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About the Royal LePage Franchise Services Fund

The Royal LePage Franchise Services Fund is a leading provider of services to residential real
estate brokers and their agents. The Fund generates cash flow from franchise royalties and
service fees derived from a national network of real estate brokers and agents in Canada
operating under the Royal LePage and Johnston & Daniel brand names. As at June 30, 2005,
the Fund Network is comprised of 264 franchise agreements, operating from 565 locations
serviced by 11,218 agents and sales representatives. The Fund has approximately 20%
market share of the Canadian residential resale real estate market based on transactional
dollar volume. Royal LePage Franchise Services Fund is a TSX listed income trust, which pays
monthly distributions and trades under the symbol “RSF.UN”.
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Communications to unitholders

We regularly provide unitholders with information about the Fund through our annual report,
quarterly interim reports and periodic press releases. All up-to-date information is available
online at www.rsfund.ca. On the site you will find summary information about the company,
public reports, press releases, statutory filings, units and distribution information.

Contact us
We welcome inquiries from unitholders, analysts, media representatives and other interested
parties.

Please direct inquiries to:
Pamela Kempthorne

Investor Relations Officer

(416) 510-5750
pkempthorne@royallepage2.com

Head office

Royal LePage Franchise Services Fund
39 Wynford Drive

Don Mills, ON

M3C 3K5

Telephone: (416) 510-5800

Facsimile: (416) 510-5856
info@rsfund.ca

www.rsfund.ca

Transfer agent and registrar
CIBC Mellon Trust Company

Auditors
Deloitte & Touche LLP

Corporate counsel
Goodman and Carr LLP
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LETTER TO UNITHOLDERS

Q2 2005 UNITHOLDER REPORT

Financial and Operating Highlights

For the three months ended June 30, 2005 (thousands) (per unit)
Royalties $ 7,138 $ 0.54
Net earnings $ 1,436 $ 0.14
Distributable cash $ 5,476 $ 0.41
Distributions $ 3,662 $ 0.28

We are pleased to present our results for the second quarter ended June 30, 2005, the
strongest in the Fund’s history.

Royalty revenue increased to $7.1 million and net earnings to $1.4 million, representing 12%
and 18% increases respectively, over the second quarter of 2004. Distributable cash totaled
$5.5 million, up 8% over the same period in 2004. Growth in royalty revenue was driven by a
13% increase in the Fund’s underlying network of agents and sales representatives for the
twelve months ended June 30, 2005 and continued strength in the Canadian residential resale
housing market.

An unprecedented 295 agents were added to the Fund Network during the second quarter and
in addition to the 168 agents recruited in the first quarter, the Fund has already exceeded the
annual growth target of 400 agents. Royal LePage is a highly valued real estate brand in every
province and we continue to attract high performing broker-owners and agents with our
unique suite of web-based marketing and business process automation services. To help our
Realtors leverage these tools, we have invested heavily in training and coaching programs.

Due to solid second quarter performance, the Fund's cash reserve grew to $5.6 million from $3.8
million in the previous quarter. This puts the fund in an excellent position to maintain stable
distributions through periods of seasonal fluctuation, and to fund future growth initiatives.

Growth Pipeline

In addition to the 463 agents added by organic recruitment in 2005, the Fund grew through the
acquisition of 558 agents represented by 38 franchise contracts on January 1, 2005. Total agent
growth for the six months ended June 30, 2005, is 1,021, well ahead of management's expectations.

An additional 179 agents are in the acquisition pipeline as of June 30, 2005.

Royalty Fee Structural Change

Effective July 1, 2005, franchises will begin paying a fixed $100 monthly fee for sales
representatives. This impacts only sales representatives that are selling-Realtors, and excludes
broker-owners and managers. Fund management anticipates that a minimum of 400 sales
representatives will contribute royalties under the new fee structure.

Outlook
The second quarter saw a softening in the rate of price appreciation in major markets.
However, there was no corresponding softening of demand. In most urban markets, increased
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inventory gave buyers more selection over last year and curbed price increases somewhat.
Strong economic fundamentals and low interest rates have kept the demand for homes among
Canadians resolutely high, and we anticipate that the pace of market growth should moderate
in the second half of 2005 as latent demand is satisfied and listing inventories continue to rise.
Annual house price appreciation should fall from the double-digit increases seen in 2004 to
mid-single digit levels by year end; moving us from a market skewed in the seller's favour, to
more balanced conditions.

