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PART I.

| TEM 1. BUSI NESS
Cener a

Founded in 1981 and incorporated in Colorado in 1982, Rocky Muntain Chocolate Factory, Inc. (the
Conpany, and sonetines referred to herein with th e pronouns we, us, or our) is an
international franchiser and confectionery manufacturer. The Conpany is headquartered in Durango
Col orado and nmanufactures an extensive |line of prem um chocol ate candies and other confectionery
products. As of March 31, 2007 there were 5 Conpany-owned and 316 franchised Rocky Muntain
Chocol ate Factory stores operating in 38 states, Canada, Guam and the United Arab Emirates.

On average, approximately 50% of the products sold at Rocky Muntain Chocol ate Factory stores are
prepared on the prem ses. The Conpany believes this in-store preparation creates a special store
anbi ance and the aroma and sight of products being nade attracts foot traffic and assures
custoners that products are fresh

The Conpany believes that its principal conpetitive strengths lie in its brand nane recognition
its reputation for the quality, variety and taste of its products; the special anbiance of its
stores; its know edge and experience in applying criteria for selection of new store |ocations
its expertise in the manufacture of chocol ate candy products and the nerchandising and narketing
of chocolate and other candy products; and the control and training infrastructures it has
impl emented to assure consistent customer service and execution of successful practices and
techni ques at its stores.

The Conpany believes its manufacturing expertise and reputation for quality has facilitated the
sal e of selected products through new distribution channels. The Conmpany is currently selling its
products in a select nunber of new distribution channels including wholesaling, fundraising,
corporate sales, mail order and internet sales.

The Conpany’s revenues are currently derived from three principal sources: (i) sales to
franchi sees and others of chocol ates and other confectionery products manufactured by the Conpany
(72-69-68%; (ii) sales at Conpany-owned stores of chocolates and other confectionery products
(including product nmanufactured by the Conpany) (8-11-11% and (iii) the collection of initia
franchise fees and royalties from franchisees (20-20-21%. The figures in parentheses show the
percentage of total revenues attributable to each source for fiscal years ended February 28,
2007, 2006 and 2005, respectively.

According to the National Confectioners Association, the total U S. candy market approxinated
$27.9 billion of retail sales in 2005 with chocolate generating sales of approximtely $15.7
billion. According to the Departnent of Conmerce, per capita consunption of chocolate in 2005 was
approxi mately 14 pounds per year nationally and increased 5% when conpared to 2004.

Busi ness Strat egy

The Conpany’s objective is to build on its position as a leading international franchiser and
manuf acturer of high quality chocolate and other confectionery products. The Conpany continually
seeks opportunities to profitably expand its business. To acconplish this objective, the Conpany
enpl oys a business strategy that includes the follow ng el enents:

Product Quality and Variety

The Conpany maintains the unsurpassed taste and quality of its chocolate candies by using only
the finest chocolate and other wholesome ingredients. The Conpany uses its own proprietary
recipes, primarily developed by the Conpanys master candy nakers. A typical Rocky Muntain
Chocol ate Factory store offers up to 100 of the Conpany’s chocol ate candi es throughout the year
and as many as 200, including many packaged candies, during the holiday seasons. |ndividual
stores also offer nunerous varieties of premum fudge and gournet cararel apples, as well as
ot her products prepared in the store from Conpany reci pes.

Store At nosphere and Anbi ance

The Conpany seeks to establish an enjoyable and inviting atnosphere in each Rocky Mountain
Chocol ate Factory store. Each store prepares nunerous products, including fudge, barks and
caranel apples, in the store. In-store preparation is designed both to be fun and entertaining
for custoners and to convey an inmage of freshness and hormenade quality. The Conpany’s design
staff has developed easily replicable designs and specifications to ensure that the Rocky
Mount ai n Chocol ate Factory concept is consistently inplemented throughout the system



In February 2000, the Conpany retained a nationally recognized design firmto eval uate and update
its existing store design. The objective of the store design project is threefold: (1) increase
average revenue per unit thereby opening untapped real estate environments; (2) further enphasize
the entertainment and freshness value of the Conpanys in-store confectionery factory; and (3)
i nprove operational efficiency through optimal store layout. The Conpany conpleted the store
redesign project and the testing of the new design in fiscal 2002. Through March 31, 2007, 159
stores incorporating the new design have been opened

Site Selection

Careful selection of a site is critical to the success of a Rocky Muntain Chocol ate Factory
store. Many factors are considered by the Conpany in identifying suitable sites, including tenant
mx, visibility, attractiveness, accessibility, level of foot traffic and occupancy costs. Fina
site selection occurs only after the Conpany’s senior managenent has approved the site. The
Conpany believes that the experience of its managenent teamin evaluating a potential site is one
of the Conpany’s conpetitive strengths.

Cust omer Service Comm t nent

The Conpany enphasi zes excel |l ence in customer service and seeks to enploy and to sell franchises
to nmotivated and energetic people. The Conpany also fosters enthusiasm for its custoner service
phi | osophy and the Rocky Muntain Chocolate Factory concept through its bi-annual franchisee
convention, regional neetings and other frequent contacts with its franchi sees.

I ncrease Same Store Retail Sales at Existing Locations

The Conpany seeks to increase profitability of its store system through increasing sales at
exi sting store locations. Changes in systemw de donestic sane store retail sales are as foll ows:

2003 (3. 4%
2004 (0. 6%
2005 4.8%
2006 2. 4%
2007 0. 3%

The Conpany believes that the negative trend in fiscal 2003 and through the third fiscal quarter
of 2004 was due to the overall weak econony and retail environment, especially in tourist areas
where many of the stores operate. The Conpany experienced positive sane store sales of 5.4% in
its fiscal fourth quarter of 2004 and believes the positive trend is due primarily to a recovery
in the United States econony through fiscal 2006

In February 2000, the Conpany retained a nationally recognized packaging design firm to
conpletely redesign the packaging featured in the Conpanys retail stores. The Conpany has
designed a contenporary and coordinated |ine of packaged products that capture and convey the
freshness, fun and excitenent of the Rocky Muntain Chocolate Factory retail store experience
The Conpany conpl eted the packagi ng redesi gn project during 2002. The Conpany al so believes that
t he successful |aunch of new packagi ng has had a positive inpact on sane store sal es.

I ncrease Same Store Pounds Purchased by Existing Locations

In fiscal 2007, same store pounds purchased by franchi sees decreased 2.6% conpared to the prior
fiscal year. The Conpany continues to add new products and focus its existing product lines in an
effort to increase sanme store pounds purchased by existing | ocations.

Enhanced Operating Efficiencies

The Conpany seeks to inprove its profitability by controlling costs and increasing the efficiency
of its operations. Efforts in the |ast several years include the purchase of additional autonated
factory equi pnent, inplenentation of a conprehensive MRP || forecasting, planning, scheduling and
reporting system inplenentation of alternative manufacturing strategies and installation of
enhanced Point-of-Sale (PCS) systens in all of its Conpany-owned and 162 of its franchi sed stores
through March 31, 2007. These neasures have significantly inproved the Conpany’s ability to
deliver its products to its stores safely, quickly and cost-effectively and inpact store
operations. Additionally, the divestiture of substantially all of the Conpany-owned stores in
fiscal 2002 has reduced the Companys exposure to r eal estate risk, inproved the Conpanys
operating margins and all owed the Conpany to increase its focus on franchising.



Expansi on Strat egy
Key el enents of the Conpany’s expansion strategy include:
Unit Gowth

The cornerstone of the Conpanys growh strategy is to aggressively pursue unit growth
opportunities in |locations where the Conpany has traditionally been successful, to pursue new and
devel opi ng real estate environnents for franchi sees which appear prom sing based on early sales
results, and to inprove and expand the retail store concept, such that previously untapped and
unf easi bl e environnments (such as nost regional centers) generate sufficient revenue to support a
successful Rocky Muntain Chocol ate Factory | ocation.

H gh Traffic Environnents

The Conpany currently establishes franchised stores in the following environments: outlet
centers, tourist environnents, regional centers, street fronts, airports and other entertainment
oriented environments. The Conpany, over the |ast several years, has had a particular focus on
regional center locations. The Conmpany is optimstic that its exciting new store design wll
allow it to continue targeting the over 1,400 regional centers in the United States. The Conpany
has established a business relationship with nost of the major developers in the United States
and believes that these relationships provide it with the opportunity to take advantage of
attractive sites in new and existing real estate environnents.

Nanme Recognition and New Market Penetration

The Conpany believes the visibility of its stores and the high foot traffic at npbst of its
| ocations has generated strong nane recognition of Rocky Muntain Chocol ate Factory and dermand
for its franchises. The Rocky Muntain Chocolate Factory system has historically been
concentrated in the western and Rocky Mountain region of the United States, but recent growth has
generated a gradual easterly monentum as new stores have been opened in the eastern half of the
country. This growh has further increased the Conpany’s nanme recognition and dermand for its
franchi ses. Distribution of Rocky Muntain Chocolate Factory products through new channels al so
i ncreases nane recognition and brand awareness in areas of the country in which the Conpany has
not previously had a significant presence. The Conpany believes that by distributing selected
Rocky Muntain Chocol ate Factory products through new distribution channels its name recognition
will improve and benefit its entire store system

St ore Concept

The Conpany seeks to establish a fun and inviting atnosphere in its Rocky Muntain Chocol ate
Factory store locations. Unlike nost other confectionery stores, each Rocky Muntain Chocol ate
Factory store prepares certain products, including fudge and caramel apples, in the store.
Custoners can observe store personnel making fudge from start to finish, including the mxing of
ingredients in old-fashioned copper kettles and the cooling of the fudge on |arge granite or
marbl e tables, and are often invited to sanple the store’s products. The Conpany believes that an
average of approximately 50% of the revenues of franchised stores are generated by sales of
products prepared on the prem ses. The Conpany believes the in-store preparation and aroma of its
products enhance the anbiance at Rocky Muntain Chocolate Factory stores, are fun and
entertaining for its custoners and convey an i mage of freshness and hormenade quality.

Rocky Mountain Chocol ate Factory stores opened prior to fiscal 2002 have a distinctive country
Victorian decor, which further enhances their friendly and enjoyable atnosphere. Each store
includes finely crafted wood cabinetry, copper and brass accents, etched nmirrors and |large marble
tables on which fudge and other products are made. To ensure that all stores conform to the
Rocky Muntain Chocol ate Factory image, the Conpany’ s design staff provides working draw ngs and
specifications and approves the construction plans for each new store. The Conpany al so controls
the signage and building naterials that nay be used in the stores.

In fiscal 2002, the Conpany |aunched its revised store design concept intended specifically for
high foot traffic regional shopping centers. The revised store design concept is nodern wth
crisp and clean site lines and an even stronger enphasis on the Conpanys uni que upscal e kitchen.

Based on results, the Conmpany is requiring that all new Rocky Muntain Chocol ate Factory stores
i ncorporate the revised store design concept.

The average store size is approximately 1,000 square feet, approxinmately 650 square feet of which
is selling space. Most stores are open seven days a week. Typical hours are 10 am to 9 p.m,
Monday through Saturday, and 12 noon to 6 p.m on Sundays. Store hours in tourist areas nay vary
dependi ng upon the tourist season.



Ki osk Concept

In fiscal 2002, the Conpany opened its first full service retail kiosk concept. The kiosk is a
vehicle for retail environments where in-line real estate is unavailable or build-out costs
and/or rent factors do not neet the Conpanys financial criteria. The kiosk, which ranges from
150 to 250 square feet, incorporates the Conpanys trademark cooking area where caranel apples,
fudge and other popular confections are prepared in front of custoners using traditional cooking
utensils. The kiosk also includes the Conpanys cor e product and gifting lines in order to
provide the customer with a full Rocky Muntain Chocol ate Factory experience.

The Conpany believes the kiosk concept enhances its franchise opportunity by providing nore
flexibility in support of existing franchisees expansion prograns and allows new franchisees
that otherwise would not qualify for an in-line location an opportunity to join the Rocky
Mount ai n Chocol ate Factory system As of March 31, 2007 there were 24 ki osks in operation.

Products and Packagi ng

The Conpany typically produces approximately 300 chocolate candies and other confectionery
products, wusing proprietary recipes developed primarily by the Company’s naster candy nakers.
These products include many varieties of clusters, caranels, creans, mnts and truffles. The
Conpany continues to engage in a major effort to expand its product |ine by devel opi ng additi onal
exciting and attractive new products. During the Christmas, Easter and Valentine's Day holiday
seasons, the Conpany nmay nake as many as 100 additional items, including many candies offered in
packages specially designed for the holidays. A typical Rocky Muntain Chocolate Factory store
offers up to 100 of these candi es throughout the year and up to an additional 100 during holiday
seasons. |ndividual stores also offer more than 15 prem um fudges and other products prepared in
the store. The Conpany believes that, on average, approximately 40% of the revenues of Rocky
Mountain Chocol ate Factory stores are generated by products nmanufactured at the Conpany’s
factory, 50% by products made in the store using Conpany recipes and ingredients purchased from
the Conpany or approved suppliers and the remaining 10% by products, such as ice cream coffee
and ot her sundries, purchased from approved suppliers.

The Conpany uses only the finest chocolates, nut meats and other whol esone ingredients in its
candies and continually strives to offer new confectionery itens in order to nmmintain the
excitenment and appeal of its products. The Conpany devel ops special packaging for the Christnas,
Valentine’s Day and Easter holidays, and custonmers can have their purchases packaged in
decorative boxes and fancy tins throughout the year.

Chocol ate candies manufactured by the Conpany are sold at prices ranging from $14.90 to $24.00
per pound, with an average price of $18.30 per pound. Franchisees set their own retail prices,
t hough the Conpany does recommend prices for all of its products.

Operati ng Envi ronnent

The GConmpany currently establishes Rocky Muntain Chocolate Factory stores in five prinmary
environnments: regional centers, tourist areas, outlet centers, street fronts, airports and other
entertai nment oriented shopping centers. Each of these environments has a nunber of attractive
features, including high levels of foot traffic.

Qutlet Centers

There are approxi mately 110 factory outlet centers in the United States, and as of February 28,
2007, there were Rocky Muntain Chocolate Factory stores in approximately 65 of these centers in
over 25 states. The Conpany has established business relationships with nost of the nmajor outlet
center developers in the United States. Although not all factory outlet centers provide desirable
locations for the Conpanys stores, nanagenent beli eves the Conpany’s relationships with these
devel opers will provide it with the opportunity to take advantage of attractive sites in new and
existing outlet centers.

Tourist Areas, Street Fronts and Gther Entertainnent Oiented Shopping Centers

As of February 28, 2007, there were approxi mately 45 Rocky Muntain Chocolate Factory stores in
locations considered to be tourist areas, including Fisherman's Warf in San Francisco,
California and the Riverwalk in San Antonio, Texas. Tourist areas are very attractive |ocations
because they offer high levels of foot traffic and favorable custoner spending characteristics,
and greatly increase the Conpany’s visibility and name recognition. The Conpany believes
significant opportunities exist to expand into additional tourist areas with high levels of foot
traffic.



Regi onal Centers

There are approximately 1,400 regional centers in the United States, and as of February 28, 2007,
there were Rocky Muntain Chocolate Factory stores in approximately 100 of these centers,
including locations in the Mall of America in Bloonington, Mnnesota; and Fort Collins, Colorado.
Al though often providing favorable levels of foot traffic, regional centers typically involve
nore expensive rent structures and conpeting food and beverage concepts. The Conpany s new store
concept is designed to unlock the potential of the regional center environnent.

The Conpany believes there are a nunber of other environments that have the characteristics
necessary for the successful operation of Rocky Muntain Chocolate Factory stores such as
airports and sports arenas. N ne franchised Rocky Muntain Chocolate Factory stores exist at
airport locations: two at Denver International Airport, one at Charlotte International Airport,
one at Mnneapolis International Airport, one at Phoenix Sky Harbor Airport, one at Salt Lake
Cty International Airport, and three in Canada; one at Ednonton International Airport, one at
Toronto Pearson International Airport and one at Vancouver International Airport.

Franchi si ng Program
CGener al

The Conpany’s franchising philosophy is one of service and conmmtnent to its franchise system
and the Conpany continuously seeks to inprove its franchise support services. The Conpany’s
concept has consistently been rated as an outstandi ng franchise opportunity by publications and
organi zations rating such opportunities. In February 2007, Rocky Muntain Chocol ate Factory was
rated the nunber one franchise opportunity in the candy category by Entrepreneur Magazine. As of
March 31, 2007, there were 316 franchised stores in the Rocky Muntain Chocol ate Factory system
See the audited financial statements and the related notes thereto included elsewhere in the
report for a discussion of the revenues, profits or |losses and total assets related to the
franchi si ng segrment of the Conpanys busi ness.

Franchi see Sourcing and Sel ection

The majority of new franchises are awarded to persons referred by existing franchisees, to
interested consuners who have visited Rocky Muntain Chocolate Factory stores and to existing
franchi sees. The Conpany al so advertises for new franchisees in national and regi onal newspapers
as suitable potential store locations cone to the Conpany’s attention. Franchi sees are approved
by the Conpany on the basis of the applicant’s net worth and liquidity, together wth an
assessnent of work ethic and personality conpatibility with the Conpany’s operating phil osophy.

In fiscal 1992, the Conpany entered into a franchise devel opnent agreenent covering Canada wth
| mmacul ate Confections, Ltd. of Vancouver, British Colunbia. Pursuant to this agreenent,
| mmacul ate Confections purchased the exclusive right to franchise and operate Rocky Mountain
Chocol ate Factory stores in Canada. |mmacul ate Confections, as of March 31, 2007, operated 35
stores under the agreenent.

In fiscal 2000, the Conpany entered into a franchise devel opnent agreenent covering the Qulf
Cooperation Council States of United Arab Emrates, Qatar, Bahrain, Saudi Arabia, Kuwait and Oman
with Al Mihairy Goup of United Arab Emirates. Pursuant to this agreement, A Mihairy Goup
purchased the exclusive right to franchi se and operate Rocky Muntain Chocol ate Factory stores in
the Qulf Cooperation Council States. A Mihairy Goup, as of Mirch 31, 2007, operated 3 stores
under this agreenent.

Trai ni ng and Support

Each domestic franchisee owner/operator and each store nanager for a donestic franchisee is
required to conplete a 7-day conprehensive training programin store operations and managemnent.
The Conpany has established a training center at its Durango headquarters in the formof a full-
sized replica of a properly configured and merchandi sed Rocky Muntain Chocol ate Factory store.
Topics covered in the training course include the Conpany' s philosophy of store operation and
managenent, customer service, nerchandising, pricing, cooking, inventory and cost control,
qual ity standards, record keeping, |abor scheduling and personnel nanagenent. Training is based
on standard operating policies and procedures contained in an operations manual provided to all
franchi sees, which the franchisee is required to follow by terns of the franchise agreenent.
Additionally, and inportantly, trainees are provided with a conplete orientation to Conpany
operations by working in key factory operational areas and by neeting with menbers of the senior
managenent of the Conpany.



The Conpany’s operating objectives include providing Conpany know edge and expertise in
ner chandi si ng, marketing and custoner service to all front-line store |evel enployees to naximze
their skills and ensure that they are fully versed in the Conpany’s proven techni ques.

The Conpany provi des ongoi ng support to franchisees through its field consultants, who maintain
regular and frequent comunication with the stores by phone and by site visits. The field
consultants also review and discuss with the franchisee store operating results and provide
advice and guidance in inproving store profitability and in developing and executing store
mar keting and nerchandi sing programs. The Conpany has devel oped a handbook containing a "pre-
packaged" |ocal store narketing plan, which allows franchisees to inplenent cost-effective
pronotional prograns that have proven successful in other Rocky Muntain Chocolate Factory
st ores.

Quality Standards and Control

The franchi se agreenent for Rocky Mountain Chocol ate Factory franchi sees requires conpliance with
the Conpany’s procedures of operation and food quality specifications and permts audits and
i nspections by the Conpany.

Operating standards for Rocky Muntain Chocolate Factory stores are set forth in operating
manual s. These manual s cover general operations, factory ordering, merchandising, advertising and
accounting procedures. Through their regular visits to franchised stores, Conpany field
consultants audit performance and adherence to Conpany standards. The Conpany has the right to
termnate any franchise agreement for non-conpliance with the Conpany’s operating standards.
Products sold at the stores and ingredients used in the preparation of products approved for on-
site preparation nust be purchased fromthe Conmpany or from approved suppliers.

The Franchi se Agreenent: Terns and Conditions

The donestic offer and sale of Rocky Muntain Chocolate Factory franchises is made pursuant to
the Uniform Franchise Ofering CGrcular prepared in accordance with federal and state |aws and
regul ations. States that regulate the sale and operation of franchises require a franchiser to
register or file certain notices with the state authorities prior to offering and selling
franchi ses in those states.

Under the current form of domestic Rocky Muntain Chocolate Factory franchise agreenent,
franchi sees pay the Conpany (i) an initial franchise fee for each store, (ii) royalties based on
nonthly gross sales, and (iii) a narketing fee based on nonthly gross sales. Franchisees are
generally granted exclusive territory with respect to the operation of Rocky Muntain Chocol ate
Factory stores only in the imediate vicinity of their stores. Chocolate products not nmade on the
prem ses by franchi sees must be purchased from the Conpany or approved suppliers. The franchise
agreenents require franchisees to conply with the Conpany’s procedures of operation and food
quality specifications, to permt inspections and audits by the Conpany and to renodel stores to
conform with standards in effect. The Conpany nay termnate the franchise agreenent upon the
failure of the franchisee to conply with the conditions of the agreenent and upon the occurrence
of certain events, such as insolvency or bankruptcy of the franchisee or the conmm ssion by the
franchi see of any unlawful or deceptive practice, which in the judgment of the Conpany is likely
to adversely affect the Rocky Muntain Chocolate Factory system The Conpany’'s ability to
termnate franchise agreenents pursuant to such provisions is subject to applicable bankruptcy
and state |l aws and regul ati ons. See "Busi ness - Regul ation."

The agreenents prohibit the transfer or assignment of any interest in a franchise without the
prior witten consent of the Conpany. The agreenents also give the Conpany a right of first
refusal to purchase any interest in a franchise if a proposed transfer would result in a change
of control of that franchise. The refusal right, if exercised, would allow the Conmpany to
purchase the interest proposed to be transferred under the sane terns and conditions and for the
sane price as offered by the proposed transferee.

The term of each Rocky Muntain Chocolate Factory franchise agreement is ten years, and
franchi sees have the right to renew for one additional ten-year term

Franchi se Fi nanci ng

The Conpany does not provide prospective franchisees with financing for their stores, but has
devel oped relationships with several sources of franchisee financing to whom it wll refer
franchi sees. Typically, franchisees have obtained their own sources of such financing and have
not required the Conpany’ s assi stance.



Conpany Store Program

As of March 31 2007, there were 5 Conpany-owned Rocky Muntain Chocol ate Factory stores. Conpany-
owned stores provide a training ground for Conpany-owned store personnel and district managers
and a control |l able testing ground for new products and pronotions, operating and training nethods
and nerchandi si ng techni ques, which may then be incorporated into the franchi se store operations.

Managers of Conpany-owned stores are required to conply with all Conpany operating standards and
undergo training and receive support from the Conpany simlar to the training and support
provided to franchi sees. See "Franchi sing Program Trai ning and Support" and "Franchi sing Program
Quality Standards and Control ."

