Joint Venture

Opportunity

THe Mad Mex Story
In January 2007, Clovis Young had a vision; they saw it was time to give Australians
the Mexican food they deserve… Fresh, fast, full of flavour and just a little bit funky,
and so Mad Mex was born! Today Mad Mex’s quick service restaurants have
customers queuing, landlords clamoring and competitors coveting their run-away
success.
In 2012 James Tucker identified the popularity and explosive growth of Mexican QSR’s
internationally and wanted to get in on the ground floor here in NZ. After numerous
research trips and even considering establishing a brand from scratch, we stumbled
upon Mad Mex. Obviously the market leader in Australia, and run by an awesome
team of high-energy over-achievers, it was an easy decision to make to hitch our ride
to their bandwagon.
In March 2013 we opened out Lambton Square store in Wellington to long lines of
enthusiastic customers and the rest is history. As of June 2017, we have the following
stores operating and all are 100% company owned:

Lambton Square				 Botany Town Centre
Fort St						Ponsonby
The Base					Westfield Albany
Westfield Manukau 		 Westfield Westcity
Sylvia Park

The future is Mexican….
Today Mad Mex has landlords knocking at our door, keen to be associated with the
hottest food-category growth story around (and who can blame them? A Mad Mex
store brings its own funky vibe to any dining precinct). However Mad Mex is as
discerning about our growth as we are about our food. We’ll only open a new store if
we have the very best location and now, franchisee or JV partner on board. After all,
we’re all about high standards.

The Mad Mex NZ

Joint Venture
Mad Mex are enlisting passionate and committed JV partners to help grow our business nationwide, attracting
partners who share the commitment to build upon increased demand for high-quality food at reasonable prices.
We believe that JV partnering creates the best customer experience and best product. Owner operators bring a
passion to the business and make the quality of the product their number one focus.
We want to make sure we bring in JV partners who are 100% confident in the brand. Becoming a JV partner in a
Mad Mex store is a relatively straight-forward process. The Mad Mex team have extensive experience in operating
the business and provide set up and ongoing support for partners including store selection, fit out, staff hiring,
training and marketing - all that is required to run Mad Mex store.

A new company will be formed that we own a minimum of 50% with the JV partner owning up to 50%. Each
party will put up their percentage of the funds required to build and open the store – for 50% this is typically from
$175,000 depending on the location. Our bank contacts may be able to assist with your finance if required. Note
that while 50/50% is typical, in certain circumstances we may agree to put up more of the money for higher than
50% equity in the event that the JV partner can’t obtain all of their required investment.
A typical store costs approx. $350,000 to $450,000 (depending on size and configuration) to establish which
includes all costs. A full breakdown of the budgeted costs will be provided once a site has been selected.
The new company will have no debt – any debt that either partner takes on to fund their investment in the JV is
to be secured and serviced by each party. Neither party is able to provide security over the assets of the store.
We will arrange the lease, design, construction, and training plus we’ll assist with the store opening. Both JV
partners will be required to enter into the JV Partnership Agreement.

JV partners must be hands on, full time managers of
the business.
As our JV partner, you will be the full-time store manager and paid a salary of $50,000 – the same as a typical
store manager. In return, we expect the store manager to work a minimum of 45 hours in the store and on growing
the business.
Typically, an “owner operator”, or in this case the JV partner (you) who has invested heavily to buy equity in the
business, is able to perform better than a manager with no skin in the game. However this is not always the case.
Like any business the more you put into it, the more you’ll get out of it. We’ll always be there to assist, provide
guidance and suggest ways to improve performance. As a major shareholder in the JV and having invested
alongside you, we are motivated to ensure we get the best possible return on our investment and will be assisting
you to run the store as profitably as possible.
If you think you’d rather go it alone and become a franchisee, we’ll still be right there to support you, but you’ll keep
any profits (or losses) and take on all the risk.
Thank you for your interest in Mad Mex and we look forward to working through this process with you.

f.a.q‘s

How long is my JV Agreement for?