Philip Soper Kevin A. Cash
President & Chief Executive Officer Chief Financial Officer
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
RESULTS AND FINANCIAL CONDITION

FINANCIAL HIGHLIGHTS

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30 June 30 June 30 June 30
($ 000's) 2005 2004 2005 2004
Royalties $ 7,138 $ 6,397 $ 12,734 $ 11,252
Less:
Administration expenses 145 93 268 179
Interest expense 602 296 1,083 657
Management fee 915 950 1,830 1,831
Earnings and
distributable cash $ 5,476 $ 5,058 $ 9,553 $ 8,585
Distributions $ 3,662 $ 3,664 $ 7,323 $ 7,324
Number of agents and
sales representatives 11,218 9,922 11,218 9,922

The table above sets out selected historical information and other data which should be read
in conjunction with the attached interim consolidated financial statements for the three
months (the “Quarter”) and six months ended June 30, 2005. The interim consolidated
financial statements are prepared in Canadian dollars and are in accordance with Canadian
generally accepted accounting principles. External economic and industry factors remain
substantially unchanged, unless otherwise stated.

OVERVIEW
This Management Discussion and Analysis (“MD&A”) covers the period from January 1, 2005
to June 30, 2005 and has been prepared as at August 3, 2005.

Royal LePage Franchise Services Fund (the “Fund”) was established on August 7, 2003, through
an initial public offering. The Fund generates cash flow from the franchise royalties and service
fees of a national network of real estate franchisees, agents and sales representatives, operating
under the Royal LePage and Johnston & Daniel brand names (collectively the “Fund Network”).

Management of the Fund is governed by a Management Services Agreement (“MSA”). The
services under the MSA are provided by Residential Income Fund Manager Limited (“RIFML”),
a division of Centract Residential Property Services (“Centract”), the residential real estate
services division of Brascan Corporation. The senior management of Centract developed and
managed the Fund Network prior to the inception of the Fund. Brascan Corporation, through
a wholly owned subsidiary, holds a 25% subordinated interest in the Fund (see Transactions
with Related Parties).

As at June 30, 2005, the Fund Network was comprised of 10,376 agents and 842 sales
representatives operating from 565 locations under 264 franchise agreements. The Fund
Network has an approximate one-fifth share of the Canadian residential resale real estate
market based on transactional dollar volume.
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STRUCTURE OF THE FUND
The Fund generates royalties with both fixed and variable fee components. A summary of
these fees is as follows:

Royalty Fees
Fixed franchise fees are based on the number of agents in the Fund Network and consist of
a monthly flat fee of $100 per agent, a technology fee and web services and other fees.

Variable franchise fees are primarily driven by the total transaction dollar volume of business
transacted by our agents. The Fund receives 1% of each agent’s gross commission income,
subject to a cap of $1,300 per year. In addition, 22 of the Fund’s larger locations situated in
the Greater Toronto Area (“GTA”) pay a premium franchise fee ranging from 1% to 5% of the
location’s gross revenue.

Approximately 88% (88% - 2004) of the Fund’s royalties are derived from the combined fixed
fee of $100 per agent per month, 1% variable fee and premium fees. The remaining royalty
stream is generated from technology fees, 4.5% option and web services and other fees.
Approximately 64% of the annual royalties are insulated from market fluctuations, as they are
not directly driven by transaction volumes. Management believes that the combination of a
royalty stream based on the number of agents in the network, increasing agent and broker
productivity and an increasing supply of new housing inventory will provide the base for a
strong, stable and growing cash flow.

Monthly Distributions

The target annual cash distribution is $1.10 per unit. Public unitholder cash distributions are
made monthly. The quarterly target was met during the Quarter. To reduce unitholder risk, 25%
of the Fund’s units, which are held by Centract, are subordinated in their rights to distributions
until public unitholders receive their target distribution of $0.0917 per unit per month. This
subordination is in place until August 7, 2008.

OPERATIONS OVERVIEW
The key drivers of the Fund’s business and cash distributions to unitholders are:

1. The number of agents in the Fund;

2. Transaction volumes;

3. The stability of the Fund’s royalty stream; and
4. The Fund’s growth opportunities.

A summary of our performance against these drivers is as follows:

Number of agents in the Fund

e The Fund Network grew by 295 agents or 2.9% during the Quarter, to 10,376 agents. This
represents a growth of 1,021 agents or 10.9% since December 31, 2004. Of this growth,
558 was generated through the acquisition of 38 franchise contracts on January 1, 2005,
with estimated annual royalties of $1.2 million, and 463 or 4.9% through franchisee net
recruiting efforts.
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Transaction volumes

The performance of the Fund is dependent upon the receipt of royalty revenue, which, in
turn, is partially dependent upon the level of residential resale real estate transactions. The
residential real estate industry is affected by all of the factors affecting the economy in
general, including changes in interest rates, unemployment and inflation. During the Quarter,
the Canadian Residential Resale Real Estate market (the “market™) remained healthy and
was buoyed by strong consumer confidence and housing affordability. A summary of the
market and related activity for the Quarter is as follows:

e Canada’s housing starts, the market’s future inventory, were 237,200 for the 12 months
ended June 30, 2005, down slightly from the 239,300 recorded for the same period in 2004.
The decrease from 2004 levels suggests that activity in the new housing market is slowing
slightly from the 17-year high set in 2004.