Manuf act uri ng Operati ons
CGener al

The Company nmanufactures its chocolate candies at its factory in Durango, Colorado. Al products
are produced consistent with the Conpany’ s philosophy of using only the finest, highest quality
ingredients with no artificial preservatives to achieve its nmarketing nmotto of "the Peak of
Perfection in Handnade Chocol at esfi. "

It has always been the belief of nanagerment that the Conpany should control the manufacturing of
its own chocolate products. By controlling nmanufacturing, the Conmpany can better nmaintain its
high product quality standards, offer wunique, proprietary products, nmanage costs, control
production and shipnent schedules and potentially pursue new or under-utilized distribution
channels. See the audited financial statements and the related notes thereto included el sewhere
in this report for a discussion of the revenues, profits or losses and total assets related to
t he manufacturing segnent of the Conpany s business .

Manuf act uri ng Processes

The manufacturing process primarily involves cooking or preparing candy centers, including nuts,
caranel, peanut butter, creans and jellies, and then coating them with chocolate or other
toppings. Al of these processes are conducted in carefully controlled tenperature ranges, and
the Conpany enploys strict quality control procedures at every stage of the manufacturing
process. The Conpany uses a conbination of manual and automated processes at its factory.
Al though the Conpany believes that it is currently preferable to perform certain nmanufacturing
processes, such as dipping of some |arge pieces, by hand, autonmation increases the speed and
efficiency of the manufacturing process. The Conpany has fromtine to tine automated processes
fornerly performed by hand where it has beconme cost-effective for the Conpany to do so without
conmprom si ng product quality or appearance.

The Conpany seeks to ensure the freshness of products sold in Rocky Muntain Chocol ate Factory
stores with frequent shipnents. Mst Rocky Muntain Chocolate Factory stores do not have
significant space for the storage of inventory, and the Conmpany encourages franchisees and store
nmanagers to order only the quantities that they can reasonably expect to sell wthin
approximately two to four weeks. For these reasons, the Conpany generally does not have a
signi ficant backl og of orders.

I ngredients

The principal ingredients used by the Conmpany are chocolate, nuts, sugar, corn syrup, cream and
butter. The factory receives shipnments of ingredients daily. To ensure the consistency of its
products, the Conpany buys ingredients froma limted nunber of reliable suppliers. In order to
assure a continuous supply of chocolate and certain nuts, the Conpany frequently enters into
purchase contracts of between six to eighteen nonths for these products. Because prices for these
products may fluctuate, the Conpany nay benefit if prices rise during the terms of these
contracts, but it may be required to pay above-nmarket prices if prices fall. The Conpany has one
or nore alternative sources for all essential ingredients and therefore believes that the |oss of
any supplier would not have a material adverse effect on the Conpany and its results of
operations. The Conpany currently also purchases small anmounts of finished candy from third
parties on a private | abel basis for sale in Rocky Muntain Chocol ate Factory stores.

Trucki ng Qperations

The Conpany operates eight trucks and ships a substantial portion of its products from the
factory on its own fleet. The Conpany’s trucking operations enable it to deliver its products to
the stores quickly and cost-effectively. In addition, the Conpany back-hauls its own ingredients
and supplies, as well as product fromthird parties, on return trips as a basis for increasing
trucki ng program economi cs.
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Mar ket i ng

The Conpany relies primarily on in-store pronoti on and point-of-purchase materials to pronote the
sale of its products. The nonthly marketing fees collected from franchisees are used by the
Conmpany to devel op new packaging and in-store pronotion and point-of-purchase materials, and to
create and update the Conpany’s |ocal store marketing handbooks.

The Conpany focuses on local store marketing efforts by providing custonizable marketing
material s, including adverti senents, coupons, flyers and mail order catal ogs generated by its in-
house Creative Services departnent. The departnment works directly with franchi sees to inplenent
| ocal store marketing prograns.

The Conpany aggressively seeks |low <cost, high return publicity opportunities through
participation in local and regional events, sponsorships and charitable causes. The Conpany has
not historically and does not intend to engage in national advertising in the near future

Conpetition

The retailing of confectionery products is highly conpetitive. The Conpany and its franchisees
conpete w th nunerous businesses that offer confectionery products. Mny of these conpetitors
have greater nane recognition and financial, nmarketing and other resources than the Conpany. In
addition, there is intense conpetition anong retailers for real estate sites, store personnel and
qual i fied franchisees. Conpetitive nmarket conditions could adversely affect the Conpany and its
results of operations and its ability to expand successfully.

The Conpany believes that its principal conpetitive strengths lie in its nane recognition and its
reputation for the quality, value, variety and taste of its products and the special anbiance of
its stores; its know edge and experience in applying criteria for selection of new store
locations; its expertise in nerchandising and marketing of chocolate and other candy products

and the control and training infrastructures it has inplenented to assure execution of successfu

practices and techniques at its store locations. In addition, by controlling the manufacturing of
its own chocolate products, the Conpany can better maintain its high product quality standards
for those products, offer proprietary products, manage costs, control production and shipnent
schedul es and pursue new or under-utilized distribution channels.

Trade Nane and Tradenar ks

The trade nanme "Rocky Muntain Chocolate Factory//," the phrases, "The Peak of Perfection in

Handrmade Chocol ates/7', "Anerica s Chocolatier//, The Wrlds Chocol ati er as well as all other
trademarks, service marks, synbols, slogans, enblens, |ogos and designs used in the Rocky
Mount ai n Chocol ate Factory system are proprietary rights of the Conmpany. Al of the foregoing
are believed to be of naterial inportance to the Company’s business. The registration for the
trademark Rocky Muntain Chocol ate Factory has be en granted in the United States and Canada
Applications have been filed to register the Rocky Muntain Chocolate Factory trademark and/or
obtained in certain foreign countries.

The Conpany has not attenpted to obtain patent protection for the proprietary reci pes devel oped
by the GConpany’s master candy-maker and is relying wupon its ability to maintain the
confidentiality of those recipes.

Enpl oyees

At February 28, 2007, the Conpany enployed approximately 200 people. Mst enployees, with the
exception of store, factory and corporate managenment, are paid on an hourly basis. The Conpany
also enploys sone people on a tenporary basis during peak periods of store and factory
operations. The Conpany seeks to assure that participatory nanagenent processes, nutual respect
and professionalism and high performance expectations for the enployee exist throughout the
or gani zati on

The Conpany believes that it provides working conditions, wages and benefits that conpare

favorably with those of its conpetitors. The Conpany’s enpl oyees are not covered by a collective
bar gai ni ng agreement. The Conpany considers its enployee relations to be good
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Executive O ficers

The executive officers of the Conpany and their ages at April 28, 2007 are as follows:

Name Age Posi tion
Franklin E. Crail............. 65 Chairman of the Board, President and Director
Bryan J. Merryman............. 46 Chief Operating Oficer, Chief Financial
O ficer, Treasurer and Director
Gegory L. Pope............... 40 Sr. Vice President Franchi se Devel opnent
and Qperations
Edward L. Dudley.............. 43 Sr. Vice President - Sales and Marketing
WlliamK Jobson............. 51 Chief Information Oficer
Jay B. Haws................... 57 Vice President - Creative Services
Virginia M Perez............. 69 Corporate Secretary

M. Crail co-founded the first Rocky Muntain Chocolate Factory store in My 1981. Since the
i ncorporation of the Conpany in Novenber 1982, he has served as its President and a Director. He
was el ected Chairman of the Board in March 1986. Prior to founding the Company, M. Crail was co-
founder and president of CNI Data Processing, Inc., a software firm which devel oped autonated
billing systens for the cable tel evision industry.

M. Merryman joined the Conmpany in Decenber 1997 as Vice President - Finance and Chief Financi al
Oficer. Since April 1999 M. Merryman has al so served the Conpany as the Chief QOperating Oficer
and as a Director, and since January 2000 as its Treasurer. Prior to joining the Conmpany, M.
Merryman was a principal in Knightsbridge Holdings, Inc. (a |everaged buyout firm from January
1997 to Decenber 1997. M. Merryman al so served as Chief Financial Oficer of Super Shops, Inc.,
a retailer and manufacturer of aftermarket auto parts from July 1996 to Novenber 1997 and was
enployed for nore than eleven years by Deloitte and Touche LLP, nost recently as a senior
nmanager .

M. Pope becane Sr. Vice President of Franchise Devel opnment and Operations in My 2004. Since
joining the Conmpany in COctober 1990, he has served in various positions including store nanager,
new store opener and franchise field consultant. In March 1996 he becanme Director of Franchise
Devel opnent and Support. In June 2001 he becane Vice President of Franchise Devel opnent, a
position he held until he was pronoted to his present position.

M. Dudley joined the Conpany in January 1997 to spearhead the Conpanys newly forned Product
Sal es Devel opnent function as Vice President - Sales and Marketing, with the goal of increasing
the Conpanys factory and retail sales. He was promoted to Senior Vice President in June 2001.
During his 10 year career with Baxter Healthcare Corporation, M. Dudley served in a nunber of
senior marketing and sales managenent capacities, including nost recently that of D rector,
Distribution Services from March 1996 to January 1997.

M. Jobson joined the Conpany in July 1998 as Director of Information Technol ogy. In June 2001,
he was pronoted to Chief Information Oficer, a position created to enhance the Conpanys
strategic focus on information and information technology. From July 1995 to July 1998, M.
Jobson worked for ADAC Laboratories in Durango, Colorado, a |eading provider of diagnhostic
imaging and information systens solutions in the healthcare industry, as Manager of Technical
Servi ces and before that, Regional Mnager.

M. Haws joined the Conpany in August 1991 as Vice President of Creative Services. Since 1981,
M. Haws had been closely associated with the Conpany both as a franchi see and narketi ng/ graphic
design consultant. From 1986 to 1991 he operated two Rocky Muntain Chocol ate Factory franchises
located in San Francisco, California. From 1983 to 1989 he served as Vice President of Marketing
for Inmage Goup, Inc., a marketing comunications firm based in Northern California.
Concurrently, M. Haws was co-owner of two other Rocky Muntain Chocolate Factory franchises
located in Sacramento, and WAlnut Creek California. From 1973 to 1983 he was principal of Jay
Haws and Associ ates, an advertising and graphi c design agency.

Ms. Perez joined the Conpany in June 1996 and has served as the Conmpanys corporate secretary
since February, 1997. From 1992 until joining the Conpany, she was enployed by Huettig & Schromm
Inc., a property managenent and developnent firmin Palo Alto, California as executive assistant
to the president and owner. Huettig & Schronm devel oped, owned and managed over 1,000,000 square
feet of office space in business parks and office buildings on the San Francisco peninsula. M.
Perez is a paralegal and has held various adnministrative positions during her career including
executive assistant to the Chai rman and owner of Sunset Magazi ne & Books, Inc.
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Seasonal Factors

The Conpanys sales and earnings are seasonal, with significantly higher sales and earnings
occurring during the Christmas holiday and summer vacation seasons than at other tines of the
year, which causes fluctuations in the Conpanys quarterly results of operations. In addition,
quarterly results have been, and in the future are likely to be, affected by the timng of new
store openings and the sale of franchises. Because of the seasonality of the Conpanys business
and the inpact of new store openings and sales of franchises, results for any quarter are not
necessarily indicative of the results that may be achieved in other quarters or for a full fiscal
year .

Regul ati on

Each of the Conpany-owned and franchised stores is subject to licensing and regulation by the
health, sanitation, safety, building and fire agencies in the state or nunicipality where
located. Difficulties or failures in obtaining the required |icensing or approvals could delay or
prevent the opening of new stores. New stores nust also conply with landlord and devel oper
criteria.

Many states have laws regulating franchise operations, including registration and disclosure
requirenents in the offer and sale of franchises. The Conpany is also subject to the Federal
Trade Commission regulations relating to disclosure requirenents in the sale of franchises and
ongoi ng di scl osure obligations.

Additionally, certain states have enacted and others may enact |aws and regul ati ons governing the
termnation or non-renewal of franchises and other aspects of the franchise relationship that are
intended to protect franchisees. Athough these laws and regulations, and related court
decisions, nmay linmt the Conpany’s ability to termnate franchises and alter franchise
agreenents, the Conpany does not believe that such |aws or decisions will have a naterial adverse
effect on its franchise operations. However, the laws applicable to franchise operations and
relationships continue to develop, and the Company is unable to predict the effect on its
i ntended operations of additional requirenents or restrictions that may be enacted or of court
deci sions that may be adverse to franchisers.

Federal and state environmental regulations have not had a nmaterial inpact on the Conpany’s
operations but nore stringent and varied requirenents of |ocal governnmental bodies with respect
to zoning, land use and environnental factors could delay constructi on of new stores.

Conpani es engaged in the manufacturing, packaging and distribution of food products are subject
to extensive regulation by various governmental agencies. A finding of a failure to conply with
one or nore regulations could result in the inposition of sanctions, including the closing of all
or a portion of the Conpany's facilities for an indeternminate period of time. The Conpanys
product labeling is subject to and conplies with the Nutrition Labeling and Education Act of 1990
and the Food All ergen Labeling and Consumer Protection Act of 2004.

The Conpany provides a linmted anmount of trucking services to third parties, to fill available
space on the Conpany’'s trucks. The Conpany’s trucking operations are subject to various federal
and state regulations, including regulations of the Federal H ghway Adm nistration and other

federal and state agencies applicable to notor carriers, safety requirenments of the Departnment of
Transportation relating to interstate transportation and federal, state and Canadi an provincial
regul ati ons governing matters such as vehicle wei ght and di nensi ons.

The Conpany believes it is operating in substantial conpliance with all applicable laws and
regul ati ons.

The Internet address of the Conpanys website is ww. rncf.com

The Conpany nakes available free of charge, through the Conpanys Internet website, our annual
report on Form 10-K, quarterly reports on Form 10-Q current reports on Form 8-K, and anendnents
to those reports filed or furnished pursuant to Section 13(a) or 15 (d) of the Exchange act, as
soon as reasonably practicable after we file such material with, or furnish it to, the Securities
and Exchange Conmi ssion (the SEC).
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[tem 1A. Ri sk Factors
I ngredi ents Subject to the Price Fluctuations

Several of the principal ingredients used in our products, including chocolate and nuts, are
subject to significant price fluctuations. Although cocoa beans, the primary raw material used
in the production of chocolate, are grown conmmercially in Africa, Brazil and several other
countries around the world, cocoa beans are traded in the commodities nmarket, and their supply
and price are therefore subject to volatility. W believe our principal chocolate supplier
purchases nost of its beans at negotiated prices from African growers, often at a premiumto
comodity prices. Although the price of chocolate has been relatively stable in recent years,
the supply and price of cocoa beans, and in turn of chocolate, are affected by many factors,
i ncludi ng nonetary fluctuations and econom c, political and weather conditions in countries in
whi ch cocoa beans are grown. W purchase nost of our nut neats from donestic suppliers who
procure their products from growers around the world. The price and supply of nuts are also
affected by many factors, including weather conditions in the various regions in which the nuts
we use are grown. Although we often enter into purchase contracts for these products,
significant or prolonged increases in the prices of chocolate or of one or nore types of nuts,
or the unavailability of adequate supplies of chocolate or nuts of the quality sought by us,
could have a material adverse effect on us and our results of operations.

Suitable Sites for Franchised Stores at Reasonabl e GCccupancy Costs

Qur expansion plans are critically dependent on our ability to obtain suitable sites at
reasonabl e occupancy costs for our franchised stores and kiosks in the regional center
environnment. There is no assurance that we will be able to obtain suitable locations for our
franchi sed stores and kiosks in this environnent at a cost that will allow such stores to be
economi cal Iy vi abl e.

G owt h Dependent Upon Attracting and Retaining Qualified Franchi sees

Qur continued growh and success is dependent in part upon our ability to attract, retain and
contract with qualified franchisees and the ability of those franchisees to operate their
stores successfully and to pronote and develop the Rocky Muntain Chocolate Factory store
concept and our reputation for an enjoyable in-store experience and product quality. Although
we have established criteria to evaluate prospective franchi sees and have been successful in
attracting franchisees, there can be no assurance that franchisees will be able to operate
successfully Rocky Muntain Chocolate Factory stores in their franchise areas in a nanner
consi stent with our concepts and standards.

Federal, State and Local Regul ation

We are subject to regulation by the Federal Trade Conmission and nust conply with certain state
laws governing the offer, sale and termnation of franchises and the refusal to renew
franchises. Many state laws also regulate substantive aspects of the franchisor-franchisee
relationship by, for exanple, requiring the franchisor to deal with its franchisees in good
faith, prohibiting interference with the right of free association anpong franchisees and
regulating discrimnation anong franchisees in charges, royalties or fees. Franchise |aws
continue to develop and change, and changes in such laws could inpose additional costs and
burdens on franchisors. Qur failure to obtain approvals to sell franchises and the adoption of
new franchise laws, or changes in existing |aws, could have a material adverse effect on us and
our results of operations.

Each of our Conpany-owned and franchised stores is subject to licensing and regulation by the
health, sanitation, safety, building and fire agencies in the state or nunicipality where

located. Difficulties or failures in obtaining required licenses or approvals from such
agencies could delay or prevent the opening of a new store. W and our franchisees are also
subject to laws governing our relationships wth enployees, including mnimm wage

requi renents, overtinme, working and safety conditions and citizenship requirements. Because a
significant nunber of our enployees are paid at rates related to the federal mninmm wage,
increases in the mninum wage would increase our |abor costs. The failure to obtain required
licenses or approvals, or an increase in the mnimm wage rate, enployee benefits costs
(including costs associated with nmandated health insurance coverage) or other costs associated
wi th enpl oyees, could have a material adverse effect on us and our results of operations.
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Conpani es engaged in the manufacturing, packaging and distribution of food products are subject
to extensive regulation by various governnental agencies. A finding of a failure to conply with
one or nore regulations could result in the inmposition of sanctions, including the closing of
all or a portion of our facilities for an indeterminate period of time, and could have a
materi al adverse effect on us and our results of operations.

Conpetition

The retailing of confectionery products is highly conpetitive. W and our franchi sees conpete
with nunerous businesses that offer confectionery products. Many of these conpetitors have
greater nane recognition and financial, marketing and other resources than we do. In addition,
there is intense conpetition anbng retailers for real estate sites, store personnel and
qualified franchi sees. Conpetitive nmarket conditions could have a material adverse effect on us
and our results of operations and our ability to expand successfully.

Consuner Tastes and Trends

The sale of our products is affected by changes in consuner tastes and eating habits, including
views regardi ng consunption of chocolate. Nunerous other factors that we cannot control, such
as econom c conditions, denmographic trends, traffic patterns and weather conditions, influence
the sale of our products. Changes in any of these factors could have a material adverse effect
on us and our results of operations.

Conpany Manuf actured Products

We believe that approximtely 40% of franchised stores’ revenues are generated by sales of
products manufactured by and purchased from us, 50% by sales of products made in the stores
with ingredients purchased fromus or approved suppliers and 10% by sal es of products purchased
from approved suppliers for resale in the stores. Franchisees’ sales of products manufactured
by us generate higher revenues to us than sales of store-nade or other products. A significant
decrease in the anount of products franchi sees purchase from us, therefore, could adversely
affect our total revenues and results of operations. Such a decrease could result from
franchi sees’ decisions to sell nore store-made products or products purchased fromthird party
suppl i ers.

Inflation Costs of Ingredients and Labor

Inflationary factors such as increases in the costs of ingredients, energy and |abor directly
af fect our operations. Mst of our |eases provide for cost-of-living adjustments and require us

to pay taxes, insurance and nmmintenance expenses, all of which are subject to inflation.
Additionally, our future |lease costs for new facilities may reflect potentially escalating
costs of real estate and construction. There is no assurance that we will be able to pass on

our increased costs to our custoners
Seasonal ity of Sales

Qur sales and earnings are seasonal, with significantly higher sales and earnings occurring
during the Christmas and summer vacation seasons than at other tinmes of the year, which causes
fluctuations in our quarterly results of operations. In addition, quarterly results have been,
and in the future are likely to be, affected by the timng of new store openings and the sale
of franchi ses. Because of the seasonality of our business and the inpact of new store openings
and sal es of franchises, results for any quarter are not necessarily indicative of the results
that may be achieved in other quarters or for a full fiscal year. See "Mnagenment’s Di scussion
and Anal ysis of Financial Condition and Results of Operations”

| TEM 1B. UNRESOLVED STAFF COMVENTS
None
| TEM 2. PROPERTI ES

The Company’s manufacturing operations and corporate headquarters are located at its 53,000
square foot manufacturing facility, which it owns, in Durango, Colorado. During fiscal 2007, the
Conmpany s factory produced approximately 2.73 mlli on pounds of chocol ate candies, an increase of
11% from the approximately 2.46 nmillion pounds produced in fiscal 2006. The factory has the
capacity to produce approximately 3.5 mllion pounds per year. In January 1998, the Conpany
acquired a two-acre parcel adjacent to its factory to ensure the availability of adequate space
to expand the factory as vol une demands.
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As of March 31, 2007, all of the 5 Conpany-owned stores were occupi ed pursuant to non-cancel abl e
| eases of five to ten years having varying expiration dates from August 2008 to January 2011
sone of which contain optional five-year renewal rights. The Conpany does not deem any indivi dua
store lease to be significant inrelation to its overall operations.

The Conpany acts as prinmary |essee of sone franchised store prenmises, which it then subleases to
franchi sees, but the mgjority of existing locations are leased by the franchisee directly.
Current Conpany policy is not to act as prinmary |lessee on any further franchised |ocations. At
March 31, 2007, the Conpany was the primary lessee at 3 of its 316 franchised stores. The
subl eases for such stores are on the sane terns as the Conpany’s |eases of the premses. For
information as to the anobunt of the Conpany’'s rental obligations under |eases on both Conpany-
owned and franchi sed stores, see Note 5 of Notes to financial statenents.

| TEM 3. LEGAL PROCEEDI NGS

The Conpany is not currently involved in any |egal proceedings that are material to the Conpany’s
busi ness or financial condition

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS
None
Part 1I1.

I TEM 5. MARKET FOR REG STRANT S COVMON EQUI TY, RELA TED STOCKHOLDER
MATTERS AND | SSUER PURCHASES COF EQUI TY SECURI Tl ES

Mar ket | nfornmation

The Conpany s Common Stock trades on the National Global Market which is part of The Nasdaqg Stock
Mar ket under the trading synbol RMCF. On May 18, 2005 the Board of Directors approved a four-
for-three stock split payable on June 13, 2005 to shareholders of record as of May 31, 2005. On
February 15, 2005 the Board of Directors declared a 5% stock dividend payable on March 10, 2005
to sharehol ders of record as of February 28, 2005. On May 4, 2004 the Board of Directors declared
a 10 percent stock dividend payable on May 27, 2004 to sharehol ders of record as of May 13, 2004.
On February 15, 2007, the Board of Directors declared a fourth quarter cash dividend of $0.09
cents per common share outstanding. The cash dividend was paid March 16, 2007 to sharehol ders of
record as of March 2, 2007

The Conpany decl ared these stock dividends and these stock splits because the Conpany felt that
its Common Stock |acked sufficient shares and related liquidity to satisfy an increasing nunber
of investors interested in purchasing the Conpanys Common Stock. Al of the following items in
this Item5. have been adjusted, where necessary, for the effects of the dividend and splits.

Between March 1, 2007 and April 9, 2007 the Conpany repurchased 42,200 shares at an average price
of $13.77 per share. Between May 1, 2006 and February 28, 2007 the Conpany repurchased 241, 087
shares at an average price of $13.58 per share. Between March 24, 2006 and April 28, 2006 the
Conpany repurchased 70,713 shares at an average price of $15.65 per share. Between Cctober 7,
2005 and February 3, 2006 the Conpany repurchased 176,599 Conpany shares at an average price of
$15. 36 per share. Between April 18 and April 20, 2005, the Conpany repurchased 17,647 Conpany
shares at an average price of $13.94 per share. Between March 11, 2004 and June 14, 2004 the
Conpany repurchased 125,216 Conpany shares at an average price of $6.74 per share

The Conpany nade these purchases because the Conpany felt that its Common Stock was underval ued
and that such purchases would therefore be in the best interest of the Conpany and its
st ockhol ders.

