Area Rep Pre Conference Workshop (2008)
2008 Multi-Unit Franchising Conference

Development Strategies: Development Strategies: Accelerating Growth Through Area
Representation

Wednesday, April 23, 2008, 1:30 p.m.-3:30 p.m.

Program Description in Brochure

This program is designed for emerging area representatives and franchisors considering growth
with this business model in the United States. This growth model carries varying levels, such as
“area franchising” or “area development,” but is best known as “area representation.”

Franchisors recognize the benefits of the potential for rapid expansion and reduced levels of
operating expenses through area representation as area representatives take on certain obligations
of the franchisor, and in turn, are compensated for doing so. This workshop covers the different
type of area representation models, how they are typically executed, and the roles of standards of
operating, compliance, and earnings claims in the process. What are the initial opening fees, how
are royalties split, what does the development agreement look like? Who is responsible for site
selection, collections, ongoing training, and support? What happens when area representatives
exit the system? These questions, and many others, will be addressed throughout this drill-down
workshop. Research conducted by Franchise Update and FRANdata will provide insights into
current franchisor practices.

Quiline

1. What are the risks and rewards of expanding through an Area Representative type
model?

Understanding the terms used to describe the area representative relationship.

Why do franchisors offer area representative franchises?

Can an area representative program serve as a vehicle to fund a franchisor’s growth?

What are the costs of Area Representation and are they justified by a faster growth rate?

Do you expose the brand to inconsistent enforcement and interpretation by using an area

representation strategy?

e What do Area Representatives look for in a franchisor? What should a franchisor do fo
attract area representatives from other organizations?

¢ What do franchisors look for in an area representative organization? How important is it
to select the right individual or organization to serve as Area Representative?

e When can a franchisor recognize area representative fees from a tax standpoint?
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What are the Area Representative and Franchisor’s respective roles, rights and

responsibilities to each other?
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Site Selection or Profiling

Lease Reviews

Real Estate — Working with site mapping and Real Estate Brokers

In store Training/POS training, bookkeeping

Opening Assistance

Telephone and On Site franchisee visits

Operations Inspections

Conducting Regional Seminars for Franchisees

Creation and Administration of Advertising Fund/Marketing Coop

Establishing Successful Advertising Coop’s

Enforcement of System Standards

Advise on use of marks in advertising or local marketing

Assist in Collections

Team Building - Importance of Goal setting and two way communication for a successful
franchisee relationship

Area Representative staffing - Minimum # of Support Personnel for every 20 franchisees
in Area Representative Area

Supporting the Area Representative? (Training, advice, support)

How do you structure a winning Area Representative relationship?

What is the relationship between the size of the territory and development schedule?
What is the right size area?

What is the relationship of the royalty split percentage to obligations delegated

Should Area Representatives be required to operate single units

How should you calculate up front fees and when should they be collected?

What training exists for Area Representatives (multi unit training) over and above single
unit training?

What franchise sales compliance training should be offered to Area Representatives?
What tools can an Area Representative use to communicate with local franchisees and
HQ?

How is benchmarking information collected, compiled and shared with Area
Representatives and single unit franchisees?

Should Area Representatives participate in franchisor decision making and representation
on FAC, Franchisor Ad Councils, or similar bodies?

Should Area Representatives oversee local marketing coop, or council of single unit
franchisees?

What do you do if single unit franchisees don’t open on time?

What are the benefits of Mediation and other forms of early dispute resolution for
resolving franchise disputes?

Who should pay legal fees to get single unit franchisees into compliance?
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Who makes the decision to terminate or declare defaults under single unit agreements?

What if single unit franchisees complain about their Area Representative?

What do you do with an Area Representative who is behind schedule?

