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Susan Rather and Jeff Tews

[ D "
i ALSo: 2 ”ﬂf)bl
d BuiLDING succes ‘b/ ;J Y] I ! o
?' kéys to gro#mg your franchise organization U U J JMJ’: U 'r :)

\GROWING TOGETHER . (% &
boes the future of franthtsmg depend on f Franchisees who rule their

improved zee-z0r telations? - territories —and how they do it

- l 'I'OP MSA RANKINGS

lsm ?‘b: ﬂesf U.S3marketsmand.,
-rhe op urors dominafe, th

Page 56 ‘E!'L‘ b
“MULTI UNIT
FHANGHISlNG CONFERENGCE

Sha

*EUTURE

CAESARS PALACE, LAS VEGAS



Were a ]oerwfaot fit.

At Medifast, we're all about the fit. Our products and programs fit every
lifestyle. Medifast customers are getting fit and fitting into smaller sizes.
Our company is financially fit. And our franchisees fit our vision.

Every year, about 108 million dieters seek the kinds of results
Medifast Weight Control Centers offer. Medifast is the brand
recommended by over 20,000 doctors since 1980.

Find your franchise opportunities in:

« Dallas
« Philadelphia
» Raleigh-Durham

« Houston
« Baltimore
« Tampa
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Call or visit us today! TMed iIfast

(855) 540-6806 | MedifastFranchise.com WEIGHT CONTROL CENTERS«

The information contained in this ad is not an offer to sell or the solicitation of an offer to buy a franchise. Any such offer or solicitation is made only through our Franchise Disclosure Document
and only in jurisdictions where such offers are lawful. Franchises may not be available in all states. Franchises are sold by Medifast Franchise Systems, Inc., a subsidiary of Medifast, Inc.



“As a multi-concept owner with over 200 restaurants,
| am very happy with the performance of Denny's
since | became a franchisee. Denny's is the perfect
complement to my restaurant portfolio."

Anil Yadav

Largest Jack-in-the-Box franchisee in the U.S. and
largest Denny's franchisee in California

Denny's is celebrating 60 years of connecting with diners of all ages! We've
been growing since 1953, and today, more than 90% of Denny's restaurants
are owned and operated by franchisees. Our commitment to long-term
market share growth is supported by the industry's leading program offering
up to $1 million of incentives for New & Emerging markets.

We are America's Diner. Come see why we're Today's Franchise.

Entrepreneur |

LEARN MORE

DENNYSFRANCHISING.COM
800 304 0222
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COVER STORY

2014 Dominators

These multi-unit operators are toking on their world—and winning: Gary Grace,
Jeff Tews & Susan Rather, Alvaro Garcia, David Gronewoller, and Don Smith
BY HELEN BOND and EDDY GOLDBERG

LISTS
Ranking Franchising’s Top MSAs

The U.S.'s biggest franchise markets and the operators who rule them

FEATURES
9 Keys to Growth

Essential growth factors from successful multi-unit operators
BY KERRY PIPES

Communicate, Collaborate, Grow

Franchisees and franchisors must learn to play together for mutual success
BY EDDY GOLDBERG
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Three Franchises In One

Take an award-winning frozen yogurt and smoothie

franchise, swirl in a made-to-order juice bar, and top
it with healthy salads, wraps and flatbreads. Red
Mango is an established leader among frozen yogurt
chains that has expanded into healthy cafes. With
more consumers pursuing a healthy diet and lifestyle,
there has never been a better time to own a Red
Mango Yogurt Cafe and Juice Bar franchise.

* Bright, modern stores
* Expanded menu _—

* Small retail footprint e Yo'
500

* World-class training - |
and support Storesiand"

. Growing! 4

Initial Franchise Fee
Discount for Multi-Unit
Development

First store $35,000
2nd & 3rd store $15,000

Requires 3 store Development Agreement

@J MMENGO
yogurt cafb..

redmangofranchising.com | 631-615-6711 | facebook.com/redmango | twitter: @redmango

This ad does not represent an offer for a RED MANGO franchise. An offer can only be made with the delivery of @ Franchise Disclosure Document. Certain States require registration and/or filing of a
prospectus prior fo offering franchises in such States and any such registration and/or filing does not constitute approval, recommendation or endarsement by such State nor a finding that the

information provided therein is true, complete and not misleading. Red Mango FC, LLC is the franchisor and is currently headquartered at 2811 McKinney Avenue, Suite 354, Dallas, Texas 75204.
Florida Advertising Identification Number: AIN BF47541; Minnesota State Registration Number: F-5932

RED MAMNGQ name, design and related marks are trademarks of Red Mango, LLC © 2014 Red Mango, LLC. All rights reserved.




Rising franchisee power demands new
franchisor relationships

What’s online @ mufranchisee.com

IFA’s Franchise Action Network
Takes Wing

BY ERICA FARAGE

Ten Years After

Reflecting on a decade of customer loyalty
BY JACK MACKEY

Chief Executive Engager

5 ways to spark greater employee engagement
BY NATE DAPORE

PCl 3.0 is Coming

Is your business ready for the January 2015 deadline?
BY GILES WITHERSPOON-BOYD

Harmonic Convergence?
How technology is transforming investing
BY CAROL SCHLEIF

Keeping It Real
6 factors to consider before selling your real estate
BY DEAN ZUCCARELLO

Here Comes 2015!

What do you still not know about your business?
BY STEVE LEFEVER

Vital Statistics

FDDs need to deliver more useful, actionable defail
BY DARRELL JOHNSON
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APPLIANCES

We have 1.4 million customers acquiring
hrand-name furniture, appliances,
electronics and computers every month.

In franchising, sometimes you have to look beyond the
obvious to discover the opportunity.

arons

Scan with your

Contact Stan Hauseman OR readerto go

directly to our

678-402-3629 - Aaronsfranchise.com firisting

©2014 Aaron’s. All rights reserved.



Chairman’sNote

Franchisees Rising

New relationships, collaboration needed

ear Fellow Franchisees,
As this is my last letter as chair of the

Multi-Unit Franchising Conference

Advisory Board, I first want to take this
opportunity to thank Therese and Gary for trust-
ing me with the responsibility of the chairmanship
and to thank the Franchise Update Media staff for
their wonderful support throughout the year.

For those who attended this year’s conference,
I’'m sure you have fond memories of the event,
which showcased amazing
speakers such as John Max-
well and JB Bernstein—and
our very own multi-unit
franchisees who gave so gen-
erously of their time and
talent to help the rest of us
learn from their experiences.
Rest assured, planning for
the 2015 conference is well
under way and the Advi-
sory Board is again working hard to ensure that
we have an even better event next year. You won’t
want to miss it!

Franchising is evolving at a rapid pace. What
began as an industry of single-unit owner-oper-
ators and grew to multi-unit operators and then
multi-brand operators, is evolving again. Several
franchisees have become franchisors, many have
done international deals, and this year I launched
the first-ever multi-unit franchisee-sponsored pri-
vate equity fund.

"The rise of franchisees into sophisticated en-
terprises will necessitate a paradigm shift in the
relationship between franchisees and franchisors.
Collaboration between franchisees and franchi-
sors will not be just a competitive advantage for a
brand, it may be a question of survival. In the first
half of this year alone, 200 new franchise brands
were launched. Given this type of rapid growth,
brands will need to adjust and adapt, and without
franchisee input and support it will be very diffi-
cult for them to stay ahead of the curve.

MULTI-UNIT FRANCHISEE [SSUE |V, 2074

At the same time, it seems as if the industry
is under attack from legislative and regulatory
authorities. Somewhere along the line, while we
franchisees have just been “getting on with it,”
those in positions of authority have completely
overlooked the impact we make. It’s quite possible
that franchisees, collectively, are the largest voca-
tional trainer in the nation. And we don’t charge
our students, we pay them! But instead of recog-
nizing and acknowledging the contribution we
make in providing jobs, training, and creating op-
portunities for others to climb the economic lad-
der, we are often disparaged by lawmakers. This
needs to be corrected through education. Franchi-
sees must get active in public affairs and inform
lawmakers of our contributions to the economy
and to people’s lives so they understand the unin-
tended consequences of their policies.

Despite the hurdles, the entrepreneurial spirit
that is the foundation of franchising is alive and
well. Franchisees will adapt and grow, and by
working together the industry will continue to
forge ahead in providing valuable goods and ser-
vices to the public.

Thanks to all of you who have provided me
your support and good wishes during my tenure,
particularly the Advisory Board whose wisdom was
indispensable. I hope you will all join me in sup-
porting our new chairman, Rob Branca, in making
2015 another great year for the Multi-Unit Fran-
chising Conference. Thank you and God bless.

Regards,

S e R—

Aziz Hasaim
NRD Holdings, LLC



WHERE'’S JOE?

HE’'S ROME-ING AR(

When in Rome, Do as Rally’s Does.

We tried to contact Rally’s multi-unit franchisee Joe Hertzman for a recent photo to be featured in this ad, but Joe’s off to Rome.
A vacation awarded to top achievers, one of Rally’s franchisee incentive programs!

“Rally’s has great brand relevance, and we truly appreciate their outstanding leadership, innovative marketing, menu development, and
cost effectiveness,” said Joe. “With Rally’s, we've had year-over-year-over-year increases. We've also received the Sustained Sales Growth
Award from Rally’s for achieving 42 percent consecutive sales” growth over the last six years.”

TOP OF THE FOOD CHAIN, SERVING UP FLAVOR, VALUE, AND PROFITS

« Rally’s sales-to-investment ratio is more than double the industry average.'

« Our franchisees have achieved three consecutive years of same-store sales growth”
and are on pace for another record year.

« We are the largest double drive thru restaurant chain in the country, a recognized
brand with a 25-year proven track record.

« Rally’s is consistently ranked highest in overall value by guests in the category.’
« Our return on investment is 52.4%.>

« Rally’s average investment is $409,000.>

Enjoy the view at the top of the food chain and perhaps even Rome, y e Ck e S X
as a Checkers or Rally’s franchisee. Checkers & Rally’s has almost - - Chazy coop 700D

800 locations and top tier market availability. Get ready for take off,

" Rallys

= HAZV coop FOOP ° 8

call 888-913-9135 or visit owncheckersfranchise.com/update

© 2014 Checkers Drive-In Restaurants, Inc. 4300 W. Cypress St., Suite 600, Tampa, FL 33607. 1: This information is based on a 2013 industry data report published by Restaurant Research LLC and comparing those results with the
information we present in our 2014 franchise disclosure document. 2. Per Item 19 in Checkers 2014 franchise disclosure document. Rest are an average for all franchisees. Individual results may vary. 3: Per WD Partners 2013 Consume
Picks Survey. Written subs provided on request THESE FRANCHISES HAVE BEEN REGISTERED UNDER THE FRANCHISE INVESTMENT LAW OF THE STATE OF CALIFORNIA. SUCH REGISTRATION DOES NOT
CONSTITUTE APPROVAL, RECOMM DORSEMENT BY THE COMMISSIONER OF CORPORATIONS NOR A FINDING BY THE COMMISSIONER THAT THE INFORMATION PROVIDED HEREIN IS TRUE, COMPLETE
AND NOT MISLEADING. Minnesota file number F-4351. This advertisement is not an offering

An offering can only be made by a prospectus filed first with the Department of Law of the State of New York. Such filing does not constitute approval by the Department of Law. DEV-2014-0687
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// CONFERENCES Muiti-Unit
Franchising Conference Ahead!
Franchise Update Media’s annual Multi-Unit Franchising
Conference took Las Vegas by storm this spring, again
setting records for both attendees and suppliers.
Nearly 1,400 attended last April. More than 550 were
franchisees, representing more than 400 franchisee
organizations, more than 10,000 operating units, more
than $10 hillion in annual system-wide revenue, and jobs
for more than 200,000 people. Mark your calendar for
next year, April 8—10, 2015 at Caesars Palace in Vegas.
For a look back on the 2014 conference, visit www.
multiunitfranchisingconference.com/

/ ONLINE Multi-Unit Community Grows

Check out our community-based website for multi-unit
operators. It's your exclusive look into the world of multi-
unit franchising, your one-stop shop to find:

e New brand opportunities e Exclusive interviews

» Networking opportunities e Operator profiles

* Online edition and archives e Financing resources
www.franchising.com/multiunitfranchisees

v/ NEW ONLINE VIDEOS
EmpireBuilders.tv Expands
Great entrepreneurs build great organizations. They
possess a knack for making smart business decisions,
building great teams, and creating successful companies.
But as we've learned from years of interviewing successful
multi-unit franchisees, they’ve also struggled, doubted, and
made more than a few mistakes—yet they've soldiered on,
persevered, and ultimately come out on top. To provide a
deeper sense of their journeys, insights, and personalities,
we're selecting franchisees from our most inspiring print
interviews and creating a new series of online videos of
these franchisee leaders—who we call Empire Builders.
www.franchising.com/empirebuilders
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/ FRANCHISE OPPORTUNITIES
Looking for your next franchise
opportunity? Have we got the tools for you! Find
articles on companies, concepts, industries, trends,
and profiles—and search our features. Find franchisors
looking for multi-unit franchisees, area reps, and area
developers. Search by top opportunities, alphabetically,
investment level, industry, state, and more at www.
franchising.com

/ RANKINGS check out our annual
rankings of top franchisees and their multi-unit brands
and find out *Who's on first.” Find the Multi-Unit 50 at
www.franchising.com/multiunitfranchisees/mub50.
html and the Mega 99 rankings at www.franchising.
com/multiunitfranchisees/mega99.html

v/ PRESS OFFICE

“Don’t just survive, thrive!”
Franchise Update Media's 2014 Annual Franchise
Development Report and the best-selling book Grow to
Greatness by Steve Olson offer invaluable tips for franchise
sales success and unit growth in today’s economy. For
ordering information visit www.franchising.com/
franchisors/afdr.html and www.franchising.com/
franchisors/growtogreatness.htmi

/QU'CKLlNK For a one-click link to

articles in this magazine and to past issues of Mulfi-Unit
Franchisee magazine, visit www.franchising.com/
multiunitfranchisees

CLOSE CALLS

“| believe that in any successful
restaurant or business, the decisions
are made as close to the customer
as possible. | have to have the best
people... and train those individuals

so they have an awful lot of autonomy.
| can’t work for someone looking over
my shoulder telling me what to do.”

— David Gronewoller, President & CEO of GC Partners,
operator of 12 Golden Corral restaurants in North
Carolina, South Carolina, and Florida
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DONUTS

SPECIAL DEVELOPMENT
INCENTIVES AVAILABLE IN

CALIFORNIA, MINNESOTA AND TEXAS

Dunkin’ Donuts Ranked One
of the Top 100 Companies
for U.S. Franchise Growth

Source: Nation’s Restaurant News 2014

Dunkin’ Donuts
Ranked #1 in Coffee &
Baked Goods Category

Source: 2011-2014 Entrepreneur Magazine

For more information visit
WWW.DUNKINFRANCHISING.COM

©2014 DD IP Holder LLC. All rights reserved. Minnesota State Registration Number F-5407



BY KERRY PIPES

o celebrate and recognize their achievements,
we again turn our annual focus to the multi-
unit and multi-brand franchisees we like to
call “Dominators.”

They are determined to succeed and know how to
get it done. They take on markets, competition, and
the economy and keep on growing. They are fiercely
competitive, want to be the best at what they do, and
want the same from their management team and em-
ployees.

We’ve identified some great, savvy operators and
are excited to bring their stories to you. We asked what
drives them, what makes them tick, and what ticks them
off. Each shares a unique tale of how they’ve traveled
the rocky road to success, but all are united by hard
work, hard knocks, and ultimate triumph.

This year’s behind-the-scenes look at a group of
thriving franchise owners tells us how—and why—
they’ve made their business choices, how they’ve adapt-
ed to growth, and where they see themselves headed.
Here’s the starting lineup for this year’s Dominators
issue:

¢ Gary Grace was a big part of the beginning of this
magazine 10 years ago, appearing in Issues T and IT in
the summer and fall of 2004, when the magazine was
called Area Developer. 'This longtime Supercuts fran-
chisee has opened more than 130 Supercuts salons in
California, Hawaii, and New York (including six in one
day). Today, at 72, he has 37 salons in Southern Califor-
nia. He’s also been a leader for the brand’s franchisees
through some contentious years with the franchisor,
serving as president of the brand’s franchisee associa-
tion and holding the franchisee seat on its corporate
board. Qutside the brand, he served as 2009 chair of the
Multi-Unit Franchising Conference and continues as a
member of its Conference Advisory Board.

¢ Jeff Tews and Susan Rather are a dynamic duo.
The married couple, who operate five BrightStar Care
franchise territories, are among the brand’s first fran-
chisees and will soon be pioneering its newest endeavor,

These multi-unit operators get it done

BrightStar Senior Living. Tews left the corporate world
(banking and telecom) after more than 30 years, and
Rather brought her experience as a medical technolo-
gist and lab manager at the local VA hospital. They’ve
learned how to combine their strengths and are looking
for more opportunities.

¢ Don Smith is a classic Dominator, and an eternal
optimist. We’re not talking about successfully operating
a dozen or so units... we're talking 197 Valvoline In-
stant Oil Change locations, with more on the way—20
more, to be exact. In 2012, Smith orchestrated the
purchase and successful rebranding of 72 EZ Lube oil
change service centers in Southern California, the larg-
est single acquisition in quick lube history. His success
is built on a culture of “doing the job right, not taking
short cuts, and treating your customers like gold.”

* When David Gronewoller was asked to be part
of this Dominators issue, the Golden Corral franchi-
see expressed sincere surprise. “There are a whole lot
of people more deserving of this,” he said. This “em-
ployee’s employer” has two decades of franchise experi-
ence and makes community involvement a cornerstone
of his operation. He runs 12 Golden Corral restaurants
in Florida, has racked up numerous awards, served on
boards, and kept his foot firmly on the growth pedal.
He’ll exceed $40 million in revenue this year and serve
thousands of meals to those in need.

® Alvaro Garcia already has 21 thriving Jersey
Mike’s Subs locations in Southern California and is in
the midst of an aggressive 70-store development plan.
He and his partners expect to have 25 stores open by
year-end, with 10 to 15 more per year in the pipeline.
Garcia, who moved to the U.S. from Nicaragua when
he was a teen, also operates a construction firm actively
involved in the build-outs of his restaurants. He expects
2014 annual revenue to approach $30 million.

Following the profiles, check out this year’s list of
MSAs with the most franchised units, as well as the
dominant franchisee organizations in each region
and state.
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BY EDDY GOLDBERG

Veteran Supercuts franchisee reflects on 35 years

MULTI-UNIT FRANCHISEE [SSUE IV, 2014

ary Graces life in franchising has
been marked by several major
achievements and milestones,

including the following:

* Twenty-five years ago,in 1989, he was
named the top franchisee in the country
by Inc. magazine. “Since I believe they
have not rerun the competition,” he says,
“I think I still am.”

¢ Twenty yearsago (1994-95), he worked
with Supercuts to open 86 salons in the
New York metro region, including 6 in one
day, establishing the brand in a new market.

* Ten years ago, in 2004, he graced the
cover of the second issue of this magazine
(then mistakenly called Area Developer
magazine. Atleast we got the tagline right:
“Business solutions for the multi-unit
franchisee.”)

* Five years ago, in 2009, he served as
chair of Franchise Update’s Multi-Unit
Franchising Conference.

But in the world of franchising, what
he’s done for Supercuts—and the people
who have worked for him—shines the
brightest. During his career, he’s instituted
or enhanced employee benefit programs,
mncluding performance incentives for all

NAME: Gary Crace

TITLE: Owner/CEO

COMPANY: GG Enterprises

NO. OF UNITS: 37 Supercuts
AGE: /2

FAMILY: Wife Jessica

YEARS IN FRANCHISING: 35
YEARS IN CURRENT POSITION: 34




STOP THE JUGGLING ACT.

JOIN OUR
REVOLUTION!

NO Employees Required

TRUE Semi-Absentee Ownership Model
- Only 5-10 Hours per Week

SIMPLE to Run with Very Few Moving Parts
EASILY Managed Multiple Units

MANY Territories Still Available Across
the USA and Canada

L ]

RECOGNIZED AS A TOP FRANCHISOR MY SALON Suite is atrue semi-absentee
IN THE SALON SUITE INDUSTRY IN 2014. franchise that, once built and leased, takes

about one day per week to manage. We
attract franchisees that want additional income
without the risk of having to leave their current
jobs. You become a landlord to 20-30 stable
tenants and you don't have any employees.