The table bel ow sets forth high and low price information for the Common Stock for each quarter
of fiscal years 2007 and 2006, and dividend infornmation

Fi scal Year Ended February 28, 2007 Di vi dends

H GH LOW decl ar ed
Fourth Quarter 15. 49 13. 28 . 0900
Third Quarter 14. 97 12.45 . 0900
Second Quarter 14. 50 11. 67 . 0800
First Quarter 16. 00 12.75 . 0800

In addition to the above, the Conpany issued 250 registered shares on June 22, 2006 to
franchi sees in recognition of excellence through its Franchi se of the Year program
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Fi scal Year Ended February 28, 2006 Di vi dends

H GH LOW decl ar ed
Fourth Quarter $17.76 $13. 40 . 0800
Third Quarter $18. 56 $13.76 . 0700
Second Quarter $25.70 $16. 50 . 0675
First Quarter $18. 75 $12. 89 . 0675

On April 30, 2007 the closing price for the Common Stock was $13. 49

Hol der s
On April 30, 2007 there were approxinmately 400 record hol ders of the Conpany’s Common Stock. The
Conpany believes that there are nmore than 800 beneficial owners of its Common Stock

Repur chases
| ssuer Purchases of Equity Securities

(c) Total Nunber of
Shares Purchased as |(d) Approximate Dol | ar Val ue
(a) Total Nunber (b) Average Part of Publicly of Shares that My Yet Be

of Shares Price Paid per| Announced Plans or [Purchased Under the Pl ans or

Peri od Pur chased Share Pr ogr anms(D Pr ogr ans(2
Decenber 2006 - - - $ 1,492, 610
January 2007 32, 800 13. 71 32, 800 1,043, 039
February 2007 9, 888 13. 81 9, 888 906, 473
Tot al 42, 688 $13.73 42, 688 $ 906, 473

(1) puring the fourth quarter of Fiscal 2007 ending February 28, 2007, the Conpany purchased 42,688
shares in the open market.

(2)  on may 4, 2006 and May 25, 2006 the Conpany announced plans to repurchase up to $2, 000, 000 of
the Conpanys comon stock in the open market or in private transactions, whenever deened
appropriate by managenent. The plans were only to expire once the designated anpbunts were
reached. The May 4, 2006 plan was conpleted in July 2006. The Conmpany plans to continue the
May 25, 2006 plan until it has been fulfilled

The followi ng table provides information with respect to the Conpany s equity conpensation
pl ans as of February 28, 2007

Equity Conpensation Plan |Information

Pl an category Nunber of Wei ght ed aver age Nunber of
securities to be exercise price of securities renaining
i ssued upon exercise | outstandi ng options, | available for future
of outstandi ng warrants and rights i ssuance
options, warrants and
rights

Equity conpensati on
pl ans approved by 419, 087 $10. 29 97, 660
security hol ders

Equity conpensati on

pl ans not approved by - 0- -0- -0-
security hol ders
Tot al 419, 087 $10. 29 97, 660
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Conparison of Return on Equity

The follow ng graph reflects the total return, which assumes reinvestnent of dividends,
of a $100 investnment in the Conmpanys Common Stock, in the Nasdaq U S. Index, in the Russell
2000 Index and in a Peer Goup Index of conpanies in the confectionery industry, on February
28, 2002.

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN

$400

$300

$200

$100 O~

$0 T T T T
2/2002 2/2003 2/2004 2/2005 2/2006 2/2007

—— Rocky Mountain Chocolate Factory, Inc. == Nasdaqg U.S. Index
—/— Russell 2000 Index - =O- = Peer Group

Base Period Return Return Return Return Ret urn

Conmpany/ | ndex Nane 2/2002 2/2003 2/2004 2/2005 2/2006 2/2007
Rocky Mount ai n Chocol at e

Factory, Inc. 100. 00 68.48 147.89 370.30 377.47 343. 88
Nasdaq | ndex - US 100. 00 77.98 117. 44 119. 24 133. 56 141. 45
Russel | 2000 | ndex 100. 00 77.90 128.08 140.28 163.55 179.70
Peer Group(l) 100. 00 93.03 109.61 140.87 131.59 138. 15

(1) Conprised of the followi ng conpanies: The Hershey Conpany, |Inperial Sugar
Conpany, Monterey Gournet Foods, Inc., Paradise, Inc., Tootsie Roll Industries,
Inc., Valhi, Inc. and Wigley (Wn), Jr. Conpany.

| TEM 6. SELECTED FI NANCI AL DATA

The selected financial data presented below for the fiscal years ended February 28 or 29, 2003
t hrough 2007, are derived from the Financial Statenments of the Conpany, which have been audited
by Ehrhardt Keefe Steiner & Hottman PC or Gant Thornton LLP, independent registered public
accounting firnms. The selected financial data should be read in conjunction with the Financial
Statenents and related Notes thereto included elsewhere in this Report and "Mnagenent's
Di scussion and Analysis of Financial Condition and Results of Operations.
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(Amounts in thousands, except per share data)
YEARS ENDED FEBRUARY 28
Sel ected Statenent of

Qperations Data 2007 2006 2005 2004 2003

Total revenues $ 31,573 $ 28,074 $ 24,524 $ 21,133 $ 19,461
Qperating i ncone 7,561 6, 459 5, 339 3,779 1, 496
Net incone 4,745 $ 4,065 $ 3,317 $ 2,319 $ 852

Basi ¢ Earni ngs per Common
Shar e $ .77 $ . 65 $ .55 $ .40 $. 15

Di | uted Earni ngs per Conmon

Shar e $ .75 $ .61 $ .51 $ . 37 $ .14
Wi ght ed average conmon
shar es out st andi ng 6, 126 6, 268 6, 007 5, 854 5,764

Wi ght ed average conmobn
shares out st andi ng,
assunming dilution 6, 342 6, 676 6, 481 6, 304 6, 249

Sel ect ed Bal ance Sheet Data

Wir ki ng capital $ 7,503 $ 7,533 $ 8,008 $ 6,394 $ 4,765
Total assets 18, 456 19, 057 19, 248 17, 967 16, 084
Long-t er m debt - - 1, 539 1, 986 3,073
St ockhol ders equity 14, 515 15, 486 13, 894 11, 590 9, 891

| TEM 7. NMANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS
A Note About Forward Looking Statenents

The foll owi ng di scussion and analysis of the financial condition and results of operations of the
Conpany should be read in conjunction with the audited financial statements and rel ated Notes of
the Conpany included elsewhere in this report. This Mnagenment s Discussion and Analysis of

Fi nancial Condition and Results of Qperations and other parts of this Annual Report on Form 10-K
contain forward-1looking statenents that involve risks and uncertainties. The nature of the
Conpany’ s operations and the environment in which it operates subject it to changing econonic,
conpetitive, regulatory and technol ogical conditions, risks and uncertainties. The statenents,

other than statenents of historical fact, included in this report are forward-I|ooking
statenents. Many of the forward-|ooking statenments contained in this document may be identified
by the wuse of forward-looking words such as "wll," "intend," "believe," "expect,"
"anticipate," "should," "plan," "estimate" and "potential," or simlar expressions. Factors
which could cause results to differ include, but are not Ilimted to: changes in the

confectionery business environment, seasonality, consumer interest in the Conpanys products,

general economic conditions, consuner trends, costs and availability of raw materials,
conpetition and the effect of government regulation. CGovernnent regulation which the Conpany
and its franchisees either are or may be subject to and which could cause results to differ
from forward-1ooking statements include, but are not limted to: local, state and federal |aws
regarding health, sanitation, safety, building and fire codes, franchising, enploynent,
manuf acturi ng, packaging and distribution of food products and notor carriers. For a detailed
di scussion of the risks and uncertainties that may cause the Conpanys actual results to differ

from the forward-1ooking statements contained herein, please see the Risk Factors contained

in this docunent at 1A These forward-1looking statenents apply only as of the date of this
report. As such they should not be unduly relied upon for nobre current circunstances. Except as
required by law, the Conpany is not obligated to release publicly any revisions to these
forward-1ooking statements that mght reflect events or circunstances occurring after the date
of this report or those that might reflect the occurrence of unanticipated events.

The Conpany is a product-based international franchisor. The Conpanys revenues and profitability
are derived principally fromits franchised system of retail stores that feature chocol ate and
ot her confectionery products. The Conpany also sells its candy in selected |ocations outside its
system of retail stores to build brand awareness. The Conpany operates five retail units as a
| aboratory to test marketing, design and operational initiatives.

The Conpany is subject to seasonal fluctuations in sales because of the location of its
franchi sees, which have traditionally been located in resort or tourist |ocations. As the
Conpany expands its geographical diversity to include regional centers, it has seen sone
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noderation to its seasonal sales mx. Seasonal fluctuation in sales causes fluctuations in
quarterly results of operations. Hstorically, the strongest sales of the Companys products have
occurred during the Christmas holiday and summer vacation seasons. Additionally, quarterly
results have been, and in the future are likely to be, affected by the timng of new store
openings and sales of franchises. Because of the seasonality of the Conpanys business and the
i npact of new store openings and sal es of franchises, results for any quarter are not necessarily
indicative of results that may be achieved in other quarters or for a full fiscal year.

The nost inportant factors in continued growh in the Conpanys earnings are ongoing unit growh,
increased sane store sales and increased sanme store pounds purchased from the factory.
H storically, unit growh has nore than offset decreases in same store sales and same store
pounds purchased.

The Conpanys ability to successfully achieve expansion of its Rocky Muntain Chocol ate Factory
franchi se system depends on many factors not wthin the GConmpanys control including the
avai lability of suitable sites for new store establishment and the availability of qualified
franchi sees to support such expansi on.

Efforts to reverse the decline in sane store pounds purchased from the factory by franchised
stores and to increase total factory sales depend on many factors, including new store openings
and the receptivity of the Conpany’s franchise system to the Conpanys product introductions
and pronotional prograns. Sane store pounds purchased from the factory by franchised stores
were approximately the same as the prior year period in the first quarter, and declined 7.3%in
the second quarter, 1.5% in the third quarter, 6.1% in the fourth quarter and 2.6% overall in
Fi scal 2007.

Critical Accounting Policies and Estimates

The Conpany’s discussion and analysis of its financial condition and results of operations are
based upon the Conpany’s financial statenents, which have been prepared in accordance wth
accounting principles generally accepted in the United States of Anerica. The preparation of
these financial statenents requires the Conpany to nake estimates and judgnents that affect the

reported amounts of assets, liabilities, revenues and expenses and the related disclosures.
Esti mates and assunptions include, but are not limted to, the carrying value of accounts and
notes receivable from franchi sees, inventories, the useful lives of fixed assets, goodw ||, and
other intangible assets, incone taxes, contingencies and litigation. The Conpany bases its

estimates on anal yses, of which form the basis for making judgments about the carrying val ues
of assets and liabilities that are not readily apparent from other sources. Actual results my
differ fromthese estinmates.

We believe that the followi ng represent our nore critical estimtes and assunptions used in the
preparation of our financial statements, although not all inclusive.

Accounts and Notes Receivable - In the normal course of business, the Conpany extends credit to
custonmers, primarily franchisees, that satisfy pre-defined credit criteria. The Conpany
believes that it has limted concentration of credit risk primarily because its receivables are
often secured by the assets of the franchisees to which the Conpany ordinarily extends credit,
including, but not Ilimted to, their franchise rights and inventories. An allowance for
doubtful accounts is determined through analysis of the aging of accounts receivable,
assessnents of collectibility based on historical trends, and an evaluation of the inpact of
current and projected economic conditions. The process by which the Conpany perforns its
analysis is conducted on a custonmer by custoner, or franchisee by franchisee, basis and takes
into account, anong other relevant factors, sales history, outstanding receivables, custoner
financial strength, as well as custonmer specific and geographic market factors relevant to
proj ected performance. The Conpany nonitors the collectibility of its accounts receivable on an
ongoi ng basis by assessing the credit worthiness of its custoners and evaluating the inpact of
reasonably likely changes in economic conditions that may inpact credit risks. Estimates with
regard to the collectibility of accounts receivable are reasonably likely to change in the
future.

The Conpany recorded expense of approximtely $32,000 per year for potential wuncollectible
accounts over the three-year period ended February 28, 2007. Wite-offs of uncollectible
accounts net of recoveries averaged approximately $9,400 over the sanme period. The provision
for uncollectible accounts is recognized as general and adninistrative expense in the
Statenments of Incone. Over the past three years, the allowances for doubtful notes and accounts
have ranged from 2.6%to 4.4% of gross receivabl es.

Revenue Recognition - The Conpany recognizes revenue on sales of products to franchisees and
other custoners at the tinme of delivery. Through fiscal 2006, franchise fee revenue was
recogni zed upon conpletion of all significant initial services provided to the franchi see and
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upon satisfaction of all nmaterial conditions of the franchise agreement. The initial $5,000
portion of the fee was recogni zed upon signing of the franchi se agreenent. The bal ance of the fee
was recogni zed upon the franchisees commitment to a property |ease. Beginning in fiscal 2007,
franchi se fee revenue is recogni zed upon the opening of the store. The Conpany al so recogni zes a
royalty fee of approximately five percent (5% and a narketing and pronotion fee of one percent
(1% of the Rocky Muntain Chocolate Factory franchised stores gross retail sales. Sales of
products at retail stores are recognized at the tine of sale.

Inventories - The Conmpanys inventories are stated at the |ower of cost or market value and are
reduced by an allowance for slownoving, excess, discontinued and shelf-life expired
inventories. Qur estimate for such allowance is based on our review of inventories on hand
conpared to estimated future usage and demand for our products. Such review enconpasses not
only potentially perishable inventories but also specialty packaging, nuch of it specific to
certain holiday seasons. |If actual future usage and denmand for our products are |ess favorable
than those projected by our review, inventory wite-dowms nmay be required. We closely nonitor
our inventory, both perishable and non-perishable, and related shelf and product |Ilives.
Hi storically we have experienced |ow |levels of obsolete inventory or returns of products that
have exceeded their shelf life. Over the three-year period ended February 28, 2007, the Conpany
recorded expense averaging approxinately $68,000 per year for potential inventory |osses, or
approxi mately 0.5% of total cost of sales for that period.

Goodwi | | Goodwi | | consists of the excess of purchase price over the fair market value of
acquired assets and liabilities. Effective March 1, 2002, under SFAS 142 all goodwill wth
indefinite lives is no longer subject to anortization. SFAS 142 requires that an inpairnent
test be conducted annually or in the event of an inpairment indicator. Qur test conducted in
fiscal 2007 showed no inpairnent of our goodw I|.

O her accounting estimates inherent in the preparation of the Conpany’s financial statenents
include estimates associated with its evaluation of the recoverability of deferred tax assets,
as well as those used in the determnation of liabilities related to litigation and taxation.
Various assunptions and other factors wunderlie the determination of these significant
estimates. The process of determining significant estimates is fact specific and takes into
account factors such as historical experience, current and expected econonic conditions, and
product mx. The Conpany constantly re-evaluates these significant factors and nakes
adjustnents where facts and circunstances dictate. Historically, actual results have not
significantly deviated fromthose determ ned using the estimtes descri bed above.

As discussed in Note 5 to the financial statenments, the Conpany is involved in litigation
incidental to its business, the disposition of which is expected to have no material effect on
the Company’s financial position or results of operations. It is possible, however, that future
results of operations for any particular quarterly or annual period could be nmaterially
af fected by changes in the Conpany’ s assunptions related to these proceedi ngs.

Resul ts of Qperations
Fi scal 2007 Conpared To Fiscal 2006
Resul ts Summary

Basi c earnings per share increased 18.5% from $.65 in fiscal 2006 to $.77 in fiscal 2007.
Revenues increased 12. 5% from fiscal 2006 to fiscal 2007. Operating income increased 17.1% from
$6.5 mllion in fiscal 2006 to $7.6 nmillion in fiscal 2007. Net incone increased 16.7% from
$4.1 mllion in fiscal 2006 to $4.7 mllion in fiscal 2007. The increase in revenue, earnings
per share, operating incone, and net incone in fiscal 2007 conpared to fiscal 2006 was due
primarily to increased nunber of franchised stores in operation, increased sales to speciality
markets and the corresponding i ncreases in revenue.

Revenues
($s in thousands) 2007 2006 Change % Change
Factory sal es $22,709.0 $19, 297. 2 $3, 411. 8 17. 7%
Retai |l sales 2,626.7 3,046.0 (419.3) (13.8%
Royal ty and marketing fees 5, 603. 8 5,047.9 555.9 11. 0%
Franchi se fees 633.8 682.5 (48.7) (7.1%
Tot al $31,573. 3 $28,073. 6 $3,499.7 12. 5%

Factory Sal es

The increase in factory sales was due to the growh in the average nunber of franchised stores in

operation to 302 in fiscal 2007 from 285 in fiscal 2006 and an increase of 53.3% in sales to

specialty markets. Partially offsetting this increase was a 2.6% decrease in sane store pounds
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purchased from the factory by franchised stores when conpared to the sane period in the prior
year. The Conpany believes that this sane store pounds decrease reflects an unseasonably hot
sunmer in many regions of the country. Historically, retail sales of chocolate products suffer
when weat her conditions are unusually hot in particular markets.

Retail Sal es

The decrease in retail sales resulted prinmarily froma decrease in the average nunber of Conpany-
owned stores in operation from 9 in fiscal 2006 to 7 in fiscal 2007. Same store sales at
Conpany- owned stores increased 6.9%fromfiscal 2006 to fiscal 2007.

Royal ti es, Marketing Fees and Franchi se Fees

The increase in royalties and narketing fees resulted from growh in the average nunber of
domestic units in operation from 251 in fiscal 2006 to 266 in fiscal 2007 plus an increase in
sane store sales of 0.3% Franchise fee revenues decreased due to a decrease in the nunber of
franchi ses sold during the same period | ast year.

Costs and Expenses
%

($s in thousands) 2007 2006 Change Change
Cost of sales factory adjusted $14,942.9 $12,732. 3 $2, 210. 6 17. 4%
Cost of sales - retail 1,045.7 1,224.3 (178. 6) (14. 6%
Franchi se costs 1,570.0 1, 466. 3 103. 7 7. 1%
Sal es and narketing 1,538.5 1,321.0 217.5 16. 5%
CGeneral and adm ni strative 2,538.7 2,239.1 299.6 13. 4%
Retail operating 1,502.1 1,755.7 (253. 6) (14. 4%
Tot al $23,137.9 $20, 738. 7 $2,399.2 11. 6%
Adj usted G oss nargin %
2007 2006 Change Change
($s in thousands)
Factory adj usted gross margin $ 7,766.1 $ 6,564.9 $1, 201. 2 18. 3%
Ret ai | 1,581.0 1,821.7 (240.7) (13.2%
Tot al $ 9,347.1 $ 8,386.6 $ 960.5 11. 5%
(Percent)
Factory adjusted gross margin 34. 2% 34. 0% 0.2 0. 6%
Ret ai | 60. 2% 59. 8% 0.4 0.7%
Tot al 36. 9% 37.5% (0.6) (1.6%

Adj usted gross margin is equal to gross margin mnus depreciation and anortization expense. W
bel i eve adjusted gross margin is helpful in understanding our past performance as a suppl enent
to gross margin and other performance neasures calculated in conformty wth accounting
principles generally accepted in the United States ("GAAP"). We believe that adjusted gross
margin is useful to investors because it provides a neasure of operating performance and our
ability to generate cash that is unaffected by non-cash accounting neasures. Additionally, we
use adjusted gross margin rather than gross margin to mmke increnmental pricing decisions.
Adjusted gross margin has limtations as an analytical tool because it excludes the inpact of
depreciation and anortization expense and you should not consider it in isolation or as a
substitute for any nmeasure reported under GAAP. CQur use of capital assets makes depreciation
and anortization expense a necessary elenent of our costs and our ability to generate incone.
Due to these limtations, we use adjusted gross margin as a neasure of performance only in
conjunction with GAAP neasures of performance such as gross nargin. The following table
provides a reconciliation of adjusted gross margin to gross margin, the nost conparable
performance neasure under GAAP:

($s in thousands) 2007 2006

Factory adjusted gross nmargin $7,766. 1 $6, 564. 9
Less: Depreciated and Anortization 412.6 381.1
Factory GAAP gross nargin $7,353.5 $6, 183. 8
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Cost of Sales

Factory margins were consistent from fiscal 2006 to fiscal 2007. H gher commodity and | abor
costs were offset by increased production volunme, which lowered fixed costs per unit of
production. |Increases in Conpany-owned store margin is due to changes in mx of product sold.

Franchi se Costs

The increase in franchise costs is due to increased professional fees and incentive
conpensation costs. As a percentage of total royalty and marketing fees and franchise fee
revenue, franchise costs decreased to 25.2% in fiscal 2007 from 25.6% in fiscal 2006. This
decrease as a percentage of royalty, marketing and franchise fees is primarily a result of
hi gher franchi se revenues relative to costs.

Sal es and Marketing

The increase in sales and marketing was due primarily to increased incentive conpensation costs
and expenses related to a 53.3%increase in sales to specialty narkets.

Ceneral and Administrative

The increase in general and adninistrative costs is due primarily to increased incentive
conpensation costs related to Conpany performance. As a percentage of total revenues, general
and adm nistrative expenses were unchanged at 8.0% in fiscal 2007 conpared to 8.0% in fiscal
2006.

Retai | Operating Expenses

The decrease in retail operating expenses was due primarily to a decrease in the average nunber
of Company-owned stores during fiscal 2007 versus fiscal 2006. Retail operating expenses, as a
percentage of retail sales, decreased from57.6% in fiscal 2006 to 57.2% in fiscal 2007 due to
a |arger decrease in costs relative to the increase in revenues.

Depreci ati on and Anortization

Depreciation and anortization of $874,000 in fiscal 2007 was essentially unchanged from the
$876, 000 incurred in fiscal 2006.

O her, Net

QG her, net of $67,000 realized in fiscal 2007 represents a decrease of $9,000 from the $76, 000
realized in fiscal 2006, due primarily to lower interest incone on |ower average outstanding
bal ances of notes receivable and invested cash. Notes receivable bal ances are declining due to
paynents and the Conpany has been using its excess cash to repurchase stock. The Conpany al so
incurred less interest expense on |ower average bal ances of |ong-term debt. The Conmpany paid
its long-termdebt in full during the first quarter of fiscal 2006.

I ncone Tax Expense

The Conpanys effective incone tax rate in fiscal 2007 was 37.8% which is the sane as the
effective rate in fiscal 2006.

Fi scal 2006 Conpared To Fiscal 2005
Resul ts Summary

Basi c earnings per share increased 18.2% from $.55 in fiscal 2005 to $.65 in fiscal 2006.
Revenues increased 14.5% from fiscal 2005 to fiscal 2006. Operating income increased 21.0% from
$5.3 nmillion in fiscal 2005 to $6.5 million in fiscal 2006. Net incone increased 22.6% from
$3.3 mllion in fiscal 2005 to $4.1 mllion in fiscal 2006. The increase in revenue, earnings
per share, operating incone, and net incone in fiscal 2006 conpared to fiscal 2005 was due
primarily to increased nunber of franchised stores in operation, increased same store sales at
franchised units and increased sales to custonmers outside the Conpanys system of franchised
retail stores.
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Revenues

($s in thousands) 2006 2005 Change % Change

Factory sal es $19, 297. 2 $16, 654. 4 $2,642.8 15. 9%
Retail sales 3,046.0 2,726. 4 319.6 11. 7%
Royal ty and marketing fees 5,047.9 4,577.5 470. 4 10. 3%
Franchi se fees 682.5 565. 3 117.2 20. 7%
Tot al $28,073. 6 $24,523. 6 $3,550.0 15.5%

Factory Sal es

The increase in factory sales was due to an increase in the average nunber of franchised stores
in operation to 285 in fiscal 2006 from 263 in fiscal 2005 and an increase in factory sales to
custoners outside the Conpanys system of franchised retail stores of 46.3%in fiscal 2006 versus
a 17% increase in fiscal 2005. Sanme store pounds purchased by franchised stores in fiscal 2006
were approxi mately the same as the prior fiscal year.