What do you do with an Area Representative who is not performing its obligations up to

the franchisor’s standards and specifications?

e How much opportunity to cure should you give? Should you terminate to try or try to get
the Area Representative to transfer?

e Can you enforce the Area Representative Agreement if other Area Representatives are
also behind schedule? ‘

¢ Should Area Representatives disclose prospects with the FDD, or should HQ?
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4, How will the emergence of multi branded Area Representatives affect the franchise
contracts and relationship?

s Success or Failure - What processes are needed to insure success? What issues will
cause failure?

e Prospects — How to properly protect each brands prospects against cannibalization. How
can multi-branded Area Representatives leverage this info more prospect leads?

e Support — How to properly staff to handle each brands uniqueness.

¢ Real Estate — How to leverage multiple brands to attract better real estate.

s Economies of Scale — How to leverage relationships with architects, contractors and
vendors to benefit franchisees.

e Trade Secrets — How to protect each brands propriety information

» Contracts ~ Do you need to amend any standard contract terms to permit multi branded
area representation?

5. How do you identify quality Area Representative Prospects? How do established
Area Representatives find new concepts?

Where do existing Area Developers look for new opportunities?
¢ Business and Franchise Brokers
s Area Development Publications and Trade Shows
e Trusted Advisors — Franchise Attorneys, Franchising Professionals

Where can a Franchisor find Qualified Area Developers?
¢ Broker Relations Program
+ Area Development Trade Shows and Publications
¢ Area Developers from other Franchise Verticals
s Outplacement Services Centers

Where do Area Developers find Franchisees?
+ Referral Programs
¢ Franchise Marketing (In Unit Marketing)
s Networking
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Franchise and Business Brokers
Internet Franchise Portals
Seminars/Trade Shows

Jim Valentino
Chief Operating Officer

Tropical Smoothie Franchise Development Corporation

4100 Legendary Drive, Suite 250
Destin, FL 32541
jvalentino(@tropicalsmoothie.com
1.888.292.2522 ext 135
1.850.269.9845 Fax
www.tropicalsmoothie.com

Marvin L. Storm

President/CEO

Blackstone Hathaway

341 Constance Place

Moraga, CA 94556
mstorm{@blackstonehathawayv.com
925.376.2900 ext. 201
925.376.3916

Nikki Gahr Sells, CFE

VP Franchise Development
Tasti D-Lite

341 Cool Springs Boulevar
Suite 420 '
Franklin, TN 37067
nsells@tastidlite.com
615.550.3012 (phone)
615.550.3018 (fax)
www.tastidlite.com
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4, Christine E. Dura, M.Ed.
Master Franchise Development Consultant
Regional Director Arizona ~ Massage Heights Franchise
Regional Developer Arizona, Orange County and San Diego —
Health Source Chiropractic
Massage Heights Franchise
8520 East San Jacinto Drive
Scottsdale, AZ 85258
CDura@MassageHeights.com
480.219.0015 (phone)
602.296.0383 (Fax)
www.MassageHeights

Dean Gonsior, President

Gonz Development, Inc.

512 S. Lynnhaven Road, Suite 104
Virginia Beach, VA 23452
dgonsior@TSCHamptonRoads.com
757.313.1941 (phone)
757.313.1944 (fax)

Robert Tobias

ROC Wings, LLC

1133 Westchester Avenue
Suite S225

White Plains, NY 10604
rtobias@rocquiz.com
914.253.8252 (phone)
914.253.8264 (fax)

Moderated by:

Lane Fisher
FisherZucker LLC
21 8. 21% Street
Philadelphia, PA 19103
215.825.3100 (1)
215.825.3101 ()
lfisher@fisherzucker.com
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Christine E. Dura, M.Ed.

Christine Dura is a Master Franchisee Development Consultant and the Director of Franchise
Development for Massage Heights Franchise. She currently is also the Regional Developer Arizona for
Massage Heights Franchise, Regional Developer Arizona, Orange County and San Diego for HealthSource
Chiropractic. She has consultant with such companies as BMW, University of Phoenix Online, Motorola,
DeVry University, People’s Bank, On Semiconductor, America West, Herbalife, 24-hour Fithess, and KOA
Campgrounds.