With industry-leading knowledge, operational
processes and support services, we help
franchise owners successfully build, open and
manage upscale private salon suite facilities
for highly qualified, established beauty service

WE ARE IN THE SALON INDUSTRY, professionals where they can operate their
NOT IN THE SALON BUSINESS. own business.

MY SALON, .

THE PREMIER SALON SUITES




DOMINATORS

“In 1989, Inc. magazine named me the #1 franchisee in America.
since, | believe, they have not rerun the competition,
I think | still am.”

employees, a management evaluation pro-
gram, increased education and training at
alllevels including quarterly workshops for
stylists, an annual awards event, and more.

EARNING CUSTOMER LOYALTY « WIN WITH OUTSOURCING

Southern California. (In 2004, he had 33.)

And even though 10 years ago he said,
“T like to think I'm semi-retired,” Grace
appears to be relishing his re-involvement—

The value—and longevity—of his senior
managers was apparent 10 years ago, when
we wrote: “Grace has managed to retain his
early managers for an extraordinarily long
time. Five senior people (three operational and
two administrative) have been with him more
than 20 years. “They really run the operations
on a day-to-day basis,” be says.”

In 2012, two of those veteran senior
managers left his company, GG Enterpris-
es. In response, Grace, at 72, has become

SUCCEEDING AS
A MULTRUNIT OPY

!

more personally involved in the day-to-day
operations of his salons. He’s moved from
his home in the Napa Valley (he closed the
deal just days before the earthquake this
summer), and has relocated to Palm Springs

to be closer to his 37 Supercuts salons in ~ Developer in 2004.

'/
Want?r_

ury Grace (2nd from right) with multi-unit
franchisees John Prince, Bill Welter, and
Rocco Fiorentino (L-R) on the cover of Area

and so are his managers and employees. In
fact, despite their decades of contributions
and personal relationships, he calls the
departure of those two senior managers
a blessing in disguise.

“I'min the salons much more, and Tam
at all management meetings. My senior
management team tells me they really love
it,” he says today. Beyond the contributions
from his 35 years in franchising and his long
history with the brand, Grace says, “I think

INSIDE:

people just like to be able to relate to the
owner. | hear a lot of feedback about that.
I call someone and they call their general
manager right away to tell them.”

Senior management reports directly to
him now, and the results are positive—very

PERSONAL

First job: Worked of an auto parts warehouse for 6 years during high school
and college.

Formative influences/events: | took the est training in 1973 and it
changed my life. Within 1 year of taking the training | had left corporate America
to work for est. The whole experience allowed me to understand myself and
other people better.

Key accomplishments: In 1989, inc. magazine named me the #1 franchi
see in America. Since, | believe, they have not rerun the competition, | think |
sfill am. In the mid-1990s, Supercuts tapped me fo do a joint venture with them
to open up the New York metropolitan market. | opened 86 locafions in 2 years,
including & in one day, in order to mest Wall Street's expectution.

Biggest mistake: Selling my Howaii locafions.

Smartest mistake: Not selling my California locations even though | was
offered 50+ percent more than the going multiple.

Work week: Usually every day, adding up to 40 or 50 hours a wesk.

How do you spend a typical day? Talk on the felephone and respond
fo emails. If | want to get anything creative done it has to be done before 9 or
after 5. The alternative, which | really enjoy, is spending a day out in the field,

either visiting a half a dozen or so salons or attending and parficipating in mar-
agement meetings.

Favorite fun activities: Golf, reading, TV, playing cards, and drinking great
wine with great friends.

MULTI-UNIT FRANCHISEE [SSUE [V, 2014

Exercise/workout: Walking and water aerobics.
Favorite tech toys: A coffee toble with gears that adjusts.

What are you reading? | almost exclusively read mystery books. The best
one this year was Suspicion by Joseph Finder. However, | was so moved by John
Maxwell at this year's Multi-Unit Franchising Conference thof | broke my myster-
ies-only habit and read Maxwall’s The 5 Levels of Leadership, which expanded
my favorite quote by 3 levels.

Do you have a favorite quote? Managers get people to do, ond leaders
get people fo want fo do.

Best advice you ever got: Be nice fo everybody because you never know
who you will be working for fomorrow.

What gets you out of bed in the morning? Looking forward fo an-
other great day.

What's your passion in business? Developing people and watching
them grow.

How do you balance life and work? | just make sure fo not sacrifice
either one for the other.

Last vacation: Lots of great minis, but the last big one was earlier this year
fo Myanmar, an amazing country previously known as Burma.

Person I’d most like to have lunch with: My best friend Dovid Grieve
who left this world before his fime.
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“I had only one month in the last 10 years when | was up
8 percent. Now I'm running 9.8 percent higher year to date.”

MANAGEMENT

Business philosophy: Do the right things and the right things will happen.

Management method or style: | allow people o lot of space fo run
their own areas of responsibility.

Greatest challenge: All my salons are in California, the most litigious
state in the union. Labor laws and workers” compensafion are the bane of my
existence.

How do others describe you? Energefic, fair, and stylish.

One thing 1’'m looking to do better: Be more orgonized and procros-
tinate less. Handling things just once would be a great step in the right direc-
fion for me.

How | give my team room to innovate and experiment: | usually
say no first because |'m an old dog, but actually | am always open to new
ideas and ways to improve our operations. We usually fest first rather than do
a company-wide rollout,

How close are you to operations? A lot closer the last couple of
years than | was for the previous many years. A couple of very long-ferm
senior management people left, and | have stepped back into the operations.
Coincidentally, this all happened while | was in the process of moving from
the Napa Valley to Southern California where my salons are, which made this
transition much easier.

positive. Ie expects comp stores sales
to be up 10 percent this year. That B n T T u M I- I N E

compares with about 1.5 percent over
the past several years, and during the

Annual revenue: $14 million.

What are the two most important things you rely on from
your franchisor? Education and markefing.

What | need from vendors: Fair prices and prompt delivery.

Have you changed your marketing strategy in response to the
economy? How? Not really. Hair cutting is somewhat recession-proof.
Peaple always need to get their hair cut. Yes, we lose some to home hair cut-
fing when times get tough, but then there are those who have been going fo
higher-price salons and find out that they like us just fine.

How is social media affecting your business? We would probably
need to be more engaged to have it really affect our business.

How do you hire and fire? Hire only the best available people, and fire
very carefully ofter a lot of documentation. Remember, we are in Californi.

How do you train and retain? We have an inifial training program all
siylists go through, and we follow up with quarterly seminars for all siylists.
We always pramote from within, and training for all levels of management s
always going on.

How do you deal with problem employees? Document, document,
document.

Fastest way into my doghouse: Hove your facts wrong.

Grace has also been a longtime
champion for the brand’ franchisees.
Through his leadership role in their
franchisee association, he helped lead

recession sales were “pretty flat,” he
says. “I had only one month in the last
10 years when I was up 8 percent. Now
I'm running 9.8 percent higher vear to
date.” One reason, he says, is that part
of his currentinvolvement is inereased
training for his second-tier managers.
(His GMs oversee a group of 10 to 12
salons; then come the salon managers
and then the shift managers.)

“We've done a lotmore training and
it’s beginning to pay off,” he says. “It’s
really working. They’re feeling more
empowered and are taking on more
responsibility as a result.” Because of
the additional management training
and education, the shift managers are
more deeply involved in running the
salons—which, he says, boosts morale
and ripples down to his front-line staff:
the stylists.

2014 goals: 10% same-store growth over last year.

Growth meter: How do you measure your
growth? Same-stores sales.

Vision meter: Where do you want to be in 5
years? 10 years? Constantly improving. Constantly
growing.

Is capital getting easier to access? Why /why
not? We do not borrow. We finance from cash flow.

How are you handling rising employee costs
(payroll, healthcare, etc.)? So far raising prices,
and working on better scheduling and efficiency.

How do you reward/recognize top-perform-
ing employees? Performance-bosed bonuses for all
employees, and incentive trips at the management level.

What kind of exit strategy do you have in
place? | om going fo die in the soddle and lef someone
else worry about it.
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them (and himself as well!) through
several challenging times in the 1980s
and 1990s as Supercuts went through
three different ownerships. He has
continued to help lead the system as
president of their franchisee associa-
tion and chairman of their advisory
council for the last 16 years.

The 1989 Inc. article announcing
his selection as the top franchisee in
America reported that: “Today Grace
is the Supercuts superstar. He’s been
elected to every board or advisory com-
mittee his fellow franchisees have, from
president of the franchisee association
to the franchisee seat on the corporate
board of directors. His franchisor praises
him as ‘a pioneer’ and now includes
much of the Grace evaluation system
and product sales program in the cor-

porate package it sells.” W
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BY HELEN BOND

Longtime BrightStar Care franchisees flourish

eff Tews and Susan Rather were
married for justa year when they
entered a new venture as fran-
chisees in the home care field.
The pair, who met on a Multiple Sclerosis

charity cycling ride, make quite a team.
Together they own five BrightStar Care
locations through their Madison, Wisc.-
based company, which consistently per-
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forms at the top of the brand’s franchise
chain.

“We knew we had great communica-
tion, but we sure didn’t want to mess any-
thing up,” says Rather. “We went in with
eyes wide open. The advice we got from
other couples was to clearly define who is
going to do what. Over the years, we have
melded that a bit.”

Tews, after 33 years in the banking and
telecom industries, was secking a change
of pace from the corporate world. Rather,
amedical technologist and lab manager at
the local Veterans Administration hospital,
wasn’t looking for a new job when she ac-
companied him on a 2006 discovery trip
to BrightStar headquarters in Gurnee,
IlI. As they began to study the BrightStar
franchise model, which called for hiring a
branch manager with skills that matched
her own, her mindset began to change. On
the drive home from their second trip to
Gurnee, they decided to launch the busi-
ness together.

Thanks to their passion for the home
care business, the future looks bright for
the couple—who expect to be the first
franchisee of the new BrightStar Senior
Living conecept when the company begins
franchising its assisted living and memory
care facilities.

“Itis a great opportunity to be able to
have that continuous living option avail-
able for our families and our clients when
they can no longer stay at home,” says
Tews. No matter how their next chapter
unfolds, you can bet the journey will be

taken together. paur]
NAMES: Jeff Tews and Susan Rather
TITLE: Owners

COMPANY: BrightStar Care

NO. OF UNITS: Five (4 in
Wisconsin, 1 in Minneapolis]

AGE: Jeff 62, Susan 53

FAMILY: Two adult children, 2 cats
YEARS IN FRANCHISING: 7.5
YEARS IN CURRENT POSITION: /.5
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Saddle Up With A Recognized Brand In
Quick Service Restaurants For Almost 50 Years
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Rov Rogers Franchise Company, LLC
240-233-6062
Franchise@RoyRogersRestaurants.com
RoyRogersRestaurants.com

HURRICANE/

GRILL & WINGS“’

Hurricane Grill & Wings has 74 restaurants open or under
construction across 15 states, and continues to expand
rapidly with both corporate and franchised locations.

Our cool, island-inspired atmosphere is supported by
tested, professional systems, and features a menu focused
on quality ingredients and innovative flavors.

* AUV of $1.92MM*

+ Low average investment for casual dining:
$320k-$895k

* Positive comp sales for the past 4 years

* Annual system growth of 30%*, 5 years running

* $10MM in financing available

* Flexibility in floor plans from 4,000* square feet

* USA Today - “One of the top 10 places to
eat wings.” -

Contact Kevin Kruse

Chief Development Officer .

561-932-1075 = kevin.kruse@hurricaneamt.com Z
www.hurricanefranchising.com

This advertisement is not an offering. Offers and sales of a franchise
can only be made after the delivery and receipt of the Franchise
Disclosure Document and in accordance with federal and state laws.

*AUY represents the Top 25% of our stores which were open for all of 12 months of 2013 as
stated in Item 19 of Our Franchise Bisclosure Document (FDD). This represents 10 of 42 stores.
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“Our full-time staff are thinking and solving problems
like franchise owners.”

PERSONAL

First job: Jeff: My dod owned ond operated gos stations. When | was
about 13, | pumped gos and frained the 17- and 18-year-olds who came to
work there. That's when | first began fo acquire and learn management skils.
Susan: | worked in o hospital kitchen in the dietary line and prepored food
and trays for distribution. | was there all through high school, and it's when |
was introduced to the field of healthcare. My appreciation and understanding
of healthcare grew from there.

Formative influences/events: Jeff: After 33 years of comorate experi
ence | got fo a career change opportunity ot U.S. Bank that gove me fime fo
stop and reflect ahout whot to do with the next phase of my career. During

my fime at U.S. Bank, | fraveled a lot and wanted more control over company
culture and employee engagement than | had in other jobs, and | was really not
interested in o weekly trovel schedule any longer. During this fime, | met with a
franchise broker who helped me realize that | didn't want fo invent a brand my-
self. A personal experience of being a distant caregiver to my mother, who of the
fime had micrange Alzheimer's, led me toward inrhome care os o business op-
portunity. | clearly understood the family issues that con exist and the frustrations
of someone frying to find quality care, so | decided fo invest in BrightStar Care.

Key accomplishments: 1) As owners of BrightStar Care, we have built a
wonderful employee-engaged culture where our fulltime staff of 33 are think-
ing and solving problems like franchise owners, and talking to customers in a
way where they're acting like owners as well. 2) By instilling this culture of
employees acfing like owners, it makes our job easier. 3) We currently have
2,500 shifts per week being coordinated across five offices. 4) We have had
the #1 franchise since we started keeping frack and have been Franchisees of
the Year two times. 5) Jeff is currently a member of the IFA Board and Execu-
tive Committee, and also serves as chair of the Franchisee Forum.

Biggest mistake: We view “misfakes” os opportunifies for learning and
improvement. We can’t say we can think of one at the moment.

Smartest mistake: When looking to change careers, the question “What
about franchising?” came up. After falking with a franchise broker, it was
clear that he enjoyed and excelled ot toking existing systems and making
them betfer,

Decision you wish you could do over: We entered into a confract
that of first glance appeared to be a good decision, and ended up learning it
wasn't a proper fit or mafch. The confract didn’t align with our business’s core
mission and values, and it defracted from the customer-centric focus we've
made an effort to emphasize.

Work week: Our work weeks are very different. Jeff: | continue fo hold
on to the finances. | spend some time each day working on honus plans,
financial planning, financial forecasfing, and tracking results. I'm the numbers
quy from a financial perspective. | also spend time talking fo difficult custom-
ers or faking o new customer and going on a living room visit and immersing
myself with the work itself occasionally. Swsanz Our days are spent oufside
the office traveling to other offices and networking. | am not engaged in the
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day-fo-day field staff and management, but rather being there as an advisor
to the staff we have. | look at operational numbers a lot and provide dato
feedback to our staff: what we're billing, how many shifts we have open,
how many we have filled. | oversee the business dashboard and walk the
employees through that every week so they can see how the things they do
affect the business.

Favorite fun activities: Aside from cycling and traveling, the actual
planning we do for the adventures we take is fun. We have as much fun plan-
ning as we do venturing out on our excursions, which are also usually off the
beaten path.

Exercise /workout: Jeff: We both enjoy cycling. It's something we're
passionate ahout doing for our own pleasure, but also for our health. Addition-
ally, | like to walk to the gym that's close to our home and work out there.
Susan: As Jeff said, we enjoy cycling very much and it’s a big contribution to
our health and exercise regimen. | also find enjoyment in running and doing
yoga.

Favorite tech toys: Jeff: Recently I've been enjoying our Apple TV and
plunking down with my iPad to watch movies and view photos on our TV. |
enjoy the ability fo order movies with Apple TV. It's quite convenient. Susan:
I'd have to say it's my Fithit. At the end of each week, it provides me with

a report card of my results. Jeff has one too, so there’s sort of an unspoken
compefition between us each week.

What are you reading? Jeff: At the moment, I'm reading two books.
One | would call my “work” book, and that is Gino Wickman's book, Trac-
fion. I've really embraced it and included the entire team as well, through our
very own book club. The other book I'm reading for fun is a part of Spencer
Quinn’s series of Chet and Bernie mystery novels. They are books that tell
storigs from o dog's perspective and lead the reader through the journeys they
go on. Susan:z My “work” book ot the moment is Conscious Capitalism by
the founder of Whole Foods, John Mackey. The book I'm reading for personal
pleasure is Top Secret Twenfy-One, part of the Stephanie Plum series by Janet
Evanovich.

Do you have a favorite quote? Jeff: A fellow | once worked with
didn’t have patience for people who complained, and when they would sy,
“It's not fairl” he would respond with, “Fair is a place you take a pig.”
That's a quote | admire and one that makes me laugh. Susanz “There is no
try. Only do or not do.” That's a quote from Yoda in the second “Star Wars”
movie.

Best advice you ever got: Susan: From my father after | went through
an ethical challenge. He told me to look into the mirror and reflect on my
personal integrity. Jeff: My former boss helped me realize that, often, there
are many solutions that can work, but the best solution is the one the feam
embraces. That's something that's always stuck with me and that | incorpo-
rafe info our business.

confinved
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“We’re going to be

the first franchisees 73
with the new J‘,W:‘@;ﬁ
BrightStar uenlure““v

of assisted Ving-¢44#

and memory care.““

PERSONAL, continvED

What gets you out of bed in the morning? Susan: The cats ory-
ing! Jeff: | absolutely love this work. I'm excited about the way my brain
processes information ovemnight, and when | wake up in the moming it gives
me clarity, which | always jot down before gefting up.

Last vacation: This summer we traveled by car to Montana for four weeks
and cycled for 11 days through Yellowstone and Grand Teton National Parks.
The experience was unlike any other. Being exposed in the environment while
cycling through the park with the risk of meeting a grizzly was intense, but
worthwhile. It was omazing and we sow the parks through a unique lens.
Also during our fourweek vacation, we spent 7 days cycling for the National
MS Saciety through their fundraising bike ride.

Person I’d most like to have lunch with: Jeff: My dad. He possed
away 22 years ago, and since then my perspective has changed so much and

is very different. |'d love fo be able to sit down with him and share that.

What’s your passion in business? The rewarding sense of helping
fomilies and creating great jobs. There are very few places where you'll be
able to make the kind of decisions and influence the direction of the business
like you can do here.

How do you balance life and work? As a husbond-and-wife team, we
can go home at night and continue fo work and talk about it and it does not feel
like work. Qur work is our passion, and fo have our business do well and have
happy employess is all that matters. We work hord at taking fime off, and we
can do that by empowering the employees fo toke ownership. We've taken a
number of long bike rides. We took another one for a month this summer, and
while we were away we checked in every day and waiched our emails.

Business philosophy: We believe in employee empowerment, engage-
ment, and fronsparency. Our employees see all of our numbers and have their
own numbers. We did o book club with 9 or 10 key employees. We found
that with Susan’s weekly doshboard feedback and the empowerment we pro-
vide to our employees, we are in o good ploce. We have oreas where we can
improve, but our management method /style is one of employee ownership
and engogement. We have o flat organizafion. No promofion opportunifies.

Management method or style: See above.

Greatest challenge: Field staff engagement. We have a great handle on
our management team or full-fime staff team, but we have 500 caregivers
(nurses and CNAs). Keeping them understanding the mission and their role
is the biggest challenge we have. Getting them to understand why they're in
the home, why it's important fo be on fime and provide good care is also o
challenge.

How do others describe you? Susan: | think os positive, and thot |
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have the ability to work through details and processes, which makes Jeff and
me a great match, supplementing each other where the other might not thrive.
Jeff: | would say os more driven than | know and more intense than | want fo
come across. Also, they would say I'm a visionary who's also compassionate.

How | give my team room to innovate and experiment: Jeff: |
think this goes back to my best advice and encouraging parficipation among
the team and decisions. We've cultivated a culture that allows room for mis-
takes. One thing we picked up from Shelly Sun (BrightStar co-founder) is the
concept of “1.3.1": (1), a dear definition of the problem; (3), three options
for solving the problem; and (1), one recommendation for the best solufion
out of the three options. Susanz |'ve engaged the team in strategic planning
for the past 6 years and have included them in helping contribute to the vision
we have for 3 years from now. I'd like to engage them in more of that plan-
ning and in the steps it takes fo get fo the vision.

continved



WHERE NEIGHBORHOODS GATHER TO SATISFY THEIR CRAVINGS
FOR MOUTH-WATERING, MADE-TO-ORDER FOOD.

We're the neighborhood faverite for a warm welcome and fresh flavors.