The JV agreement runs in conjunction with the lease, which is typically anywhere from 7-10 years
and sometimes has a further right of renewal. At the end of the lease term you still own half of the
equipment and fit-out which may have some value or we may be able to relocate to a new site.

WHAT IS THE APPROVAL AND TRAINING PROCESS?
We, and you, want make sure we’re compatible before we end up in a JV together. We also want
to see you are passionate and capable of running a store and leading a team. We’ll employ you
on a 3 month fixed term contract earning a $50k salary. During this time we’ll train you as a store
manager and put you in charge of a store to ensure that you’ve got what it takes. During this period
will give you regular feedback to let you know how you’re going. At the end of this period we’ll tell
you whether you’ve made the cut. If yes, great! we’ll be in business together in no time. If not, we’ll
go our separate ways and we’ll refund your deposit.

How do I sell my out of my JV Agreement?
In the event that you wish to exit the JV Agreement, you will need to give Mad Group 4 weeks notice
of your intention to do so. By the end of the notice period, we will confirm whether they wish to
purchase your share. Please refer to appendix 1 for the purchase price calculations. There will be a
$10,000 fee payable when you exit the JV arrangement if initiated by you which covers our costs to
train to a new manager or JV partner and admin involved. The fee is not payable if the exit is initiated
by Mad Group. Mad Group also has the right under the JV Agreement to purchase your share of
the JV with 1 months notice. See appendix 1 for the purchase price calculations. This is to ensure
we have the ability to sell the stores as a group or buy out a non-performing JV partner if we wish.

What happens at the end of the JV & Lease Agreement?
Typically we would endeavour to secure a further term if we wanted to continue to operate from
that location. If not we would probably look to redeploy the equipment in a new Mad Mex location.
In this case a new JV agreement would need to be entered into and a new investment would need
to be made by both parties to fit-out a new store or reimage the existing one (though some
equipment may be reusable). If no new location is found or if either party does not wish to sign a
new JV agreement, the agreement will end at the end of the lease.

Who holds the leases for the stores?
A new lease company will be established to hold each lease. The lease company will be owned
by Mad Group and provide a right to occupy to the JV company. The ultimate liability of the lease
is therefore outside of the JV company which limits liability. As a rule we do not provide personal
guarantees to our leases, opting instead to provide a bank guarantee.

How do I get a return on my investment?
Each month our internal accountant will prepare a profit and loss report that will be verified by our
external accountants. The profit will then be split by the JV ownership percentage and distributed
to each JV partner around the 25th of each month for the previous months profit. It is expected that
100% of the profit will be paid out each month however there may be times when a higher or lower
distributions may be available due to cash-flow or capital expenditure. Any build up of surplus cash
would also be paid out the to JV partners when appropriate. Mad Group would control these
payments in consultation with the JV partner.

Who is Mad Group?
Mad Group Limited is the parent company of Mad Mex NZ and Habitual Fix.

How long does Mad Group own the NZ rights for Mad Mex?
Mad Group owns the NZ rights to Mad Mex on a 10 + 10 year agreement until October 2032. At
the end of the term there are incentives for both companies to extend the agreement for further
terms. In the event that the agreement is not renewed, we have the right to continue to trade each
location as Mad Mex until the end of all stores lease terms.

Is Mexican food just a fad?
Not in our opinion! We think that NZ is just starting out on the Mexican revolution and that there
is huge room to grow. In total there are probably fewer than 40 branded Mexican chain locations
throughout NZ and these are focused primarily in Auckland. Self-serve frozen yogurt was a fad,
Mexican food we believe to be a trend that will still be thriving in the decades to come.

What happens if my store doesn’t perform as well as expected?
Just like any in any business or franchise, some stores will over or under perform expectations and
the store performance/profitability will ultimately directly affect the value of the business. Bear in
mind we share equally in the value created or lost by store performance so we are highly motivated
to select the best JV partners and the best locations. We are also motivated to ensure our JV
partners and managers run the store to a high standard to maximise profitability.