Retail Sal es

The increase in retail sales resulted primarily from an increase in the average nunber Conpany-
owned stores in operation from 8 in fiscal 2005 to 9 in fiscal 2006 plus an increase in sane-
store sal es at Conpany-owned stores of 0.3%

Royal ti es, Marketing Fees and Franchi se Fees

This increase in royalties and nmarketing fees resulted from growth in the average nunber of
domestic units in operation from 233 in fiscal 2006 to 251 in fiscal 2006 plus an increase in
sane store sales of 2.5% Franchise fee revenues increased due to an increase in the franchise
fee of approximately 25% partially offset by a decrease in the nunmber of franchises sold during
the sanme period | ast year.

Costs and Expenses
%

($s in thousands) 2006 2005 Change Change
Cost of sales - factory $12,732.3 $ 10,704.8 $2,027.5 18. 9%
Cost of sales - retail 1,224.3 1, 036. 4 187.9 18. 1%
Franchi se costs 1, 466. 3 1,411.9 54. 4 3.9%
Sal es and narketi ng 1,321.0 1,294.7 26.3 2. 0%
Ceneral and administrative 2,239.1 2,497.7 (258. 6) (10. 4%
Retai | operating 1, 755.7 1, 453. 8 301.9 20. 8%
Tot al $20, 738. 7 $18, 399. 3 $2,339.4 12. 7%
Adj usted G oss nargin %
2006 2005 Change Change
($s in thousands)
Factory adj usted gross margin $ 6,564.9 $ 5,949.6 $ 615.3 10. 3%
Ret ai | 1,821.7 1,690.0 131.7 7.8%
Tot al $ 8,386.6 $ 7,639.6 $ 747.0 9. 8%
(Percent)
Factory adjusted gross margin 34. 0% 35. 7% (1.7% (4.8%
Ret ai | 59. 8% 62. 0% (2.2% (3.5%
Tot al 37.5% 39. 4% (1. 9% (4.8%

Adj usted gross margin is equal to gross margin mnus depreciation and anortization expense. W
bel i eve adjusted gross margin is helpful in understanding our past performance as a suppl enent
to gross margin and other performance neasures calculated in conformty wth accounting
principles generally accepted in the United States ("GAAP"). We believe that adjusted gross
margin is useful to investors because it provides a neasure of operating performance and our
ability to generate cash that is unaffected by non-cash accounting nmeasures. Additionally, we
use adjusted gross nmargin rather than gross margin to mmke increnmental pricing decisions.
Adjusted gross margin has limtations as an analytical tool because it excludes the inpact of
depreciation and anortization expense and you should not consider it in isolation or as a
substitute for any nmeasure reported under GAAP. CQur use of capital assets makes depreciation
and anortization expense a necessary el enent of our costs and our ability to generate incone.
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Due to these limtations, we use adjusted gross margin as a neasure of performance only in
conjunction with GAAP neasures of performance such as gross nargin. The following table
provides a reconciliation of adjusted gross margin to gross margin, the nost conparable
performance neasure under GAAP:

($s in thousands) 2006 2005

Factory adjusted gross nargin $6, 564. 9 $5, 949. 6
Less: Depreciation and anortization 381.1 359.7
Factory GAAP gross nargin $6, 183. 8 $5, 589. 9

Cost of Sales

Factory nargins declined 170 basis points from fiscal 2005 to fiscal 2006 due to a shift in
product mx sold, increased fuel and commobdity prices, and slightly lower factory efficiencies.
Reduction in Conpany-owned store nmargin is due to changes in mx of product sold and increased
pronotional cost.

Franchi se Costs

The increase in franchise costs is due to a planned increase in personnel costs and related
support expenditures. As a percentage of total royalty and nmarketing fees and franchise fee
revenue, franchise costs decreased to 25.6% in fiscal 2006 from 27.5% in fiscal 2005. This
decrease as a percentage of royalty, nmarketing and franchise fees is primarily a result of
hi gher franchi se revenues relative to costs.

Sal es & Marketing
The increase in sales and narketing was due primarily to increased pronotional costs.
CGeneral and Adm nistrative

The decrease in general and adninistrative costs is due primarily to decreased incentive
conpensation costs. An increase in professional fees partially offset this decrease. As a
percentage of total revenues, general and adm nistrative expenses decreased to 8.0% in fiscal
2006 conpared to 10.2% in fiscal 2005. This decrease resulted from a higher increase in total
revenues relative to the decrease in general and adm nistrative costs.

Retai|l Operating Expenses

This increase in retail operating expenses was due primarily to an increase in the average
number of Conpany-owned stores during fiscal 2006 versus fiscal 2005 Retail operating
expenses, as a percentage of retail sales, increased from 53.3% in fiscal 2005 to 57.6% in
fiscal 2006 due to a larger increase in costs relative to the increase in revenues.

Depreciation and Anortization

Depreciation and anortization of $876,000 in fiscal 2006 increased 11.6% from the $785, 000
incurred in fiscal 2005 due primarily to increased capital expenditures related to the renodel
of the Conpany s manufacturing and adm nistrative f acilities.

Q her, Net

QO her expense, net of $76,000 incone realized in fiscal 2006 represents an increase of $83,000
fromthe $7,000 incurred in fiscal 2005, due primarily to lower interest expense on | ower average
out standi ng bal ances of long-term debt plus interest incone on invested cash and |ower average
out st andi ng anounts of notes receivabl e.

I ncone Tax Expense

The Conpanys effective incone tax rate in fiscal 2006 was 37.8% which is the sane as the
effective rate in fiscal 2005.

Liquidity and Capital Resources
As of February 28, 2007, working capital was $7.5 nillion conpared with $7.5 mllion as of
February 28, 2006. The lack of change in working capital was due prinarily to operating results

less the paynent of $2.0 mllion in cash dividends and the repurchase and retirement of $4.4
mllion of the Conpany s commobn st ock.
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Cash and cash equival ent bal ances decreased from $3.5 mllion as of February 28, 2006 to $2.8
mllion as of February 28, 2007 as a result of cash flows generated by operating and investing
activities being less than cash flows used in financing activities. The Conpanys current ratio
was 3.38 to 1 at February 28, 2007 in conparison with 3.39 to 1 at February 28, 2006. The Conpany
nonitors current and anticipated future levels of cash and cash equivalents in relation to
antici pated operating, financing and investing requirenents.

The Conpany has a $5.0 mllion credit line, of which $5.0 mllion was available (subject to
certain borrowing base limtations) as of February 28, 2007, secured by substantially all of the
Conmpany s assets except retail store assets. The cr edit line is subject to renewal in July, 2007.

The table below presents significant contractual obligations of the Conpany at February 28,
2007.

(Amount s in thousands)
Contractual Cbligations Less than 1-3 Years 4-5 years After 5 Tot al
1 year years
Line of credit - - - - -
Not es payabl e - - - -

Qperating | eases 415 490 123 - 1,028
G her long-term

obligations 101 157 146 462 866
Total Contractual cash

obligations 516 647 269 462 1, 894

For fiscal 2008, the Conpany anticipates naking capital expenditures of approxi mately $750, 000,
which will be used to naintain and inprove existing factory and administrative infrastructure and
update certain Conpany-owned stores. The Conpany believes that cash flow from operations wll be
sufficient to fund capital expenditures and working capital requirenments for fiscal 2008. If
necessary, the Conpany has avail abl e bank lines of credit to help neet these requirenents.

I npact of Inflation

Inflationary factors such as increases in the costs of ingredients and | abor directly affect the
Conpany’ s operati ons. Most of the Conpany' s |eases provide for cost-of-living adjustnments and
require it to pay taxes, insurance and nmaintenance expenses, all of which are subject to
inflation. Additionally, the Conmpanys future lease <cost for new facilities may include
potentially escalating costs of real estate and construction. There is no assurance that the
Conmpany will be able to pass on increased costs to its custoners.

Depreci ati on expense is based on the historical cost to the Conpany of its fixed assets, and is
therefore potentially less than it would be if it were based on current replacenent cost. Wile
property and equipnment acquired in prior years will ultimately have to be replaced at higher
prices, it is expected that replacenment will be a gradual process over nany years.

Seasonal ity

The Conpany is subject to seasonal fluctuations in sales, which cause fluctuations in quarterly
results of operations. Hstorically, the strongest sales of the Conpanys products have occurred
during the Christmas holiday and summer vacation seasons. In addition, quarterly results have
been, and in the future are likely to be, affected by the timng of new store openings and sal es
of franchi ses. Because of the seasonality of the Conpanys business and the inpact of new store
openings and sales of franchises, results for any quarter are not necessarily indicative of
results that nmay be achieved in other quarters or for a full fiscal year.

New Accounti ng Pronouncemnents

In July 2006, the FASB issued Interpretation 48 (FIN 48), Accounting for Uncertainty in
Incone Taxes, an interpretation of SFAS No. 109, Accounting for Incone Taxes. FIN 48
clarifies the accounting for wuncertainty in incone taxes recognized in an enterprises
financial statenents in accordance with SFAS No. 109. The interpretation applies to all tax
positions accounted for in accordance with Statenment 109 and requires a nore-likely-than-not
recognition threshold. A tax position that nmeets the nore-likely-than-not recognition threshold
is initially and subsequently measured as the |argest anount of tax benefit that is greater
than 50 percent likely of being realized upon ultimate settlenent with a taxing authority that
has full know edge of all relevant information. Subsequent recognition, derecognition, and
neasurenent is based on nanagerment s best judgnent given the facts, circunstances and
information available at the reporting date. FIN 48 is effective for fiscal years beginning
after Decenber 15, 2006. Early adoption is permtted as of the beginning of an enterprises
fiscal year, provided the enterprise has not vyet issued financial statements, including
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financial statenents for any interim period, for that fiscal year. Qur effective date for
adopting FIN No. 48 is as of Mrch 1, 2007, with the cunulative effect of the change in
accounting principle recorded as an adjustnent to opening accumul ated deficit. Based upon the
Conpany s evaluation of the effects of this guidance, we do not believe that it will have a
significant inpact on the Conpanys financial state nents.

In Septenber 2006, the FASB i ssued SFAS 157, Fair Val ue Measurenents. SFAS 157 establishes
a framework for measuring fair value under GAAP and expands disclosures about fair val ue
neasurenent. SFAS 157 also <creates consistency and conparability in fair value
measur enent s anong the nmany accounting pronouncenments that require fair val ue neasurenents
but does not require any new fair value neasurenents. SFAS 157 is effective for fiscal
years (including interim periods) beginning after November 15, 2007. The Conmpany will
adopt SFAS No. 157 in fiscal 2009 and does not expect it to have a significant inpact on
t he Conpany s financial statenents.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and
Financial Liabilities Including an anendnent of F ASB Statement No. 115. This standard anends
SFAS 115, Accounting for Certain Investnent in Debt and Equity Securities, with respect to
accounting for a transfer to the trading category for all entities with available-for-sale and
trading securities electing the fair value option. This standard allows conmpanies to elect fair
val ue accounting for many financial instrunents and other itens that currently are not required
to be accounted as such, allows different applications for electing the option for a single
item or groups of itens, and requires disclosures to facilitate conparisons of simlar assets
and liabilities that are accounted for differently in relation to the fair value option.
SFAS 159 is effective for fiscal years beginning after Novenber 15, 2007. The Conpany wil |l
adopt SFAS No. 159 in fiscal 2009 and does not expect it to have a significant inmpact on the
Conpany s financial statenents.

In Decenber 2006, the FASB issued EITF 00-19-2, Ac counting for Registration Paynent
Arrangenents. This FASB Staff Position (FSP) addre sses an issuer s accounting for registration
paynent arrangenents. This FSP specifies that the contingent obligation to nake future paynents
or otherw se transfer consideration under a registration paynent arrangenent, whether issued as
a separate agreenment or included as a provision of a financial instrument or other agreenent,
should be separately recognized and neasured in accordance with FASB Statement No. 5,
Accounting for Contingencies. The guidance in thi s FSP amends FASB Staterments No. 133,
Accounting for Derivative Instruments and Hedging Activities, and No. 150, Accounting for

Certain Financial Instrunents with Characteristics of both Liabilities and Equity, and FASB
Interpretation No. 45, (@uarantor s Accounting and Disclosure Requirenents for GQuarantees,
Including Indirect Guarantees of Indebtedness of QOhers, to include scope exceptions for
registration payment arrangenents. This FSP further clarifies that a financial instrunent
subject to a registration paynent arrangenent should be accounted for in accordance w th other
applicable generally accepted accounting principles (GAAP) without regard to the contingent
obligation to transfer consideration pursuant to the registration paynent arrangenent. Based
upon the Conpanys prelimnary evaluation of the ef fects of this guidance, we do not believe
that it will have a significant inpact on the Conpanys financial statenents

In Septenber 2006, the Securities and Exchange Conm ssion ( SEC) issued Staff Accounting
Bulletin ( SAB) 108, Considering the Effects of Prior Year Msstatements when Quantifying
M sstatements in Current Year Financial Statenents. SAB 108 provides interpretive guidance on
how the effects of the carryover or reversal of prior year misstatenents should be considered
in quantifying a current year mnmisstatement for the purpose of the mmteriality assessnent.
Application of SAB 108 is encouraged in any report for an interim period of the first fiscal
year ending after Novenmber 15, 2006. Previously filed interim reports need not be anended.
However, conparative information presented in reports for interim periods of the first year
subsequent to initial application should be adjusted to reflect the cumulative effect
adjustnent as of the beginning of the year of initial application. W took the provisions of
SAB 108 into account in restating our financial statenents as set forth in this Form 10-K. See
Note 14 to the Consolidated Fi nancial Statenents.
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| TEM 7A.  QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

The Conpany does not engage in conmmodity futures trading or hedging activities and does not enter
into derivative financial instrument transactions for trading or other specul ative purposes. The
Conmpany also does not engage in transactions in foreign currencies or in interest rate swap
transactions that could expose the Conpany to market risk. However, the Conpany is exposed to
sone comodity price and interest rate risks.

The Conpany frequently enters into purchase contracts of between six to eighteen nonths for
chocolate and certain nuts. These contracts permt the Conpany to purchase the specified
comodity at a fixed price on an as-needed basis during the term of the contract. Because prices
for these products may fluctuate, the Conmpany nay benefit if prices rise during the terns of
these contracts, but it may be required to pay above-market prices if prices fall and it is
unabl e to renegotiate the terns of the contract.

The Conpany has a $5.0 nillion bank line of credit that bears interest at a variable rate. As of
February 28, 2007, no anobunt was outstanding under the line of credit. The Conpany does not
believe that it is exposed to any material interest rate risk related to the line of credit.

The Chief Financial Oficer and Chief Operating Oficer of the Conpany has primary responsibility
over the Conpanys long-term and short-term debt and has primary responsibility for determning
the timng and duration of commodity purchase contracts and negotiating the terns and conditions
of those contracts
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REPORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

Board of Directors and Stockhol ders
Rocky Mountai n Chocol ate Factory, Inc.
Dur ango, Col orado

We have audited the acconpanyi ng bal ance sheets of Rocky Muntain Chocolate Factory, Inc. (the
Conpany ) as of February 28, 2007 and 2006, and th e related statements of incone, changes in
st ockhol ders’ equity and cash flows for the years ended February 28, 2007, 2006 and 2005. These
financial statenments are the responsibility of the Conpany’ s management. Qur responsibility is
to express an opinion on these financial statenents based on our audits.

We conducted our audits in accordance with the standards of the Public Conpany Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statenments are free of nmaterial
m sstatement. An audit includes exami ning, on a test basis, evidence supporting the amunts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimtes made by managenent, as well as evaluating the overall
financial statenent presentation. W believe that our audits provide a reasonable basis for our
opi ni on.

In our opinion, the financial statements referred to above present fairly, in all nmaterial
respects, the financial position of Rocky Muntain Chocol ate Factory, Inc. as of February 28,
2007 and 2006, and the results of their operations and their cash flows for each of the years
ended February 28, 2007, 2006 and 2005, in conformity wth accounting principles generally
accepted in the United States of America.

W also have audited, in accordance with the standards of the Public Conpany Accounting
Oversight Board (United States), the effectiveness of the Conmpany’s internal control over
financial reporting as of February 28, 2007, based on criteria established in Internal Control -
Integrated Franework issued by the Committee of Sponsoring Organizations of the Treadway
Conmi ssion (COSO), and our report dated May 14, 2007 expressed an unqualified opinion on
managenment’s assessnent of, and the effective operation of, internal control over financial
reporting.

Ehr hardt Keefe Steiner & Hottman PC

May 14, 2007
Denver, Col orado
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ROCKY MOUNTAI N CHOCOLATE FACTORY
STATEMENTS OF | NCOVE

I NC.

FOR THE YEARS ENDED FEBRUARY 28

2007 2006 2005
Revenues
Sal es $25, 335, 739 $22, 343, 209 $19, 380, 861
Franchi se and royalty fees 6, 237, 594 5, 730, 403 5,142, 758
Tot al revenues 31, 573, 333 28,073, 612 24,523, 619
Costs and Expenses
Cost of sales, exclusive of
depreciation and anorti zation
expense of $412, 546, $381, 141 15, 988, 620 13, 956, 550 11, 741, 205
and $359, 633
Franchi se costs 1, 570, 026 1, 466, 322 1,411,901
Sal es & marketing 1, 538, 476 1, 320, 979 1,294, 702
General and administrative 2,538, 667 2,239, 109 2,497,718
Retai |l operating 1,502, 134 1, 755, 738 1, 453, 740
Depreci ation and anortization 873, 988 875, 940 785, 083
Total costs and expenses 24,011,911 21, 614, 638 19, 184, 349
Qperating | ncone 7,561, 422 6, 458, 974 5, 339, 270
Q her Income (Expense)
I nterest expense - (19, 652) (99, 988)
I nterest incone 67,071 95, 360 92, 938
O her, net 67,071 75, 708 (7, 050)
I nconme Before Income Taxes 7,628, 493 6, 534, 682 5, 332, 220
I ncone Tax Expense 2,883,575 2,470, 110 2,015, 580
Net | ncone 4,744,918 4,064, 572 3, 316, 640
Basi ¢ Earni ngs per Common Share .77 . 65 .55
Di | uted Earni ngs per Common Share .75 .61 .51
Wi ght ed Average Common Shares
Qut st andi ng 6, 125, 831 6, 268, 202 6, 006, 883
Dilutive Effect of Empl oyee
Stock Options 216, 524 407, 411 474, 499
Wi ght ed Average Common Shares
Qut standi ng, Assuming Dilution 6, 342, 355 6,675,613 6, 481, 382

The accomnpanyi ng notes are an integral
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ROCKY MOUNTAI N CHOCOLATE FACTCRY, | NC

BALANCE SHEETS

Asset s
Current Assets
Cash and cash equival ents
Accounts receivabl e, |ess all owance for doubtful
accounts of $187,519 and $46, 920
Not es recei vabl e
Inventories, |less reserve for slow noving inventory of
$147, 700 and $61, 032
Deferred i ncone taxes
O her
Total current assets

Property and Equi prent, Net

O her Assets
Not es recei vabl e, |ess valuation all owance of $-0- and
$52, 005
Goodwi | |, net
I ntangi bl e assets, net
O her
Total other assets

Total assets

Liabilities and Stockhol ders Equity
Current Liabilities

Accounts payabl e

Accrued sal ari es and wages

O her accrued expenses

Di vi dend payabl e

Def erred i ncone

Total current liabilities

Deferred I ncone Taxes
Comm t nents and Conti ngenci es

St ockhol ders’ Equity
Common stock, $.03 par val ue; 100, 000, 000 shares
aut hori zed; 100, 000, 000 and 6, 113, 243, 6, 281, 920
shares issued and out st andi ng
Addi ti onal paid-in capital
Ret ai ned ear ni ngs
Total stockhol ders equity

Total liabilities and stockhol ders equity

AS OF FEBRUARY 28

2007

$ 2,830,175

3, 756, 212
50, 600

3,482, 139
272,871
367, 420

10, 759, 417

5,754,122

310, 453
939, 074
349, 358
343, 745
1,942,630

$18, 456, 169

$ 898,794
931, 614
585, 402
551, 733
288, 500

$ 3,256, 043

685, 613

183, 397
6, 996, 728
7,334, 388
14,514, 513

$18, 456, 169

2006

$ 3,489, 750

3, 296, 690
116, 997

2,938, 234
117,715
481, 091

10, 440, 477

6, 698, 604

278, 741
1,133,751
402, 469
103, 438
1,918, 399

$19, 057, 480

$ 1,145, 410
507, 480
750, 733
504, 150

$ 2,907,773

663, 889

188, 458
10, 372, 530
4,924, 830
15, 485, 818

$19, 057, 480

The acconpanyi ng notes are an integral part of these statenents.
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ROCKY MOUNTAI N CHOCOLATE FACTORY

I NC.

STATEMENTS OF CHANGES I N STOCKHOLDERS' EQUI TY

Common St ock

Bal ance at begi nning of year

Repur chase and retirenment of common stock
| ssuance of common stock

Exerci se of stock options and ot her

Bal ance at end of year

Additional Paid-In Capita

Bal ance at begi nning of year

Repur chase and retirenment of common stock

St ock di vi dends decl ared

Costs related to stock splits and
di vi dends

| ssuance of common stock

Exerci se of stock options and ot her

Tax benefit from enpl oyee stock
transacti ons

Bal ance at end of year

Ret ai ned Ear ni ngs

Bal ance at begi nning of year
Net incone

St ock di vi dends decl ared
Cash di vi dends decl ared
Adopti on of SAB 108

Bal ance at end of year

Total Stockhol ders Equity

Common Shar es

Bal ance at begi nning of year

Repur chase and retirenment of common stock
I ssuance of common stock

Exerci se of stock options and ot her

Bal ance at end of year

The acconpanyi ng notes are an integral

FOR THE YEARS ENDED FEBRUARY 28

2007

$ 188, 458
(9, 354)
25

4,268
183, 397

10, 372, 530
(4,371, 736)

15, 798
820, 206

159, 930
6, 996, 728

4,924, 830
4,744,918

(2,078, 208)
(257, 152)
7,334, 388

$14, 514,513

6, 281, 920
(311, 800)
834

142, 289
6, 113, 243
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2006
$ 184,096
(5, 827)

53

10, 136
188, 458

11, 051, 176
(2,952, 614)

(8, 902)
37, 447
1, 062, 593

1, 182, 830
10, 372, 530
2, 658, 298
4,064, 572
(1,798, 040)
4, 924, 830
$15, 485, 818
6, 136, 528
(194, 246)

1, 752

337, 886
6, 281, 920

2005

$ 179,458
(3, 756)
18

8, 376
184, 096

2, 631, 358
(840, 450)
8, 156, 857

(15, 638)
4,939
582, 750

531, 360
11,051, 176

8, 779, 136
3, 316, 640
(8, 156, 857)
(1,280, 621)

2,658, 298

$13, 893, 570

5,981, 948
(125, 216)
616

279, 180
6, 136, 528

part of these statenents.