Fresh ingredients inspire our handcrafied menu of madefo-order scramblers, * NRN's 2014 #1 Consumer Pick for * $2.3M average annual unit sales volume™
delicious sandwiches, homemade soups, hand-tossed salads, signature panini and “Craveability” in the Bakery Cafe segment o Fastest growing segment of the
bakery fresh sweets. We satisfy all of our guests’ cravings for Breakfast, Lunch, * Sophisticated guests restourant indusiry
Dinner and everything in between. Corner Bakery Cafe - Must. Have. Now. + Bestin-Class Catering + Flexible footprint
* 170+ locations and growing * Ideal for conversion of existing real estate

il |

“‘0

5“'

mmm: e Bakery Cate, This advertisement is nol an offedng bo sall 3 Iranchise. An offering can be mads only by Franchise Disclosuss Document (FDD) that nasmu eéwslemd with, amd awrmd by, the apprapriabe ageecy in your state; \Iyuua tat weumru; uch registratinn. S_Junnu’mwsm\slhe average for the 79 compary- upwn ml auu lS
nchise-operated locatians that have been in operation for at least 35 moaths (excluding limited-hour caes) as disclosed in tem 19 of the 2014 FOD. Individual financial performance will vary. & copy of the FDD s available by contacting Franchising@ComerBakenyCate com. Corner Bakety Cafe - 17700 Pak Central Or - Suite 1300 . Dal

ANBYESEMAKE SEITREUNSTOSB ENARK] DEE O REASW HIL E S

Frwen Custard

« Unique brand and culture, proven since 1986
» System wide corporate and franchise AUV’s over $1.1 Million
+ Seeking passionate multi-unit business entrepreneurs
» Fastest growing frozen custard franchise in the world!

= Territorial franchise opportunities currently available in: lowa, lllinois,
Missouri, Arkansas, Kansas, Kentucky, Tennessee and Texas

Be part of the Andy’s Frozen Custard
family and create a legacy for yours.

Call: 1.888.60.ANDYS (26397) Click: eatandys.com/franchise f¥ &
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“Our work is our passion, and to have our husiness o well
and have happy employees is all that matters.”

MANAGEMENT, continuED

One thing I'm looking to do better: We'd like to implement some of
the teachings we've learned in Gino Wickman's book Tracfion by having and
holding regular accountability to the commitments we make.

What | need from vendors: Jeff: | speak with many vendors, and
something that’s very important to me is that they need fo have the patience
and commitment to fruly understand our business and what we need, rather
than just frying fo sell me on the product. | need vendors to take the fime to
understand what we really need. Susanz A couple of years ago, we switched

to a smaller bank because of the steps they took to understand what we need:

ed from them and how they could help and elevate our business. Since then,
we've seen so much more success in our business, and it's due fo the fact that
their focus was there as well as their understanding and commitment.

How do you hire and fire? Hiring is done through a group inferview
process, and the key stakeholders are always involved, whether it's individu-
als from management or other teams. If they will be working directly with the
new hire, they also will be involved in the hiring process. We use the enfire
team’s input. Also during our hiring process, we really spend a lot of fime
talking about our culture and putting ourselves on disploy. We are looking for
an individual who is a cultural match with characteristics thot include a com-
passionafe spirit and an eagerness to learn and be there. The firing process
involves individuals who don’t demonstrate the company’s culture, and who
don’t show compassion with their peers and subordinates. Many fimes, if's
the individuals who fire themselves.

How do you train and retain? We train our staff in the office ond

with o mentor or peer. BrightStar corporate provides us with tools integrated
through our intranet system to help our staff in the training process. New em-
ployees could spend up to two months at our office before they fuke o week
of “boot camp” training. For refention, we give a lot of autonomy o

our employees and provide our staff with a full benefits puckage. So many
people have created their own paths and determined the value of their work.
Therefore they either capture it or they don't.

Fastest way into my doghouse: Jeff: If you don't take accountability
for your actions. Susanz When people don’t respect or value their field stoff.

How close are you to operations? Jeff: | am out of the day-to-day
scheduling, hiring work, and operations, but still on a dose basis with the gen-
eral manager level. | am very much in touch with daily issues that occur—
problem-solving, looking for new opportunities, representing the business on o
broader scole—and | am out there in the community promoting the business.

What are the two most important things you rely on from your
franchisor? With 2,500 shifts o week and 500 caregivers and 450 clients,
if we don‘t have a good husiness system we're in big frouble. The most im-
portant thing we get from BrightStar corporate is a great business system. The
system and support is the first thing, followed closely by the nafional account
relationships. The way the franchisor facilitates best practices from across the
country from our fellow franchisees is also vitally important. We have a great
web presence that would be costly for us to do and maintain on our own.

Have you changed your marketing strategy in response to

the economy? How? We thrived during the down economy. We had 60
percent growth in 2008 and 40 percent growth in 2009. Our marketing straf-
egy is one-on-one trust-building with referral sources and we really haven't
changed that.

How is social media affecting your business? | don't know if it is
affecting us positively or negatively because it is hard for us to measure that.
The base of our business is a trusfing relationship with o referral source. The
decision process around home care is @ frust decision. We're recognizing that
people will validate you on social media and web pages and the comments
they're making about you. | believe these peaple are sfill going fo go to those
they trust and ask, “Who should we use?”

How do you deal with problem employees? We strongly believe
that it's imporfant to sef clear expectations from the start. From there, if the
employee fails to meet those expectations, we then have to defermine if we
need fo have a conversation about retraining or if it is behavioral. We can
then make a decision on what fo do. This is my favorite part about owning
my own business. We're fair, and we're quick.

BOTTOM LINE

Annual revenue: $9 million.

Growth meter: How do you measure your growth? In different
ways: 1) fop-line revenue; 2) number of clients and client hours served; and
3) how many clients do we serve and what are we doing relative fo top-ine
ievenue— and os a franchisee, bottomine revenue. Top- and bottomline
revenue need to stay in balance.

Vision meter: Where do you want to be in 5 years? We're going
to be the first franchisees with the new BrightStar veniure of assisted living

and memory care communities— BrightStar Senior Living. We hope that in 5
years we have a strong support of the model where providing care for clients
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in their homes builds trust so that when people are no longer sofe or satis:
fied in their home and want to move fo a community, they choose BrightStar
Senior Living. We have a thriving continuum of care. 10 years? As crazy
as it may sound, we still want fo be engaged in the business ot the general
manager level,

How is the current economy affecting you, your employees,
your customers? We have seen a tighter market on employees, but it is
nof just the economy driving this trend. The growing number of seniors, the
amount of care needed, and the increasing demand for caregivers is probably

bigger than anything to do with the economy. X
continved
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How do you forecast for your business? We look ot past results
and historical data, but it is very hard to determine how much a market can
take. The numbers are so overwhelming about what's going to happen to the
number of people needing care in the coming year. The need for care will pro-
vide incredible opportuniies, so there’s no good way to forecast what kinds of
innovations and changes may need fo take place. There are changes on the
horizon, but we will cross that bridge when we get there.

Is capital getting easier to access? Why/why not? We haven't
had a need for copital. We have a strong relationship with the bank for A/R
funding and we haven't had a problem with our steady financial history. It has
not been a problem for us.

Where do you find capital for expansion? From the business and
from local banks.

Have you used private equity, local banks, national banks,
other institutions? Why /why not? We have used local banks based
on relationship management and our relationship with the local banker.

Are you experiencing economic growth in your market? We've
experienced phenomenal growth. We starfed in late 2006 and were in the
business for about 2 years before the economic downturn happened. How-
ever, we've only seen increases each year, regardless of the status of the
economic downturn.

What did you change or do differently during the economic
downturn that you are continving to do? Our repufation hos been
strong since we've opened, and the economic downfurn didn’t really strike re-
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tirement plans or seniors in the market. There has been, and coninues to be,
a demand for in-home care, especially with the Baby Boomer population en-
tering the market. That contributes to our ability to overcome the challenges.

How are you handling rising employee costs (payroll, health-
care, etc.)? To make our health insurance premium “offordable,” we have
set up a Health Reimbursement Account (HRA) through which we will fund
the first $500 of an employee’s $1,000 deductible.

What are you doing to take care of your employees? We provide
them with a high degree of autonomy and decision-making with their custom-
ers and employees, which gives them a high sense of ownership. Our branch
managers have P&L accountability. We offer paid fime off for fulltime field
employees, and we are frying o provide a 401 (k) fo field employees who
work more than 20 hours. We even gave one employee a raise just to get her
into 0 401 (k). We offer many continuing education opportunities and a schol-
arship program for everyone. We also send out gift cards and birthday cards
to all stoff that includes a $10 to $25 gift card.

How do you reward /recognize top-performing employees?
We have o selffunded bonus plan for fullime staff. This includes revenue,
gross profit, and individual goal components. We also have a field employee
“Big 10" program fo recognize employees wha have extroordinary customer
service. (This is relofed to getfing a 10 on a Press Ganey score.)

What kind of exit strategy do you have in place? Our exit straf-
eqy is more of o migration process to continue enabling managers to foke on
parts of our business and work. [t may mean that somewhere along the line
we get a general manager, but we don’t have an exit shrafegy.
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21 Going on 10

Taking a big leap with Jersey Mike's Subs

BY HELEN BOND
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Ivaro Garcia epitomizes the pro-
verbial American dream. With
21 Jersey Mike’s Subs locations
in Southern California already

under his belt, (Garcia is in the midst of an
aggressive 70-store development plan that
matches an equally fierce work ethic.

The youngest of 10 children, Garcia
was a teenager when he came to the Unit-
ed States from Managua, Nicaragua. He
watched his single mother work ceaselessly
atthree jobs, seven days a week, including
12-hour shifts ata hospital on the weekend.

“She taught me to be honest, work hard,
and not to depend on others,” says Garecia,
who got his start in the restaurant business
(and his first job) at age 18 as a Domino’s
Pizza delivery driver in Alhambra, Calif.
Within a year, he was managing that store
and moved up the ranks quickly, first to
supervisor and then to district manager.
Opportunity continued to knock, and he
became a franchisee.

“I came from a country where there was
not a lot of opportunity,” Garcia says. “In
the U.S,, it is clear that if you work hard
for something you can make it happen.”

And Garcia knows how to make it hap-
pen. When first contacted for this profile,

NAME: Alvaro Garcia

TITLE: Principal

COMPANY: Jersey Mike's Subs,
dba Lilelu

NO. OF UNITS: 21 Jersey Mike's
AGE: 42

FAMILY: Wife and three boys
YEARS IN FRANCHISING: /
YEARS IN CURRENT POSITION: 3
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“What |1 preach to my own guys is that | started from
the hottom and you guys can do it as well.”

Garcia had a development plan to open
50 Jersey Mike’s stores. By the time the
story wrapped, his plans had expanded to
70 sites. And his energetic, hands-on ap-
proach is perfectly suited to Jersey Mike’s
philosophy of recruiting owners who also
are operators.

When Hoyt Jones, president of Jersey
Mike’s and a former Domino’ executive and
franchisee, invited Garcia to check out one
of the sub stores in Los Angeles County,
Garcia had no intention of investing in a
second franchise brand. At the time, he
was busy with his own Domino’s stores,
and business was booming for his painting
and construction contracting company.
Nevertheless, Garcia was immediately
drawn to Jersey Mike’s product, customer
service, store image, and commitment to
the community. His eagerness to gobble
up franchise territory would make new
inroads in the brand’s quest to expand on
the West Coast.

“T wanted to jump in,” Garcia says.
“At the time, Pete [Peter Cancro, Jer-

sey Mike’s founder and CEO] had never
signed 10 stores.” Garcia opened his first
Jersey Mike’s in Rancho Cucamonga, Ca-
lif., in June 2011, the first of three stores
he opened in a month.

Earlier in his career, when Domino’s
Pizza stores became available to franchise,
Garcia recruited his co-workers—many
longtime Domino’s employees—to form
a corporation for a 22-store portfolio so

“everyone” could benefit from the $7 mil-
lion deal. He did “everything from A to Z”
to help the group succeed and eventually
stepped back, keeping seven stores for
his own. Garcia is proud of his self-made
status and works with equal enthusiasm to
mentor anyone who will listen.

“In the old days at Domino’ a lot of
people wanted to help me, but I wanted
to do it myself. I worked 18-hour days,
whatever it took to get the job done,” says
Garcia. “What T want people to know is
that they can do it. What I preach to my
own guys is that I started from the bot-
tom and you guys can do it as well. Let
me know the day you want to do it, and
I'm here to help.”

In 2013, he sold his seven Domino’s
franchises to focus on Jersey Mike’s and
has never looked back... except to regret
not investing in the brand earlier. Garcia
and his business partners (Victor Fiss, Joe
Sanchez, and John Thomas) expect to have
25 stores open by year-end, with 10 to 15 in
the pipeline annually in the coming years.

First job: My first job was in the restaurant business at age 18. | was o
Domino’s Pizza driver.

Formative influences/events: My mother— a single mom who
worked three jobs. She tought me to be honest, work hard, and not fo de-
pend on others.

Key accomplishments: | become a Domino’s Pizza store manager in
Alhambra, Calif., within the year, still 18 years old.

Biggest mistake: Not knowing about Jersey Mike's earlier in my life
because | love this brand for its quality (being “A Sub Above”) and its involve-
ment with charity and the community.

Smartest mistake: Signing fo develop 45 Jersey Mike's units. | was
fortunate fo sign up early as inferest by other parties ramped up afterward
and many more people also become interested in signing franchise deals with
Jersey Mike’s for 5 fo 10 units. | came in at the right fime. Sometimes you
just have fo take the risks.

Decision | wish | could do over: Investing in this brand earlier/sooner.
Work week: Six days.

How do you spend a typical day? The first half of the day | am in the
office. | spend the rest of the day in the field. All my fime in the field is spent
in the stores, looking af the needs and operations of each.
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Favorite fun activities: Watching sports, especially soccer. You can say I'm
a sports junkie (my wife definitely thinks so). | enjoy spending fime with friends.

Exercise /workout: | walk every day for one hour with my German Shep-
herd Lucca.

Favorite tech toys: iPod for iTunes.
What are you reading? Restourant magozines.

Do you have a faverite quote? “Do not go where the path may lead.
Go instead where there is no path and leave o frail.” (Ralph Waldo Emerson)

Best advice you ever got: Work hard, but work even smarter.

What gets you out of bed in the morning? Fixing breakfast for my
boys, ages 15, 10, and 7. My expertise is in making eggs, sausage, hash
browns, and pancakes.

What’s your passion in business? Excellence in leadership. | believe
you lead by example. Paople have to see you shine by your behavior and
your action and, hopefully, will emulate that.

How do you balance life and work? | don't. I'm working on if.
Last vacation: Champions League final in Portugal.

Person I'd most like to have lunch with: FC Barcelona soccer player
Lionel Messi.
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DOMINATORS

Garecia still operates his construction
firm, which is actively involved in all the
build-outs of his restaurants. “We have
gone through Jersey Mike’s approved con-
tractor class to ensure we meet the quality
standards of the company,” he says.

Garcia is bullish on the future as he
reaps the benefits that accompany the solid
infrastructure he has in place. “The stron-

MANAGEMENT

“I teach my teams
to focus on three
things: great smiling,
great customer
service, and
great subs.”

ger and bigger you get, the more control
and say you have,” says Garcia, who also
serves as president of the co-op board for
Southern California.

Garcia says that he always felt his time
for success would come if he continued to
work hard. And on any given day that he is
on site, you can find him sweeping floors
or cleaning tables. I

Business philosophy: Honesty implies integrity. | try fo influence ev-
erybody to be their very best, regardless of the position they hold in the
company.

Management method or style: Delegate, delegate!

Greatest challenge: Finding bolonce. This is because | am passionate
about all that God has blessed me with: success, my family, and great friends.

How do others describe you? Multitosker.

One thing I'm looking to do better: Restructure the company’s ad-
ministration.

How | give my team room to innovate and experiment: | meet
with my team once o month to hear ideas for better results.

How close are you to operations? Very involved. | also work with
three great partners to develop the Jersey Mike's Brand: Victor Fiss, John
Thomas, and Joe Sanchez.

What are the two most important things you rely on from

your franchisor? Support and a great partnership.
What | need from vendors: Quality and efficiency.

Have you changed your marketing strategy in response to the
economy? No.

How is social media affecting your business? Sociol media is a
great fool. It makes it very easy to find us. We do blast texting and have an
email club. We olso show our products and engage as a company on Inst-
gram, Facebook, and Twitter.

How do you hire and fire? Hire by using Craigslist. Fire by following
procedures.

How do you train and retain? | frain systemafically and retrain periodi-
cally.

How do you deal with problem employees? With very lite
tolerance.

Fastest way into my doghouse: Act with lack of character.

BOTTOM LINE

Annual revenue: Close to $30 million expected in 2014.
2014 goals: Open 10 Jersey Mike’s locafions.

Growth meter: How do you measure your growth? By the num-
ber of stores we open every year.

Vision meter: Where do you want to be in 5 years? 10
years? In 5 years, | would like to be almost done with the first phase of
opening about 45 great Jersey Mike’s stores, and in 10 years development
will be complefe with 70 locations.

How is the current economy affecting you, your employees,
your customers? In a posifive way! We have managed to turn it around
for our good. I teach my teams to focus on three things to ensure o ferific
customer experience: great smiling, great customer service, and great subs.
This helps us win and keep our customers.

Are you experiencing economic growth in your market? Defi-
nifely! We offer a sub above, o great quality product.

What did you change or do differently during the economic
downturn that you are continuing to do? Saving in ways that do
not affect our business, but that help us grow and improve. We focus on
controlling food and labor costs while still ensuring a fantastic experience for
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our customers.

How do you forecast for your business? Lots of growth, expansion,
and success.

Is capital getting easier to access? Why/why not? Yes, capital
comes easier when you reach af least $1 million in EBITDA.

Where do you find capital for expansion? Financial insfitutions and
investors.

Have you used private equity, local banks, national banks,
other institutions? Why /why not? Yes, we have used private equity
because it was a lorge development.

What are you doing to take care of your employees? Health
insurance and 401 (k)s.

How are you handling rising employee costs (payroll, health-
care, etc.)? Like everybody else, we are raising our prices fo maintain
balance.

How do you reward /recognize top-performing employees?
Bonuses, vacations, tickets o sports events.

What kind of exit strategy do you have in place? | don't hove
one at this fime!



BY HELEN BOND

Keeping it simple af Golden Corral
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-
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hen David Gronewoller was
asked to be part of this “Dom-
inators” issue, the Golden
Corral franchisee expressed
sincere surprise. “There are a whole lot

of people more deserving of this,” he re-
plied.

President of GC Partners, a Winston-
Salem-based company that owns and
operates 12 Golden Corral locations in
North Carolina, South Carolina, and
Florida, Gronewoller is an employees’
employer. With more than 20 years of
franchise experience, he believes “more
in the man than the method” in over-
seeing his family-style restaurants. This
people-centered formula success has
spilled over into the neighborhoods his
restaurants serve.

Gronewoller’s commitment to the
community is far-reaching: in 2013, his
restaurants served and delivered 1.1 million
fresh meals to senior citizens in five coun-
ties. It’s also personal: when his mother
was battling pancreatic cancer under home

NAME: David Gronewoller

TITLE: President & CEO

COMPANY: GC Partners

NO. OF UNITS: 12 Golden Corrals
AGE: O]

FAMILY: Wife, Donna and five
children: son Brian and wife
Morgan; son Keith and wife
Suzanna; daughter Ashley and
husband Davey; son Brendyn and
wife Stephanie; son Nathan; @
grandchildren.

YEARS IN FRANCHISING: 21
YEARS IN CURRENT POSITION: 21
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In 2013, his restaurants served and delivered 1.1 million
fresh meals to senior citizens in five counties.

hospice care, Meals on Wheels delivered
food to the family’s Colorado home. His
mother signed on for the service as a paid
participant to ensure that her husband
would eatatleast one nutritious meal a day
after she was gone. But when Gronewoller
came to visit, he noticed his father threw
out most of the delivered meals because
it “looked horrible, was way overcooked,
and smelled worse.”

When the opportunity arose to bid
to be a meal provider in his own com-
munity, Gronewoller knew he could do
better. He estimates the program, which
provides fresh, high-quality prepared,
packaged, and delivered meals priced be-
low the company’s cost, loses $150,000 to
$180,000 annually—a negative financial
proposition that is winning the hearts of
those it serves. Because of the reduced

First job: Dishwasher at ¢ Samba’s in Phoenix.

Formative influences/events: My first job. Don Bowen, the restaurant
manager and partner, osked me if | wanted to learn the business or make a
higher hourly wage. | chose to learn the husiness. He worked me af minimum
wage, 18 hours a day (many not paid), 7 days a week. | learned the bus-
ness from him and was in management fraining 9 months later!