What happens if the store construction costs go over budget?
We have built in contingencies to try to ensure that we have over budgeted the set up costs and
may be able to make a small refund to the JV partners at the end of store opening process once
all of the bills are in. However, the construction industry can change, every building has different
requirements and it is impossible to forecast everything exactly. In the event that the construction
goes over budget both parties will be required to add additional funds to pay the fit-out costs, in line
with the JV percentage. For this reason we recommend that JV partners have available 10% more
than the JV investment requirement as a contingency, just in case.

Am a buying a franchise?
No you are not buying a franchise, you are buying into a Joint Venture with us, however there are
similarities. In a typical food franchise, the franchisor gets paid an upfront fee and then receives a
weekly royalty based on a percentage of the store revenue and therefore has minimal financial risk
the in the performance of the store. The franchisee puts up all the capital to set up the store and
takes all of the risk. In this JV arrangement we are sharing the risk and the reward with you. We put
up half the money to establish the store and we take on the half the operational risk. We also take
half of the reward. What this means is that our interests are aligned – starting with site selection,
lease negotiation and constructing stores to budget and then on to training, marketing and operational excellence.

Do I pay Mad Mex NZ a franchise fee?
Yes, each store pays 4% of sales as a franchise fee, which goes back to Mad Mex Australia

Are there any other fees I have to pay?
Each JV store pays a $200 per week fee to Mad Group to cover the admin costs of the JV business. This fee
covers accounting, payroll, suppliers and general admin – very cheap in our opinion and leaves the back office
headaches to our support office team and leaves you to focus on running a great business!

Why do I pay a 2% marketing fee?
Under our master franchise agreement we are required to spend 2% of sales on marketing the business in NZ
with each store contributing to the fund. This covers expenses like our website, loyalty cards, posters, menu
board changes, fliers, radio ads, digital and social media marketing, marketing managers salary and our Big Burrito
promotion each May. We do not pay anything to Mad Mex Australia for using any of the artwork or ads that they
produce that we use NZ. Our agreement gives us their templates and marketing library as part of our franchise
fee that we pay to them.

What support does Mad Mex Australia provide to Mad Mex in NZ?
Australia has a team of approximately 30 people in their Sydney head office providing us support in marketing,
HR, operations, new product development, supply chain (including importing and international product sourcing),
accounting & benchmarking and I.T.

What support will I get from Mad Mex NZ as my JV partner?
We currently have a network of 9 stores that we own 100% with more company owned, JV and franchise stores
planned for the coming years. With 8 people in the Mad Group support office we have operational support
systems in place to support our store managers. Support HQ will do your weekly payroll, tax returns, supplier
payments, accounting, I.T. management, marketing and maintenance.
We will provide monthly profit and loss reports and pay the monthly profit distributions to each JV partner. With
an in-house construction manager, we also take care of the entire store construction process, handing you a built
store that is ready to roll. Our operations team will also assist in the initial hiring and training of your team and the
initial trading period.
Essentially we take all of the back office headaches away, enabling you to focus on running the best damn
Mexican store in the country!

What is expected of me as a JV partner?
As a JV partner we expect you to run a tight ship. We’ll provide you with initial and on-going training but you’ll be
the one in charge of hiring and training staff, providing awesome customer service, local store marketing –
basically everything to do with the day to day operations of your store and growing the business.

!

! Next Steps

Simply follow the 9 steps below and you will be on your way to becoming the next
Mad Mex JV partner!

1.

Initial Contact & Short
Introduction form
Contact James@madgroup.co.nz
to let us know you’re interested,
we’ll then send you a short
Introduction form to complete.

4.
JV Partner application
Submit the completed JV Partner
Application Form to our head
office together with a $2,000
payment for the application fee.
The deposit will be applicable
towards your JV costs and is fully
refundable if a JV Agreement is
not executed.

7.
JV approval in-store
We, and you, want make sure
we’re compatible before we end
up in a JV together. We also want
to see you are passionate and
capable of running a store and
leading a team. We’ll employ you
on a 3 month fixed term contract
earning a $50k salary. During
this time we’ll train you as a store
manager and put you in charge of
a store to ensure that you’ve got
what it takes. During this period
will give you regular feedback to
let you know how you’re going.
At the end of this period we’ll tell
you whether you’ve made the cut.
If yes, great! we’ll be in business
together in no time. If not, we’ll
go our separate ways and we’ll
refund your deposit.

