34%

Hargreave Hale 431%

David Poutney 3.54%

Source: Company Data, Allenby Capital

lan Jermin

+44 (0)20 3328 5664

i.jermin@allenbycapital.com

www.allenbycapital.com

EQUITY RESEARCH

COMPANY NOTE

Results
22 March 2018

FRANCHISE BRANDS PLC (FRAN)

2018-19 — forecasting further strong growth

Results for the year to 31 December 2017 included just under nine month’s trading
from the transformational acquisition of Metro Rod, together with solid
contributions from ChipsAway, Ovenclean and Barking Mad. Metro Rod is
expected to be the major driver for future growth but due to under-investment in
the business by previous owners over its 30-year history, much still needs to be
done to strengthen IT systems and business processes which will allow management
to extract the full value that Franchise Brands initially identified in the business.
Overheads will increase as a consequence and we are very modestly scaling back
FY2018 forecasts by around 2% in adjusted EBITDA and EPS. However, growth
is still expected to be an impressive 36% and 17% respectively which will be
followed by further strong growth in FY2019, all generated organically.

FY2017 results ahead of expectations — As indicated in the Group’s trading update
in January, results came in modestly ahead of market expectations. As these results
included just under nine month’s trading from Metro Rod, comparisons between
FY2016 are not relevant. Revenue was reported at £24.3m (2016: £4.9m), with gross
profit of £9.1m (2016: £3.3m). Adjusted EBITDA came in at £2.7m (2016: £1.4m)
and adjusted PBT was £2.2m (2016: £2.2m). Adjusted fully diluted EPS increased by
a more modest 3% due to the increase in share capital to fund the acquisition of
Metro Rod, while the full year dividend was slightly higher than our forecast of
0.45p at 0.50p.

6 Enhancing the infrastructure to generate and accommodate future growth —
FY2018 is expected to be another year of strong organic growth but will also include
substantial investment in IT systems and business processes to accommodate
additions to the business portfolio and future growth.

6 FY2018 forecasts to highlight strong organic growth - As noted above, we are
modestly reducing our expectations for FY2018 by 2% as management build out
the IT and business process systems. However, organic growth is still expected to be
substantial and the benefits of this investment in increased efficiency, lower
overheads and strong MSF income should be translated into equally strong growth
in FY2019, again all organically generated. Internally generated cash flow should
allow net debt to fall rapidly.

6 An enticing investment proposition — Management state that trading for FY2018
is currently in line with expectations. In our view, the potential within the Group
remains exciting and will be ultimately very rewarding for investors.

EXHIBIT 1: FINANCIAL SUMMARY

Year End: 31 December (£'000) 2016 2017 2018E 2019€
REVENUE 4,870 24,292 33,000 34,000
ADJUSTED* EBITDA 1,352 2,715 3,681 4,424
ADJUSTED* PBT 1,329 2,128 2,819 3,484
EPS (p) FD (ADJUSTED*) 2.39 2.47 2.89 3.57
PER (x) 30.1 29.1 24.9 20.2
DIVIDEND (p) 0.17 0.50 0.58 0.71
NET CASH / (DEBT) 2.8 -6.26 -4.65 -2.12

Allenby Capital acts as NOMAD and Joint Broker to Franchise Brands plc

* Adjusted PBT and EPS are stated before separately disclosed items and in the case of EBITDA only, before share based
charges.

This document should be classified as marketing communication and all required disclosures appear on the last page of the
report. This research is intended for UK institutional investors only. It is not intended for retail customers and any retail
customers should seek professional, independent advice before investing. Additional information is available upon request.



INVESTMENT SUMMARY

0

It is just over 18 months since Franchise Brands listed on AIM as a vehicle
to create a multi-brand portfolio of franchise businesses through a buy and
build strategy. Building on his significant experience of the franchise
concept as CEO of Domino’s Pizza, Stephen Hemsley and his team of highly
talented individuals has succeeded in delivering strong earnings growth in
its short period as a listed company. The team was strengthened further in
2017 by the appointment of Peter Molloy as MD for Metro Rod, Chris
Dent as Group CFO and Colin Rees as Group CIO.

Of prime importance is the ability to effectively manage and control an
expanding portfolio, and key to this has been the development of an
efficient and wide ranging central support function. This is being enhanced
by the establishment of a comprehensive IT platform and business process
system that will allow for automation of many functions and ultimately
encourage the devolvement of more responsibility to the franchisee and thus
enhance their ability to grow system sales.

Although there are currently a number of lines of fee income, the
overarching trend will continue to be the maximisation of the management
service fee (MSF) which offers better income visibility and a higher quality
of earnings, being directly linked to the success of individual franchisees.
To date MSF accounts for around 62% of fee income but we expect this
percentage to grow in future years. Income from the sale and resale of
franchise territories and product sales to franchisees will continue to reduce
as a percentage of the whole.

Franchise Brands continues to assimilate the Metro Rod acquisition into its
portfolio and this transformational acquisition offers many opportunities
going forward, as well as challenges. Kemac, part of Metro Rod, had a
disappointing year and was responsible for an earlier reduction in
expectations for FY2017 and FY2018. To give management some
additional latitude we are very modestly reducing our expectation for
FY2018 by a further 2%.

However, in our opinion this minor adjustment to expectations is of no
consequence to the investment proposition which is still extremely positive
and resilient. Even after this change we are still forecasting adjusted
EBITDA growth of 36%, adjusted PBT growth of 32% and adjusted fully
diluted EPS growth of 17% (lower growth due to an low effective tax rate
in FY2017 and the impact of shares issued for Metro Rod), before
projecting further strong EPS growth of 24% in FY2019.