Key accomplishments: Putfing oll my children thiough college —with no
debt. The work we do with local charities, most especially Senior Services and
Medls on Wheels. In 2013, we served over 1.1 million meals to needy se-
niors in our community. My very first restaurant, which was part of a chain of
over 700: in 21 months, we moved from one of only three restaurants losing
money to the third most-profitable restaurant in the chain. Starting GC Part-
ners in 1993. Selected as the North Carolina Restaurateur of the Year by the
members of the North Carolin Restaurant & Lodging Association in 2004;
and serving on the board of the most effective association of its type in the
country for 18 years, including chair in 2006. Helping one of my general
managers hecome a now very successful franchisee. Being the first fronchisee
to win Golden Corral’s Caring Culture Award.

Biggest mistake: Developing a fast-casual Mexican brand franchise in
the Carolinas. When | go fo work every day it is fo operate the best damn
restourant there is in each market we serve, not improve their brand value fo
go public. We had several locations that we leased. We sold the leased loco-
tions, closed the restaurants we owned, and sold the properties after o few
short years!

Smartest mistake: This really wasn't o mistake, because | knew when

I said it that | would get fired, but it needed fo be said: The president of a
company owned by IMC (Golden Corral’s parent company) terminated my
employment after | gave him my opinion of a decision he made. (Yes, | used
some really bad words during o staff meeting that | shouldn't have.) Before
| could even get aut of the building, a Golden Corral exec ran me down in
the hallway. He wanted to talk to me about joining GC. I said, “No.” | didn’t
want any part of it. They confinued fo call, but | had no interest. A couple

of weeks later Jomes Maynord (Golden Corral’s founder) made sure that |
received compensafion he thought | was owed, but had been fold | would not
get. He certainly didn’t have to. Heck, | didn’t think he even knew about it.
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As a result, | decided that this wos the type of individual | wos looking for in
my new employment search and went back to falk with Golden Corral. This
happened 30 some years ago!

Decision | wish | could do over: Finish college. Because of that, my
kids did not have a choice.

Work week: Monday through Saturday (sometimes Sunday).

How do you spend a typical day? Up ot 5:15 a.m., coffee, check
email and reports, and plan my day. | am in the office by 7 a.m. to moke
calls/meefings, then try fo get out fo the restaurants.

Favorite fun activities: Sailing in the British Virgin Islands, hunting, and
Beach Week with all my fomily —five great kids with three wonderful daugh-
ters and sonsinaw and nine grandkids (for now).

Exercise/workout: Let me get back to you on that!
Favorite tech toys: Not sure | have many. iPhone, iPad, | guess.

What are you reading?: George Washingfon’s Secret Six. | just finished
| Am Malafa.

Do you have a favorite quote? “| want fo be all used up when | die.”
(George Bernord Show)

Best advice you ever got: Don't ever, ever, ever give up!
What gets you out of bed in the marning? People who rely on me.

What's your passion in business? To make o positive difference in the
lives of my employees and customers every day.

How do you halance life and work? I'm not sure | do. By nature
| want things (everything) done right— accurate, timely, efficient, and ef-
fective. If there is something not fitting into those paramefers — work or

personal —it's on my mind.

Last vacation: A private sailing charter in the BVI with our last two gradu-
ates and new doughterindow in May; o week in Argentina hunting with a cou-
ple of great friends in June; then Beach Week with all our family in August.

Person I’d most like to have lunch with: Pastor Philip McLain, the
man | most wish | could be like; and Ronald Reagan if he were alive.



Learn why Bobbie and many
others chose Massage Heights

!f Q - over any other brand.
\ v l —» |

A family-owned business with
100 Retreats

"

“It’s the best decision,
in any business industry,
Multiple revenue streams —

I've ever made. membership, elevations and

Bobbie Cobb products
Former Banking and Financial Specialist

97% customer retention rate

More training than any massage
franchise

MASSAGE HEIGHTS.

body + face

FRANCHISE OPPORTUNITY

o

Lé.arn more at massageheightsfranchise.com or call 888-909-0974.

the Greene “Jurtle.

SPORTS BAR & GRILLE

< @ Franklin Square, NY * -

OPENING IN NEW JERSEY?!

Congratulations to the Imperial Restaurant Group who will operate The Greene Turtle's first franchised restaurants in New Jersey!

Voted *10 Best Deals n Franchising’ by FSR Magazine SEEKING STRATEGIC FRANCHISE PARTNERS
FOR NEW MARKET DEVELOPMENT.

Entrepreneur Magazine - Franchise 500
2008, 2010, 2011, 2012, 2013

Tom Finn, VP Franchise Development
443-661-4298 x104
tfinn@thegreeneturtle.com

Up to $225,000* in incentives available thegreeneturtle.com

*Based on a minimum 5-unit deal.

Strong beverage-to-food sales ratio combined with broad
demographic appeal maximizes profit potential




DOMI NATORS S
“l have to have the hest people, and train those individuals
S0 they have an awful lot of autonomy.”

price, the county’s senior services orga-
nization has been able to provide as many
as 36,000 additional meals, reaching up
to 7,200 more elderly residents each year
than the previous provider had.

Gronewoller says the company’s com-
munity projects aren’t done for recog-
nition. In fact, he says, he didn’t even
realize the impact the effort has until he
delivered meals himself. The real value
to the community, he says, are the con-
nections the volunteers make with those
who open their doors.

“The biggest thing is not providing
them with nutritious food, it’s that some-
body sees them and says ‘Hi’ every day.
That is the important thing,” he says.
“They smile and they’re glad to see you.
You acknowledge that they are a human
being. It makes you want to cry.”

Gronewoller, former chair and board

member of the North Carolina Restaurant
& Lodging Association and 2004 recipi-
ent of its Restaurateur of the Year award,
takes the same thoughtful approach in his
restaurant operations. His goal is to hire
the best general managers, pay them what
they are worth, and let them do their jobs.

“Ibelieve thatin any successful restau-
rant or business, the decisions are made
as close to the customer as possible,” he
says. “I have to have the best people, and
train those individuals so they have an
awful lot of autonomy. I can’t work for
someone looking over my shoulder tell-
ing me what to do.”

IHis foray into the restaurant indus-
try began like many—out of necessity.
Gronewoller, whose father was an eco-
nomics professor and mother a librarian,
dropped out of college in Colorado atage
19, “before T got kicked out,” he says. “I

Business philosophy: Do the right thing well, giving thanks to God for
the opportunities given fo us!

Management method or style: Very simply put, we want the right deci-

sions made at the right time, at the closest level fo our customer. So we hire
only the best, most talented managers, clearly communicate expectations,
and let them manage!

Greatest challenge: Challenging my peaple at a higher level every year.
Qur shorfest-ferm general manager has been with us for over 10 years, |
believe.

How do others describe you? Diligent.

One thing I’m looking to do better: Spend less fime behind my desk
and more time with my family and in the restaurants.

How | give my team room to innovate and experiment: As in
any business, especially a franchise, there is a foundation we must operate
within. So inside that I'm open for anything that will make our business grow
and operate better. Our people are very good at that!

How close are you to operations? Very close.

What are the two most important things you rely on from
your franchisor? Protect and execute the brand successfully and use the
experience in its franchise community fo do this.

What I need from vendors: A partnership. We need each other to stay
in and grow our businesses. When we work together, improving product, f-
ficiencies, expectations, and quality, we can do that far more profitably. In line
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with this, we confinue to shop the market fo keep everyone honest.

Have you changed your marketing strategy in response to the
economy? Not really. If anything, we have increased frequency.

How is social media affecting your business? We don't yet
adverfise on social media, but it is also @ huge threat. An employee can do
something stupid that can be photogrophed or recorded and go viral within
minutes or hours.

How do you hire and fire? We search out and hire experienced monag-
ers who have great tolents and achieved identifiable successes. We then look
carefully at them to make sure they are not only right for us, but that we are
right for them (a great fit). When someone doesn’t work out we consider that
it is as much our fault as theirs, and most of the time we have another job
lined up for them so they and their family don’t suffer financiolly.

How do you train and retain? Golden Corral has a great fraining pro-
gram for all levels that shows the mechanics of managing o Golden Corral.
And by hiring successful, talented managers. They each add fo our culture
pasitively. We strive to be the preferred employer in every market we serve.

How do you deal with problem employees? Communicoe the
problem with them, outline o strategy, and establish the expectation and fime
frame. If substantial improvement isn't made we help them find another em-
ployer with whom they can be successful.

Fastest way into my doghouse: Don't perform what is expected of
you.



LET YOUR SLICE OF THE PIE

BRIXX IS FIRING UP NEW MARKETS ACROSS THE COUNTRY!
e S, e - Fired up yet? With 25 locafions,
sxld W@ ‘ e several more well underwav
and average uni sales of

$199 million in 2013
.. We sure arel
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FULLSERVICE. i W TN wood fired pizza
BRICK OVEN PIZIAS, e kY
SALADS, PASTAS, WRAPS, FOR INFORMATION ON FRANCHISE

24 [I!AFT BEERS ONTAP & WINES BY THE GLASS OPPORTUNITIES, CALL (888) 724-7188 DR VISIT

BRIXX FRANCHISE.COM
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(SLA & Ni-Cd)

Batteries - Bulbs

Your Complete Source for the Batteries & Light Bulbs You Use in Your Business

On-site Needs Complete, Certified 630 Locations to

Assessment & Expertise Recycling Programs Serve You Anywhere
Same Day Multiple Order/
Availability & Delivery Billing Options

Full Assortment of Inventory,
Competitively Priced

Contact Us Today! 262-912-3199 Franchise Opportunities Available - www.batteriesplus.com/franchising




“The one thing | learned from those days is the hasics.

Problems came when | would fluctuate from the simple hasics.
Don’t overanalyze it. Keep it simple.”

wasn’t a bad student. I just couldn’t sitin
a classroom.”

In need of a job, he washed dishes at
a Sambo’s restaurant, only to discover
he actually enjoyed the ritual and liked
things “spotless, organized, and in place.”
Soon he was working long days, jumping
from his early morning dishwasher shift
to the cook line to learn the restaurant
business. Nine months later he was in
management training and the start of a
career that would ultimately—with a few
address changes across the U.S.—lead him
to operations within Golden Corral and
his first franchise in 1993.

Today Gronewoller projects contin-
ued growth with construction for Golden
Corral locations in Miami and Hialeah,
Fla., scheduled for the first quarter of
2015, and he has several more deals in
the works. Yet it is the lessons learned
in those early years that he still keeps
in mind as a multi-unit operator. “The
one thing I learned from those days
is the basics. Any time we would have
problems came when I would fluctuate
from the simple basics. If  went back to
the basics, those problems went away,”
he says. “Don’t overanalyze it. Keep it
simple.”

Annval revenue: More than $40 million.

2014 goals: Reverse the current trend driven by economic condifions and
high commaodity prices. Get two new Miami locations under construction and
open.

Growth meter: How do you measure your growth? Did we ex-
pand our share of the market in the markets we operate in?

Vision meter: Where do you want to be in 5 years? 10
years? Retired, spending fime with my kids and grandkids, sailing and hunt-
ing. And being on the board and a landlord for this business!

How is the current economy affecting you, your employees,
and your customers? It has hurt everybody. The “dining out” incidence
in the country has declined significantly, os most have less fo spend and those
who don't are more careful where their money is spent. All are spending more
af the grocery store and in the gas fank, thus they have less fo eat out with.

Are you experiencing economic growth in your market? This
year and last year the answer is no. | do expect economic growth in 2015
and going forward.

What did you change or do differently during the economic
downturn that you are continving to do? The same things we do
avery day, just much more intensely and thoroughly. We revisited every P&L
line item and contract; met with each vendor to improve efficiencies; and
eliminated waste, regardless of how small, to reduce costs and improve the
value aur customers expect from us. This continues every day.

How do you forecast for your business? That is my CFO's job,
though | am very involved. We try not to over-analyze things and to set realis-
tic expectations, which has been difficult the past few years.

Is capital getting easier to access? Why /why not? Yes, | believe
it is easier, as long as you have good credit and a solid operation. Lenders
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seem to have tightened down whom they will lend to, so for those with good
credit and a solid business plon, money is available and interest rates low.

Where do you find capital for expansion? We get calls and emails
nearly every day from lenders. Golden Corral Corp. hos excellent contacts and
is very helpful. We closed about $20 million with GE Franchise Finance in late
2010, consolidating our restaurant property mortgages info one note with a
great inferest rate (at the fime). They were great fo work with—and man,
wos it fun watching them plow through the paperwork. An impressive team!

Have you used private equity, local banks, national banks,
other institutions? Why /why not? Never used private equity. Up into
2010, we used local banks, who are great to deal with. We shopped for the
best rate and terms and the local bankers gave them fo us. In 2010, GE had
the best rate and terms to fit our needs.

What are you doing to take care of your employees? Give them
everything | possibly can to succeed in operating their restaurant successfully.
The financial rewards follow.

How are you handling rising employee costs (payroll, health-
care, etc.)? At all levels, we are expecting more. We have significantly
reduced the number of “key” parttime employees. Those who do not perform
have a very short life in our business.

How do you reward/recognize top-performing employees?

In lots of ways, the most important is their compensation. Compensafion
enhances not only their life, but their fomily and community as well. We com-
municate reqularly, and everyone knows when one has dona an extraordinary
thing.

What kind of exit strategy do you have in place? This is o mov-
ing torget, considering the economy. My ultimafe desire would be to sell the
operating enfity to the key staff who made it successful and be their landlord.



BY HELEN BOND

Don Smith dominates the oil change business

on Smith is an eternal optimist.

And for Smith, the firstand larg-

est Valvoline Instant Oil Change

franchisee, this positive outlook
has paid off. Smith is CEO and co-found-
er of Boston area-based Henley Enter-
prises, which operates 197 Valvoline Instant
Oil Change locations coast-to-coast, with
20 more of the quick lube stores in the
pipeline.

In 2012, he orchestrated the purchase
and successful rebranding of 72 EZ Lube
oil change service centers in Southern
California, the largest single acquisition in
industry history. The deal, which included
many distressed properties and justas many
naysayers (including within Valvoline) was
a “big piece to bite off,” says Smith.

“We went in a little bit blind, but we
knew we could doit,” he says. “It definitely
confirmed that the model that Valvoline
has put together—and we have influenced
that model—can work virtually anywhere

in the United States.”

Smith began his career working with a
different kind of oil. A prep school rower
recruited by the University of Pennsyl-
vania, Smith initially took his dual major
of geology and environmental studies to
the oilfields of Oklahoma. He spotted a
business opportunity in the quick lube
business (a concept he discovered no one
back in Boston knew much about) and
never looked back. In 1989, he opened
the first franchised Valvoline location in
Somerville, Mass., offering customers a
stay-in-your-car solution to preventive
maintenance.

Internally, Smith strives for a transpar-
ent culture that practices a policy of open
accounting to motivate employees, who
earn a percentage based on store revenue.
Smith says he wants to make sure those
profits are good profits. The industry vet-
eran has built a culture of “doing the job
right, not taking shortcuts, and treating

Instant (il Change

customers like gold. You need those cus-
tomers to come back,” he says.

“We perform better than virtually every
franchise in the Valvoline system,” Smith
adds. “We know we are absolutely killing the
competition, and it is a great opportunity
right now. We are going to take advantage
of that by growing aggressively.” M

NAME: Don Smith
TITLE: CEO

COMPANY: Henley Enterprises

NO. OF UNITS: 197; 20 more
under development

AGE: 57

FAMILY: Married 30 years, father
of two sons

YEARS IN FRANCHISING: 25
YEARS IN CURRENT POSITION: 25
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JERSEY MIKE’S IS A BRAND THAT BELIEVES.
In the value of ingredients. In the virtue of intention. And in the idea
that making a sub sandwich and making a difference can be one and the
same.We offer our franchisees an opportunity that’s as unique as our flavor
profile: The chance to build a business around a premium, standout product.

Jersey Mike's Franchise Systems, Inc., 2251 Landmark Place, Manasquan, NI 08736 = FOR THE STATE OF NEW YORK: This advertisement is not an offering. An offering can be made only by o



nity beyond) ' &

=
»

A simple, proven business model. And an organization made of like-minded,
passion-filled people. One where quality matters. One where community
matters. An organization that strives for above and beyond in all that we do.
To find out more about the business of being a sub above

CALL BRIAN SOMMERS AT 732.292.8272.

jerseymikes.com/franchise

prospectus filed first with the Department of Law of the State of New York. Such filing does no constitute approval by the Department of Law IN MINNESOTA: Minnesota Registration Number F-5389
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First job: Using my degree in geology and environmental studies, my first job
was in the oilfields of Oklahoma as a well site engineer for Schlumberger.

Formative inflvences /events: My ability to work well with others stems
from my years on rowing teams. The sport involves a lot of discipline and team-
work. [ can be a very complicated and strategic sport. A wellbolanced rowing
team is a winning team, and I've used some of the same techniques fo create
winning teams at my Valvoline locations.

Key accomplishments: | feel my biggest accomplishment has been develop-
ing a successful company from scratch. Henley Enterprises started with one Valvo-
line franchise. We ore now the largest franchisee in the system.

Biggest /smartest mistake: A mistake is more of a leaming opportuniy.
Two years ago, if you had asked people in our industry, and maybe some within
our organizafion, about our decision to purchase 70 quick lubes in Southern
(olifornia and furn them info Valvoline franchises, they would have told you that
we made a huge mistake. It was a very challenging fime for Henley Enterprises.

It was more involved than just changing out a few signs. Many of the properfies
were distressed and needed a complete overhoul. We had fo rebuild those busi-
nesses from the ground up. We had to refrain employess. We had to win custom-
ers back. We purchased more than 500 round-rip plane fickets to send our peaple
to help furn around these stores. The whole undertaking cost us a lot of money.
With the support of Valvoline corporate we were able to turn things around in o
year. So what at first might have looked to many to be a huge mistake turned out
to be our smartest mistake.

Decision | wish | could do over: Not fully investigating and calculating how
moving info another franchise would offect our company.

Work week: Monday through Friday, about 45 to 50 hours a week.

How do you spend a typical day? | like to work out in the morning before
work. | don’t like scheduled sit-down meetings. My day is spent moving around
and working on ways to expand my business. | will visit properties that have the
potentiol to become my next Valvoline locations.

Favorite fun activities: Being a former rower, | love water sports. | also
like to go skiing in the winter. My wife and | recently bought a home in Southem

California that we have been fixing up. Home resforation has become a favorite
hobby of mine.

Exercise /workout: | work out with a personal frainer a couple of fimes a
week. We do a combination of aerobic, weight, and stretching routines. Running
and biking also help keep me in shape.

Favorite tech toys: iPhone. That's all, that's it.

What are you reading? Thomas Jefferson: The Art of Power by Jon
Meacham. It is a foscinating look info his life and reveals his many interests, from
science fo forming.

Do you have a favorite quote? “If you're not growing, you're dying.”
(Anthony Robbins)

Best advice you ever got: To listen to others before | speak. | remind myself
to follow that advice on a daily basis.

What gets you out of bed in the morning? Life in general. | look for
ward o every single day and what it can bring. | have a very positive outlook on
the future.

What's your passion in business? Growth. | am constanly looking for
ways to expand Henley Enterprises and develop our people.

How do you halance life and work? For me, life and work balance comes
naturally. | am not a Type-A personality. | am more laid bock. If you look at my
success you might assume I'm a workaholic, but I'm not. I'm home from work ev-
ery night at o decent hour. | don’t travel a lot, but when | do, my wife will come
with me now that she has refired from feaching.

Last vacation: A combination of work and pleasure. | was in San Diego fo
check on my latest acquisitions. My wife and | purchased a house in the area. We
spent some time getting settled in and getting the house fixed up. We spent o lot
of time getting familior with the Mission Bay ureq, which is just beaufiful. | even
did a little rowing with the San Diego Rowing Club.

Person I’d most like to have lunch with: Thomas Jefferson. He is on my
mind right now since I'm reading a book bosed on his life. | find his story foscinat-
ing and it would be exciting to be able to learn more straight from the source.

Business philosophy: To hire the hest people, turn them loose, and watch
them grow. The results will come back to you in spodes.

Management method or style: I'm not a micro-manager. | allow people
to do their jobs and make mistakes. | trust my managers. Thanks to Valvoline,
I also have a good system where people can learn, train, and advance. | give
my team room to innovate and experiment. There are no real consequences for
taking a chance and failing.

Greatest challenge: Finding great peaple as | expand my business.

How do others describe you? Approachable, positive, and slightly scat-
fered.

