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Restrictive Trade Practices Law, 1988

Application for an Exemption from the Approval
of a Restrictive Trade Practice

Pursuant to Article 14 of the Restrictive Trade Practices Law—1988 (hereinafter: the "Antitrust
Law"), an application is hereby submitted for an exemption from the Tribunal's approval of a
restrictive trade practice, as follows:
1. The parties to the restrictive arrangement applving for the exemption
(a) Name: K-Franchise Vertricbssysteme Gesellschaft no.b.H. (hereinafter: the “Company™)
Addyress: Porschestrasse 7, 3100 St. Poelten, Austria

Address for delivery of documents: Gil Rosenberg, Adv., Shibolet & Co., Law Offices, 4
Berkowitz Street, Tel Aviv 64238,

Phone: 03-7778333; Fax: 03-7778444

The Company, which is registered {o Austria, is a retail company of home fumishings and
accessories. The Company is entitled to use the imternational Kika' brand name and

trademark on the bagis of a license agreement.
{®) Name: G. Salomon Investments Ltd. (hereinafter: the “Franchisee™)
Address: 71 Hertzel Street Rishon Le Zion, Israel

Address for delivery of docoments: Gil Hirschmenn, Adv., Law Offices, 4 Berkowiiz
Street, Tal Aviv 64238,

Phone: 03-6935277; Fax: 03-6935177

The Franchisee is a private Istzeli company, established by Mr. Salomon Betito, seeking to
hold the exclusive franchise rights in the "Kika" trademark in Israel. The Franchisce ghall be
entitled to operate a chain of home furnishings and accessories stores under the "Kika" brand
name and trademark in Isreel on the basis of a franchise agreement.

2, The form of Arrangement

" A written franchise agreement between the Company end the Franchisee dated June 4, 2008
(hereipafter: the "Franchise Agreement”, a copy thereof is epclosed hereto),
3, Deseription of documents establishing and pertaining to the Arrangement

See clanse 7 above and the copy of the Franchise Agraement enclosed hereto.
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4, The product or service provided bv the Arrangement

An exclusive franchise for the operation in Israel of retail stares for home furnishings and
accessories, under the "Kika" brand name and trademark, including an exclusive license for the

use of intellectual property, knowledge and experience,

5. Nature of the restraints and particulars

The parties to the Franchise Agreement and their counsels are in the view that the restraints, to the
extent included in the Franchise Agreement (which is a standard and acceptable franchise
agreement), are in accordance with the terms of the Restrictive Trade Practices Guidelines {(Block
Exemption for Franchise Agreemenis}-2001 (hereinafter: the "Franchise Agreement Block
Exemption”) — apart from the provi sion regarding the renewal of the Franchise Agreement,
provided in clause 3.2 thereof, which is currently not in force, as described hereunder.

Also, in Jight of the fact that the franchisor (the Company) is not operating in Israel 23 of the date
heteof, so that its current market share is null — the restraints, to the extent included in the
Franchise Agresment, are also exempted according to the Restrictive Trade Practices Cuidelines
(Block Exemption for Agreements whose damage {0 the competition is slight)-2006 (hereinafter:
the "De Minimis Block Exemption”).

Clause 3.1 of the Franchise Agreement provides that the term of the agreement shall be for a
period of 10 (ten) years commencing on the signing date. This current term is in accordanca with
the terms of the Franchise Agreement Block Exemption and in particular section 3.9 thercof.

Clause 3.1 further provides that the parties agree that following the signature of the Franchise
Agreement they will file an application with the Isracli Antitrust Authority (the "IAA™) for the
approval of clause 3.2 of the Franchise Agreement, Only if the IAA approves ¢lanse 3.2, it will
enter into force (and on the other hand if the IAA does not approve the same, clause 3.1 will

remain in force as the only clause relating to the term of the Franchise Agreement).

Pursuant to clanse 3.2 of the Franchise Agreement, which was included at the request of the
Franchisee, the Franchisee has the right to renew the Franchise Agreement for an additional period
of 10 years. Such right of renewal for an additional period of 10 years is granted to the Franchisee
once more, tpon the expiry of the first renewal period.

It should be poted that the Franchisee's right to renew the term of the Franchise Agreement is
subject to an earlier termination in accordance with ciause 21.1 of the Franchise Agreement, which
provides certain milestones in the responsibility of the Franchisee, and provided that the
Franchisee is not in default of the agreement (Note also that the Franchisee may, by notice in
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writing to the Company, given not less than 6 months before the end of the injtial term or the first
renewal term, terminate the Franchise Agreement — see clause 21.2 of the Franchise Agreement).

6. Term of the Restrictive ement
See clause 5 above.

7. Reasons justifying the issuance of an exemption from the Tribunal’s Approval

Prior to the agreement with the Franchisee, the Company had no business activity whatsoever in
home furnishings and accessorles in Israel (hereinafter: the "Market"), Therefore, the penetration
of the Company into the Market will necessarily increase the competition in the Market which, as

described in clause 7.2 below, is dominated by several chains of stores.