ROCKY MOUNTAI N CHOCOLATE FACTCRY, | NC
STATEMENTS OF CASH FLOAS

FOR THE YEARS ENDED FEBRUARY 28

2007 2006 2005
Cash Fl ows From Qperating Activities:
Net incone $ 4,744,918 $ 4,064,572 $ 3,316,640
Adjustrments to reconcile net inconme to net
cash provided by operating activities:
Depreci ation and anortization 873, 988 875, 940 785, 083
Provision for | oss on accounts and notes
recei vable and rel ated forecl osure costs 70, 000 - 25, 000
Provi sion for inventory |oss 70, 000 45, 000 90, 000
Loss on sal e of assets 101 37,411 44,789
Expense recorded for stock options 201, 269 - -
Deferred i ncone taxes (133, 432) 4,195 135, 716
Changes in operating assets and
liabilities:
Account s receivabl e (711, 456) (445, 921) (453, 255)
Ref undabl e i ncone t axes - 364, 630 (364, 630)
I nventories (613, 905) (461, 207) (136, 402)
O her assets 104, 843 (236, 640) 89, 661
Accounts payabl e (246, 616) 56, 934 135, 934
I ncone taxes payabl e (33,729 (824, 860) (121, 403)
Accrued liabilities 452, 255 602, 187 23,726
Deferred i ncome 5, 000 - -
Net cash provided by operating activities 4,783, 236 4,082, 241 3,570, 859
Cash Flows From | nvesting Activities:
Additions to notes receivable (124, 452) - (236, 142)
Proceeds received on notes receivable 211, 143 345, 442 172,776
Proceeds (expense) fromsale or
distribution of assets 434, 335 (4, 395) 23,834
Decrease in other assets (134, 221) 15, 748 451
Purchase of property and equi pnent (201, 037) (1, 300, 314) (1, 406, 698)
Net cash provided by (used in) investing 185, 768 (943, 519) (1, 445,779)
activities
Cash Fl ows From Fi nanci ng Activities:
Paynments on | ong-term debt - (1, 665, 084) (1, 401, 490)
Costs of stock split or dividend - (8,902) (15, 638)
| ssuance of common st ock 623, 206 1,072,729 591, 126
Tax benefit of stock option exercise 159, 930 1, 182, 830 531, 360
Repur chase and redenpti on of common stock (4, 381, 090) (2,958, 441) (844, 206)
D vi dends paid (2, 030, 625) (1, 710, 980) (1, 099, 639)
Net cash used in financing activities (5, 628, 579) (4, 087, 848) (2,238, 487)
Net Decrease In Cash And Cash Equival ents (659, 575) (949, 126) (113, 407)
Cash And Cash Equival ents At
Begi nning O Year 3, 489, 750 4,438, 876 4,552, 283
Cash And Cash Equivalents At End O Year $ 2,830,175 $ 3,489, 750 $ 4,438,876

The acconpanyi ng notes are an integral part of these statenents.
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NOTE 1 - NATURE OF OPERATI ONS AND SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI C ES
Nat ure of Operations

Rocky Mountai n Chocol ate Factory, Inc. is an international franchiser, confectionery manufacturer
and retail operator in the United States, GQuam Canada, and the United Arab Emrates. The Conpany
manuf act ures an extensive line of prem um chocol ate candi es and other confectionery products. The
Conmpany s revenues are currently derived from three principal sources: sales to franchisees and
others of chocol ates and other confectionery products manufactured by the Conpany; the collection
of initial franchise fees and royalties from franchisees sales; and sales at Conpany-owned
stores of chocol ates and other confectionery products. The follow ng table summarizes the nunber
of Rocky Mountain Chocol ate Factory stores at February 28, 2007

Sol d, Not Yet Open Tot a

Open
Conpany owned stores - 5 5
Franchi se stores Donestic stores 13 255 268
Franchi se stores Donestic ki osks 2 24 26
Franchi se stores |International - 38 38
15 322 337

Cash Equival ents

The Conpany considers all highly liquid instruments purchased with an original maturity of six
nonths or less to be cash equivalents. The Conpany continually nonitors its positions with, and
the credit quality of, the financial institutions it invests with. As of the balance sheet
date, and periodically throughout the year, the Conpany has nmaintained balances in various
operating accounts in excess of federally insured limts, approximately $2.7 million at
February 28, 2007

I nsurance and Sel f-1nsurance Reserves

The Conpany uses a conbination of insurance and self-insurance plans to provide for the
potential liabilities for workers conpensation, general liability, property insurance
director and officers |liability insurance, vehicle liability and enployee health care
benefits. Liabilities associated with the risks that are retained by the Conpany are estimated
in part, by considering historical clains experience, denographic factors, severity factors and
ot her assunptions. Wile the Conpany believes that its assunptions are appropriate, the
estimated accruals for these liabilities could be significantly affected if future occurrences
and clains differ fromthese assunptions and historical trends.

Accounts and Notes Receivabl e

At the tine that accounts, notes and royalties receivable are originated, the Conpany considers a
reserve for doubtful accounts. The provision for uncollectible amounts is continually reviewed
and adjusted to maintain the allowance at a |evel considered adequate to cover future | osses. The
all owance is managenent’s best estimate of wuncollectible amounts and is determined based on
hi storical performance that is tracked by the Conpany on an ongoing basis. The losses ultimtely
incurred could differ materially in the near term from the amounts estimated in determning the
al l onance. At February 28, 2007, the Conpany has $361, 000 of notes receivable outstanding. The
notes require nmonthly paynents and bear interest at rates ranging from 8. 0% to 12.5% The notes
mat ure through February 2012 and are secured by the assets financed

| nventories

Inventories are stated at the lower of cost or market. Cost is determined using the first-in
first-out nethod

Property and Equi prent and Ot her Assets
Property and equi pment are recorded at cost. Depreciation and anortization are conputed using the
straight-line method based upon the estimated useful life of the asset, which range fromfive to

thirty-nine years. Leasehol d inprovenents are anortized on the straight-line nmethod over the
lives of the respective | eases or the service lives of the inprovenents, whichever is shorter
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NOTE 1 - NATURE OF OPERATI ONS AND SUMVARY COF SI GNI FI CANT ACCOUNTI NG PCLI CI ES - CONTI NUED

The Conpany reviews its long-lived assets through analysis of estimated fair value, including
identifiable intangible assets, whenever events or changes indicate the carrying amount of such
assets may not be recoverable. The Conpanys policy is to review the recoverability of all
assets, at a mninmum on an annual basi s.

| ncone Taxes

The Company recogni zes deferred tax liabilities and assets based on the differences between the
tax basis of assets and liabilities and their reported anpbunts in the financial statenments that
will result in taxable or deductible anmounts in future years. The Conpany’'s tenporary
differences are listed in Note 6.

Goodwi | |

Goodwi || arose fromtwo transaction types. The first type was the result of the incorporation of
the Conpany after its inception as a partnership. The goodwi || recorded was the excess of the
purchase price of the Conpany over the fair value of its assets. The Conpany has allocated this
goodwi I | equally between its Franchising and Manufacturing operations. The second type was the
purchase of various retail stores, either individually or as a group, for which the purchase
price was in excess of the fair value of the assets acquired.

Sal es

Sal es of products to franchisees and other custoners are recognized at the time of delivery.
Sal es of products at retail stores are recognized at the time of sale.

Shi ppi ng Fees

Shi pping fees charged to custoners by the Companys trucking departnent are reported as sales.
Shi pping costs incurred by the Company for inventory are reported as cost of sales or inventory.

Franchi se and Royalty Fees

Franchise fee revenue is recognized upon opening of the franchise store. Also see Note 14 to
these financial statenents. In addition to the initial franchise fee, the Conpany receives a
royalty fee of approximately five percent (5% and a marketing and pronotion fee of one percent
(199 of the Rocky Mountain Chocol ate Factory franchi sed stores gross sales.

Use of Estinmates

In preparing financial statements in confornmity with accounting principles generally accepted in
the United States of America, nanagerment is required to nake estimates and assunptions that
affect the reported anounts of assets, liabilities, the disclosure of contingent assets and
liabilities, at the date of the financial statenments, and revenues and expenses during the
reporting period. Actual results could differ fromthose estimates.

Vul nerability Due to Certain Concentrations

As of February 28, 2007, the Conpany had notes receivable of approxi mately $360, 000 due from four
franchi sees. The notes are collateralized by the underlying store assets. The Conpany is,
therefore, vulnerable to changes in the cash flow fromthese | ocations.

St ock- Based Conpensati on

At  February 28, 2007, the Conpany had stock-based conpensation plans for enployees and
nonenpl oyee directors which authorized the granting of stock options.

Prior to March 1, 2006, the Conpany accounted for the plans under the neasurenent and
recognition provisions of Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Enployees, and related Interpretations, pernmtted under Statenent of Financial
Accounting Standard No. 123, Accounting for Stock- Based Conpensation ( SFAS No. 123). As a

result, enployee stock option-based conpensation was included as a pro forma disclosure in the
Notes to the Conpanys Financial Statements for pri or year periods.
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NOTE 1 - NATURE OF OPERATI ONS AND SUMVARY COF SI GNI FI CANT ACCOUNTI NG PCLI CI ES - CONTI NUED

Effective March 1, 2006, the Conpany adopted the recognition provisions of Statenent of
Fi nanci al Accounting Standard No. 123R Share-Base d Paynent ( SFAS No. 123R), using the
nodi fi ed- prospective transition nmethod. Under this transition nethod, conpensation cost in 2006
i ncludes the portion vesting in the period for (1) all share-based paynments granted prior to,
but not vested, as of March 1, 2006, based on the grant date fair value estimated in accordance
with the original provisions of SFAS No. 123, and (2) all share-based paynments granted
subsequent to March 1, 2006, based on the grant date fair value estimated in accordance wth
the provisions of SFAS No. 123R Results for the prior periods have not been restated.

The Conpany did not issue stock options and recorded $0 related equity-based conpensation
expense during the year ended February 28, 2007. Conpensation costs related to share-based
conpensation are generally anortized over the wvesting period in selling, general and
admi ni strative expenses in the statenent of operations.

On February 21, 2006, the Conpany accelerated the vesting of all outstanding stock options and
recogni zed a share-based conpensation charge related to this acceleration. The Conpany
recogni zed an additional share-based conpensation charge of $131,000 for the year ended
February 28, 2007 related to this acceleration due to changes in certain estimtes and
assunptions related to enployee turnover since the acceleration date. Adjustnents in future
peri ods may be necessary as actual results could differ fromthese estimates and assunpti ons.

Prior to adopting SFAS No. 123R, the Company presented all benefits fromtax deductions arising
from equity-based conpensation as a non-cash transaction in the Statenent of Cash Flows. SFAS
No. 123R requires that the tax benefits in excess of the conpensation cost recognized for those
exercised options be classified as cash provided by financing activities. The excess tax
benefit included in net cash provided by financing activities for the years ended February 28
2007, 2006 and 2005 was $159, 930, $1, 182,830 and $531, 360, respectively.

The wei ghted-average fair value of stock options granted during the years ended February 28,
2007 and 2006 was $0 and $3.03 per share, respectively. As of February 28, 2007, there was $0
(before any related tax benefit) of unrecogni zed conpensation cost related to non-vested share-
based conpensati on

2007 2006 2005
Net Incone as reported $ 4,745 $ 4,065 $ 3,317
St ock- based conpensati on expense
included in reported net incone, net of
t ax - 43 -
Deduct stock-based conpensati on expense
det erm ned under fair val ue based

net hod, net of tax - (676) (120)
Net | nconme pro forma 4,745 3,432 3,197
Basi ¢ Earni ngs per Share-as reported .77 . 65 .55
Di I uted Earni ngs per Share-as reported .75 .61 .51
Basi ¢ Earni ngs per Share-pro fornma .77 .55 .53
Di | uted Earnings per Share-pro forma .75 .51 .50

Ear ni ngs Per Share

Basic earnings per share is conputed as net earnings divided by the weighted average nunber of
common shares outstanding during each year. Diluted earnings per share reflects the potentia
dilution that could occur from common shares issuable through stock options. During 2007, 2006
and 2005, 133,704, 137,320 and O stock options were excluded fromdiluted shares as their affect
was anti-dilutive.

Advertising and Pronotional Expenses

The Conpany expenses advertising costs as incurred. Total advertising expense anounted to
$308, 052, $354,367 and $296,985 for the fiscal years ended February 28, 2007, 2006 and 2005
respectively.

Fair Value of Financial Instrunents

The Conpanys financial instrunents consist of cash and cash equivalents, trade receivables,

payabl es, notes receivable, and debt. The fair value of all instrunents approximates the carrying
val ue

36



NOTE 1 - NATURE OF CPERATI ONS AND SUWMARY COF S| GNI FI CANT ACCOUNTI NG PQOLI CI ES - CONTI NUED
Recl assi fications

Certain reclassifications have been nade to the prior years’ financial statenents in order to
conformto the current year presentation

NOTE 2 - | NVENTORI ES

Inventories consist of the follow ng at February 28

2007 2006
I ngredients and supplies $ 1,730, 850 $ 1,507,193
Fi ni shed candy 1, 751, 289 1, 431, 041
$ 3,482,139 $ 2,938,234

NOTE 3 - PROPERTY AND EQUI PMENT, NET

Property and equi pnent consists of the followi ng at February 28

2007 2006

Land $ 513, 618 $ 513, 618
Bui | di ng 4,717, 230 4,705, 242
Machi nery and equi prent 6, 284, 433 6, 252, 011
Furniture and fixtures 673,194 817, 137
Leasehol d i nmprovenents 418, 764 641, 637
Transportation equi pment 350, 714 331, 640

12, 957, 953 13, 261, 285
Less accumnul at ed depreciation 7,203, 831 6, 562, 681
Property and equi pnent, net $ 5,754,122 $ 6, 698, 604

NOTE 4 - LINE OF CREDIT AND LONG TERM DEBT
Line of Credit

At February 28, 2007 the Conmpany had a $5.0 mllion line of credit froma bank, collateralized by
substantially all of the Conpanys assets with the exception of the Conpanys retail store
assets. Draws may be nade under the line at 75% of eligible accounts receivable plus 50% of
eligible inventories. Interest on borrowings is at prime less 50 basis points (7.75% at February
28, 2007). At February 28, 2007, $5.0 mllion was available for borrowings under the line of
credit, subject to borrowing base limtations. Terns of the line require that the line be rested
(that is, that there be no outstanding balance) for a period of 30 consecutive days during the
term of the loan. Additionally, the line of credit is subject to various financial ratio and
| everage covenants. At February 28, 2007 the Conpany was in conpliance with all such covenants

The credit line is subject to renewal in July, 2007

NOTE 5 COWM TMENTS AND CONTI NGENCI ES

Operating | eases

The Conpany conducts its retail operations in facilities |eased under five to ten-year
noncancel abl e operating |eases. Certain |eases contain renewal options for between five and ten
addi tional years at increased nonthly rentals. The nmajority of the |eases provide for contingent
rental s based on sales in excess of predeterm ned base |evels.

The following is a schedule by year of future mninmum rental payments required under such
| eases for the years endi ng February 28 or 29

2008 $ 208,900
2009 162, 000
2010 113, 000
2011 74,100

$ 558,000

In sone instances, in order to retain the right to site selection or because of requirenents
i nposed by the |essor, the Conpany has |eased space for its proposed franchise outlets. Wen a
franchi se was sold, the store was subleased to the franchisee who is responsible for the nonthly
rent and other obligations under the | ease. The Conmpany’'s liability as primary | essee on subl et
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NOTE 5 COW TMENTS AND CONTI NGENCI ES - CONTI NUED

franchise outlets, all of which is offset by sublease rentals, is as follows for the years ending
February 28 or 29

2008 $ 100, 900
2009 87, 300
2010 69, 700
2011 71, 800
2012 73, 900
Thereafter 462, 400

$ 866, 000

The following is a schedul e of |ease expense for all retail operating |leases for the three years
ended February 28

2007 2006 2005
M ni numrental s $ 438,797 $ 611,535 $ 616,669
Less subl ease rental s (108, 200) (239, 300) (313, 800)
Contingent rentals 26, 640 23,921 28,949
$ 357,237 $ 396, 156 $ 331,818

The Conpany also |eases trucking equipment under operating |eases. The following is a
schedul e by year of future mninumrental paynents required under such |eases for the years
endi ng February 28 or 29

2008 $ 206, 400
2009 157, 000
2010 58, 200
2011 48, 500

$ 470, 100

The following is a schedule of |ease expense for trucking equi prent operating |eases for the
three years ended February 28 or 29
2007 2006 2005
187, 599 308, 719 304, 515

Pur chase contracts

The Conpany frequently enters into purchase contracts of between six to eighteen nonths for
chocol ate and certain nuts. These contracts pernit the Conpany to purchase the specified
comodity at a fixed price on an as-needed basis during the term of the contract. Because
prices for these products may fluctuate, the Conpany nmay benefit if prices rise during the
terms of these contracts, but it may be required to pay above-market prices if prices fall and
it is unable to renegotiate the terns of the contract. Currently the Conpany has contracted
for approxi mately $1, 555,500 of raw materials under such agreenents.

Cont i ngenci es

The Conpany is party to various |egal proceedings arising in the ordinary course of business.
Managerment believes that the resolution of these matters will not have a significant adverse
effect on the Conpanys financial position, results of operations or cash flows.

NOTE 6 - | NCOVE TAXES

I ncome tax expense is conprised of the following for the years ending February 28 or 29

2007 2006 2005

Current

Feder al $ 2,533,401 $ 2,147,826 $ 1, 586, 493

State 483, 605 318, 089 293, 371
Total Current 3, 017, 007 2, 465, 915 1, 879, 864
Def erred

Feder al (120, 018) 3,774 122,072

State (13, 414) 421 13, 644
Total Deferred (133, 432) 4,195 135, 716
Tot al $ 2,883,575 $ 2,470,110 $ 2,015, 580
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NOTE 6 - | NCOVE TAXES - CONTI NUED

A reconciliation of the statutory federal incone tax rate and the effective rate as a percentage
of pretax income is as follows for the years ending February 28 or 29

2007 2006 2005
Statutory rate 34. 0% 34. 0% 34. 0%
State i ncone taxes, net of federal benefit 4. 1% 3. 2% 3.8%
Q her (0.3% . 6% -
Effective Rate 37. 8% 37. 8% 37. 8%

The conponents of deferred incone taxes at February 28 are as foll ows:

Def erred Tax Assets 2007 2006
Al | owance for doubtful accounts and notes $ 70, 882 $ 37,394
| nventories 55, 831 23, 070
Accrued conpensation 42,701 49, 632
Loss provi sions and deferred incomne 143, 925 49,173
Sel f insurance accrual 15, 368 15, 370
Anortization, design costs 67, 208 60, 355
395, 915 234,994
Deferred Tax Liabilities
Depreci ation and anortization (808, 657) (781, 168)
Net deferred tax liability $ (412,742) $ (546,174)
Current deferred tax assets $ 272,871 $ 117, 715
Non-current deferred tax liabilities (685, 613) (663, 889)
Net deferred tax liability $ (412,742) $ (546,174)

NOTE 7 STOCKHOLDERS EQUI TY
St ock | ssuance

In March 2006, the Conpany issued 584 shares of stock, valued at $12,500, for partial paynent
of certain sales services for one year. In June 2006 the Conpany issued 250 shares of stock
val ued at $3,322 for franchise recognition at the Company s National Convention.

In Septenber 2005, the Conpany issued 1,752 shares of stock, valued at $37,500, for certain
licensing rights for five years and partial payment of certain sales services for one year.

St ock Di vi dends

On February 15, 2005 the Board of Directors declared a 5 percent stock dividend payable on
March 10, 2005 to shareholders of record as of February 28, 2005. Sharehol ders received one
additional share of Commopn Stock for every twenty shares owned prior to the record date.
Subsequent to the dividend there were 4,602, 135 shares outstandi ng

On May 4, 2004 the Board of Directors declared a 10 percent stock dividend payable on My 27,
2004 to shareholders of record as of My 13, 2004. Sharehol ders received one additional share
of Conmon Stock for every ten shares owned prior to the record date. Subsequent to the dividend
there were 4,286,722 shares outstandi ng.

Stock Splits

On May 18, 2005 the Board of Directors approved a four-for-three stock split payable June 13
2005 to sharehol ders of record at the close of business on May 31, 2005. Sharehol ders received
one additional share of common stock for every three shares owned prior to the record date.
I nredi ately prior to the split there were 4,639, 244 shares outstandi ng. Subsequent to the split
there were 6,186,007 shares outstanding.

Al share and per share data have been restated in all years presented to give effect to the
stock dividends and stock splits.
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NOTE 7 STOCKHOLDERS EQUI TY  CONTI NUED
St ock Repurchases

Between March 1, 2007 and April 9, 2007 the Conpany repurchased 42,200 shares at an average
price of $13.77 per share. Between May 1, 2006 and February 28, 2007 the Conpany repurchased
241,087 shares at an average price of $13.58 per share. Between March 24, 2006 and April 28
2006 the Company repurchased 70,713 shares at an average price of $15.65 per share. Between
Cctober 7, 2005 and February 3, 2006 the Conpany repurchased 176,599 Conpany shares at an
average price of $15.36 per share. Between April 18 and April 20, 2005 the Company repurchased
17,647 shares at an average price of $13.94 per share. Between March 11, 2004 and June 14, 2004
t he Conpany repurchased 125,216 Conpany shares at an average price of $6.74 per share

Cash Dividend

The Company paid a quarterly cash dividend of $0.0429 per comon share on June 16, 2004 and
Sept enmber 16, 2004 to shareholders of record on June 3, 2004 and Septenber 2, 2004,
respectively. The Conpany paid a quarterly cash dividend of $0.0571 per conmmon share on
Decenber 16, 2004 to sharehol ders of record on Decenber 2, 2004. The Conpany paid a quarterly
cash dividend of $0.0675 per common share on March 16, 2005, June 16, 2005 and Septenber 16,
2005 to shareholders of record on Mrch 11, 2005, June 3, 2005 and Septenber 1, 2005
respectively. The Conpany paid a quarterly cash dividend of $0.07 per conmon share on Decenber
16, 2005 to shareholders of record on Decenmber 1, 2005. The Conpany paid a quarterly cash
di vidend of $0.08 per common share on March 16, 2006, June 16, 2006 and Septenber 16, 2006 to
shar ehol ders of record on March 8, 2006, June 2, 2006 and Septenber 1, 2006, respectively. The
Conpany paid a quarterly cash dividend of $0.09 per common share on Decenber 15, 2006 and March
16, 2007 to sharehol ders of record on Decenber 1, 2006 and March 2, 2007

Future declaration of dividends will depend on, anobng other things, the Conpany’'s results of
operations, capital requirenments, financial condition and on such other factors as the
Conpany’s Board of Directors may in its discretion consider relevant and in the best long term
i nterest of the sharehol ders

NOTE 8 - STOCK OPTI ON PLANS

Under the 1995 Stock Option Plan (the 1995 Plan), the 2004 Stock Option Plan (the 2004
Plan)the Nonqualified Stock Option Plan for Nonenp|oyee Directors (the Directors Plan) and

t he 2000 Nonqualified Stock Option Plan for Nonenpl oyee Directors (the 2000 Director s Plan),
options to purchase up to 924,000, 420,000, 277,200 and 266,400 shares, respectively, of the
Conpany s common stock may be granted at prices not |ess than market value at the date of
grant. Options granted may not have a term exceeding ten years under the 1995 plan, the 2004
plan and the Director s Plan. Options granted may not have a term exceeding five years under
the 2000 Director s Plan. Options representing the right to purchase 70,216, 321,151, 0 and
27,720 shares of the Conpanys comon stock were outstanding under the 1995 Plan, the 2004
Plan, the Director s Plan, and the 2000 Director s Plan, respectively, at February 28, 2007. On
February 21, 2006, the Conpany accelerated the vesting of all outstanding stock options in order
to prevent past option grants from having an inpact on future results. The options outstanding
under these plans will expire, if not exercised through February 2016

The fair value of each option grant is estimated on the date of grant using the Bl ack-Schol es
option-pricing nmodel utilizing the followi ng wei ghted average assunpti ons:

2007 2006 2005
Expected dividend yield n/ a 2.18% 2.16%
Expected stock price volatility n/ a 30% 30%
Ri sk-free interest rate n/ a 4.5% 3. 8%
Expected |ife of options n/ a 5 years 5 years

Information with respect to options outstanding under the Plans at February 28, 2007, and changes
for the three years then ended was as foll ows:

2007

Wi ght ed Aver age

Shar es Exerci se Price
Qutstandi ng at begi nning of year 575, 876 $ 09.04
Ganted - -
Exer ci sed (142, 289) 4,38
Forfeited (14, 500) 18. 72
Qut st andi ng at end of year 419, 087 $ 10.29
Options exercisable at February 28, 2007 419, 087 $ 10.29
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NOTE 8 - STOCK OPTI ON PLANS  CONTI NUED

2006
Wi ght ed Aver age
Shar es Exercise Price
Qut standi ng at begi nni ng of year 770, 000 $ 4.69
G anted 149, 640 18. 14
Exer ci sed (337, 884) 3.17
Forfeited (5, 880) 7.78
Qutstandi ng at end of year 575, 876 $ 9.04
Options exercisable at February 28, 2006 575, 876 $ 9.04
2005
Wi ght ed Aver age
Shar es Exerci se Price
Qutstandi ng at begi nning of year 758, 142 $ 2.52
G anted 300, 720 7.71
Exer ci sed (278, 542) 2.12
Forfeited (10, 320) 2.54
Qut st andi ng at end of year 770, 000 $ 4.69
Options exercisable at February 29, 2005 284,020 $ 2.76

Wi ghted average fair val ue per share of
options granted during 2007, 2006 and 2005 were
$0, $3.03 and $2.05, respectively.