One thing I’m looking to do better: I'm nof very good at seeing don-
ger signs. | always see the best in everything and everyone. Sometimes that
can be a limitation.
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How close are you to operations? |'m not as involved in operations
as | used to be, now that | have almost 200 stores to oversee. When | starfed
with just one, | used to do oil changes. Now | allow my management teams to
handle operations.

What are the two most important things you rely on from your
franchisor? Support and fo keep operations improving of all times. | look fo
them for new policies and procedures fo move the business forward. They are
a greaf pariner.

What | need from vendors: The most important thing a vendor can give
me is good service. My biggest vendor is Valvoline, and | receive excellent
service from them.

Have you changed your marketing strategy in response to the
economy? How? No, but it has changed based on the popularity of the

confinved



OUR FRANCHISEES HAVE DONE IT AGAIN!

Average Unit EBITDA:

*$260,501
in 2013. A net increase of $28,141

Ranked in 2012, 2013 & 2014 Best of the Best
Overall Top 50

Featured in Restaurant Business July 2014 edition
as one of top “Future 50” in growth for small
chains in America.

Top 50 Franchise
2014 Franchisee Satisfaction Awards
FranchiseBusinessREVIEW™
1+1;] Ranked in 2013 & 2014
<> Entrepreneurs Franchise 500
Gontact Lee Easley, GFE
SVP of Brand Development
vis@eastcoastwings.com and 1-800-381-3802
www.eastcoastwingsfranchise.com

Just a few ways to get your attention

«$2,311,378 - Average Net Sales in 2013 for Top Quartile of Franchised Traditional Locations*
*$1,536,769 - Average Net Sales for Franchised Traditional Locations that opened between

2010 and 2012°
*$1,511,391 - Average Net Sales in 2013 for 257 Franchised Traditional Locations that were F /1

open all of 2013** Ef
©20.1% - Increase in Average Net Sales for Franchised Traditional Locations from 2010 to 2013* B
©17.9% to 21.3% - Average EBITDA from Operations in 2013 for Company-Owned Locations

that had sales in excess of $1,332,528 and were open for all of 20131

McALISTER'S FAMOUS

MCAUSTERS For Development Opportunities .

. DEL] , Call 1-888-855-DELI s
=

Email franchise@mcalistersdeli.com
Visit www.mcalistersdelifranchise.com

*Figures reflect 2013 averages 257 franchised traditional McAlister's Restaurants that were in operation continuously during the period from January 1, 2013 through December 31,
2013 (the "2013 Period”] and from whom we received complete and timely financial information for the 2013 Period. There were an additional (i} 13 franchised traditional McAlister's
Restaurants which were not added to the sample because they did operate continuously during the 2012 Period, and lii) 17 franchised express McAlister's Restaurants which were not
added to the sample because they are not traditional McAlister's Restaurants. }
tThese figures are published in our Franchise Disclosure Document and you should review that docurnent for all the details on these figures. Net Sales means the total revenues and income from — *
the sale of all products and services, excluding sales tax receipts or similar tax receipts and refunds, chargebacks, credits or allowances. A new franchisee’s results may differ from these figures.

SPUD MAX™



CONTINUED

Intemnet. Electronic media is becoming more dominant, so my team has
changed the way we position the business online. We spend less of our market-
ing and advertising budget on TV, print, and radio and more on Intemet market:
ing. We've seen an incregse in business at our centers as a result.

How is social media affecting your business? In addition to spend-
ing more money on Infernet advertising, we realize the power of social media
and its ability to give customers a voice. While we would like for all of our
cusfomers to lodge complaints in person and leave our stores happy, we realize
that doesn't always happen. We manitor social media sites closely to respond
to complaints quickly and solve customers problems.

How do you hire and fire? We promote from within. We've developed

a sophisticated human resources department, which has chonged the direc-
tion on how we hire people and how we evaluate them. When an employee

is having a difficulty, we meet with them immediately fo let them know their
performance is slipping. We let them know what needs to be done to correct
the situation. If that doesn’t happen, we parf ways. Basically, if someone loses

their job, it shouldn’t come as a surprise.

How do you train and retain? Thanks fo Valvoline, we have an extensive
training program in place. Employees must achieve certain cerfifications at vari
ous times. For example, a new hire needs to be a cerfified service technician
within 60 days of being hired. The system allows employees fo see where they
are ot and what opportunities are available to them. They can move through the
system at a rapid pace. An employee can advance from a service technician fo o
sfore manager much quicker at Valvoline than at other franchises.

How do you deal with problem employees? We put problem employ-
ees on a program where they have to manage themselves through their difficul
ty. We meef with them to discuss the issues and let them know the steps they
need fo take o improve. Employees should always know where they stand. We
are big on keeping records on everything, including employee performance. If
an employee dogsn't improve, they are managed out of the system.

Fastest way into my doghouse: To not fell the fruth. If someone is not
being forthright and honest with me, | will lose my trust and faith in them.

Annual revenue: 5170 million.
2014 goal: 5175 million.

Growth meter: How do you measure your growth? In year-over
year soles and profits. We strive for 5 percent year-over-year profit growth.
We want fo grow the company revenue by 10 fo 15 percent every year.

Vision meter: Where do you want to be in 5 years? 10
years? In 5 years, we wont fo be at 300 to 350 stores. In 10 years the
goal is o have more than 500. We want Henley Enterprises to be the domi-
nant quick lube operator in the U.S.

How is the current economy affecting you, your employees,
and your customers? In a positive way. We are growing. We are profit-
able. Qur customer hase is growing. Things are definitely rebounding, and it's
just gaing to get better in the next few years.

Are you experiencing economic growth in your market? Yes. We
are seeing growth in all our markets, especially Southem California and the
Mid-Atlanfic regions. Another region seeing improvement is Florida, which was
really bad during the economic downturn. There are also many more cars on
the rond hetween four and 12 vears old. As the age of a car ficks up, people
are less likely to go to a dealer for service. They come to us.

What did you change or do differently during the economic
downturn that you are continving to do? We really didn’t do any-
thing different. The price of gas doesn’t get discounted during hard times, why
should the price of an oil change? Our costs remain the same during good
fimes and bad.

How do you forecast for your business? We begin doing plans and
budgets in Octaber for the year ahead. We look at previous year performance
and decide on a target increase in oil changes and ticket. We look of total
revenue on a store-by-store basis while taking into account how old the store
is. We can forecast what the increase needs to be year over year based on
these factors.
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Is capital getting easier to access? Why/why not? Yes. We are
getting far enaugh away from the last banking crisis. Banks are finally loosen-
ing up and giving loans that are based less on how regulators will view them
and more on the validity of the loan and quality of the asset.

Where do you find capital for expansion? Mostly in traditional
banking.

Have you used private equity, local banks, national banks,
other institutions? Why /why not? We stick with local and national
banks. We"ve looked at private equity, but it doesn’t make sense to our busi-
ness. We prefer fo maintain independence. Private equity is usually predicated
on required growth, which is difficult to do in any business.

What are you doing to take care of your employees? Respond-
ing fo the new minimum wage requirements. We want o be proactive to
atfract quality employees. We also provide incentives fo employeas with open
accounting. They can look af the books and see exactly how their store is per-
forming. Each employee gets o percentage bosed on store revenue. We also
have a stock plan for management-level employees and above. There also are
fiered honuses based on what each store makes and what Henley Enterprises
makes as o whole. We also offer a 401 (k) with a 5 percent match.

How are you handling rising employee costs (payroll, health-
care, efc.)? Healthcare costs are one of our major concerns. We want fo
make sure all of our employees have the health coverage they need. We are
complying with the Affordable Care Act. However, we are seeing major cost
increases associated with the changes.

How do you reward/recognize top-performing employees? In
a variety of ways. We give out numerous awards. We also select about 35
employees to go with us fo Valvoline’s annual franchise meeting. We also ak
low the stores to shut down for a day and hold o summer party.

What kind of exit strategy do you have in place? None. I'm fok-
ing it one day a time and I'm not planning to retire anyfime soon.



As a restaurant concept proven over 21 years,
Pancheros Mexican Grill has embarked on an
agressive expansion plan. Franchise development
is a major part of that plan.

Pancheros Burritos are Better Built. Their Beliefs
are Befter Built. So, naturally, their Business is also
Better Built. Find out more about their Better Built
philosophy at pancheros.com.
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Become Part of the
Sears Family Today

Sears Franchise Benefits:

» 70% financing to qualified candidates.

* Inventory owned by Sears-
at no expense to you.

* The power of the Sears brand name.

* Top brands like: Craftsman®, Kenmore>’, ey
Black & Decker:, Maytag®, =T L |
Whirlpool®, LG® and more. =

* Training & support. LA

VISIT WWW.OWNASEARSSTORE.COM TO LEARN MORE.




DOMINATORS!

ENTIRE U.S.
(50 states, Washington, D.C,, Guam,

Puerto Rico, and the Virgin Islands) LARGEST FRANCHISEES BY STATE

MSA FRANCHISED UNITS STATE/TERRITORY LARGEST FRANCHISEE UNITS
0S ANGELES, CA 16,843 ALABAMA NPC INTERNATIONAL INC 108
CHICAGO, 1L 10,079

e T | ALASKA SUBWAY DEVELOPMENT OF ALASKA %
ﬁ’éﬁ;‘;ﬁ?g% DCMDVAWY (7)(1};’1 ARIZONA DESERT DE ORO FOODS INC 110
B0STON, W 5:336 ARKANSAS K-MAC ENTERPRISES INC 103
PHILADELPHIA, PA® 5,638 CALIFORNIA SOUTHERN CALIFORNIA PIZZA 224
NEW YORK, NV 5474

DALLAS, T 5473 (OLORADO HARMAN MANAGEMENT CORP 59
PHOENDGMESA, AZ 5,113

OETROTL A5a CONNECTICUT NORTHEAST FOODS LLC 33
MINNEAPOLISST PAUL, MNAWI 4,859 DELAWARE CATO INC 15
SR ML T »%i | DISTRICT OF COLUMBIA _ MARY LYNNE CARRAWAY: HENRY HUTH 11
STIOUS, MO 3,637 FLORIDA HESS CORP 210
WEE w5 | GEORGIA NPC INTERNATIONAL INC 90
SAN FRANCISCO-OAKLND'SAN JOSE, (A 3,287 HAWAI KAZI MANAGEMENT 44
CHARLOTTE-GASTONIAROCK HILL, NCSC 3,204

SEATILE-BELLEVUE-EVERETT, WA 3,082 IDAHO JACKSON FOOD STORES INC 61
ORLANDO, FL 2924

VG, WAL TR ILLINOIS HEARTLAND FOOD CORP 177
NASSAU-SUFFOLK, NY 2,806 INDIANA BR ASSOCIATES INC/SIDAL INC 102
INDIANAPOLIS, IN 2774

bl | o NPC INTERNATIONAL INC 64
DALLAS-FORT WORTH, TX 2,636 KANSAS ROTTINGHAUS LLC 175
peal L T | KENTUCKY FOURTEEN FOODS LLC 5
Eg:{ﬂh“ﬁ’;iﬂ:i"g:ﬁg“fwmﬂ NEWS, VANC ggg; LOUISIANA STRATEGIC RESTAURANTS ACQUISITION CO LLC 129
RGO 7w | MAINE CAPITAL PIZZA HUTS 2%
RALEGHOURHEAFELFIL 1C LA | MARYLAND DAVCO RESTAURANTS INC 108
CLEVELANDAKRON, OH 2480

COLUMBUS, OH 2467 MASSACHUSETTS HK ENTERPRISES 63
CINCINNAT, ORI 2450

SIVANTONT, 7% T MICHIGAN QUALITY DINING INC 83
NASHVILLE, TN 2,353 MINNESOTA BORDER FOODS INC 85
AUSTINSAN NARCOS, TX 2,300

FEMEA e 2| mississi NPC INTERNATIONAL INC 73
;[E]URHFIA;T(U?JEJRDMJ fl ggg MISSOUR ROTTINGHAUS LLC 90
e 7o | MONTANA KENT COLVIN %
RICHMOND-PETERSBURG, VA 1921 NEBRASKA HEARTLAND FOOD CORP 40
JACKSONVILEE, FL 1916

RARTFORD, T 1876 NEVADA CRAWFORD OIL INC 75
SALT LAKE TFOGDEN, UT 1,850

GREENSBORO-WINSTONSALENHIGH POINT, NC 1,706 NEW HAMPSHIRE THE SCRIVANOS GROUP 42
OKLAHOMA CITY, OK 1,689 NEW JERSEY HMSHOST 60
WEST PALI BEACHFBOCA RATON, FL 1,665

SERGEPISSAC 1 T NEW MEXICO PALO ALTO INC 70
GREENVILLESPARTANBURG-ANDERSON, 5C 1,576 NEW YORK CARROLS GROUP 118
WEMPHIS, TNARMS 1520

il “er | NORTHCAROLNA  WILCOHESS LiC 192
MIDDLESEX SOMERSEFHUNTERDON, NJ 1475 NORTH DAKOTA FARMERS UNION OIL €O 9
GREND RAPIDS-MUSKEGONHOLLAND, MI 1459

MONMOUTHOCEAN, 1) 1443 OHIO CARROLS GROUP: THE COVELLI FAMILY LTD PARTNERSHIP: HALLRICHINC 85
NEW ORLEANS, LA 1,430 OKLAHOMA WING FINANCIAL SERVICES LLC 108
SAN FRANCISCO, CA 1,380

BIRMINGHAM, AL 1377 OREGON GBMO LLC 59

continued on page 48
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DOMINATORS!

confinued from page 46
LARGEST FRANCHISEES BY STATE, continued 20 ] 4 DominGTO IS
STATE/TERRITORY LARGEST FRANCHISEE UNITS . , : :
ulti-unit, multi-brand operators and their organiza-
PENNSYLVANIA JERRY BUSS 54 tions are becoming larger and more numerous each
year—a trend that continues to accelerate as opera-
RHODE ISLAND THE JAN COMPANIES 30 tors who rode out the recession are expanding their portfo-
lios by swallowing smaller fish, acquiring under-performing
SOUTH CAROUINA APFLE GOLD INC 1 units, building new stores, and moving into new brands and
SOUTH DAKOTA NPC INTERNATIONAL INC: WALSH 77 | territories. The shakeout and subsequent consolidation of
i weaker operators, combined with improved operations by the
TENNESSEE TRI STAR ENERGY LLC 125 | stronger ones, as well as a wave of older franchisees retiring,
is creating historically large franchisee organizations, as the
TEXAS MUY BRANDS LLC 196 | rankings from FRANdata indicate.
Today’s dominators are sophisticated, savvy, and expe-
UTAH SIZZLING PLATTER INC 60 | rienced at managing organizations with hundreds of units,
often spread across several states. They also understand that
VERMONT PETER NAPOLI 14 success is all about unit economics, one customer and one
VIRGINIA BODDIE-NOELL ENTERPRISES INC 173 | unitata time.
They create jobs by the hundreds and thousands, hiring
WASHINGTON HEARTLAND AUTOMOTIVE SVCS INC 100 | employees and doing business with local suppliers. And the best
give back to their communities on a large scale, encouraging
WEST VIRGINIA LITTLE GENERAL STORE INC 48 | their employees to support local organizations and charities.
No franchise dominator gets to the top without years of
WISCONSIN WISCONSIN HOSPITALITY GROUP LLC 19 hard work, sacrifice, perseverance, and an unwavering de-
WYOMING KENT COLVIN 17 sire to be the best at what they do. Congratulations to this
year’s Dominators! &
LARGEST FRANCHISEES BY REGION
REGION UNITS  REGION UNITS  REGION UNITS
EAST NEW ENGLAND SOUTHWEST
(DC, DE, MD, NJ, NY, PA, WV) (CT, ME, MA, NH, RI, VT) (AZ, NV, NM)
HMSHOST 163 THE SCRIVANOS GROUP 116 B & B CONSULIANTS INC 118
ADF COMPANIES 159 NORTHEAST FOODS LLC 101 DESERT DE ORO FOODS INC 11
CARROLS RESTAURANT GROUP 153 HK ENTERPRISES 78 CRAWFORD OIL INC 75
TARGET CORP 139 CARLOS ANDRADE 67 PALOALTOINC 70
DAVCO RESTAURANTS INC 111 FLYNN RESTAURANT GROUP LLC 65 STINE ENTERPRISES INC 70
MIDWEST PLAINS WEST
(IL, IN, M1, MN, OH, WI) (1A, KS, M0, NE, ND, OK, SD) (AK, CA, HI, OR, WA)
HEARTLAND FOOD CORP 301 ROTTINGHAUS LLC 331 TARGET CORP 254
TARGET CORP 208 NPCINTERNATIONAL INC 243 SOUTHERN CALIFORNIA PIZZA 224
FLYNN RESTAURANT GROUP LLC 200 UNITED STATES BEEF CORP 211 HARMAN MANAGEMENT CORP 211
CARROLS GROUP 178 FUGATE ENTERPRISES 138 HEARTLAND AUTOMOTIVE SVCS INC 158
BRIDGEMAN FOODS,/ER] DINING INC 149 WING FINANCIAL SERVICES LLC 109 PACPIZALLC 151
MOUNTAIN WEST SOUTH
(C0, I, MT, UT, WY) (AL, AR, FL, GA, KY, IA, MS, NC, SC, TN, TX, VA)
NPC INTERNATIONAL INC 89 NPCINTERNATIONAL INC 814
SIZZLING PLATTER INC 87 TARGET CORP 358
HARMAN MANAGEMENT CORP 84 ARAMARK 324
JACKSON FOOD STORES INC 61 TACALA/BOOM FOODS 312
UNITED STATES BEEF CORP INC 60 BODDIENOELL ENTERPRISES INC 298 Source:
ource: FRANdata
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KEY GROWTH FACTORS
FRANCHISEES SHOULD KNOW

o one ever said franchise growth

was easy. Operating one or two

locations is hard enough, but

growing to 10, 20, or more is
challenging for even the most seasoned
operators—especially if any of their new
builds or acquisitions turns out to be a
poor performer. We tracked down five
successful muld-unit franchisees who have
been there and done it—and who bear
the scars and trophies to prove it. Among
the key factors in multi-unit success, they
say, are timing, funding, cash flow, people,
infrastructure, and identifying the right
opportunities. Their insights into what
to look for and how to proceed once you
decide it’s time to grow may contain just
the missing ingredient you need.

Right time

Deciding when to grow—and if you're
ready—differs for each franchisee. One
common theme among those who have
expanded successfully is having the right
people in place to support that growth
before moving ahead.

“Dowe have the right operations people
developed well enough to deploy to a new
market?” asks Rob Branca, Jr., a Dunkin’
Donuts franchisee with more than 70 units.
“If we don’t have good, hands-on opera-
tions people ready to live in a new market
and build their own benches of additional
people, we won'’t expand,” he says.

Cheryl Robinson, who operates 36
Supercuts salons in Southern California,
agrees, and adds two more ingredients to
the mix. “There are three important fac-
tors that help us decide if we are ready
to grow,” she says. “First, do we have
the energy and desire for the challenge?

MULTI-UNIT FRANCHISEE [SSUE [V, 2014

Next, are our people, especially our se-
nior management, ready and willing to
take on a challenge? And last, is the op-
portunity high-quality, and does it meet
our criteria?” She cautions that it can be
tempting to grow because of “boredom
or the need for something new,” but says
neither of those reasons will likely pay off
in the long term.

Growth also requires a certain level
of commitment. Operators like David
Ostrowe, president of O&M Restaurant
Group, argue that you either commit to
growing or you start shrinking. “My costs
go up every year and market share is un-
der attack every year,” he says. “I'm not
content in making less money next year.

“If we don’t have
good, hands-on
operations people,
we won’t expand.”

Rob Branca, Jr.

Growth is the only direction.”

“We know we are ready for growth
when current operations are smooth and
cost controls are in line,” says Tony Lutfi,
who operates 130 restaurants (53 Arby’s,
46 Church’s Chicken, 21 Jack in the Box,
5 Little Caesars, and 5 Sizzlers) and has
diversified into retail with 21 Sears Out-
let and Appliance & Hardware stores, all
across 8 states (see profile in Q1 2013
issue). “We also know that we can grow
when the current cash flow can support
the potentially added debt service,” he says.

Right opportunity

No matter how much diligence is done
beforehand, effectively identifying good
growth opportunities can remain a bit of
a gamble, but there are ways to improve
the odds. As Ostrowe jokingly puts it, “I
kiss a lot of frogs.” That goes for both new
development and acquisitions. But for a
frog even to have a chance of becoming
a princess, he says, “The concept has to
have superior financials in comparison to
concepts I currently operate and returns
I can get in the market.”