2.
Telephone Interview

Telephone contact will be made
within a few days of your enquiry.
The telephone interview provides
an opportunity for you to ask
some basic questions about Mad
Mex and allows us learn more
about you and what you hope
to accomplish as a Mad Mex JV
Partner.

5.
Second Interview

During this interview Mad Mex
will provide a comprehensive
overview of the Mad Mex store
and business operations. A
number of legal documents are
provided at this meeting.

8.
Site Offer Letter and
Deposit
Once a suitable site is found an
Offer Letter will be issued
together with a complete
summary of expected costs and
all other relevant
documentation. Upon signed
acceptance of the Offer Letter,
payment of the first deposit of
$20,000 will be required. This will
be applied towards the JV costs
and will trigger the preparation of
the Joint Venture Agreement and
establishment of the JV company.

3.
First meeting

This is a “meet and greet – get
to know you” session where we
can provide an introduction to
Mad Mex as well as chance for
us to learn more about your background.
You’ll be required to bring a
signed Confidentiality Agreement
to this meeting and a JV Application Form may be provided if both
parties are happy to proceed. If
you are based out of Auckland
this initial meeting can be done
over the phone.

6.
Due Diligence

Subsequent to the interview
should you then confirm the
desire to proceed, the next step is
to complete your due diligence –
gather legal and financial advice,
organise financing and decide if
this is the business for you.

9.
Store Opening

During the busy store-opening
period you will be supported by
one of our operations team, to
ensure you get off to the best
possible start.

Appendix 1
Share purchase process and calculation
In the event that you wish to sell
your JV venture shares

In the event that Mad Group wish
to purchase your JV shares

• As we have first right of refusal for your shares,
you must give us 1 month’s notice of your intention
to sell your shares in writing.

We require the right to purchase full ownership of
all NZ stores. The process is outlined below.

• We will confirm within that month whether we
wish to purchase your shares (and the purchase
price according to the calculation Method).

• We will give you 4 weeks notice of our intention to
purchase your share along with the purchase price
according to the Calculation Method.

• In the event that we do wish to purchase your
share, we will purchase your share within 6 weeks
of that confirmation or earlier by mutual agreement.

• We will purchase your share within 6 weeks of
this notice.

• In the event that we do not wish to purchase your
shares then you are free to sell on the open market
at any price. However, we must first approve to our
total satisfaction any prospective purchaser of your
shares and in the event that the proposed
purchase price is lower than the purchase price
according to the calculation, we must first be
offered the shares at the lower price on the time
frames outlined above.
• Prior to our final approval of the new JV partner,
they must undergo the in-store JV training process
and be approved by us.
In all cases that you initiate the sale of your JV
shares, a fee of $10,000 + GST is payable to
cover our legal costs and cost associated with
recruiting and training a new JV partner to replace
you. If we initiate the purchase of your shares then
this fee is not payable.

• You will be entitled to your share of the profits
until we have paid you for your shares in the JV
Company.

Calculation Method
Sale Price = JV share % * (12 month trailing
EBITDA + partners/store managers salary) x 3.5

Sale Price within last 3 years of the
lease:
Sale Price = (JV share % * (12 month trailing
EBITDA + partners/store managers salary) x 3.5)
* (number of months remaining on the lease/ 36

Notes:
• The first 3 full months of trading of a store are excluded from calculation to ensure “normalised” profit.
• Partner cannot sell within the first 18 months of a store being open.
• In the event that the lease has less than 3 years to run on the then current term, the purchase price will be reduce
by multiplying the Sale Price by the number of months remaining on the current term of the lease divided by 36.
This is because of the diminishing value of the business towards the end of the lease.
• Profit will be normalised by the company accountants in instances where expenses would normally be incurred
but have not been and remove any one off effects such as rent-free periods etc.