Addi tional information about stock options outstanding at February 28, 2007 is sumari zed

as foll ows:
Opti ons CQutstandi ng

Nunber Wi ght ed average renai ni ng Wi ght ed aver age
Range of exercise prices exerci sabl e contractual life exercise price
$1.603 to 3.935 73, 296 5. 00 3.52
$6.149 to 7.807 213,731 7.23 7.76
$14.955 to 21.600 132, 060 8. 10 18. 15

NOTE 9 - OPERATI NG SEGVENTS

The Conmpany classifies its business interests into two reportable segnents: Franchising and
Manuf act uri ng. The Conpany has five Conpany-owned stores. Conpany-owned stores provide an
environment for testing new products and pronotions, operating and training nethods and
nmer chandi sing techniques. Conpany nanagenent evaluates these stores in relation to their
contribution to franchising efforts. The accounting policies of the segnments are the sane as
those described in the summary of significant accounting policies in Note 1. The Conpany
eval uates performance and allocates resources based on operating contribution, which excludes
unal | ocated corporate general and adm nistrative costs, provision for |oss on accounts and notes

receivable and related foreclosure costs and incone tax expense or benefit. The Conpany s
reportabl e segnents are strategic businesses that utilize common nerchandising, distribution, and
marketing functions, as well as common information systens and corporate administration. Al l

inter-segment sales prices are market based. Each segnent is nanaged separately because of the
differences in required infrastructure and the difference in products and servi ces:

Franchi si ng Manuf act uri ng Q her Tot al

FY 2007

Tot al revenues $ 8,864,314 $ 24, 656, 272 $ - $ 33, 520, 596
I nt er segnent revenues - (1, 947, 253) - (1,947, 253)
Revenue from external custoners 8, 864, 314 22,709, 019 - 31,573, 333
Segnent profit (I oss) 3,222,840 7,084, 812 (2,679, 159) 7,628, 493
Total assets 2,438, 225 10, 660, 079 5, 357, 865 18, 456, 169
Capital expenditures 32,703 108, 372 59, 962 201, 037
Total depreciation & anortization 233, 346 434, 398 206, 244 873, 988
FY 2006

Total revenues $ 8,776,429 $ 21, 035, 748 $ - $ 29,812, 177
I nt er segnent revenues - (1, 738, 565) - (1, 738, 565)
Revenue from external custoners 8,776, 429 19, 297, 183 - 28,073, 612
Segnent profit (loss) 2,986, 944 5, 884, 990 (2,337, 252) 6, 534, 682
Total assets 2,964, 486 10, 209, 790 5, 883, 204 19, 057, 480
Capi tal expenditures 90, 757 878, 871 330, 686 1, 300, 314
Total depreciation & anortization 264, 658 406, 494 204, 788 875, 940
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NOTE 9 - OPERATI NG SEGMVENTS - CONTI NUED

FY 2005
Total revenues $ 7,869, 207 $ 18, 058, 455 $ - $ 25,927, 662
I nt er segnent revenues - (1, 404, 043) - (1, 404, 043)
Revenue from external custoners 7, 869, 207 16, 654, 412 - 24,523,619
Segnent profit (loss) 2,714, 261 5, 256, 713 (2,638, 754) 5, 332, 220
Total assets 2,809, 651 9, 043, 385 7,394,938 19, 247,974
Capital expenditures 462, 088 687, 632 256, 978 1, 406, 698
Total depreciation & anortization 223, 561 384, 291 177, 231 785, 083
NOTE 10 - SUPPLEMENTAL CASH FLOW | NFORVATI ON
For the three years ended February 28:
2007 2006 2005
Interest paid $ - $ 19, 872 $ 100, 067
I ncone taxes paid 2, 890, 807 560, 485 1, 834, 536
Non- Cash Operating Activities:
Revenue Recognition Changes (Note 14)
Account s receivabl e $ (129, 928) $ - $ -
I ncone taxes payabl e 156, 276 - -
Deferred i ncone (283, 500) - -
Ret ai ned ear ni ngs 257,152 - -
Non- Cash I nvesting Activities:
Di vi dend payabl e $ 47,583 $ 87, 060 $ 180, 982
I ssue stock for rights and services 15, 822 37,500 -
Fair val ue of assets received upon settlenent of notes
and accounts receivabl e:
Store to be operated - 200, 000 -
I nvent ory - 3,815 -
Not e receivabl e - 153, 780 -

NOTE 11 - EMPLOYEE BENEFI T PLAN

The Conpany has a 401(k) plan called the Rocky Muntain Chocolate Factory, Inc. 401(k) Pl an.
Eligible participants are permtted to nake contributions up to statutory limts. The Conpany
nakes a matching contribution, which vests ratably over a 3-year period, and is 25% of the
enpl oyees contribution up to a maxi num of 1.5% of the enployees conpensation. For fiscal 2006
and 2005, the Conpany nmade an additional discretionary contribution by doubling the nornal
mat ching. During the years ended February 28, 2007, 2006 and 2005, the Conpanys contribution was
approxi mat el y $40, 000, $46, 000 and $74, 000, respectively, to the plan.

NOTE 12 SUWMARI ZED QUARTERLY DATA ( UNAUDI TED)

Following is a summary of the quarterly results of operations for the fiscal years ended February

28, 2007 and 2006:
Fi scal Quarter

First Second Third Fourth Tot al
2007
Total revenue $ 6,768, 412 $ 6,779, 569 $ 9,094, 436 $ 8,930, 916 $ 31,573,333
G oss margin before
depreci ation 2,012, 762 2,071, 381 2,622,621 2, 640, 355 9,347,119
Net income 930, 541 1, 039, 790 1, 331, 795 1,442,792 4,744,918
Basi ¢ earni ngs per share .15 .17 .22 .24 .77
Di | uted earnings per share .14 .17 .21 .23 .75
Fi scal Quarter
First Second Third Fourth Tot al
2006
Total revenue $ 5, 366, 801 $ 6,583, 160 $ 7,997, 547 $ 8,126, 104 $28, 073, 612
G oss margin before
depreci ation 1, 633, 931 2,091, 825 2,444,166 2,216, 737 8, 386, 659
Net income 752, 585 1,123, 538 1, 115, 740 1,072, 709 4,064,572
Basi ¢ earni ngs per share .12 .18 .18 .17 . 65
Di | ute earnings per share L11 .17 .17 .16 .61

The Conmpany has eval uated the inpact of changes to revenue recognition on a quarterly basis and
determined that the change is not significant to the results of any quarter. See Note 14 to
the Consol i dated Financial Statenents.
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NOTE 13 GOODW LL AND | NTANG BLE ASSETS

I ntangi bl e assets consist of the followi ng at February 28

Anortization

Peri od
I ntangi bl e assets subject to anortization
Store design 10 Years
Packagi ng |icenses 3-5 Years
Packagi ng design 10 Years
Tr ademar k -
Tot al

I ntangi bl e assets not subject to anortization
Franchi si ng segnent -
Conpany stores goodwi ||
Franchi si ng goodw | |
Manuf act uri ng segnent - Goodwi | |
Total Goodwi |

Total intangible assets

G
Carry
Va

205,
120,
430

20
777,

1, 011,
295,
295,

1, 601,

$ 2,379

2007

0ss Accunul at ed
ing Anortization
lue

777 106, 204
830 104, 164
973 217, 854
000 -
580 428, 222
458 267, 020
000 197, 682
000 197, 682
458 662, 384
038 $ 1,090,606

Anortization expense related to intangible assets totaled $73, 111,
the fiscal year ended February 28, 2007, 2006 and 2005
expense for intangible assets renmai ning as of February 28, 2007 is as follows:

2008
2009
2010
2011
2012
Thereafter
Tot al

During fiscal year 2007 the Conmpany sold or

73,100
73, 100
73,100
64, 400
40, 300

5, 358
329, 358

cl osed four

resulted in the reduction of Conpany store goodw |l an

$264, 504 and $69, 827, respectively, for a net decrease in goodw |

NOTE 14 REVENUE RECOGNI TI ON CHANGES

Hi storically the Conpany has recognized franchise fees

2006

G oss Accunul at ed
Carryi ng Anortization

Val ue
$ 205,777 % 85, 093
120, 830 99, 164
430,973 170, 854
757,580 355, 111
1, 275, 962 336, 847
295, 000 197, 682
295, 000 197, 682
1, 865, 962 732,211
$ 2,623,542 $ 1,087,322

$77,092 and $72,058 during

The aggregate estinmated anortization

Company stores.

d

upon conpletion of
mat eri al

initial services provided to the franchi see and upon satisfaction of al
the franchise agreenent. Effective with the fourth quarter
to change that policy to nore closely coincide with industry practice,
franchise fees when the franchise store opens. Due
adjustnents to its March 1, 2006 bal ance sheet as foll ows:

Increase in deferred i nconme
Decrease in incone taxes payable
Decrease in retained earnings

$283, 500
107, 163
176, 337

to

of fiscal

the change

2007,
t hat
t he Conpany

The sal e and cl osures

is,

al |

related accunul ated anortization of
of $194, 677.

significant

condi ti ons of

t he Conmpany deci ded
to recogni ze

recor ded

Hi storically the Conpany has recogni zed factory revenue upon shipnment of candy to franchi sees
on Conpany trucks. Effective with the fourth quarter of fiscal 2007

change that policy to recognize factory revenue upon delivery of candy to franchi sees.

t he Company deci ded to

Due to

t he change the Conpany recorded adjustnents to its March 1, 2006 bal ance sheet as foll ows:

Decrease in accounts receivable
Increase in inventory

Decrease in incone taxes payable
Decrease in retained earnings

NOTE 15 - RECENT ACCOUNTI NG PRONOUNCEMENTS

In July 2006, the FASB issued Interpretation 48 ( FIN 48),
Incone Taxes, an interpretation of SFAS No

clarifies the accounting for uncertainty

| ar gest

$379, 636
249, 708
49, 113
80, 815

Accounting for
I ncone Taxes.

109, Accounting for

i ncome

t axes
financial statenents in accordance with SFAS No. 109. The
positions accounted for in accordance with Statenent
recognition threshold. A tax position that neets the nore-likely-than-not
is initially and subsequently measured as the

109 and

recogni zed
interpretation applies to al
requires a nore-likely-than-not

in an

Uncertainty

in

FIN 48

enterprises
t ax

recognition threshold

anbunt of tax benefit t

hat

is greater

than 50 percent likely of being realized upon ultimate settlenent with a taxing authority that

has full know edge of all relevant information.

Subsequent

recognition,

derecogni tion,

and



NOTE 15 - RECENT ACCOUNTI NG PRONOUNCEMENTS - CONTI NUED

neasurenent is based on nanagenment s best judgnent given the facts, circunstances and
information available at the reporting date. FIN 48 is effective for fiscal years beginning
after Decenber 15, 2006. Early adoption is permtted as of the beginning of an enterprises
fiscal year, provided the enterprise has not vyet issued financial statements, including
financial statenents for any interim period, for that fiscal year. Qur effective date for
adopting FIN No. 48 is as of Mirch 1, 2007, with the cunulative effect of the change in
accounting principle recorded as an adjustnent to opening accurmul ated deficit. Based upon the
Conpany s evaluation of the effects of this guidance, we do not believe that it will have a
significant inpact on the Conpanys financial state nents.

In Septenber 2006, the FASB issued SFAS 157, Fair Value Measurenents. SFAS 157 establishes a
framework for nmeasuring fair value under GAAP and expands disclosures about fair value
neasurenent. SFAS 157 also creates consistency and conparability in fair value neasurenents
among the many accounting pronouncenents that require fair value neasurements but does not
require any new fair value neasurements. SFAS 157 is effective for fiscal years (including
interim periods) beginning after Novenber 15, 2007. The Conpany will adopt SFAS No. 157 in
fiscal 2009 and does not expect it to have a significant inpact on the Conpanys financial
st at enent s.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and
Financial Liabilities Including an anendnent of F ASB Statement No. 115. This standard anends
SFAS 115, Accounting for Certain Investnent in Debt and Equity Securities, with respect to
accounting for a transfer to the trading category for all entities with available-for-sale and
trading securities electing the fair value option. This standard allows conmpanies to elect fair
val ue accounting for many financial instrunents and other itens that currently are not required
to be accounted as such, allows different applications for electing the option for a single
item or groups of itens, and requires disclosures to facilitate conparisons of simlar assets
and liabilities that are accounted for differently in relation to the fair value option.
SFAS 159 is effective for fiscal years beginning after Novenber 15, 2007. The Conpany will
adopt SFAS No. 159 in fiscal 2009 and does not expect it to have a significant inmpact on the
Conpany s financial statenents.

In Decenber 2006, the FASB issued EITF 00-19-2, Ac counting for Registration Paynent
Arrangenents. This FASB Staff Position (FSP) addre sses an issuer s accounting for registration
paynment arrangenents. This FSP specifies that the contingent obligation to nake future paynents
or otherw se transfer consideration under a registration paynment arrangenent, whether issued as
a separate agreenment or included as a provision of a financial instrument or other agreenent,
should be separately recognized and neasured in accordance with FASB Statement No. 5,
Accounting for Contingencies. The guidance in thi s FSP amends FASB Statenments No. 133,
Accounting for Derivative Instruments and Hedging Activities, and No. 150, Accounting for

Certain Financial Instruments with Characteristics of both Liabilities and Equity, and FASB

Interpretation No. 45, (@uarantors Accounting and Disclosure Requirenents for GQuarantees,
Including Indirect Cuarantees of Indebtedness of OQhers, to include scope exceptions for
registration payment arrangenents. This FSP further clarifies that a financial instrunent
subject to a registration paynent arrangenent should be accounted for in accordance w th other
applicable generally accepted accounting principles (GAAP) without regard to the contingent
obligation to transfer consideration pursuant to the registration paynment arrangenent. Based
upon the Conpanys prelimnary evaluation of the ef fects of this guidance, we do not believe
that it will have a significant inpact on the Conpanys financial statenents.

In Septenber 2006, the Securities and Exchange Conmission ( SEC) issued Staff Accounting
Bulletin ( SAB) 108, Considering the Effects of Prior Year Msstatements when Quantifying
M sstatements in Current Year Financial Statenents. SAB 108 provides interpretive guidance on
how the effects of the carryover or reversal of prior year msstatenments should be considered
in quantifying a current year misstatement for the purpose of the nmateriality assessnent.
Application of SAB 108 is encouraged in any report for an interim period of the first fiscal
year ending after Novenmber 15, 2006. Previously filed interim reports need not be anended.
However, conparative information presented in reports for interim periods of the first year
subsequent to initial application should be adjusted to reflect the cunulative effect
adjustnent as of the beginning of the year of initial application. W took the provisions of
SAB 108 into account in restating our financial statenents as set forth in this Form 10-K See
Note 14 to the Consolidated Financial Statenents.
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| TEM 9. CHANGES IN AND DI SAGREEMENTS W TH
ACCOUNTANTS ON ACCOUNTI NG AND FI NANCI AL DI SCLOSURE

None
| TEM 9A. CONTROLS AND PROCEDURES
Di scl osure Controls and Procedures and Changes in Internal Control Over Financial Reporting

Limtations on Controls and Procedures - Because of their inherent limtations, disclosure
controls and procedures and internal control over financial reporting (collectively, Control
Systens) may not prevent or detect all failures or misstatenents of the type sought to be
avoi ded by Control Systens. Also, projections of any evaluation of the effectiveness of the
Conpany s Control Systens to future periods are subject to the risk that controls may becone
i nadequat e because of changes in conditions, or that the degree of conpliance with the policies
or procedures may deteriorate. Mnagenent, including the Conpanys Chief Executive Oficer (the
CEO) and Chief Financial Oficer (the CFO), doe s not expect that the Conpanys Control
Systens will prevent all error or all fraud. A Control System no matter how well conceived and
operated, can provide only reasonable, not absolute, assurance that the objectives of the Control
System are met. Further, the design of a Control System nust reflect the fact that there are
resource constraints, and the benefits of controls nust be considered relative to their costs.
Because of the inherent limtations in all Control Systens, no evaluation can provide absolute
assurance that all control issues and instances of fraud, if any, within the Conpany have been
detected. These reports by managenment, including the CEO and CFO, on the effectiveness of the
Company s Control Systens express only reasonabl e a ssurance of the concl usions reached.

Di scl osure Controls and Procedures The Conpany nmaintains disclosure controls and pr ocedures
that are designed to ensure that information required to be disclosed in the Conpanys reports
under the Exchange Act, is recorded, processed, sunmarized, and reported within the tine periods
specified in the SECs rules and forns, and that such information is accumul ated and conmmuni cat ed
to managenent, including the CEO and CFO as appropriate, to allow tinely decisions regarding
requi red di scl osure.

Managenent, with the participation of the CEO and CFO has evaluated the effectiveness, as of
February 28, 2007, of the Conpanys disclosure cont rols and procedures (as defined in Rule 13a
15(e) and 15d15(e) under the Exchange Act). Based on that evaluation, the CEO and CFO have
concl uded that the Conmpany s disclosure controls and procedures were effective as of February 28,
2007.

Managenent s Annual Report on Internal Control over Financial Reporting Managenent is
responsi ble for establishing and naintai ning adequate internal control over financial reporting
(as defined in Rule 13a-15(f) and 15d-15(f) under the Exchange Act). Managenent, with the
participation of the CEO and CFO has eval uated the effectiveness, as of February 28, 2007, of
the Conpanys internal control over financial repor ting. In making this evaluation, managenent
used the criteria set forth by the Committee of Sponsoring Oganizations of the Treadway
Commission in its publication Internal Control-Integrated Franework. Based on that evaluation,
the CEO and CFO have concluded that the Conpanys i nternal control over financial reporting was
effective as of February 28, 2007.

Changes in Internal Control over Financial Reporting There were no changes in the Conpanys
internal control over financial reporting identified in connection with the evaluation required
by paragraph (d) of Section 240.13a-15 of the Exchange Act that occurred during the Conpanys
last fiscal quarter (the Companys fourth quarter i n the case of an annual report) that have
materially affected, or are reasonably likely to materially affect, the Conmpanys internal
control over financial reporting.

Attestation Report of the Registered Public Accounting Firm The Conpany s i ndependent

regi stered public accounting firm Ehrhardt Keefe Steiner & Hottman PC has issued the follow ng
attestation report on the Conpanys assessnent and opinion on the effectiveness of the Conpanys
internal control over financial reporting:
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REPORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

To the Board of Directors and Stockhol ders of Rocky Mountain Chocol ate Factory, Inc.:

W have audited nmnagenment s assessment, included i n the acconpanying Managenent s Annual
Report on Internal Control over Financial Reporting, that Rocky Muntain Chocolate Factory,
Inc. (the Conpany) nmintained effective internal control over financial reporting as of

February 28, 2007 based on criteria established in Internal Control Integrated Framework issued
by the Committee of Sponsoring Oganizations of the Treadway Conm ssion. The Conmpanys
nmanagement is responsible for maintaining effective internal control over financial reporting
and for its assessnent of the effectiveness of internal control over financial reporting. CQur
responsibility is to express an opinion on managenent s assessment and an opinion on the
ef fectiveness of the Conpanys internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Conpany Accounting
Oversight Board (United States). Those standards require that we plan and performthe audit to
obtai n reasonabl e assurance about whether effective internal control over financial reporting
was maintained in all material respects. Qur audit included obtaining an understanding of
internal control over financial reporting, evaluating managenent s assessnent, testing and
evaluating the design and operating effectiveness of internal control, and perform ng such
ot her procedures as we considered necessary in the circunstances. W believe that our audit
provi des a reasonabl e basis for our opinion.

A conpanys internal control over financial reporti ng is a process designed to provide
reasonabl e assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting
principles. A conpanys internal control over financial reporting includes those policies and
procedures that (1) pertain to the nmaintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the conpany;
(2) provide reasonable assurance that transactions are recorded as necessary to permt
preparation of financial statenents in accordance wth generally accepted accounting
principles, and that receipts and expenditures of the conpany are being made only in accordance
with authorizations of managenent and directors of the conmpany; and (3) provide reasonable
assurance regarding prevention or tinely detection of wunauthorized acquisition, use, or
di sposition of the conmpanys assets that could have a material effect on the financial
st at enent s.

Because of the inherent limtations, internal control over financial reporting may not prevent
or detect nisstatenents. Al so, projections of any evaluation of the effectiveness to future
periods are subject to the risk that the controls may becone inadequate because of changes in
conditions, or that the degree of conpliance with the policies or procedures may deteriorate.
I n our opinion, managenent s assessnent that the Co npany maintained effective internal control
over financial reporting as of February 28, 2007, is fairly stated, in all material respects,
based upon the criteria established in Internal Control Integrated Framework issued by the
Conmittee of Sponsoring Organizations of the Treadway Conmission. Also, in our opinion, the
Conpany naintained, in all nmaterial respects, effective internal control over financial
reporting as of February 28, 2007, based upon the criteria established in Internal Control

Integrated Franework issued by the Committee of Sponsoring Organizations of the Treadway
Commi ssi on (COSO) .

W have also audited, in accordance with the standards of the Public Conpany Accounting
Oversight Board (United States), the financial statements as of and for the year ended February
28, 2007, of the Conpany and our report dated May 14, 2007 expressed an unqualified opinion on
those financial statements.

Ehr hardt Keefe Steiner & Hottman PC

Denver, CO
May 14, 2007
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| TEM 9B. OTHER | NFORNMATI ON
None
PART 111.
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT

Certain information with respect to the executive officers of the Conmpany is set forth in the
section entitled "Executive Oficers" in Part | of this report.