In Robinson’ case, Supercuts corporate
presents her with buying opportunities.
“In our franchise system, new locations
are constantly being brought forward
for our review,” she says. Robinson also
makes sure to stay actively involved in her
geographic areas, “so we know opportuni-
ties that may be far out on the horizon.”

Lutfi attends industry conferences
and trade shows to keep his finger on
the pulse of potential growth opportu-
nities. “We attend most of the network-
ing conferences such as the Multi-Unit

Franchising Conference and RLC, along
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with the various brand conventions,” he
says. Lutfi looks for brands with strong
management teams and ownership. “We
prefer brands that are least 25 years old
and that are geographically in areas where
the population is growing.”

Buy or build?

Anather critical factor involves evaluating
the pros and cons of buying an existing
location versus building anew. Ostrowe
says he prefers the acquisition route. “It
is always cheaper to take over existing
units,” he says. “Planning and develop-
ment costs are high.” He looks for units
he considers underperformers that he can
acquire and turn around.

Says Lutfi, “We want to acquire op-
portunities where we can implement our
management style and ability to improve
the business. The multiples paid for the
new business will immediately improve
as soon as we improve cash flow and
flow-through.”

For Branca, “A pro of acquiring exist-
ing units is that you have data on what the
sales have been, so there is a known floor.
And if you believe that you can improve
operations, you can always grow additional
profits. With building a new site, you are
never absolutely sure if the customers will
come in numbers large enough to make
the site a success.”

Still, Branca has his own reasons to
favor building over acquisition. Over the
vears, he says, his company has become
adeptatreal estate development and con-
struction for his Dunkin’ Donuts stores,
and has established separate businesses for
outside work in these areas. “A major pro
of building our own sites is to continue
to feed work to our other businesses and
to provide our construction employees
with plenty of work year-round,” he says.

Says Lutfi, “We've achieved our growth
mostly through acquisition, but every
company must grow organically as well.
For us it has been 95 percent acquisition
and 5 percent build, but we are working
to reach a better balance now that we've
reached scale.”

Robinson’s company has taken both
approaches. For her, it depends on the
circumstances, timing, and numerous
other factors. “In either case, the real es-
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Cheryl Robinson

tate decision is the most important thing
to consider,” she says.

In fact, many franchisees prefer to
“own the dirt.” In addition to the prop-
erty’s expected appreciation, if one con-
cept doesn’t produce the desired ROI on
that site, the operator can replace it with
another brand.

Finding the money
Funding growth is critical, and there are
many ways to do it effectively. Some pre-
fer to fund themselves through operations
and keep debt low, while others embrace
greater risk and debt with the confidence
they can make it pay off.

Robinson prefers funding growth
through operations. However, she adds,

“We are almost debt-free now, though we

David Ostrowe

are looking at the current financial climate
to see if borrowing is a viable option.”

Ostrowe prefers “minimal funding”so
he can continue to maintain current debt
levels. “I've looked at deals that would
double our size, only to make less money.
Why do it?” he says.

For Branca, every option is on the table.
“We consider all available lenders, their
rates and terms. We negotiate rates, finan-
cial covenants, try to limit our personal
guarantee exposure, and acquire LIBOR
swaps so we can trade out our floating
rates if we believe they are moving to our
detriment,” he says.

Working the numbers

Another critical numbers game expansion-
minded franchisees must play is thoroughly
assessing the financial health of any pro-
posed acquisition. No one wants to buy
a sinking ship, but rather one they can
right and set back on a profitable course.
Determining this means being aware of
some important financials.

For Ostrowe, it’s the top-line sales of the
existing unit. “Itis very difficult for me to
justify overhead against a unit or concept
that falls below my average volume unit,”
he says. When it comes to restaurants, he
takes a hard look at the cost of commodi-
ties and labor because of their uncertainty,
with the coming of the ACA, minimum
wage hikes, and the effects of international
turmoil on food prices. “We already oper-
ate on razor-thin margins,” he says. “I'd
hate to be wrong on assumptions and end
up shrinking unexpectedly.”

Maureen Grimaud and her husband
David operate 90 Precision Tune Auto
Care units in 11 states. When evaluating a
potential acquisition, she says, be system-
atic and have specific criteria, including
overall system P&Ls, debt-to-asset ratios,
cash management, and ROI from each of
the different districts.

Other factors include real estate and
labor, and whether or not a community
has a friendly attitude toward business
development. “We look at the market real
estate prices and rents in the various trade
areas of a new territory, and the quality,
labor, and material costs for construction
subs in the skilled trades like plumbing
and electrical work,” says Branca. “We also
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look closely at the regulatory environment
and whether communities have complex,
difficult approval processes and if they are
friendly or hostile to development.” He
says the time frames for getting approv-
als can encourage him to take on a new
market or cause him to look elsewhere.

Says Lutf, “We expect a return of 25
percent cash on cash and a deal that can
service its own debt.”

People-ready?

The people element is paramount to the
success of any organization. Motivated,
talented team members are the difference
between success and failure.

“We develop our people internally,”
says Branca. “Our best team members
are looking for more responsibility and
opportunity. We only send people to new
markets who have demonstrated their
judgment, trustworthiness, and acumen.
Then we support them wholeheartedly
in every aspect of need they might have.”

Says Ostrowe, “I constantly look for
talent that can move to the next level. T
challenge my teams to do the same.” He
makes sure everyone knows the company
is growing and needs people to step up. If
someone is promoted, they are required
to provide their replacement. Other in-
frastructure issues to watch for are IT
and accounting, which, he says “can get
very expensive as you continue to grow.”

“We are always developing new man-
agement team members, even if there is
nothing on our horizon,” says Robinson.
“We look for people who are ready for a
challenge and who are open for education
and are team players.”

For Lutfi, development is an ongoing
process. “You can never predict when the
next opportunity will be, so we work on
improving our infrastructure regularly
and allow for flexibility along the way.” He
says he’s blessed to have a team that has a
true sense of ownership and says they are
always ready for growth.

One brand or more?

Another decision when growing a fran-
chise organization is whether to stick
with one brand or diversify into others.
For Grimaud, it’s simple. “We stick with
one brand. Geography is determined by
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Tony Lutfi

manpower in those areas as well as demo-
graphic support.”

Robinson likes the simple approach,
too. “We have been single-brand for more
than 30 years. Though we have several
times begun the process of looking at
other brands, ultimately we may just be
one-brand people.”

Others see strength in diversity. Says
Lutfi, “We decided years ago that we
needed to be diversified by brand and
geographically. We want to be in areas
where the population is growing and be
a part of brands that plan to deliver value
to the consumers.”

“Every time I branch out to new brands,
it costs me money—and [ still do it?” says
Ostrowe. Yet he believes he should be di-
versified in both brands and geography.

Maureen Grimaud

“Last winter, one market got slammed with
winter weather and the other market car-
ried us. The same goes with brands. New
brands create excitement and help with
both recruitment and providing growth
opportunities for my team.”

Branca takes a different approach to
operating a single brand. “We are Dunkin’
Donuts franchisees and have developed
other businesses, but independent ones.”
Branca says he would look to be a franchisor
before considering becoming a franchisee
of any but a select few brands he admires.
“We are constantly studying other brands
and talking to franchisees and franchisors
to learn about them and to learn how to
better run our own businesses.”

Fix or sell?

When considering the acquisition of an
underperforming unit, the first step is to
uncover what’s wrong (assuming anything
is right) and then to determine if it can be
remedied and is likely to return the desired
ROI. If not, the best choice may be to sell.

Although Ostrowe has become some-
thing of a specialist at buying underper-
formers and turning them around, he
suggests franchisees have a back-up plan
by negotiating the right to close right up
front. “If I'm buying, I'm planning on fix-
ing,” he says. However, he adds, “Having
the authority to close an underperforming
site gives you a position of strength while
trying to fix it.”

Ostrowe’s point rings true with Branca.
“You sell when a unit is taking more of
your time than the potential return of
fixing it justifies,” he says. “If the payoff
of fixing it doesn’t justify the resources
required to fix it, sell.”

Lutfi is no stranger to this question.
“When we acquire a large number of units
in a single deal, there will be some units
that underperform,” he says. “We develop
short-term strategies to improve the busi-
ness, but we also develop exit strategies
along the way in case we are not able to
reach break-even.”

Robinson takes a slightly different ap-
proach. “This may sound very unsophisti-
cated, but one of the most important factors
to us is that the location be a good place
to work,” she says. There are a variety of
reasons her company can tolerate a unit



that makes little or no money, she explains,
but if a salon is not a good place to work
it’s time to consider shutting it down. “We
strongly believe that our people are our
brand, and that if they aren’t able to have
a good job then our customers won’t be
able to get consistently good service.”

Take a breath

Unit growth is good and provides a boost
to a company’s revenue. Butit’s also a good
idea to ease up on the reins periodically
to evaluate the organization and its over-
all direction.

“We are constantly assessing our cur-
rent locations, management teams, prof-
itability, and other sales indicators,” says
Robinson. “The challenge to do better
and to learn more drives us forward,” she
says. IHHowever, she adds, it’s also impor-
tant to look at quality-of-life issues. How
much pressure do you want to tolerate?
How much time do you want to spend on
the business? What can you delegate to
someone else so they can grow?

Grimaud says that while her company
is always in growth mode, “We will slow
down a bit when the need arises to regroup
and focus on internal growth.”

Continued growth also is a focus for
Branca. “We have a growing family and
have always been generational investors,”
he says.

Lutfi keeps an eye not only on how
his company is growing financially, but
also on other factors important to him.
“One of the reasons we choose to grow
is to create more opportunities for our
employees and leaders in the company,”
he says. “These are the same individuals
who have sacrificed along the way to help
grow our company. Growth simply allows
them to reach their own personal dreams.
Itis our way of paying it forward. We will
stop when the team tells us to stop.”

Conclusion
While there’s always more to franchisee

growth strategies and tactics, these suc-
cessful operators have highlighted what
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they believe are the critical factors and core
issues in doing it right. Franchisees looking
to get into a growth mode should always
be looking for opportunities, whether at
franchise or industry conferences or simply
by staying in touch with other franchisees
and their own markets.

“Network with people in your own and
other industries,” says Branca. “There are
always opportunities for new business and
to learn from others.”

And do it for the right reasons, adds
Robinson. “Growth for growth’s sake isn’t
fulfilling for us. Unit count is not nearly
as gratifying as helping your people grow
and to be successful in their professional
and personal lives.”

Genuinely work on becoming a model
franchisee, a good employer, and participate
in the communities where your units are,
says Lutfi. “We all have social responsibili-
ties that go beyond the P&L. Those of us
who pay it forward will be rewarded with
the customer, brand, and employee loyalty
that assure us of continued success.” &
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Costa Vida, a fast casual restaurant inspired by the fresh foods and vibrant lifestyle
of coastal Mexico, delights our guests with a variety of healthy menu options that are
made-from-scratch daily using all-natural, quality ingredients. Costa Vida locations

host a contagiously energetic environment driven by passionate franchisees and team
members. With more than 65 locations in the US and Canada, the brand continues
rapid growth with more than 200 units under development. Based out of Salt Lake

P
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S TODAY!

City, Costa Vida is partnering with experienced multi-unit developers to bring quality
food, fresh flavors and an enlightened experience to new guests.
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BY EDDY GOLDBERG

Collaborate,

Communicate,
Grow

Franchise relations come to the fore

ranchise relations are in the midst

of powerful, fundamental change.

Driven by the maturity of franchis-
ing, the rise of large multi-unit operators,
the after-effects of the recession, and, most
recently, external regulatory and politi-
cal threats to the franchise model itself,
franchisors and franchisees are working
together more than ever before—and
looking for ways to do it better.

In our conversations with multi-unit
franchisees and franchisors, we found
three overriding themes: collaboration,
communication, and having a structure in
place to facilitate them. Here’s how some
are working together for mutual gain.

Doc Cohe
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Collaboration

In his 35 yearsin franchising as a franchisee
of Great American Cookies, Doc Cohen
has seen the brand trade hands from its
founders to a private equity firm, sold to
its chief competitor, and then sold twice
more to private equity firms. Cohen opened
his first location in early 1979 and grew
to about 35 locations. Ie has two today
with two more in the works.

“Things are far different than 35 years
ago,” he says. “Relations now are sig-
nificantly better because franchisees and
franchisors have learned how to work with
cach other. Franchisees especially have a
better understanding of the relationship
and the nature of the relationship.”

Much of that improvement, says Co-
hen, is because franchisees today tend to
be more sophisticated than he was when
he came in 35 years ago. “If they asked me
to show them a financial statement then,
we wouldn’t be having this conversation
today,” he says. “A willingness to share the
goals and to participate in how we get there
is one of the reasons that the relationships
have improved dramatically.”

Yet, a major source of potential con-
flict is baked into the very nature of the
franchise model: 1) the franchisor needs
to grow the system by adding units, and
franchisees want to protect their territo-
ries and grow their own business, and 2)

franchisors collect royaltes from top-line
revenue, while franchisees must focus on
their bottom line to survive.

Still, there remains much work to do as
multi-unit franchisees become larger and
want more input into decisions that will

Brian Schnell

affect their bottom line, and franchisors
must continue to protect the brand and
develop their products and services to at-
tract customers. The challenge is balancing
those interests for the good of the system.

“Franchisees are important stakehold-
ers in the brand—not shareholders, but
stakeholders,” says attorney Brian Schnell, a
partner with Faegre Baker Daniels. “They
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play a key role in the brand—they’re out
there living and breathing it every day in
their communities.”

Schnell represents franchisors on the
corporate counseling side, not litigation.
“Opur franchisor clients will say, “Thisisn’t
a democracy, we don’t take votes.” I think
successful franchisees would say, ‘T don’t
want to vote, I want input. I want you to
value my role,” he says. “Most franchisors
do, some better than others.”

Along with multi-unit franchisee Aziz
Hashim, CEO of NRD Holdings, Schnell
has been co-writing a series of articles
about franchise relations for the IFA’s
Franchise Relations Dialogue forum. “We
come at it from different perspectives,
which is healthy,” he says. The two met
ata Franchise Update Media conference,
where they were on a panel together and
discovered they had a common interest
in improving franchise relations.

“If franchisees and franchisors are
aligned, I think you can get it done,” he
says. “If they're not aligned, or franchi-
sees balk at or resist change, or think the
franchisor gets it wrong more often than
right, then the system will potentially
struggle.” However, he adds, such align-
ment is easier said than done.

“This is not rocket science, but it is
challenging from time to time—which is
good,” says Cohen. “We should be chal-
lenging each other to see if we can’t make
each other better.”

More important this year than ever
before, external forces—the NLRB, Cali-
fornia’s SB 610 (vetoed by the governor),
proposed state and federal minimum wage
hikes, including Seattle classifying fran-
chisees as big businesses—are sending
a message to the franchise community
that in the face of outside threats, they’d
better learn to work together for mutual
survival. These political and regulatory
challenges are pushing franchisees and
franchisors to learn how to collaborate
and communicate better.

Ten years ago there wasn’tas much col-
laboration, says Schnell. “Tt was more of
a what to do and when to do it approach,
command-and-control versus collabora-
tion,” he says. “All of this has changed,
maybe not completely, but a big part is
multi-unit franchisees with the influence
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TWO MEN
AND A
TRUCK

Randy Shacka

they have and the role they play from a
brand perspective. They would say we still
have some work to do,” he says.

“T think that’s what multi-unit fran-
chisees are learning more and more: that
they have that kind of influence on what
they’re secking from collaboration and
being viewed as a stakeholder,” Schnell
says. “That’s one thing coming out of the
Multi-Unit Franchising Conference, and
the relationships being formed there.”

Communication

“One of the things T find interesting is
how franchisors communicate with their
franchisees,” says Cohen. “I'm a strong
believer in when you want to send things
that may not be well received, for example
raising the marketing fee/ad fund, how you

Dina Dwyer-Owens

communicate that is important.”

The key, he says, is to present any
changes as serving the interests of the
franchisees and the system overall. “If the
franchisor says ‘All future deals will be X,
they’ll get a lot of pushback.” Much bet-
ter, says Cohen, is to say, ‘Hey guys, we've
done some research and believe that if we
had another half a percent, we could do
the following things,’ and outline a case
for it, and what it’s planned to do for a
franchisee’s bottom line.”

Ifthey can convince him thata change
is an investment in his business and not
another cost, Cohen says he’s much more
likely to supportit. Nevertheless, he adds,
“At the end of the day, I recognize they
have the right to do that, whether or not
I approve. They're the stewards of the
brand, they protect the brand.”

Says Cohen, “A good leader is not
afraid to be transparent and communicate
effectively about the thought process that
goesinto decisions. In communicating to
franchisees, a good leader explains why and
justifies a case,” he says. “Good franchisors
do that, and that’s why the relationship has
improved over the years.”

“Our job is to try to explain why we're
going where we’re going,” says Randy
Shacka, president of Two Men and a Truck.
The company recently went through a
major change with its operating system,
which was almost 10 years old.

“We had to do it—the old system
couldn’t handle our growth,” says Shacka.
“It’s hard to effectively collaborate when
you're growing extremely fast and have
to make decisions.” The company now
has 311 locations in 37 states—with 56
straight months of consecutive growth and
the brand is on track for another record
year of growth, most probably around 14
percent, he says.

“We had to explain to them why we
had to do it, but here’s how it will benefit
you on the back end with business data
and information we can provide back,”
says Shacka. The process involved a lot
of initial meetings and webinars to define
what was needed. “It was an iterative pro-
cess based on feedback, but ultimately we
had to make a decision what to put into
the software and what not.”

One thing that helped is that Shacka
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had spent 2 years as general manager for
one of the brand’ franchisees in Florida.

“One of the things

open relationship you can talk about these
things. People here care about the whole

His hands-on knowledge of the system central to the questlon organization.”

gave him added credibility with the fran-

chisees. “Understanding what goes on Of franCh|Se re|at|0ns Listening and respect

every day on the front lines and the long

hours you put in working in operations,

going through all the different hats you WO rd_‘respect
—Jeff Tews

have to wear every day as a franchisee,
helped me understand where we were.
The information was old, antiquated, and
we were looking to integrate a financial
package. It helped me have legitimate
conversations with the franchisees about
the good things with the old system and
the things we had to change.”

Listening is a top priority at The Dwyer
Group too, but it goes both ways, says Ex-
ecutive Chairwoman Dina Dwyer-Owens.
“We have to be willing as a franchisor to
listen, but they also have to be willing to
listen,” she says. When the company was
planning to introduce new software, she
says, listening played a key role. “We have
a healthy enough environment where we
can have these discussions and talk in a
frank manner. When you have such an  Jeff Tews

boils down to a simple

In 2006, as the fourth franchisee of Bright-
Star Care, Jeff Tews has had an unusual
1 opportunity to influence the brand. He
and his wife, Susan Rather, operate four
BrightStar units in Wisconsin, along with
one Mr. Handyman. And they have the
option to be the first franchisee of the
company’s newest concept, BrightStar Se-
nior Living (see their profile on page 18).
Tews, who spent 33 years in corporate
America before becoming a franchisee,
saw BrightStar as an opportunity to ap-
ply his leadership skills in developing the
business and standards for the emerging
home care brand. That included helping
to create the brand’s franchise advisory
council (FAC) with founder Shelly Sun.
“Shelly and I hashed out how the FAC
should be constructed,” he says, and served
as co-chair with her. “One of the things
central to the question of franchise rela-
tions boils down to a simple word—but

[he Best Relations: Profitable Engagement

ing to a survey conducted by Franchise Business Review
and Ingage Consulting of more than 24,000 franchisees
in over 300 systems, a franchisee who is engaged is 3.8 times
more likely to reportstrong profits than a franchisee who is not.

T he choice to be engaged seems simple enough. Accord-

Engaged franchises are more involved,
they learn more, and they are able to trans-
late that to improved profits. The very
engaged understand their selfless act of
helping another franchisee actually pays
dividends, because the process of help-
ing others is a learning experience. When
helping another franchisee you see things
about your own business that you would
have never seen otherwise.

They can see the big picture and know
the role they play in the franchise’s success.
‘They know the numerous (and sometimes
annoying) emails from the franchisor are
worth reading, and that going to the an-
nual convention is worth every penny.
‘They also realize that both of these things / )
pay dividends. Evan Hackel
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A franchisee in financial trouble often tells me they can’t
afford to go to the annual convention and don’t have time to
read the emails and go online. Their rationale is normally that
they must focus on their business. My response is that if they
want to improve their business and want things to be different,
they must engage. Going into hiding is the
worst thing to do.