James “Dean” Gonsior

Dean Gonsior is an Area Developer of Tropical Smoothie Cafés in Hampton Roads, Virginia and Chicago
llineis. From July 2004 through April 2006, Dean also served as Tropical Smoothie Development Corp.’s
Chief Operating Officer. Since 2001, Dean has been personally responsible for the recruitment, training
and mentorship of more than 50 franchisees and 12 area developers throughout the Tropical Smoothie
Café system.

Nikki Gabr Sells, CFE

Nikki Sells is currently Vice President of Franchise Development for Tasti D-lite overseeing domestic
development. Prior to joining Tasti D-lite, she served as Vice President of Franchising for Express
Personnel Services overseeing the sale of franchises in the US, Canada, South Africa and Australia.
Before joining Express Personnel Services, she was an owner of an Express Persennel Services franchise.
She and her husband were named the International Franchise Association’s Franchisee of the Year in
2001.

Marvin Storm

Marvin Storm is the Managing Director of Blackstone Hathaway, a regicnal franchise management
company. Blackstone Hathaway is the regional franchisee in California and Nevada for AccuDiagnostics,
a drug, alcohol, steroid and DNA testing concept.

Robert Tobias

Robert Tobias is the President of ROC Corporation, and Area Director for Quiznos in New York and New
Jersey. Since 1999, ROC Corporation has opened over 100 units. He is also the President of Roc Wings,
LEC, an Area Director for Hurricane Grill and Wings in New York and Connecticut, which is opening its
first unit this year. He also served on the Quiznos’ Area Director Council,

Jim Valentino

Jim Valentino is the Chief Operating Officer of Tropical Smoothie Franchise Development Corp.,
the franchisor of Tropical Smoothie Cafes, Prior to joining Tropical Smoothie, he was the Vice



President of Operations for Cold Stone Creamery taking the Cold Stone Creamery concept from
100 locations to 1,200 locations in just seven years.



Tropical Smoothie

Baily Operations Comparison by Dates

Business Dates 14/04/2008 — 20/04/2008
07/04/2008 - 13/104/2008

Locations Tropical Smoothie

Revenue Centers Restaurant A

Net Sales RN _ 78,833.34  89.2% 14,965.44  19.0%

Gross Sales ' '86,330.76 16,225.33 18.8%
Discounis 1,506 .42 -8.7% ~1,258.80 18.8%
Service Charges - - 840.00 1.0% 52035 B61.8%
Taxes i 1,619.14 18.7%
o
Cost of Goods 8¢ - . _ 2503829  31.8% 470711 18.8%
Labor Cost R 15,628.41 19.8% 81717 5.2%
m_ R ’
Receipts 105,843.49 87,914.20 17.929.29  20.4%
Paid In 0.00 0.00 0,00 0.0%
Paid Out 749,55 453.50 29805 BE.3%

Service Total Average Total Average Variance
Guesis / Avg Spend O 0.00 0] 6.00 0 0.00
Checks / Avg Spend 11,047 8.49 8,957 7.92 o 1,080 057
Table Turns / Avg Spend 0 0.00 0 0.00 o 0.00
Avg Table Turns / Minutes 0.00 0 0.0 o 0 0.00

Adjustments Yotal Count Total Count
Returns 0.00 0 0.00 0 0.00 0
Voids ~797.79 288 -830.86 305 33.07 -17
Error Corrects 5,634.44 2,026 4579.47 1,671 1,054.97 355
Cancels 800.83 358 842,48 340 -41.63 18

Labor Total Hours Total Hours
Regular Time 16,372.71 2,554.35 1562841 2,438.82 744.30 118,53
Cverlime 72.87 525 ¢.00 0.00 72.87 5.25
Sales Per Labor Hour 36.65 3z2.32 4.32
Avg Hourly Pay 643 6.41 0.02
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Paily Operations Compatison by Locations