e The Canadian market totaled $109.7 billion for the 12 months ended June 30, 2005, an
increase of 8.1% compared with the 12 months ended June 30, 2004.

e The year-over-year growth in the Canadian market for the 12 months ended June 30, 2005,
was fuelled by an 8.3% increase in average selling price to $238,134 and a 0.2% decrease
in residential unit sales to 460,537.

e The GTA market, from which the Fund earns its premium franchise fees, reached a
transactional dollar volume of $27.4 billion for the 12 months ended June 30, 2005, a
4.5% increase over the same period in 2004. This market activity was fuelled by a total
of 83,283 homes sold at an average selling price of $328,419, representing a 2.8%
decrease in homes sold and a 7.5% increase in average price per home, over the same
period in 2004.

e The GTA market, for the month of June 2005 as compared to June 2004 was up 7.6% to
$3.2 billion as the unit sales fell by 1.3% to 9,153 units, while selling price increased by
9.0% to $345,065.

e Agent productivity for the 12 months ended December 31, 2004, was approximately $2.2 million
per agent in transactional dollar volume, which was 10% ahead of the 2003 level of $2.0 million
and 69% ahead of the rest of the Canadian agent productivity of $1.3 million per agent.

e Record low mortgage interest rates, strong consumer confidence, combined with overall
housing affordability continues to encourage first-time buyers to enter the market and
existing homeowners to trade up to larger, more expensive dwellings.

Toward the end of 2004, and during the first two quarters of 2005, there was a noted
industry-wide increase in the inventory of residential resale real estate properties listed for
sale. We anticipate that this increase in listing inventory will add more balance to the
demand and supply for residential resale properties, resulting in a reduced pace of price
appreciation from the double digits seen in the early part of 2004 to single digit appreciation
in the near-to mid-term.

" The market is defined as the dollar value of units sold (“Transactional Dollar Volume”) over a twelve month period in a
particular geographic area.
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Stability of the Fund’s royalty stream

e The Fund’s royalties are derived primarily from a diverse national network of 264
independently owned and operated franchises, the majority of which operate with less
than 100 agents.

e The geographic distribution of the Fund Network is similar to the distribution of the overall
Canadian agent population.

e During the Quarter there were no contracts subject to renewal.

e The Fund has secured 10, 15 and 20-year agreements, while five-year contracts are the
industry norm.

e As at June 30, 2005, the Fund had $5.6 million in working capital and other reserves to meet
future cash flow requirements. These reserves may be used to: fund future distributions in
light of the seasonality of the market; fund potential acquisitions; and cover the anticipated
reduction in the 1% variable franchise fee to year-end as a number of agents exceed the
related $1,300 per annum cap towards the end of the year.

Fund growth opportunities

Our growth objective is to add 200 to 400 agents to the Fund Network annually, with
approximately one half of this growth from acquisitions and one half from internal growth.
Growth through acquisition is achieved through Centract’s dedicated network development
team operating under the MSA.

Growth in overall royalties is achieved by: increasing the number of agents in the Fund;
increasing the productivity of agents; expanding the range of products and services supporting
the franchisees and agents; increasing adoption of these products and services; and providing
concise programs to the Fund Network, supported by on-going training programs to franchisees
and agents that assist in leveraging the Fund’s competitive advantages to attract and retain
potential recruits. A summary of immediate growth opportunities and results to the date of this
report is as follows:

e The internal growth for the Quarter was 295 agents. This coupled with the internal growth
of 168 agents for the quarter ended March 31, 2005 and acquisition of 38 franchise contracts
serviced by 558 agents mentioned earlier, added 1,021 paying agents to the Fund’s network
since December 31, 2004, which far exceeds our annual growth target of 200 to 400 agents.

e From November 1, 2004 to the date of this MD&A, franchises operating from 19 locations
serviced by 179 agents were added to the Royal LePage brand. Centract anticipates
presenting these franchise contracts to the Fund’s Trustees for purchase by the Fund on
January 1, 2006.

o Effective July 1, 2005, franchises will begin to pay the $100 per month fixed fee for
sales representatives.This change impacts selling Realtors only, and typically excludes
broker-owners and managers. As a result, Management estimates that of the 842 sales
representatives as of June 30, 2005 approximately 400 to 600 will attract the new fee.

e Centract continues to develop, introduce and support new tools, services and programs,
which assist franchisees in attracting and retaining agents, increasing agent productivity
and driving down administration costs.
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