Some franchisces tell me their system
doesn’t encourage engagement. Sadly,
it is true that many systems pay only lip
service to engagement. But thatshouldn’t
stop you from being engaged. You can
hold meetings with neighboring franchi-
sees. You can visit their locations. Offer
them help. There are plenty of ways to
be active and engaged within your fran-
chise system.

Like the old adage says, “T’he more you
put in the more you get out.” The more
engaged you are the more you get out! Be
engaged in your franchise community, it
can help you be more successful.

—FEvan Hackel, founder; Ingage Consulting
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complex for everyone to live—and that’s
‘respect,’” he says.

“Part of a successful system and fam-
ily around the brand is where both sides
act on mutual respect for that perspec-
tive,” says Tews. “I think where things go
astray is when the franchisees believe that
respect is not there from the franchisor.
If it looks like it’s pointed at the top line
with no consideration for franchisees, they
lose respect.”

Respect may be there at the start of
a system, says Tews, “But as the business
gets larger, it’s easy for that respect piece
to be lost on both sides.” He says this can
happen when communication with the C-
suite or founders is not as direct as it was
at the start. “I still have that, but newer
franchisees don’t,” he says. Knowing di-
rectly from Sun that she cared about the
franchisees and their success has made a
big difference for him in maintaining that
respect. The challenge, of course, remains
how to create that for newer franchisees
as the system expands.

“As the system grows,
all the franchisees
benefit from it.
Our success depends

on each other.”
—Doc Cohen

At The Dwyer Group, with 7 brands
and more than 1,600 franchises, everything
is based on the company’s Code of Values
(viewable on their website). “It’s the foun-
dation,” says Dwyer-Owens. “The more
we grow, the more I see the need for the
Code of Values—and people who under-
stand that if we all agree to work this way
it will work for everybody.”

The Code of Values, she says keeps ev-
eryone’s vision clear, directs the company’s
strategic development, guides decision-
making, and governs everyday behavior.
And it helps everyone realize or remember
that the franchisees and franchisor share

common interests. “As a franchisor, I've
always understood we need alignment
with the franchisees, and it should be for
the good of the whole. T don’t know why
people make it so hard—it’s good for all
of us to align to get through the rough
water,” she says.

At the end of the day, says Cohen,
both parties must realize they have very
similar interests—despite their built-in
differences in priorites. “As the system
grows, all the franchisees benefit from it.
Our success in franchise systems depends
on cach other,” he says.

“I think we all have a much better un-
derstanding about what franchising is about,
what each can to do to help,” says Cohen.
“The current leadership of my franchise
system is focused above all else on making
franchisees successful. Our CEO has told
me thata number of times. You can’t have
successful franchisors without successful
franchisees—and vice versa. I remember
Bill Rosenberg saying that right up to the
day he died.” &
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IFA’S FRANCHISE ACTION NETWORK

BY ERICA FARAGE

he franchise business model is under unprecedented at-
tack by anti-business activists launching a coordinated
campaign in cities, states, and at the federal level. From
discriminatory wage increases in Seattle and potentially Chi-
cago, to federal regulations that would recast franchisors as
employers of their franchisees’ employees, these attacks are like
nothing we have ever experienced. Franchise businesses must
unite under a single, unswerving, strong, and collective voice
to defend the franchise model against these increasing threats.

1) It’s time to mobilize, now. This summer, the IFA board
approved a new strategic initiative, the Fran-
chise Action Network (FAN) to mobilize and
unify the franchise community. Through
FAN, franchisees, franchisors, and suppliers
are working to educate lawmakers, regula-
tors, key influencers, and the public about
the crucial economic advantages provided
by the franchise business model across the country.

2) Why join FAN? In additon to keeping you in the loop about
the latest news affecting franchises in your area, FAN will work
to neutralize anti-franchising forces, simultaneously educating
policymakers thatlocally owned franchise businesses are indeed
essential small businesses. As a member of the franchise com-
munity, you know that behind many familiar logos and trusted
brands are small-business owners seeking to increase opportu-
nity—not just for themselves, but for their entire communities.
By joining FAN, individuals can play a critical part in deliver-
ing this message to policymakers in Congress, the states, and
in cities across the U.S.

3) Key objectives. By launching FAN, franchising aims to
seize control of the debate, build our network of grassroots
supporters, and educate policymakers and the public about the
benefits of franchising. FAN's objectives are as follows:

* recruit current franchisees, franchisors, and suppliers in
each state to educate them on public policy issues;

* motivate these individuals to come together for a com-
mon industry cause; and

® prepare and position FAN for legislative activity in the
2015 legislative sessions and beyond.

4) Key issue: NLRB joint employer status. In July, the Na-
tional Labor Relations Board’s Division of Advice announced
that a franchisor could be designated as a joint employer of its
franchisees’ employees. [FA is fighting this dangerous assertion
because it is unlawtul and will harm job growth, the economy,
and locally owned franchised small businesses in every state.

The Service Employees International Union (SEIU) is lead-
ing organized attacks against franchising. The labor union’s
multi-pronged attack at the local, state, and national levels in-
cludes having the federal government declare entire franchise
systemms as a single unit rather than the collection of separate,
small-business owners they actually are. The SEIU wants to
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undermine the franchise business model so it can more easily
unionize entire franchise systems, as it is much more difficult
for unions to organize thousands of independent small busi-
nesses under the current regulatory system.

5) Key points. The NLRB’s Division of Advice ignored
decades of regulatory, legal, and legislative precedents which
make it clear that franchisees are separate businesses from their
franchisors. Their legally binding contracts also make this clear.

* A franchise is an agreement or license between two inde-
pendent businesses. Many franchise businesses with familiar

brand names are locally owned and operated

® small businesses that pay an initial fee and

ongoing royalties to use the trademarks of
the franchisor.

* Franchisors are responsible for brand

INTERNATIONAL FRANCHISE ASSOCIATION

standards and quality, while franchisees are
responsible for day-to-day operations and
employment decisions that include hiring, firing, wages and
benefits, and working conditions.

* Franchisees have invested their capital in the business and
stand to lose equity in their businesses if their franchisors are
deemed joint employers.

* Disputes over liability will only produce costly litigation
for both franchisees and the franchisor.

6) Leveraging our voices. FAN launched this summer, but
we are already leveraging the voices of our members to address
unfair wage hikes in cities such as Chicago and Los Angeles
on minimum wage, at the state level in California against a
harmful franchise relations bill (vetoed by Gov. Jerry Brown
on Sept. 29), and at the federal level on joint employer issues.
In Seattle, FAN has been working to educate the public about
a proposal that would single out independently owned fran-
chises for an “accelerated adoption” of a minimum wage in-
crease. And in Los Angeles, FAN is getting the word out about
a proposal that would increase the current minimum wage by
a whopping 70 percent.

7) Taking the game to them. At the recent IFE in New York
City, IFA board member and Fastsigns International CEO
Catherine Monson said it best: “Politics is a contact sport.”

The factis that those who make laws affecting our businesses
often know very little about how franchising works and how
their regulations affect our day-to-day operations. If we want
to get our message out, we have to take the game to them by
forming relationships with lawmakers at every level.

If you want to ensure that lawmakers listen to the franchise
community, the most important thing you can do is to become
a FAN today by visiting FranchiseActionNetwork.com. ll

Erica Farage is senior direclor, political affairs and grassrools
advocacy for the International Franchise Association. Find her at
fransocial.franchise.org.
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Ten Years After

Reflections on a decade of change

1 2004, the first words I ever wrote
tor Multi-Unit Franchisee magazine
(then called Area Developer) were:
“Vast amounts of energy and
treasure have been invested to understand
why customers do—or don’t—come back.
Few questions are more important, since
same-store sales growth is built on the
backs of loyal customers.” That connection
between customer loyalty and sales growth
remains true to this day.

‘What's different now is that franchisees
better understand the value of customer
loyalty and, for the best operators, how
to improve the customer experience and
gain market share by winning custom-
ers away from not-so-smart competi-
tors. From my perspective as a 10-year
columnist here, here is a brief history of
how far we've come.

[f you think back to 2004, many com-
panies used mystery shopping scores to
measure their performance on customer
satisfaction. Then began a sea change as
most franchise systems began secking a
representative sample of real customers
to answer the question, “How satisfied
were you with your most recent visit to
this location of ABC Brand?” That was a
big step toward getting statistically valid,
location-specific, customer feedback. And
for industry leaders, their customer survey
results were delivered on performance
dashboards, in real time.

Between 2004 and 2007, the franchise
community began to grasp the insight
that a “satisfied” customer is not a loyal
customer and does not contribute much
to sales growth. Only “highly satisfied”
customers do that, returning twice as of-
ten as merely satisfied customers. Highly
satisfied customers are three times as likely
to recommend—which is the essence of
Net Promoter Score (NPS), which began
to catch on with some franchise systems
around 2008.

By the end of the last decade, most
leading franchise systems were provid-
ing franchisees with customer experi-
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ence management (CEM) programs that
helped franchisees take care of what mat-
tered most at each location by measuring
what really counts in the customer expe-
rience. By 2010, franchisees’ minimum
expectations included automated alerts
and problem resolution tools as well as
celebration alerts that recognize great
service by employees who were called out
by customers in their comments.

The big shift to web-based surveys
meant customers typed their comments,
both positive and negative. Thus began
the rise of text analytics, which can ag-

“Creating a
loyalty-inspiring
customer
experience is the
only sustainable
path to gro

'oday.ll

gregate comments and mine that data
to spot trends and gain insights that the
unassisted human mind can’t perceive.
Then, seemingly suddenly, came the
explosion of social media, turbo-charged
by the revolution in mobile technology,
which increased the impact of customer
comments by several orders of magnitude.
The period from 2009 to 2010 was
the inflection point for social technology
growth. Franchise leaders were starting
to redirect their customer survey respon-
dents directly to social media sites like
Facebook and Twitter. There customers
could share their positive stories of doing
business with great franchisees and make
recommendations—to audiences far larger
than traditional word of mouth allowed.
Social media listening technology started
to become as necessary as having a toll-
free customer hotline was in the past.
Smartphone usage exploded at the
beginning of this decade too. In 2010,

about a quarter of mobile phones were
Internet-enabled. By 2014, at least two-
thirds of mobile phones are smartphones.
This change had a remarkable effect as
consumer feedback to franchisees by
smartphone doubled each year. Most
important, the tsunami of customer
comments through social and mobile
technologies has completely exposed
the gap between what you promise and
what you actually deliver. That’s why
creating a loyalty-inspiring customer
experience—in the store, on the web,
over the phone—is the only sustainable
path to growth today.

Justas we were surprised by how quickly
social and mobile technologies changed
the customer experience landscape, I be-
lieve the seeds of the next big thing(s) in
customer experience management have
already been planted.

For example, survey invitations on
paper receipts are going away, replaced
by electronic receipts or as data stored in
the cloud. And the explosion of mobile
apps created by franchise organizations
will accelerate this trend away from paper-
based requests for customer feedback.

Next, we're seeing the impact of loca-
tion services embedded in smartphones.
Now you can ask for customer feedback
through a mobile app shortly after they
leave a specific location. And with the
same visit-detection technology, you can
ask why customers visit your competitor’s
locations and learn how that experience
compares with yours.

Thereisanother very positive emerging
trend I call “Consumer Reports 2.0” that
will reduce the negative impact of a few
unfair customer ratings on Yelp! Instead,
consumers will see a large, representative
sample of authentic reviews. Franchisees
are going to love this, especially the best
performers. We've come a long way, baby!

That’s my opinion. For a recent Execu-
tive Critique of the Customer Experience from
the operator’s perspective, email me. &

SMG Chief Evangelist Jack
Mackey belps multi-unit
operators improve loyalty and
drive growth. Contact bim at
816-448-4556 or jmackey@
STg.COTM.
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People BY NATE DAPORE

Become Your Chief
Executive Engager!

5 ways to spark greater employee engagement

ngagement means a lot of dif-

ferent things to different people.

To some it means happy, satis-

fied team members. To others,
it means working with people who are
dedicated and care about the future of
the company. And to others, engagement
means having people who go the extra mile
every time and are enthusiastic and pas-
sionate about everything they do. Truth
be told, it’s all of those things. This kind
of full-on engagement is far greater than
the sum of its parts.

There’s a reason there are nearly 300
million more Google search results for
“engagement at work” than “engagement
rings.” If employee engagement were so
easy, we wouldn’t all be writing and read-
ing about it. Think about all your team
members. How many would you say are
actively engaged? If you’re like most folks
I hear from, that number is nowhere near
where you’d like it to be. Disengaged
team members could be one of your best
untapped resources to improving morale,
teamwork, productivity, sales, customer
service, retention... the list goes on.

1. Be the manager who cares. Instead
of looking at your team as a sea of people,
remember that each is an individual who
wants to feel valued and that what they
do matters. They all have lives outside
of work, so take an interest in them as a
person, not just an employee. Even small
things—a simple email, a few kind words,
a handwritten note, an apology, a gift—
can make all the difference.

2. Be the best communicator. People
leave jobs because of poor management
and poor communication. They don’t like
to feel out of the loop, or be the last to
know about major decisions. They don’t
like to find out at the last minute that
they’re scheduled to work. It’s not enough

MULTI-UNIT FRANCHISEE [SSUE IV, 2014

to give them x-y-z goals without giving
them the w-h-y—and the h-o-w to make
it happen. As managers, we often under-
estimate the power of communication. By
leaving your team in the dark, you leave
room for nothing but frustration, stress,
and well, lack of engagement. At the end
of the day, your team wants to feel like
an important part of the big picture. Af-
ter all, without them, there would be no
big picture!

“It’s not your
products, services,
or strategies
that make you
more successful
than other
companies.

It's your people.”

3. Be the high-fiver. Think about
when things go awry in the workplace, or
when someone’s performance or customer
service is less than stellar. Chances are the
people at the center of those issues hear
about it immediately. Chances, too, are
when those same people are on top of their
game, they don’t hear about it. Perhaps
it’s because top-notch performance is ex-
pected. True as that may be, many people
list lack of praise and recognition as a top
reason for being unhappy in their job. Un-
happy team members make for unhappy
customers, and unhappy customers make
for an unhappy bottom line. Everyone’s
doing more with less these days, so make
ita point to go out of your way to be the

cheerleader and congratulator. Whether
it’s quarterly awards, weekly shout-outs,
or high-fives in the hallway, it will feel
good—all around—rto highlight your
team’s success.

4. Be the collaborator. Nothing makes
people feel more engaged than knowing
that their opinions and ideas matter. Let
them be involved in decisions that directly
affect them. No one knows what it’s like to
be in their shoes more than they do. Meet
with your team often. Talk less and listen
more. You just might learn something.

Another good idea: give your people
a chance to ask senior management real,
meaningful questions. Too often, the di-
rect connection between the “top” and
the “bottom” is lost. Connecting those
dots offers a kind of transparency that
makes people feel respected, important,
and valued. What do you get in return?
You guessed it, higher engagement.

5. Be the believer. We all long to
feel a sense of purpose and meaning in
what we do. No matter what the job is,
small or large, help your team members
find purpose and meaning in their roles.
(Sometimes it’s incredibly obvious, other
times not so much.) Help your team mem-
bers understand they’re an important part
of the company’s success, no matter what
their job is. Sometimes all anyone needs
is a believer to get them to think, “I want
to do this,” rather than “I have to do this.”

It’s not your products, services, or
strategies that make you more successful
than other companies. It’s your people.
How your people feel about their boss
is a direct reflection of engagement. At
a minimuim, your people should respect
vou. At best, they’ll aspire to be like you.
Engaged employees will outperform those
who aren’t engaged any day of the week. I

Nate DaPore is president
and CEO of PeopleMatter.
He is passionate about pro-
viding team members,
including bis own, with a

rewarding workplace expe-
rience that values creativity and innovation.
Contact him at 877-230-4088 or info@
peoplematter.cont.
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Security sy Giles WITHERSPOON-BOYD

Are You Ready?

New PCI 3.0 rules start in January

|
|

opefully, you've heard that
the Payment Card Industry
Data Security Standard (PCIT

0 0 DSS) has changed... again.
In November 2013, the PCI Council re-
leased PCI DSS version 3.0 and set the
compliance deadline for January 2015.
With only a few busy months remaining,
many businesses (including franchisees)
aren’t even close to compliance with the

new standard.

Why change the standard? Changing
technologies often improve business effi-
ciency, butaren’t bulletproof to the weak-
nesses consistently found and exploited
by hackers. New security regulations like
PCI 3.0 are released to protect new tech-
nologies against recent hacking trends.

In my opinion, Requirement 4.1 is the
biggest PCI 3.0 change for franchisees.
Many franchises and chains use satellite
communications to connect locations.
According to the newest version, it’s no
longer acceptable to rely on the link pro-
vider’s system security. Instead, it’s your
responsibility to encrypt satellite com-
munications containing cardholder data
50 it remains secure.

Ifyour franchisor hasn’t already asked
youto beginimplementing PCI 3.0 changes,
they (or your bank) probably will soon.
Here are three themes I've seen while
reviewing additions to the newest PCI
standard.

1) Secure sensitive data
Security clearances aren’t only for high-
tech companies and weapons manufac-
turers. For example, restricting access
to the administrative portions of POS
systems or hotel management applica-
tions can lower the chance of malware
entering a system. PCI 3.0 digs deep
into employee restrictions to safeguard
access to customer data with a handful
of new requirements.

* Requirement 5.3 reminds us that
anti-virus protection shouldn’t be able to
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be altered without managerial approval.
Ifanyone can turn it off, they could leave
a business vulnerable to malware enter-
ing the system.

¢ Requirement 7.1.1 requires a role-
based access control system. This means
employee access to card data and systems
should be granted only on a need-to-
know basis.

® Requirement 9.3 is all about con-
trolling physical access to sensitive ar-
eas. If an employee’s job doesn’t require
them to have access, make sure they don’t
have access.

2) Review, revise, repeat

From my security experience, many breach-
es are caused in part by a lack of process
review. Errors can easily occur because of
ignorance, poor planning, lack of attention,
or timing and can lead to security decay.
The PCI Council definitely thought that
double-checking software, processes, and
devices was an important part of a secure
business environment.

* Requirement 9.9.2 ensures merchants
regularly examine POS devices to make
sure they haven’t been tampered with.
This is especially important in the case
of POS systems left out in the open and
unattended for a lengthy period, such as
gas station terminals.

* Requirement 10.6.2 states the im-
portance of reviewing logs of all system
components. Periodically reviewing logs
helps determine if suspicious activity is
occurring.

3) Document, document,
document

Documentation is a four-letter word to
most franchisees. Who wants to devote
precious resources to documentation?
Well, the upsides are significant. Docu-
mentation is the failsafe that keeps your
hands clean, keeps your company trans-
parent, and keeps your security efforts

organized. That’s probably why PCI ver-

sion 3.0 has so many new requirements
about documentation.

* Requirement 1.1.3 asks merchants
to create a cardholder data-flow diagram
to show how cardholder data enters and
flows through the network.

* Requirement 2.4 requires a document
that lists all “in-scope devices” and their
function (this means every POS system,
computer, mobile device, etc.).

* Requirement 9.9.1 is very similar to
2.4 and requires merchants to maintain
an up-to-date list of all devices including
physical location, serial numbers, and
make/model.

* Requirement 11.1.1 asks merchants
to maintain a complete list of authorized
wireless access points and justify why they
are needed in the business environment.

* Requirement 12.8.5 requests two
lists:1) the PCI requirements your third-
party service provider meets, and 2) a
list of PCI requirements your business
is required to meet. This requirement is
an attempt to avoid miscommunication
between third parties and merchants
on who is responsible for which PCI
requirements. In a franchisee’s case, it
would probably be beneficial to have
a similar list explaining the security
responsibilities of both you and your
franchisor.

Conclusion

Even though I didn’t go over every change
from PCI 2.0 to PCI 3.0, T hope you can
take what you’ve learned and begin to
apply it in your security processes today.
Start examining your physical devices for
tampering, begin your list of wireless ac-
cess points, and instigate company-wide

role-based employee access. I promise
you’ll be more secure. Not to mention,
close to compliance by the oncoming

deadline. T

Giles Witherspoon-Boyd,
PCIE is enterprise account
manager at SecurityMet-
rics and assists businesses
in defining their PCI DSS
scope. For more informa-
tion about SecurityMetrics, visit www.
SeCUTItymetrics.com.
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Come to Franchise Expo South
Returning to Houston in 2013

Get face-to-face access to thousands of the most qualified prospects
from around the U.S. eager to explore opportunities in franchising.