The information required by this item with respect to directors is incorporated by reference
from the information under the caption "Election of Directors and Section 16(a) Beneficial
Onnership Reporting Conpliance contained in the Conpanys Proxy Statenent for the Conpany’s
Annual Meeting of Sharehol ders expected to be held on July 13, 2007 (the "Proxy Statenent").

| TEM 11. EXECUTI VE COVPENSATI ON

The information required by this itemis incorporated by reference to the informati on appearing
under the caption "Executive Conpensation” in the Proxy Statemnent.

| TEM 12. SECURI TY OMNERSHI P OF CERTAI N BENEFI CI AL OMNERS AND MANAGEMENT AND RELATED STOCKHCOLDER
MATTERS

The information required by this itemis incorporated by reference to the informati on appearing
under the caption Security Omership of Certain Be neficial Omers and Managenent and Rel ated
St ockhol der Matters in the Proxy Statenent.

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The information required by this itemis incorporated by reference to the informati on appearing
under the caption Certain Transactions in the Pro xy Statenent.

| TEM 14. PRI NCI PAL ACCOUNTANT FEES AND SERVI CES

The information required by this itemis incorporated by reference to the informati on appearing
under the caption Principal Accountant Fees and Services in the Proxy Statenent.
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PART | V.
| TEM 15. EXH BI TS and FI NANCI AL STATEMENT SCHEDULES

(a) The followi ng docunents are filed as part of this report:

1. Fi nancial Statenents

Page
Report of | ndependent Registered Public Accounting Firns 29
Statements of |ncone 30
Bal ance Sheets 31
Statenents of Changes in Stockholders Equity 32
Statements of Cash Fl ows 33
Notes to Financial Statenents 34

2. Fi nanci al Statenent Schedul es

Page
Report of | ndependent Registered Public Accounting Firm 48
SCHEDULE || - Valuation and Qualifying Accounts 48

REPORT OF | NDEPENDENT REG STERED PUBLI C ACCCOUNTI NG FI RM ON SCHEDULES

Board of Directors and Stockhol ders
Rocky Mountai n Chocol ate Factory, Inc.
Dur ango, Col orado

In connection with our audit of the financial statenents of Rocky Muntain Chocol ate Factory,
Inc. referred to in our report dated May 14, 2007, which is included in Part Il of this Form
10-K, we have also audited Schedule Il for the year ended February 28, 2007. In our opinion,
this schedule presents fairly, in all material respects, the information required to be set
forth therein.

Ehr hardt Keefe Steiner & Hottman PC

May 14, 2007
Denver, Col orado

SCHEDULE Il - Valuation and Qualifying Accounts
Bal ance at Addi tions
Begi nni ng of Charged to Bal ance at End
Peri od Costs & Exp. Deduct i ons of Period

Year Ended February 28, 2007
Val uation Al l owance for
Accounts and Not es Receivabl e 98, 925 70, 000 (18, 594) 187, 519

Year Ended February 28, 2006
Val uation Al l owance for
Accounts and Not es Receivabl e 132, 646 -0- 33,721 98, 925

Year Ended February 29, 2005

Val uation Al l owance for
Accounts and Not es Receivabl e 120, 635 25, 000 12, 989 132, 646
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3. Exhibits

Exhi bi t
Nunber

3.1

3.2

4.1

4.2

4.3

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

23.

31.

10

11

Descri ption

Articles of Incorporation of the
Regi strant, as amended

By-laws  of the Registrant, as
anended on Novenber 25, 1997

Speci nen Common Stock Certificate
Busi ness Loan Agreenent dated July

31, 2006 between Wells Fargo Bank
and the Regi strant

Prom ssory Note dated July 31, 2006
in the anount of $5, 000,000 between
Wl |'s Fargo Bank and the Regi strant

Form of Enpl oynent Agreenent between
the Registrant and its officers

Current form of franchise agreenent
used by the Registrant

Form of Real Estate Lease between
t he Regi strant as Lessee and
franchi see as Subl essee

1995 Stock Option Plan of the
Regi strant

Forms of Incentive Stock Option

Agreerment for 1995 Stock Option Plan

Forms of Nonqualified Stock Option
Agreerment for 1995 Stock Option Plan

Form of Indemification Agreenent
between the Registrant and its
directors

Form of Indemification Agreenent
between the Registrant and its
officers

2000 Nonqualified Stock Qption
Pl an for Nonenpl oyee Directors
O the Registrant

2004 Stock Option Plan of the
Regi strant

Commodity Contract with Quittard
Chocol at e Conpany*
Consent of Independent Registered

Public Accounting Firm

Certification Pursuant To Section
302 of the Sarbanes-Oxley Act of
2002, Chief Executive Oficer

I ncorporated by Reference to

Filed herew th.

Filed herew th.

Filed herew th.

Exhibit 4.2 to the Quarterly Report on Form
10-Q of the Registrant for the quarter ended
August 31, 2006.

Exhibit 4.4 to the Quarterly Report on Form
10-Q of the Registrant for the quarter ended
August 31, 2006.

Filed herew th.

Exhibit 10.4 to the Quarterly Report on form
10-Q of the Registrant for the quarter ended
May 31, 2005.

Exhibit 10.7 to Registration Statenment on

Form S-18 (Registration No. 33-2016-D).

Exhibit 10.9 to Registration Statenment on
Form S-1 (Registration No. 33-62149) filed
August 25, 1995.
Exhibit 10.10 to Registration Statenent on
Form S-1 (Registration No. 33-62149) filed on
August 25, 1995.
Exhibit 10.11 to Registration Statenent on
Form S-1 (Registration No. 33-62149) filed on
August 25, 1995.

Filed herew th.

Filed herew th.

Exhibit 99.1 to Registration Statenent on
Form S-8 (Registration No. 333-109936 filed
on Cctober 23, 2003.

Exhibit 99.1 to Registration Statenment on
Form S-8 (Registration No. 333-119107) filed
Sept enber 17, 2004.

Filed herew th.

Filed herew th.

Filed herew th.
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3. Exhibits - CONTI NUED

Exhi bi t
Nunber Descri ption I ncorporated by Reference to
31.2 Certification Pursuant TO Section Filed herewith.
302 of the Sarbanes-Oxley Act of
2002, Chief Financial Oficer
32.1 Certification Pursuant To Section Filed herewth.
906 O The Sarbanes-Oxley Act of
2002, Chief Executive Oficer
32.2 Certification Pursuant To Section Filed herewith

906 O The Sarbanes-Oxley Act of
2002, Chief Financial Oficer

* Contains material that has been omtted pursuant to a request for confidential
treatment and such material has been filed separately with the Conm ssion.
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S| GNATURES

Pursuant to the requirements of Section 13 or
Regi strant

has duly caused this report

dul y authori zed.

Dat e:

Pursuant to the requirenents of the Securities Exchange Act of 1934,

May 14, 2007

15(d) of the Securities Exchange Act

to be signed on its behalf by the undersigned,

ROCKY MOUNTAI N CHOCOLATE FACTORY, | NC.
/'S/ Bryan J. Merryman
BRYAN J. MERRYMAN
Chief Operating Oficer, Chief
Fi nancial O ficer, Treasurer and
D rector

this report

of 1934,

t he
t hereunto

has been signed
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i ndi cat ed.
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Exhibit 3.1
ARTI CLES OF | NCORPORATI ON

The undersi gned, for the purpose of organizing a corporation, for profit,
pursuant to the laws .of the State of Col orado, does hereby adopt the follow ng
Articles of Incorporation:

ARTI CLE
The name of the corporation shall be
ROCKY MOUNTAI N CHOCOLATE FACTORY, | NC
ARTI CLE |
Thi s corporation shall have perpetual existence.
ARTI CLE 111

In addition to, and not in limtation of, those provided by statute in the
State of Col orado, the nature of the business, the purposes, and the genera
powers for which the corporation is organized are:

1. The transaction of all |awful business for which corporations may be
i ncorporated pursuant to the Col orado Corporation Code.

2. To buy, exchange, contract for, lease and in any and all other ways
acquire, hold and own, and deal in, sell, nortgage, |ease, or otherw se dispose of
real and personal property of every kind and description, as may be desirable for
use by the conpany in the operation of any business conducted by it.

3. To buy, sell, and deal in its own stock and other securities, and in the
stock and other securities of any other corporation, and to lend either with or
wi t hout security.

4. To borrow noney for the conduct of its business and in furtherance of the
obj ects, purposes and powers herein set forth, and to i ssue debentures, bonds,
certificates of indebtedness, notes and other instrunents of |ike character
evidencing the liability of the conpany; to repay the sane and to secure any and
all thereof by nortgages or deeds of trust on any or all of the real or persona
property of the conpany.

5. To acquire the good will, rights, property and assets of all kinds of any
busi ness capabl e of being carried on in connection with this conpanys busi ness,
and to undertake the whole or part of the liability of the person, firm or
corporation owni ng such good will, rights, property and assets, on such terns and
conditions as nmay be agreed upon, and to pay for the sane in cash, stock, bonds,
debentures, notes or securities of this conpany.

6. To conduct business in the State of Colorado and in any other state or
territory of the United States of Anerica, including the District of Colunbia

7. To carry on any business which the conpany may deem proper or convenient
in connection with any of the foregoi ng powers and purposes, whether indirectly or



ot herwi se, or which may be calculated, directly or indirectly, to pronote the
interests of the conpany or to enhance the value of its property; and to have and
exercise all of the powers conferred by the laws of the State of Col orado on a
corporation formed under the act pursuant to which this corporation is forned.

8. The purposes specified herein shall be construed as both purposes and
powers and shall in no way be Iimted or restricted by reference to, or inference
from the terns of any other clause in this or any other article, but the purposes
and powers specified in each of the clauses herein shall be regarded as
i ndependent purposes and powers, and the enuneration of specific purposes and
powers shall not be construed to limt or restrict in any manner the neani ng of
the general terms or of the general powers of the conpany; nor shall the
expressi on of one thing be deenmed to exclude another, although it be of |ike
nature not expressed

ARTI CLE IV

The total nunber of shares which may be issued by the corporation is 50,000
each of which shall be w thout par val ue

ARTI CLE V

At all neetings of the stockholders for the election of directors,
cunul ative voting shall be all owed.

ARTI CLE VI

The initial registered office of the corporation shall be 519 1/2 Miin
Avenue, Durango, La Plata County, Colorado 81301. The initial registered agent of
the corporation shall be FRANKLIN E. CRAIL

ARTI CLE VI |
The name and address of the person forming this corporation is

J. DOUGLAS SHAND 124 East Ninth Street
Dur ango, Col orado 81301

ARTI CLE VI'1]

The management of this corporation shall be vested in a board of directors
the nunber of directors of this corporation shall be as determ ned by the byl aws
of this corporation. The initial board of directors of this corporation shal
consi st of three nenbers. The nanes and addresses of the persons who are to be the
initial directors and who are to serve as directors until the first annual neeting
of shareholders or until their successors be elected and qualified are

FRAMKLIN E. CRAIL 225 Rockridge Grcle
Dur ango, Col orado 81301

JAMES HI LTON 225 Rockridge Circle
Dur ango, Col orado 81301

MARK LAPI NSKI 225 Rockridge Grcle
Dur ango, Col orado 81301



ARTICLE I X

Al'l stock shall be issued as fully paid and non-assessabl e, and cannot be
made assessable by any anmendnent to this certificate of incorporation, nor shal
the hol der or such shares be liable for further paynment thereon.

ARTI CLE X

Each sharehol der of the corporation shall have the preenptive right to
acquire additional or treasury shares of the corporation or securities convertible
into shares or carrying stock purchase warrants or privil eges.

ARTI CLE Xl

The board of directors of this corporation shall have the power to make from
time to time such by-laws for the management of the affairs of the corporation as
may be necessary or proper, and after reasonable notice to all directors (or
wi thout notice if all directors consent thereto) to repeal, amend, or alter the
sane or to adopt new by | aws. The board of directors shall have the power to fix
the salaries of directors, corporate officers and agents and enpl oyees of this
corporation. The board of directors shall have the power to appoint and renobve
officers, agents and enpl oyees of the conpany.

ARTI CLES OF AMENDMENT
to the
ARTI CLES OF | NCORPORATI ON
of
ROCKY MOUNTAI N. CHOCOLATE FACTQRY, . | NC

Pursuant to the provisions of the Col orado Corporation Act, the undersigned
corporation adopts the following Articles of Arendnent to Its Articles of
I ncor porati on:

FI RST: The nanme of the corporation is ROCKY MOUNTAI N. CHOCOLATE FACTORY, . | NC

SECOND: The foll owi ng anmendnent of the Articles of Incorporation was adopted
by the sharehol ders of the corporation on Cctober 7, 1985, in the manner
prescri bed by the Col orado Corporation Act:

Article IV of the Articles of Incorporation of the corporation is hereby
amended to read as foll ows:

The total nunber of shares which may be issued by the corporation is Seven
MI1lion Five Hundred Thousand (7,500,000) commobn shares, with a par val ue of One
Cent ($.0l) per share. Each outstanding share of common stock of the corporation
is hereby split up and exchanged into Ei ght Hundred Ei ghty-three and One Hundred
Seventy- seven One Hundred Ei ghty one One Hundredth s (883-177/181) shares of
common stock of a par value of One Cent ($.0l) per share



Article X of the Articles of Incorporation of the corporation is hereby
amended to read as foll ows:

Shar ehol ders of the corporation shall have no pree nptive rights to acquire
uni ssued or treasury shares or securities convertible into such shares or carrying
a right to subscribe to or acquire shares.

THI RD: The nunber of shares of the corporation outstanding at the tinme of
such adoption was 1,810; and the nunber of shares entitled to vote thereon was
1, 810.

FOURTH: The desi gnati on and nunber of outstandi ng shares of each cl ass
entitled to vote thereon as a class were as foll ows:

d ass Nunber of Shares
conmon 1, 810

FI FTH. The nunber of shares voted for such anmendnent was 1,810; and the
nunber of shares voted agai nst such anendnent was -0-

SI XTH: The nunber of shares of each class entitled to vote thereon as a
class voted for and agai nst such anendnent, respectively, was:

d ass Nunber of Shares Voted
Conmmon For Agai nst
1, 810 - 0-

SEVENTH: The manner, if not set forth in such anendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anendnent shall be effected, is as foll ows:

As set forth in the Amendnent

El GHTH: The manner in which such anendnent effects a change in the anpbunt of
stated capital, and the ampunt of stated capital as changed by such anendnent, are
as follows:

The anmpbunt of stated capital prior to the anendnent is $78, 000.00. The
amount of stated capital subsequent to the anendnment is $16, 000. 00

ARTI CLES OF AMENDNVENT
to the
ARTI CLES OF | NCORPORATI ON

of

ROCKY MOUNTAI N. CHOCOLATE FACTCRY, . I NC

Pursuant to the provisions of the Col orado Corporation Act, the undersigned
corporation adopts the following Articles of Arendnent to Its Articles of
I ncor porati on:

FI RST: The nanme of the corporation is ROCKY MOUNTAI N. CHOCOLATE FACTORY, . | NC




SECOND: The foll owi ng amendrment of the Articles of Incorporation was adopted
by the sharehol ders of the corporation on Novenber 4, 1985, in the manner
prescri bed by the Col orado Corporation Act:

On Cctober 18, 1985, Article IV of the Articles of Incorporation of the
corporation was anended to read as foll ows:

The total nunber of shares which may be issued by the corporation is Seven
M1lion Five Hundred Thousand (7,500,000) common shares, with a par val ue of One
Cent ($.0l) per share. Each outstanding share of common stock of the corporation
is hereby split up and exchanged into Ei ght Hundred Ei ghty-three and One Hundred
Seventy- seven One Hundred Ei ghty one One Hundredth s (883-177/181) shares of
conmmon stock of a par value of One Cent ($.0l) per share

Article 1V of the Articles of Anendnent to the Articles of I|ncorporation of
the corporation is hereby corrected to read as foll ows:

The total nunber of shares which may be issued by the corporation is Seven
M1lion Five Hundred Thousand (7,500,000) comon shares, with a par val ue of One
Cent ($.0l) per share. Each outstanding share of common stock of the corporation
is hereby split up and exchanged into One Thousand Thirteen and Four Hundred
Seventy-three One Thousand Fi ve Hundred Seventy-ninths (1013-473/1579) shares of
common stock of a par value of One Cent ($.0l) per share

THI RD: The nunber of shares of the corporation outstanding at the tinme of
such adoption was 1,579; and the nunber of shares entitled to vote thereon was
1,579.

FOURTH: The desi gnati on and nunber of outstandi ng shares of each cl ass
entitled to vote thereon as a class were as foll ows:

d ass Nunber of Shares
conmon 1,579

FI FTH. The nunber of shares voted for such anmendnent was 1,579; and the
nunber of shares voted against such anendnent was -0-

SI XTH: The nunber of shares of each class entitled to vote thereon as a
class voted for and agai nst such anendnent, respectively, was:

d ass Nunber of Shares Voted
Common For Agai nst
1,579 - 0-

SEVENTH: The manner, if not set forth in such anendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anmendnent shall be effected, is as foll ows:

As set forth in the Amendnent

El GHTH: The manner in which such anendnent effects a change in the anobunt of
stated capital, and the ampunt of stated capital as changed by such anendnent, are
as follows:

The anmpbunt of stated capital prior to the anendnent is $78, 000.00. The
amount of stated capital subsequent to the anendnment is $16, 000. 00



ARTI CLES OF AMENDMENT
to the
ARTI CLES OF | NCORPORATI ON
of
ROCKY MOUNTAI N. CHOCOLATE FACTQRY, . | NC

Pursuant to the provisions of the Col orado Corporation Act, the undersigned
corporation adopts the following Articles of Arendnent to Its Articles of
I ncor porati on:

FI RST: The nanme of the corporation is ROCKY MOUNTAI N. CHOCOLATE FACTORY, . | NC

SECOND: The foll owi ng anmendnent of the Articles of Incorporation was adopted
by the sharehol ders of the corporation on Novenber 14, 1985, in the manner
prescri bed by the Col orado Corporation Act:

Article IV of the Articles of Incorporation of the corporation is hereby
amended to read as foll ows:

The total nunber of shares which may be issued by the corporation is Seven
MI1lion Five Hundred Thousand (7,500,000) shares, Seven MIlion Two Hundred Fifty
Thousand (7, 250, 000) of which shall be designated as Commobn Shares, with a par
val ue of One Cent ($.01) per share (referred to hereinafter either as Common
Stock or Common Shares), and Two Hundred Fifty T housand (250, 000) of which
shal | be designated as Preferred Shares, with a p ar value of Ten Dollars
($10.00) per share (referred to hereinafter either as Preferred Stock or
Preferred Shares). Each outstandi ng share of commpb n stock of the corporation
out standi ng on Qctober 7, 1985, is hereby split up and exchanged i nto One Thousand
Thi rteen and Four Hundred Seventy-three One Thousand Five Hundred Seventy-ninths
(1013-473/ 1579) shares of common stock of a par value of One Cent ($.0l) per
share.

Article XIl of the Articles of Incorporation of the corporation is hereby
added to the Articles of Incorporation of the corporation, to read as follows:

The Board of Directors is hereby expressly authori zed, by resolution or

resol utions which they may fromtine to time adopt, to provide for the issuance of
the Preferred Stock in one or nore series and to fix and state, to the extent not
fixed by the provisions hereinafter set forth and subject to limtations

prescri bed by | aw, the designations and powers, preferences and rights of the
shares of each such series and the qualifications, Iimtations and restrictions

t hereof, including, but not Iimted to, determ nation of any of the follow ng:

The distinctive serial designation and the nunber of shares constituting the
series;

The dividend rate, whether dividends shall be cunmulative and, if so, from which
date, the paynent date or dates for dividends, and the preferential, participating
or other special rights, if any, with respect to dividends

The voting powers, full or limted, in addition to the voting powers provided by
| aw;

Whet her the shares shall be redeemable and, if so, the price, or prices to be
paid, and the terms and conditions on which the shares may be redeened



The anount or anmounts payabl e upon the shares in the event of voluntary or
i nvol untary |iquidation, dissolution or winding up of the corporation;

Whet her the shares shall be entitled to the benefit of a sinking or retirenent
fund to be applied to the purchase or redenption of shares of the series, and, if
so entitled, the amount of such fund and the manner of its application, including
the price or prices at which the shares may be redeened or purchased through
application of such funds: and

Whet her the shares be convertible into or exchangeabl e for shares of any other
class or classes or of any other series of the same or any other class or classes
of stock of the corporation and, if so convertible or exchangeabl e, the conversion
price or prices, or the rates of exchange, and the adjustnments thereof, if any, at
whi ch conversi on or exchange may be nmade, and any other ternms or conditions of
such conversion or exchange

Each share of each series of Preferred Stock shall have the same relative rights
as and be identical in all respects with all other shares of the sanme series.

Before the corporation shall issue any shares of Preferred Stock of any series
aut hori zed as herei nabove provided, a certificate setting forth (i) the nane of
the corporation; (ii) a copy of the resolution or resolutions with respect to such
shares adopted by the Board of Directors of the corporation pursuant to the
foregoing authority vested in said Board, establishing and designating the series
and fixing and determining the relative rights and preferences thereof; (iii) the
date of adoption of such resolution or resolutions; and (iv) that such resol ution
was duly adopted by the Board, shall be nmade, executed, acknow edged, filed and
recorded in accordance with the applicable requirenents, if any, of the | aws of
the State of Colorado. If no such certificate is then so required by law, a
certificate shall be signed and verified on behalf of the corporation by its
president or a vice president and by its secretary, treasurer or assistant
secretary, and such certificate shall be filed and kept on file at the principa
office of the corporation in the State of Colorado and in any other place or

pl aces as the Board of Directors shall designate

THI RD: The nunber of shares of the corporation outstanding at the tinme of
such adoption was 1,600,000; and the nunber of shares entitled to vote thereon was
1, 600, 000

FOURTH: The designati on and nunber of outstanding shares of each cl ass
entitled to vote thereon as a class were as foll ows:

d ass Nunber of Shares
common 1, 600, 000

FI FTH. The nunber of shares voted for such anendnment was 1, 600, 000; and the
nunber of shares voted agai nst such anendnent was -0-

SI XTH: The nunber of shares of each class entitled to vote thereon as a
class voted for and agai nst such anmendnent, respectively, was:

d ass Nunber of Shares Voted
Conmon For Agai nst
1, 600, 000 - 0-

SEVENTH: The manner, if not set forth in such anendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anendnent shall be effected, is as foll ows:

No change



El GHTH: The manner in which such anendnent effects a change in the anobunt of
stated capital, and the ampunt of stated capital as changed by such anendnent, are
as follows:

No change

ARTI CLES OF AMENDVENT
to the
ARTI CLES OF | NCORPORATI ON
of
ROCKY MOUNTAI N. CHOCOLATE FACTORY, . | NC.

Pursuant to the provisions of the Col orado Corporation Act, the undersigned
corporation adopts the following Articles of Arendrment to Its Articles of
I ncor porati on:

FI RST: The nane of the corporation i s ROCKY MOUNTAI N. CHOCOLATE FACTORY, . | NC.

SECOND: The foll owi ng amendrment of the Articles of Incorporation was adopted
by the sharehol ders of the corporation on Novenber 25, 1985, in the manner
prescri bed by the Col orado Corporation Act:

Article 1V of the Articles of Incorporation of the corporation is hereby
amended to read as foll ows:

The total nunber of shares which may be issued by the corporation is Seven
M1lion Five Hundred Thousand (7,500,000) shares, Seven MIlion Two Hundred Fifty
Thousand (7, 250, 000) of which shall be designated as Commobn Shares, with a par
val ue of One Cent ($.01) per share (referred to hereinafter either as Common
Stock or Common Shares), and Two Hundred Fifty T housand (250,000) of which
shall be designated as Preferred Shares, with a p ar value of Ten Cents ($.10)
per share (referred to hereinafter either as Preferred Stock or Preferred
Shares ). Each share of Common Stock of the corporation outstanding on Cctober 7,
1985, is hereby split up and exchanged i nto One Thousand Thirteen and Four Hundred
Seventy-three One Thousand Five Hundred Seventy-ninths (1013-473/1579) shares of
Conmmon Stock of a par value of One Cent ($.0l) per share.