As Metro Rod continues to be integrated into the Group, we do not
anticipate any major corporate M&A in 2018 and as a consequence all the
growth noted above will be generated organically. However, the buy and
build strategy is still central to the Group’s strategy and philosophy and we
would not be surprised to see new additions to the portfolio in FY2019.

In summary, we consider an investment in Franchise Brands to offer
exceptional opportunities for capital growth as the management team direct
their considerable experience into growing the individual businesses as well
as continuing to expand the portfolio.



ALLENBY CAPITAL

FULL YEAR RESULTS SUMMARY

Franchise Brands consists of four principal brands, Metro Rod, ChipsAway,
Ovenclean, and Barking Mad, details of which are included within this document.
Note that income streams vary from business to business and include a margin on
system sales, MSF (a type of royalty payment based on a percentage of system sales,
a fixed fee or a combination of both), sales of franchise territories and sales of
products that are used by franchisees in the course of their business.

I
EXHIBIT 2: P&L SUMMARY

Years to December 2017 % change 2016
£000 £000
Statutory revenue 24,292 399% 4,870
Payments to franchisees -12,131 0
Fee income 12,161 155% 4,870
Other cost of sales -3,067 86% -1,572
Gross profit 9,094 176% 3,298
GP margin 37.4% -45% 67.7%
Admin expenses -6,378 228% -1,946
as a % of revenue 26.3% -34% 40.0%
Adjusted EBITDA 2,716 101% 1,352
Margin 11.2% -60% 27.8%
Depreciation -96 45% -66
Amortisation of goodwill -156 -10
Share-based payments -58 93% -30
Finance expense =277 -7
Adjusted Profit before tax 2,129 72% 1,239
Non-recurring items -2,194 382% -455
Statutory profit before tax -65 784
Tax -47 -82% -260
Statutory profit after tax -112 524
Add back non-recurring items net of tax 1,849 306% 455
Adjusted profit after tax 1,737 77% 979
Adjusted FD EPS (p) 2.47 4% 2.38
Months inclusion by brand
Metro Rod 8.7 0
Barking Mad 12 2
QOvenclean 12 12
ChipsAway 12 12

Source: Franchise Brands

Note: Adjusted items are stated before the cost of acquisition of subsidiaries, costs of transition
of subsidiary, bad debt provision and IPO expenses and, in relation to EBITDA before share
based payments.

Statutory revenue includes system sales from Key Accounts at Metro Rod whereby
the company recognises the full sale consideration as revenue and a cost of sale of
77.5% being the payment to the franchisee with the balance of 22.5% representing
the MSF. In reality, the actual margin can come in slightly below the 22.5% due to
certain allowable expenses and special deals with franchisees. For Commercial
Accounts, originated by the franchisees themselves, Metro Rod only recognises the
22.5% MSF as its fee income and not the system sale.

Other income streams relate to sales of franchise territories, a 10% margin on the
resale value of franchise territories (Metro Rod only) and sales of product used by
franchisees in their day-to-day businesses.

FRANCHISE BRANDS PLC (FRAN) 22 March 2018 |



A BRIEF OVERVIEW OF THE BUSINESS PORTFOLIO

On 11 April 2017, Franchise Brands completed the acquisition of Metro Rod Limited
for a total consideration of £28.5m and £1.8m of associated costs. Metro Rod
consists of three individual, yet complimentary businesses, serving the UK drainage
and plumbing markets:

Metro Rod - is a leading supplier of commercial drainage services in the UK,
operating through a network of 41 franchisees covering the majority of the UK and
servicing customers across multiple business sectors.

Metro Plumb - began trading in February 2016 and is a national cold-water
plumbing business serviced through a network of 36 franchisees together with six
being managed corporately by Kemac Services and sub-contractors.

Kemac Services — a direct labour organisation, providing plumbing and plumbing-
related services. Since February 2016 it has worked in conjunction with Metro Plumb
providing specialist plumbing services predominantly in the Greater London area and
currently operates six Metro Plumb franchise areas.

Below we provide a description of these businesses but for a fuller analysis we would
suggest referring to our note dated 23 March 2017 which can be accessed through
the Allenby Capital website at allenbycapital.com/research.

METRO ROD

Metro Rod and Metro Plumb provide 24/7/365 emergency response services to
national and local commercial customers through a network of 41 regional
franchisees who have traded for, on average, 11 years and are supported by a large
head office team of 103. Over 90% of Metro Rod’s activities is focused on business
customers, consequently services offered directly to domestic customers form only a
very small element (approximately 2%) of its business.

Metro Rod is considered to be a well-established player in the market with an
excellent reputation for customer service and a stable base of franchisees. As a result,
over 90% of revenue is derived from work undertaken for its drainage and plumbing
customers and revenue contributions from the sale or resale of franchise territories
are minimal. Customer retention in Key Accounts is very high at over 90%.

Metro Rod has over 360 Key Account customers which include large blue-chip
companies and high street names. In FY2017, Metro Rod’s top 10 Key Account
customers accounted for approximately 44% of total Key Account revenue with one
customer accounting for 10.1% of Key Account sales. This client has been a customer
of the business for approximately 12 years. Key Account sales represent around 60%
of total system sales.

Because Metro Rod assumes the credit risk on Key Account sales, these are recorded
in Metro Rod’s statutory revenue at their full invoiced value whereas Commercial