Februarya-7,2015
NRG Center | Houston, TX
FranchiseExpoSouth.com

Don’t delay, reserve your exhibit space now!
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Inveslmentlnsights BY CAROL M. SCHLEIF

It's a New World!

Technological convergence brings changes

hroughout modern history, peri-

ods of heightened innovation and

technological advance were fol-

lowed by a relatively radical step up
in the human condition as new industries,
processes, routines, and services became
commonplace. In the mid- to late-1800s,
the United States became truly united with
the completion of the transcontinental
railroad and interconnected waterways,
while subsequent advances in electricity,
plumbing, engineering, and medicine ac-
celerated the efficiencies of life and busi-
ness dramatically.

Recent advances in such things as ro-
botics, computer processing and storage,
sensors, materials science, and synthetic
biotechnology have brought us to the
verge of another new era, one with signifi-
cant long-term implications for investors.
While many of these technologies have
been around for decades, recent progress
has brought us to a critical point of con-
vergence, teeing up the global markets for
intense change. We expect this convergence
to vastly change and drive the world to a
new and higher plane.

The bulk of these developments are
beneficial to emerging economies, which
can use new technological advances to
leapfrog developed countries that have
aging installed infrastructure. If deployed
correctly, these technologies could benefit
people across the world, ransforming na-
tions and moving billions of people into
the global middle class.

While computers have been around
for decades, their applicability and ubig-
uity have been driven by steep declines in
price and size, and increased processing
power. Today’s $400 iPhone, for example,
contains the same processing power that
a $5 million supercomputer did in 1975.

Similarly, inexpensive access to data has
altered all sorts of daily interactions, jobs,
and job descriptions. Thirty years ago, we
used encyclopedias and libraries to find
information. Today, Google responds to 6
billion inquiries a day, and Wikipedia is a
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constantly improving, richer trove of free
information than even the most complete
encyclopedia set was a decade or two ago.
The era of Big Data is here and we have
only begun to exploit its implications. We
don’t just have chemists and biologists, we
now have a need for data scientists. We've
moved from servers to the cloud, where
good credit and a great idea can launch a
business in 2 matter of days.

One of the most important attributes of all
of these changes is that they are distributed
broadly and facilitate many applications for
social interactions. While many decry the
fact that in-person interactions are being
changed by technology, the flip side is the
increasing ability to connect with an ever-
broader pool of family, friends, co-workers,
and others. Government agencies such as
NASA regularly “distribute” challenges
and problems on the web for scientists
and casual problem-solvers alike to noodle
on. Social media, the Internet, and services
like FaceTime, Instagram, Pinterest, and
Facebook allow for the nearly instanta-
neous—and sometimes viral—transmission
of ideas. Take the recent “ALS Ice Bucket
Challenge” for example, which took Face-
book by storm, ensnared the current and
several former U.S. presidents, and quickly
raised tens of millions of dollars. Industry
after industry has been irrevocably changed
by converging technologies. Here are just
a few examples:

* Google’s driverless cars have logged
500,000 miles on traffic-congested Cali-
fornia highways with justa single accident.
Thataccident, incidentally, was caused by a
human overriding the car’s system.

* Sensors (basically, incredibly small,
light, cheap, and virtually disposable com-
puters) are on just about everything, and
the Internet of Things has arrived. Amazon,
Walmart, FedEx, etc. track and move goods
through their distribution facilities and de-
livery networks by barcoding and installing
sensors on everything. By some estimates,
9 billion “things” are already connected
to the Internet with the expectation that

1 trillion will be within the next 20 years.

* Sensors on bridges already tell us when
repairsare needed. Sensors in airplane parts
can radio repair teams on the ground to
have new parts ready when a plane lands.

* Vastly improved imaging techniques
and nanomaterials have put the U.S. on the
verge of being the world's largest exporter
of oil and gas. This vision of the future is
the exact opposite of the post-peak-oil
environment pundits had placed us in less
than a decade ago.

What's ahead for investors
These advances are exciting for consum-
ers, business owners, and investors alike.
Unfortunately, given the pace of change,
it is tough to predict with any specificity
precisely how they will all play out—par-
ticularly when it comes to investment
implications.

Many benefits are likely to accrue to
large, well-heeled and cash-rich old line
companies that can adapt and adopt quickly.
Similarly, investing in cash-rich technology
companies with active research arms and
numerous investments in new technologies
is probably a safer way to play transforma-
tive technologies than trying to “bet” on
a single IPO.

At the turn of the 1900s, if the U.S. had
focused on subsidizing dying buggy whip
and wagon wheel industries at the expense
of spending on electrification, enhanced
manufacturing, and plumbing, think how
vastly different subsequent decades may
have played out. Similarly today, the core
need for investors, employees, and citizens
in general is to stay watchful and nimble
as implications of convergence present
themselves in the years ahead.

My full perspective on “Convergence:
Transforming technologies in the carly
21st century” can be found on the insights
page of the abbotdowning.com website. Th

Carol M. Schleif, CFA, is
regional chief investment of-
ficer at Abbot Downing, a
Wells Fargo business that
provides products and ser-
vices through Wells Fargo
Bank, N.A. and its affiliates and subsidiaries.
She welcomes questions and comments at car-

ol.schleif@abbotdowning.cont.
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Franchise

Network

A Strategic Initiative of the International Franchise Association

Are You a FAN?

Franchise businesses need to come together and speak
with one, consistent, strong and collective voice on behalf
of our great industry. IFA has launched the Franchise
Action Network (FAN), to mobilize the franchise industry
to be that voice. By joining the FAN, we will unite all of our
voices within franchising with a strong message about the
positive impacts of the franchise business model in every
community across the country.

Make your voice heard and join in this fight by signing up
for the FAN today!

www.FranchiseActionNetwork.com

If you have any questions about this new initiative, please do not hesitate to contact IFA’s Senior Director, Political Affairs &
Grassroots Advocacy, Erica Farage at efarage@franchise.org or 202-662-0760.
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Exit Strategies

BY DEAN ZUCCARELLO

Keeping It Redl

6 factors to consider before selling

your real estate assets

istorically in franchising,

real estate was coveted as

a key strategic asset. Most

franchisees overwhelmingly
preferred to acquire the real estate as part
of any new development and/or acquisi-
tion they were contemplating. Over the
past 20 years we have observed an evolu-
tion in this franchise-real estate dynamic.
Many franchise owners with substantial
real estate holdings have been selling
properties, and fewer new units are be-
ing developed with fee-owned real estate.
Why the change?

1) Market valuation. As franchising
has entered into a state of maturity, many
franchisees have amassed large portfolios
of owned real property. Because many of
these portfolios have little to no debt on
them, a large untapped component of
value exists. Additionally, we have seen an
overall decline in interest rates over the
past decade. This translates into lower cap
rates on real estate, which in turn results
in higher values. Single-tenant proper-
ties are trading at 15- to 20-year peaks.
Not too long ago, double-digit cap rates
were the norm, but today we are seeing
mid-single digits. On a location with an-
nual market rent of $100,000, a decline in
cap rates from 8.0 to 7.0 translates into
an increase in value of approximately
$180,000. Multiply this by the number of
fee parcels owned, and it can be a com-
pelling argument.

2) Return implications. Most fran-
chisees (entrepreneurs, private equity, and
institutional) are generally seeking higher
returns from their franchise investments.
As the saying goes, “If you're not a seller
at that price, then you're a buyer.” Tying
up capital in single digit-return real es-
tate assets means you are willing to accept
a lower real estate return on the capital
invested in those assets. For many fran-
chisees, this does not achieve their return
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objectives. As a result, many franchisees
have opted out of their lower-return real
estate and put their capital to work in
higher-returning operating assets.

3) Diversification. Although real es-
tate is a different asset class from the fran-
chise itself, the success of both is linked.
Some dynamics affecting the franchise
don’t affect the real estate and vice versa.
However, in most cases the two are joined
at the hip. Selling fee-owned real estate
and redeploying it into another type of
investment provides overall portfolio di-
versification for the seller.

4) Financing implications. Histori-
cally, real estate financing was available
with much longer terms and amortizations.
The current climate has changed, with
lenders generally electing to reduce their
risk by shortening the lives of their loan
portfolios. The ability to secure longer-
term financing with lower debt service is
not as available as it has been in the past.

5) Tax implications. Depreciation
benefits from real estate also have been
reduced over time. Congress has sys-
tematically lengthened the effective life
of the benefits on depreciable real estate
assets, resulting in a loss in the present
value of those benefits, effectively making
real estate more expensive to purchase.
And franchisees with real estate they have
owned for longer periods have seen many
locations use up their allotted deprecia-
tion benefits.

From a capital gains perspective, sell-
ing has never been more attractive. While
capital gains taxes have risen marginally
since 2012, they continue to be at rela-
tively low levels, historically speaking.
There is no guarantee that rates will not
increase in the next few years given the
growing government deficit.

6) Sale of business. Finally, one fre-
quent situation we encounter is the seller’s
decision process of whether or not to sell

their owned real estate along with the sale
of their business.

From early in their development,
many franchisees, especially long-time
operators, adopted a strategy that one
day they would sell their business but
keep the real estate so they could enjoy
the rental income as an ongoing source
of cash flow and security. Their thinking
is: “I have a debi-free (or nearly debi-fiee)
asset, 1 am familiar with it, I don’t have to
pay capital gains taxes on the sale of the real
estate, and I will live off the cash flow.” Is it
truly that simple? No. Is this really the
right answer? Like most things, it de-
pends. Every situation is different. Here
are a few important factors to consider:

¢ Personal financial plan. First things
first: make sure you develop a post-sale
financial plan. Different sellers will be at
different stages of their lives, resulting
in different long- and short-term needs.
Investment risk profiles can be very dif-
ferent. The decision to sell or keep your
real estate should fit into this plan.

® Risk assessment. This is often over-
looked by sellers. Real estate has a different
risk profile in the hands of a new owner/
operator of the franchise business. Don’t
fail to recognize these risks and assume
that you are collecting a risk-free annuity.

o Portfolio diversification. For many
selling franchisees, the value of their real
estate represents a significant percentage
of their overall net worth. If so, be care-
ful not to fall into the trap of allocating
too much of your net worth to a single-
profile investment (one brand, concen-
trated geography, same asset class, single
lessee, etc.). Look at the value of the real
estate and ask yourself: “If somreone gave
me a check for this amount, would I commit
all of it to buy nothing other than this real
estate?” This analysis often provides an
interesting perspective. Always consider
alternative investment options. Just be-
cause current real estate holdings have
been a successful investment to date (as
the owner of the operating business), it
doesn’t mean keeping it is the right in-
vestment for the future.

* Performance of the brand. The value of
the underlying real estate is directly related
to the overall success of the brand and



the operator of the franchise. If the real estate
you own is in a struggling or down-trending
concept, or the strength of the buyer/lessee is
substandard, it will affect the long-term value
of the real estate.

o Underlying market dynanrics of the real es-
tate. Is it subject to a possible decline in market
value over time? Can the market move away
from your location? Does your location have
substantial long-term upside for alternative
tenants? Make sure to adequately consider the
quality of your real estate from the perspective
of alternative uses and don’t focus solely on the
income aspects from the proposed new tenant.

* Taxes. Don’t make the decision to keep
the real estate because you won't have to pay
taxes on the sale. Eventually you will be held
accountable for paying these taxes in some
way, shape, or form. If keeping the real estate
isnotideal, you might be better off paying the
tax man and redeploying your assets. Capital
gains taxes are at an all-time low, so selling
today might be more advantageous than in
the future. Also consider the possibility of a
tax-free exchange as an effective deferral strat-
egy that can also provide asset diversification.

® Buyer acceptance. Consider that by elect-
ing to keep the real estate, you accept the
future operations and asset condition of the
new buyer. Many sellers find out after the fact
that they have a very difficult time accepting
the way their stores are managed post-sale. If
you continue to own the real estate, it only
makes it more difficult to sit on the sidelines
and watch someone else run what used to be

your business.

o Purtial sale. Finally, keep in mind that
the decision to sell doesn’t have to be an “all
or nothing” decision. Consider the possibil-
ity of keeping a balanced portion and selling
the rest. T

Dean Zuccarello is CEO
and founder of The Cypress Group,
a privately owned investiment
bank and advisory services firm
Jocused exclusively on the multi-
unit and franchise business for
24 years. He has more than 30

years of financial and transactional experience in
mergers, acquisitions, divestitures, strategic plan-
ning, and financing in the restaurant industry.
Contact bim at 303-680-4141 or dzuccarello@
cypressgroup.biz.
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Finance &y seve terever

Here Comes 2015!

What do you still not know about your businesse

ow that we’re nearing the

end of 2014, it’s time to re-

focus on the business with

an eye toward planning for
2015. I'd like to suggest that you look a
little farther ahead and reflect on the is-
sues I've outlined below.

Over the years, I've encountered far too
many business owners who spend weeks
planning their vacation (if they take one
at all!) and virtually no time planning for
the business that makes those vacations
possible.

Watch cable news, scan a few TV com-
mercials, or flip through any newspaper
these days and it would seem there are
no mysteries any more. Let’s face it, we
know far too much about far too many
people’s habits, problems, and proclivities.
We have more factoids, tidbits, inklings,
stats, blogs, and so-called expert opinions
(legal and otherwise) than we can use in a
lifetime. That is, except when it comes to
the workings of our own business—most
often our single biggest investment, the
entity into which we’ve poured a lifetime
of effort. Yet at the core, it can be as mys-
terious as the bottom of the sea.

Here are some of the more interesting
“unsolved mysteries” we've encountered
from conversations with business owners:

“Why am I so confused over what my
profit was for the last 3 years and what my
actual inventory is at year-end?”

“Why does my balance sheet show
a negative net worth, and what can I do
about it?”

“Why does my new banker insist that
I pay off my credit line now?”

“When are Mom and Dad finally go-
ing to retire, and which of my siblings will
inherit the business? Is there a written buy-
sell plan in place somewhere?r”

“Why do I feel like my dad’s CPA
gives me the run-around when I try to
get answers?”
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Forcing the issue
We've found there’s a consistent process
in unearthing and resolving these myster-
ies. Here are a few of the major ones we've
found over the years:

* Catalyst events. Death, illness, and
infirmity bring transition issues to a head.
Lack of previous planning usually brings
unpleasant surprises.

* New banker in town. Credit lines

“I've encountered
far too many
business owners
who spend
weeks planning
their vacation
and virtually no
time planning
for the business
that makes
those vacations
possible.”

need to be paid off, timely and accurate fi-
nancials submitted, and questions answered.

* Joining an industry peer group.
Especially when you have to share your
financial data and, as they say in the biz,
“Get naked in front of your group.” You
start seeing your business, muffin tops and
all,and think about a plan to getitin shape.

* Declining markets/increased com-
petition. Nothing like that new chain
coming to town to get you on your toes!

* New outside advisor, CPA, or coach.
A good sign is when you hear them ask,

“That’s interesting, can you tell me why
you handle X that way?” way before you
start hearing any advice.

¢ Defining moment. It could come
from a great book, a peer who has success-
fully faced the same issue, or someone who
kept their head in the sand until it was too
late. If it doesn’t come from outside influ-
ences or events, sometimes it comes from
within. The simple question, “What am I
going to do today to make things different
tomorrow?” is where it all starts.

¢ Bring in an outside party if appro-
priate. We can’t tell you how many times
we’ve seen an apparent irresolvable family
business dispute resolved when a skilled
intermediary is brought in.

s Where do you go from here? You
can’tdoitalone. Gethelp. Join a peer group,
find someone who’ been there, done that,
and/or assemble a great team of advisors.

Conclusion
Be determined. Don’t take no for an an-
swer, but be patient. If your financial state-
ments are a mess, it will take some time and
patience to get them accurate. Keep the
faith thatit will happen, just not overnight.
Realize it’s usually the question you are
most afraid to ask that must be answered.
Take a minute now to write down the an-
swer to this question: Whatam I pretend-
ing not to know? I

Steve LeFever is the found-

er and chair of Business Re-
source Services (BRS), a
Seattle-based consulting firm
that provides financial man-
agement education, network
benchmarking, performance group facilitation,
and bookkeeping services for closely beld busi-
nesses under its Profit Mastery brand. Learn
more at Www.profitmastery.iet. or contact
bim at 800-488-3520 x14 or lefever@
brs-seattle.comt.
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Vital Statistics

FDDs need more useful, actionable detail

hen evaluating a brand,
experienced operators
have two big advantages
over first-time prospects.

First, they know what questions to ask.
Second, most of the time they know what
a good answer looks like.

The first advantage really isn’t all that
much of an advantage. Common sense
leads prospects to ask many of the most
relevant questions. In addition to how
much they will be asked to invest and how
much can be made from that investment,
some of the more frequently asked ques-
tions include: the franchisor’s financial
position, the experience of the franchisor’s
management team, the amount of training
and support, brand marketing efforts, and
the performance of units and franchisees.

The second advantage is usually con-
sidered the big one. Knowing what good
answers are to the questions above makes
all the difference in how a prospective fran-
chisee reaches a decision abouta brand. It
removes emotion from the equation and
puts objectivity in. The primary reason for
this advantage is that the franchise busi-
ness model lacks performance standards
to reasonably compare one brand with
another. Because of this, even experienced
operators have trouble assessing a brand
without investing a lot of time and effort.

Let’s look at some of these questions...
and the state of available information. The
amount needed to buy in is, of course,
available in an FDD with reasonably suf-
ficient detail to have a decent understand-
ing of the investment, fees, and required
payments. Disclosing how much can be
made seems to be a big problem for all
but a few brands. Experienced operators
need only a few key data points on a par-
ticular brand’s performance to formulate
a good idea of the returns that should be
achievable (depending on the industry).
A small but growing number of franchi-
sors have enough detail in their Item 19
to allow anyone to make that assessment.
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‘Why don’t more doi1t? I think brands with
really good performance increasingly will
do so. I'm surprised it hasn’t happened to
a greater degree already, as it would clearly
enhance a brand’s competitive position for
the best prospects.

The franchisor’ financial position is
clearly revealed in an FDD. One could
argue that the remainder of the topics
listed above also are documented in an

“Even experienced
operators have
trouble assessing
a brand without
investing a lot of
time and effort.”

FDD. Of course the experienced opera-
tor knows that having information and
having wuseful, actionable information are
two different things. Take management
experience for example. An FDD provides
some biographical information about the
management team. But how useful is it?
The same goes for training, support, and
marketing. An FDD contains a lot of in-
formation, but is it useful and actionable?
For the most part, itisn’t. The experienced
operator is able to discern and evaluate that
information in ways a first-time prospect
has no chance of doing. Yet even experi-
enced operators must address a key chal-
lenge: context. When is a management
team’s experience enough? What about
individuals within a management team?
If the CEO has 40 years of industry and
franchise experience but the rest of the
team is right out of college, is that okay?

Outcomes and causes

Finding answers to these questions is
becoming an imperative, and easier than
you might think. Let’s separate the pos-

sible key factors a prospect, experienced
or not, might consider and put them into
two groups. Call the first group “outcomes”
and the second group “causes.”

Let’s consider relevant outcomes in
franchising to include unit performance,
system stability, and franchisor results.
Obviously, sales are important in the
context of unit performance. In almost all
franchise sectors, unit returns are driven
by two or three other line items. In retail
food, for instance, rent, food, and labor
costs get a prospect most of the way to a
decent unit performance evaluation. And
finally, how quickly a unit gets to profit-
able performance is important. Franchi-
sors know and track these numbers, or at
least they should.

Atthe system level, continuity rates are
important—as is an understanding of the
discontinuity rates—with a simple distinc-
tion between real financial/operational
failure and units that have disappeared
for other reasons. Again, any good fran-
chisor should have these numbers. With
that information, system stability would
be pretty clear.

And last, a franchisor that manages its
operations well should be making profits
and building a stronger balance sheet. Of
all of the outcomes, this is the only one
that is easy to get out of an FDD.

If we had just that information, we
would have the foundation to consider all
the causes in a reasonable context. Causes
are often qualitative judgments, such as
franchise relations and management ex-
perience. But with the right outcomes as a
foundation, we should be able to establish
benchmarks for causes. For instance, if a
management team has developed a brand
with solid unit economics, strong system
stability, and good financial returns to
the brand owners, wouldn’t you conclude
that the management team has “enough”
experience? I'm pretty sure [ would. T4

Darrell Johnson is CEO of
FRANdata, an independent
research compaity supplying in-
formation and analysis for the
franchising sector since 1989.
He can be reached at 703-740-4700 or djobn-
son@fiandata.cont.
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