The Market — Nowadays, Israel's home furnishings and accessories market is a omnpetitii*e market
with many players, amongst which are "IKEA", "ID Design", "Shomrat Hazorea/Betili", "Castiel”,
"Armani Casa" apnd Tollman's. In addition, Do-It-Yourself chains such as "Ace" and "Home
Center” are also competitors in the Market. Furthermore, the Market is characterized by increased
growth. This significant growth is a clear indication of the absence of substantial entry barriers

into the Market and the existence of widespread competition in it.

The main trends influencing the home furnishings and accessories and DIV retail market are the
rapid development and local brand consolidations. As mentioned earlier, KIKA's entrance will
certainly intensify competition and reduce the influence of present players within the local market.

According to the Pranchise Agreement, the Franchisee shall open two stores until the end of 2009,
leaving the Franchisee with a minimal share of the Market, Although according to the Franchise
Agreement the Franchisee shall open additional stores from time to time, the Market 1s, as
aforesaid, very competitive and in constant growth, and therefore the Franchisee shall remain with
minimal market share. Moreover, the home fumnishings and accessories market is pregently
wndergoing significant change, since investing in home designing has become popular, together
with life styling and improved quality of living. The introduction of home furnishings at relatively
affordable prices has made home designing and high-quality life styles possible to the public at
large, as opposed to a decade ago when home furnishings were available only at expensive prices
and therefore mainly to the upper-class. Penetration of the Company will, as aforementioned,
contribute to the increasing competition in the Market and therefore serve the public at large, who
will also bapefir from the existence of an international brand which has aceumulated extensive
knowledge, prolonged experience and good reputation in home furnishings and accessories,
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It is important to emphasize that the Franchise Agreement is not intended to reduce or climinate
competition in the market. The restraints set forth in the Franchise Agreement can not hamm
competition in the Market; none of them pose negative effects thereon; they are reasonable,
customary and widely-used arrangements; and are necessary for the performance of the agreement
and for normal and standard franchise relationship between the parties. Therefore, the Franchise
Agreement satisfies the provisions of section 14(a) of the Antitrust Law. Also, it is clear that these
restraints, as part of a franchise agreement, are permissible under the Franchise Agreement Block
Exemption, apart fiom the clause regarding the renewal of the term of the agreement,

In respect of the "right of renewal” granted solely to the Franchisee (as described above), this right
is necessary for the main objectives of the Franchise Agreement and does not materially cause
harm to competition in the Market. This right is designed to epsure the Franchisee a returh on its
massive investment in establishing a home funishings and accessories chain of stores, while
preventing & situation in which the franchise can be transferred at the moment it becomes
profitable, to a third party who will benefit from the "fruits” of the hard work and capital invested
by the Franchises,

The tough competition and low entry barriers in the Market make it necessary to include this
incentive in the Franchise Agresment, since the Franchisec is expected to invest heavily in
establishing stores and designing them, shipping, rental fees for the stores, insurance for the stock,
recruiting and training personnel for the Franchises's headquarters and stores, purchasing the stock
itself (home furnishings and accessories), which must be replaced from time to time, as well as
advertising and promoting the "Kike" brand name and trademark in the Israeli market.

It is important to emphasize that, unlike other intemational brand naraes and trademarks such as
"McDonalds”, "Zara", "Mango" and more, the "Kika" brand name is not known io the Israeli
traveler, and therefore unfamiliar to the Israeli consumer, "Kika" products, by their nature, are
usually not sought out by Israeli tourists in foreign countries. Moreover, currently "Kika" chains
are open in 7 countries, none of which are English speaking countrics, making the language barrier

more difficult.

The extensive investment made by the Franchisee upon grant of the franchise by the Company in
order to introduce the "Kika" brand in Israel is evident. The franchise term and the right of renewal
granted in the Franchise Agreement are designated to allow the Franchisee enough time to earn
back its investment and enjoy an appropriate retum.
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8. Conclusion

A review of the Franchise Agreement Block Exemption indicates that the Franchise Agreement
satisfies almost all of the conditions set out therein. The right of renewal granted to the Franchisee
as described above, means that the term of the Franchise Agreement might exceed a period of 10
years — which, prima facie, does not satisfy fully the terms of the Franchise Agreement Block.

Exemption.

1t is on this basis that the application is being submitted. As set forth above, there is no danger that
the Franchise Agreement shall canse any harm to the competition in the Market, mostly due to the
fact that this market has undergone meaningfol changes, competition is increasing since
consumers are finding it more and more attractive, new players are entering proviog that entry
bamiers are low and in fact, due to the Franchise Agreement the Company and the Franchisee,

being a new player in the Market, will contribute even more to the competition in this arena,

In light of the above, we suggest it is proper to grant the parties an exemption from the
necessity of obtaining the Antitrust Tribunal's approval for the provision of clanse 3.2 of the
Franchise Agreerent described above, in accordance with Section 14 of the Antitrust Law.

We declare that the above details are complete and comrest, that the attached documents are
true and are the only documents providing for the arrangement or pertaix;ing thereto,

}
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