Business Dates 14/34/2008 - 20/04/2008
Locations

Revenue Centers

Net Sales 16,588.70 89.2% 17,981.82 89.9% ~-1,393.12  ~7.7%
Gross Sales 18,020.65 18,576.07 ~1,65642 -~7.9%
Biscounts -1,431.95 -7.9% ~1.584.25 ~8,1% 162.30 ~10.2%

Service Charges 410.00 0.6% 130.00 0.7% —20.00 ~154%

Taxes 1,908.61 10.2% 1,887.55 8.4% 19.06 1.0%

Cost of Goods Sold 5,226.15 31.5% 5,677.30 31.6%

Labor Cost 2,571.10 15.5% 2,555.92 14.2% 15.18 0.6%

Receipts 18,605.31 20,018.94 -1,413.63 ~7.1%
Paid In ‘ 0.00 .00 0.00 0.0%
Paid Out 0.00 687.91 ~-B887.81 ~100.0%

Service Total Average Total Average Variance
Guests / Avg Spend 0 .00 0 0.00 c 0.00
Checks / Avg Spend 1,974 8.40 2,013 8.93 ~38 -0.53
Table Turns / Avg Spend )] 0.00 0 0.00 o 0.00
Avg Table Turns { Minutes 06.00 o 0.060 0 ¢ 0.00

Adjustments Total Caunt Total Count
Returns 0.00 ¢ 0.00 G 0.0¢ 0
Voids -52.84 20 -124.76 38 61.62 ~18
Error Corrects 1,037.63 386 1,122.34 386 ~84.71 0
Cancels 47.59 44 264.058 87 ~218.46 ~43

Labor Totat Hours Totat Hours
Regular Time 2,498.24 332.57 2,5585.92 624.18 ~5768  -201.61
Overlime 72.87 5.25 0.00 0.00 72.87 5.25
Sales Per Labor Hour 4911 28.81 20.30
Avg Hourly Pay 7.61 4.09 3.52
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Daily Operations Comparison by Dates

Business Dates 07/04/2008 - 13/04/2008
14/04/2008 -~ 20/04/2008

Locafions
Revenue Centers

Net Sales 13,579.32 89.4% 16,588.7¢ 89.2% -3,008.38 ~18.1%
Gross Sales 14,787.77 18,020.65 ~3,232.88 -17.8%
Discounts ~1,208.45 ~8.2% -1,431.95 —7.9% 22350 -158%

Service Charges 55.00 08.4% 116.00 0.6% -55.00 ~50.0%

Taxes 1,561.39 10.3% 1,906.61 10.2%

Cost of Goods Sold 4,288.44 31.6% 5,226.15 31.5%

Labor Cost 2,505.30 18.4% 257110 16.5% -65.81 -2.6%

Receipts 15,203.39 18,605.31 ~3401.82 -18.3%
Paid in 0.00 0.00 0.00 0.0%
Paid Out 0.00 0.00 0.00 0.0%

Service Totat  Average Total  Average Variance
Guesis [ Avg Spend 0 0.00 0 0.00 0 0.00
Checks / Avg Spend 1,732 7.84 1,974 B840 ~242 ~0.58
Table Turns / Avg Spend o 0.00 0 0.00 0 0.00
Avg Table Turns / Minutes 0.00 0 0.00 0 0 0.00

Adjustments Tofal Count Total Count
Returns (.00 0 0.00 it 0.00 0
Voids ~68.66 28 -682.84 20 ~5.82 2
Error Corrects 799.27 206 1,037.63 386 —238.36 -90
Cancels 81.15 40 47.59 44 33.56 4

Labor Total Hours Total Hours
Regular Time 250530 32144 2,498.24 33257 7.08 ~11.13
Overtime 0.00 0.00 72.87 5.25 ~72.87 ~5.25
Sates Per Labor Hour 42.25 49,114 -6.86
Avg Hourly Pay 7.79 7.61 0.18
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