THI RD: The nunber of shares of the corporation outstanding at the tinme of
such adoption was 1,600,000; and the nunber of shares entitled to vote thereon was
1, 600, 000.

FOURTH: The desi gnati on and nunber of outstanding shares of each cl ass
entitled to vote thereon as a class were as foll ows:

d ass Nunber of Shares
common 1, 600, 000

FI FTH. The nunber of shares voted for such anendnment was 1, 600, 000; and the
nunber of shares voted agai nst such anendnent was -0-.



SI XTH: The nunber of shares of each class entitled to vote thereon as a
class voted for and agai nst such anendnent, respectively, was:

d ass Nunber of Shares Voted
Conmmon For Agai nst
1, 600, 000 - 0-

SEVENTH: The manner, if not set forth in such anendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anmendnent shall be effected, is as foll ows:

No change

El GHTH: The manner in which such anendnent effects a change in the anpbunt of
stated capital, and the ampunt of stated capital as changed by such anendnent, are
as follows:

No change

ARTI CLES OF AMENDNVENT
to the
ARTI CLES OF | NCORPORATI ON

Pursuant to the provisions of the Col orado Corporation Code, the undersigned
corporation adopts the following Articles of Arendnents to its Articles of
I ncor porati on:

FI RST: The nanme of the corporation is Rocky Muntain Chocol ate Factory. Inc.

SECOND: The foll owi ng anendnent to the Articles of Incorporation was adopted
on July. 29 1988, as prescribed by the Col orado Corporation Code, in the manner
marked with an X bel ow

_____Such amendnent was adopted by the board of directors where not shares
have been i ssued.

X Such anendnent was adopted by a vote of the sharehol ders. The nunber
of shares voted for the anendnent was sufficient for approval

Article IV of the Articles of Incorporation of the corporation is
hereby amended in its entirety to read as foll ows:

The total nunber of shares which may be issued by the corporation is
Seven MIlion Five Hundred Thousand (7,500, 000) shares, Seven MIlion
Two Hundred Fifty Thousand (7,250, 000) of which shall be designated as
shares of common stock, with a par value of Three Cents ($.03) per
share (hereinafter referred to as Common Stock or Common Shares),
and Two Hundred Fifty Thousand (250, 000) of which shall be designated
as shares of preferred stock, with a par value of Ten Cents (S.10) per
share (hereinafter referred to as Preferred Stock or Preferred
Shares). The 2,233,491 shares of Common Stock, wit h a par val ue of
One Cent ($.01) per share, of the corporation, either issued and
outstanding or held by the corporation as treasury stock on the
effective date of this amendnent, are automatically reclassified and
changed into 744,497 fully-paid and nonassessabl e shares of Comon



Stock, with a par value of Three Cents ($.03), provided that no
fractional shares shall be issued. In lieu of issuing fractiona
shares of Common Stock with respect to any fractional share interests
that occur as a result of the foregoing reclassification and change,
the corporation shall cause its transfer agent to pay the hol ders

t hereof a cash anount determned by multiplying each such fractiona
share interest tinmes the nmean average of the closing bid and asked
prices of the corporations common stock, with a par value of One Cent
($01) per share, for the ten business days ending on July 28, 1988.

THIRD: The manner, if not set forth in such amendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anmendnent shall be effected, is as foll ows:

Notice will be given to holders of Commobn Stock on the effective date
of this amendnent to surrender their certificates to the Conpanys
transfer agent, who will issue the new certificates to evidence the
recl assification

FOURTH: The manner in which such anendnent effects a change in the anobunt of
stated capital, and the ampunt of stated capital as changed by such anendnent, are
as foll ows:

No change

ARTI CLES OF AMENDNVENT
to the
ARTI CLES OF | NCORPORATI ON

Pursuant to the provisions of the Col orado Corporation Code, the undersigned
corporation adopts the following Articles of Arendrment to its Articles of
I ncor poration:

FI RST: The nane of the corporation is Rocky Muntain Chocol ate Factory, Inc.

SECOND: The foll owi ng anmendrment to the Articles of Incorporation was adopted
on July 28, 1989, as prescribed by the Col orado Corporati on Code, in the manner
marked with an X bel ow

_______Such anmendnent was adopted by the board of directors where no shares
have been issued.

X  Such amendnent was adopted by a vote of the sharehol ders. The nunber
of shares voted for the anendnent was sufficient for approval




RESOLVED, that a new Article XlIl be added to the Articles of I|ncorporation
of the Corporation and read as foll ows:

The personal liability of a director to the corporation or its
shar ehol ders for nonetary danages for breach of fiduciary duty as a
director is limted to the full extent provided by Col orado | aw.

THIRD: The manner, if not set forth in such amendnent, in which any
exchange, reclassification, or cancellation of issued shares provided for in the
anmendnent shall be effected, is as foll ows:

No change

FOURTH: The manner in which such anendnent effects a change in the anobunt of
stated capital, and the amount of stated capital as changed by such anendnent, are
as foll ows:

No change

ARTI CLES OF AMENDIVENT
TO THE
ARTI CLES OF | NCORPORATI ON
OF
ROCKY MOUNTAI N CHOCOLATE FACTCORY, | NC

This docunent is entitled to be filed pursuant to sections 7-90-301 et. seq
and 7-110- 106 of the Col orado Revised Statutes:

FI RST: The domestic entity nanme of the corporation is:
ROCKY MOUNTAI N CHOCOLATE FACTORY, | NC

SECOND: Article IV of the Articles of Incorporation is hereby amended in its
entirety to read as foll ows:

The aggregate nunber of shares of all classes of capital stock that the
corporation shall have authority to issue is One Hundred MIlion Two Hundred Fifty
Thousand (100, 250, 000) shares; One Hundred M1 lion (100, 000, 000) of which shall be
desi gnated as shares of common stock, with a par value of three cents ($0.03) per
share (the Common Stock or Conmon Shares); and Two Hundred Fifty Thousand of
whi ch shal |l be designated as shares of preferred stock, with a par val ue of ten
cents ($0.10) per share (the Preferred Stock or Preferred Shares).

THI RD: The nane and address of the individual who causes this docunent to be
delivered for filing is

Virginia Perez

Rocky Mountai n Chocol ate Factory, Inc.
265 Turner Drive

Durango, CO 81303



Exhibit 3.2
BY- LAWS OF
ROCKY MOUNTAI N CHOCOLATE FACTCRY, | NC.
(As Amended on Novemnber 25, 1997)

ARTI CLE
OFFI CES
Section 1. The registered office of the corporation shall be |ocated at
Dur ango, Col or ado.
Section 2. The corporation may al so have offices at such other places

both within and without the State of Colorado as the board of directors may from
time to time determne or the business of the corporation nmay require.

ARTI CLE |1
ANNUAL MEETI NG OF SHAREHOLDERS

Section 1. Al meetings of the shareholders for the election of
directors shall be held in the Gty of Durango, State of Colorado, at such place
as may be fixed fromtinme to tine by the board of directors, or such other place
either within or without the State of Col orado as shall be designated fromtine to
time by the board of directors and stated in the notice of the neeting.

Section 2. Annual neetings of shareholders shall be held at such tine
and place as shall be designated fromtinme to time by the board of directors and
stated in the notice of the neeting, at which the shareholders shall elect by a
plurality vote a board of directors, and transact such other business as may
properly be brought before the neeting.

Section 3. Witten or printed notice of the annual neeting stating the
pl ace, day and hour of the neeting shall be delivered not less than ten (10) nor
nore than sixty (60) days before the date of the neeting, either personally or by
mail, by or at the direction of the president, the secretary, or the officer or
persons calling the neeting, to each shareholder of record entitled to vote at
such nmeeting. Notice shall be deened to be delivered when deposited in the United
States mmil, postage prepaid, addressed to each shareholder of record entitled to
vote at the neeting at that shareholder’s address as it appears on the records of
the corporation.

Section 4. Only proposals by shareholders nmade in accordance with the
procedures set forth in this Section 4 shall be eligible for inclusion on the
agenda of any annual or special neeting of sharehol ders.

a) NOM NATION OF DI RECTORS. The board of directors shall act as
a nominating conmittee for selecting the managenment nomi nees for election as
directors. Except in the case of a nominee substituted as a result of the
death, refusal to serve or other incapacity of a nanagenment nom nee, the
nom nating conmittee shall deliver witten nomnations to the secretary at
least 20 days prior to the date of the annual neeting. Provided such
conmittee makes such nominations, no nominations for directors except those
made by the nominating committee shall be voted upon at the annual neeting
unl ess other nom nations by shareholders are made in accordance with the
provisions of this Section 4. Nominations of individuals for election to the
board of directors of the corporation at an annual neeting of sharehol ders
may be made by any sharehol der of the corporation entitled to vote for the
election of directors at that nmeeting who conplies wth the notice
procedures set forth in this Section 4. Such nomi nations, other than those
nmade by the board of directors acting as nom nating committee, shall be nade
pursuant to tinmely notice in witing to the secretary of the corporation as
set forth in this Section 4.



(b) OTHER PROPCSALS. Any sharehol der of the corporation entitled to
vote at any annual or special neeting of shareholders may nake nom nations
for the election of directors and other proper proposals for inclusion on
the agenda of any such neeting provided such sharehol der conplies with the
tinely notice provisions set forth in this Section 4 (as well as any
addi tional requirenments under any applicable | aw or regul ation).

(c) TIMELY NOTICE. A shareholder’s notice shall be delivered to or
mai | ed and received at the principal executive offices of the corporation
(i) in the case of a special neeting, not |ess than 30 days nor nore than 75
days prior to the neeting date specified in the notice of such neeting,
provi ded, however, that in the event that |ess than 40 days’ notice or prior
public disclosure of the date of a special neeting is given or nmade to
shar ehol ders, notice by the shareholder to be tinely nmust be so received not
|ater than the close of business on the 10th day followi ng the day on which
such notice of the date of the special neeting was mailed or such public
di scl osure was made, and (ii) in the case of any annual neeting, not I|ess
than 75 days prior to the day and nonth on which, in the imediately
preceding year, the annual meeting for such year was held. Such
sharehol der’s notice shall set forth (as is applicable in any given
instance) (a) as to each person whom the sharehol der proposes to nom nate
for election or re-election as a director, (i) the nane, age, business
address and resi dence address of such person, (ii) the principal occupation
or enployment of such person, currently and for at |east the preceding five
years, (iii) the class and nunber of shares of stock of the corporation that
are beneficially owned by such person, (iv) a description of all
arrangenents or understandi ngs between such person and such sharehol der, or
any other persons (naming them, pursuant to which the nomination is to be
nmade by the sharehol der, (v) such other information as would be required to
be disclosed in solicitations of proxies with respect to nominees for
election as directors pursuant to Regulation 14A under the Securities
Exchange Act of 1934, as anmended, and (vi) such person’s witten consent to
bei ng naned as a nom nee and to serving as a director, if elected; (b) as to
each action item requested to be included on the agenda, a description, in
sufficient detail, of the purpose and effect of the proposal to the extent
necessary to properly informall shareholders entitled to vote thereon prior
to any such vote; and (c) as to the shareholder giving the notice, (i) the
name and address, as they appear on the corporation’s books, of such
sharehol der, (ii) the class and nunber of shares of stock of the corporation
beneficially owned by such shareholder and (iii) a representation that such
sharehol der will appear at the nmeeting to nom nate the person, or to submt
the proposal, specified in the notice. No person shall be elected as a
director of the corporation unless nomnated in accordance wth the
procedures set forth in this Section 4. The Chairman of the neeting shall
if the facts warrant, determ ne and declare to the neeting that a nom nation
was not nmade in accordance with the procedures prescribed by the byl aws, and
if he should so determne, he shall so declare to the neeting and the
defective nom nation shall be disregarded. Ballots bearing the nanes of al
the persons nonminated by the nominating conmttee and by sharehol ders shall
be provided for use at the annual neeting. If in response to any proposal
properly submitted in accordance with this Section 4 the nomnating
conmittee shall fail or refuse to act at |east 20 days prior to the annua
neeting, nomnations for directors nay be nade at the annual neeting by any
sharehol der entitled to vote and shall be voted upon



ARTICLE I'1']
SPECI AL MEETI NGS OF SHAREHOLDERS

Section 1. Speci al neetings of sharehol ders for any purpose other than
the election of directors may be held at such tine and place within or wthout the
State of Colorado as shall be stated in the notice of the neeting or in a duly
execut ed wai ver of notice thereof.

Section 2. Speci al neetings of the shareholders, for any purpose or
purposes, unless otherwise prescribed by statute or by the articles of
incorporation, may be called by the president, the board of directors, or the
hol ders of not l|less than one-tenth (1/10) of all the shares entitled to vote at
t he meeti ng.

Section 3. Witten or printed notice of a special neeting stating the
pl ace, day and hour of the neeting and the purpose or purposes for which the
neeting is called, shall be delivered not less than ten (10) nor nore than sixty
(60) days before the date of the neeting, either personally or by mail, by or at
the direction of the president, the secretary, or the officer or persons calling
the nmeeting, to each shareholder of record entitled to vote at such neeting.
Notice shall be deened to be delivered when deposited in the United States mail,
post age prepaid, addressed to each shareholder of record entitled to vote at the
neeting at that shareholder’s address as it appears on the records of the
corporation.

Section 4. The business transacted at any special neeting of
sharehol ders shall be linmted to the purposes stated in the notice.

ARTI CLE IV
QUCRUM AND VOTI NG OF STOCK

Section 1. The holders of a majority of the shares of stock issued and
outstanding and entitled to vote, represented in person or by proxy, shal
constitute a quorum at all neetings of the shareholders for the transaction of
busi ness except as otherwise provided by statute or by the articles of
i ncor poration. If, however, such quorum shall not be present or represented at
any neeting of the sharehol ders, the sharehol ders present in person or represented
by proxy shall have power to adjourn the neeting fromtinme to time, w thout notice
ot her than announcenent at the nmeeting, wuntil a quorum shall be present or
represent ed. At such adjourned neeting at which a quorum shall be present or
represented any business may be transacted which m ght have been transacted at the
neeting as originally notified.

Section 2. If a quorumis present, the affirmative vote of a mgjority of
the shares of stock represented at the neeting shall be the act of the
shar ehol ders unless the vote of a greater nunmber of shares of stock is required by
law or the articles of incorporation

Section 3. Each outstanding share of stock, having voting power, shall
be entitled to one vote on each matter submitted to a vote at a neeting of
shar ehol ders. A sharehol der may vote either in person or by proxy executed in

witing by the sharehol der or by his duly authorized attorney-in-fact.

In all elections for directors every shareholder entitled to vote shall have
the right to vote, in person or by proxy, the nunmber of shares of stock owned by
t hat sharehol der, for as nany persons as there are directors to be elected, or to
cunul ate the vote of said shares, and give one candidate as many votes as the
nunber of directors nultiplied by the nunber of his shares of stock shall equal
or to distribute the votes on the same principle anong as nmany candi dates as he
may see fit.



Section 4. Any action required to be taken at a neeting of the
sharehol ders may be taken without a neeting if a consent in witing, setting forth
the action so taken, shall be signed by all of the shareholders entitled to vote
with respect to the subject matter thereof.

ARTI CLE V

DI RECTORS
Section 1. The nunber of directors shall be no fewer than three (3) nor
nore than nine (9). Directors need not be residents of the State of Col orado nor
shar ehol ders of the corporation. The directors, other than the first board of
directors, shall be elected at the annual neeting of the sharehol ders, and each
director elected shall, unless he or she shall resign or otherw se be renoved
pursuant to these Bylaws and/or the Colorado Corporation Code, serve until the
next succeeding annual neeting and until his or her successor shall have been

elected and qualified. The first board of directors shall hold office until the
first annual neeting of sharehol ders.

Section 2. Vacanci es and newy created directorships resulting from any
increase in the nunber of directors may be filled by a majority of the directors
then in office, though less than a quorum and the directors so chosen shall hold
office until the next annual election and until their successors are duly elected
and shall qualify. Al so, newy created directorships resulting from any increase
in the nunber of directors may be filled by election at an annual or at a special
neeting of shareholders called for that purpose.

Section 3. The business affairs of the corporation shall be nmanaged by
its board of directors, which nmay exercise all such powers of the corporation and
do all such lawful acts and things as are not by statute or by the articles of
i ncorporation or by these by-laws directed or required to be exercised or done by
t he sharehol ders.

Section 4. The directors may keep the books of the corporation, except
such as are required by law to be kept within the state, outside of the State of
Col orado, at such place or places as they may fromtine to tinme determne.

Section 5. The board of directors, by the affirmative vote of a najority
of the directors then in office, and irrespective of any personal interest of any
of its menbers, shall have authority to establish reasonable conpensation of all
directors for services to the corporation as directors, officers or otherwi se.

Section 6. The entire board of directors or any |esser nunber may be
removed, with or without cause, by a vote of the holders of the majority of the
shares then entitled to vote at an election of directors, at a neeting called
expressly for that purpose. If less than the entire board is to be renoved, no
one of the directors may be renoved if the votes cast against his or her renoval
would be sufficient to elect that director if then cumulatively voted at an
el ection of the entire board of directors.

ARTI CLE VI
MEETI NGS OF THE BOARD OF DI RECTORS

Section 1. Meetings of the board of directors, regular or special, my
be held either within or without the State of Col orado.



Section 2. The first nmeeting of each newl y-elected board of directors
shall be held inmediately following the annual neeting of the shareholders at
whi ch the newl y-el ected board of directors was so elected, unless such other tinme
and place for such neeting shall be fixed by the vote of the shareholders at the
annual neeting. No notice of such neeting shall be necessary to the newy el ected
directors in order legally to constitute the neeting, provided that a quorum shal
be present. The first nmeeting of the newy-elected directors may al so convene at

such place and time as shall be fixed by the consent in witing of all the
di rectors.
Section 3. Regul ar neetings of the board of directors may be held at

such tine and at such place as shall fromtine to tine be determ ned by the board
No notice need be given of such regular neetings.

Section 4. Special neetings of the board of directors nmay be called by
the president on forty-eight (48) hours’ notice to each director, delivered by
mail, or on twenty-four (24) hours’ notice, delivered personally or by tel egram

Speci al neetings shall be called by the president or secretary in |like manner and
on like notice on the witten request of two directors. Notice by mail shall be

deened to be delivered when deposited in the United States mmil, postage prepaid,
addressed to each director at his or her address as it appears on the records of
the corporation. Nei ther the business to be transacted at, nor the purpose of

any regular or special neeting of the board of directors need be specified in the
notice or waiver of notice of such neeting.

Section 5. A majority of the directors shall constitute a quorumfor the
transaction of business unless a greater nunber is required by law or by the
articles of incorporation. The act of a majority of the directors present at any
neeting at which a quorumis present shall be the act of the board of directors,
unless the act of a greater nunber is required by statute or by the articles of
incorporation. |If a quorum shall not be present at any neeting of directors, the
directors present thereat may adjourn the neeting from tinme to tinme, wthout
noti ce other than announcenent at the meeting, until a quorum shall be present.

Section 6. Any action required or pernitted to be taken at a neeting of
the directors may be taken without a neeting if a consent in witing, setting
forth the action so taken, shall be signed by all of the directors entitled to
vote with respect to the subject matter thereof.

ARTI CLE VI'|
EXECUTI VE AND OTHER COWM TTEES

Section 1. The board of directors, by resolution adopted by a nmgjority
of the nunber of directors fixed by the by-laws or otherw se, nay designate from
among its nenbers an executive comittee and one or nore other conmittees, each of
which, to the extent provided in such resolution, shall have and exercise all of
the authority of the board of directors in the nmanagenent of the corporation,
except that no such committee shall have the authority to: (i) declare dividends
or distributions; (ii) approve or recommend to sharehol ders actions or proposals
required by law to be approved by shareholders; (iii) fill vacancies on the board
of directors or any committee thereof; (iv) amend the by-laws; (v) approve a plan
of merger not requiring shar ehol der approval; (vi) reduce earned or capital
surplus; (vii) authorize or approve the reacquisition of shares unless pursuant to
a general formula or nethod specified by the board of directors; or (viii)
aut horize or approve the issuance or sale of, or any contract to issue or sell
shares, or designate the terms of a series of a class of shares, and except that
the board of directors, having acted regarding general authorization for the
i ssuance or sale of shares or any contract therefore and, in the case of a series,
t he designation thereof, may, pursuant to a general fornmula or method specified by
the board by resolution or by adoption of a stock option or other plan, authorize
a conmmittee to fix the ternms of any contract for the sale of the shares and to fix
the terms upon which such shares may be issued or sold, including, wthout
limtation, the price, the dividend rate, provisions for redenption, sinking fund
conversion, or voting or preferential rights, and provisions for other features of
a class of shares or a series of a class of shares, with full power in such



conmmittee to adopt any final resolution setting forth all terns thereof and to
authorize the statement of the terns of a series for filing with the secretary of
state under |aw

Section 2. Vacancies in the menbership of any commttee shall be filled
by the board of directors at a regular or special neeting of the board of
directors. The executive commttee shall keep regular mnutes of its proceedings
and report the sane to the board when required.

ARTI CLE VI
OFFI CERS

Section 1. The officers of the corporation shall be chosen by the board
of directors and shall be a president, a vice-president, a secretary and a
treasurer. The board of directors may al so choose additional vice-presidents, and
one or nore assistant secretaries and assistant treasurers.

Section 2. The board of directors at its first neeting after each annua
neeting of sharehol ders shall choose a president, one or nore vice-presidents, a
secretary and a treasurer, none of whom need be a nenber of the board. Any two or
nore offices may be held by the sane person, except the offices of president and
secretary.

Section 3. The board of directors may appoint such other officers and
agents as it shall deem necessary who shall hold their offices for such terns and
shall exercise such powers and perform such duties as shall be determ ned from
time to time by the board of directors.

Section 4. The salaries of all officers and agents of the corporation
shall be fixed by the board of directors

Section 5. The officers of the corporation shall hold office until their
successors are chosen and qualify. Any officer elected or appointed by the board
of directors may be renoved at any time by the affirmative vote of a majority of
the board of directors. Any vacancy occurring in any office of the corporation
shall be filled by the board of directors.

THE PRESI DENT

Section 6. The president shall be the chief executive officer of the
corporation, shall preside at all neetings of the shareholders and the board of
directors, shall have general and active managenent of the business of the
corporation and shall see that all orders and resolutions of the board of

directors are carried into effect.

Section 7. The president shall execute bonds, nortgages and other
contracts requiring a seal, under the seal of the corporation, except where
required or permtted by law to be otherw se signed and executed and except where
the signing and execution thereof shall be expressly delegated by the board of
directors to some other officer or agent of the corporation.



THE VI CE- PRESI DENTS

Section 8. The vice-president, or if there shall be nore than one, the
vice-presidents, in the order determned by the board of directors, shall, in the
absence or disability of the president, performthe duties and exercise the powers
of the president and shall perform such other duties and have such other powers as
the board of directors may fromtime to time prescribe

THE SECRETARY AND ASS| STANT SECRETARI ES

Section 9. The secretary shall attend all neetings of the board of
directors and all neetings of the shareholders and record all the proceedings of
the neetings of the corporation and of the board of directors in a book to be kept
for that purpose and shall perform like duties for the standing conmttees when
required. The secretary shall give, or cause to be given, notice of all neetings
of the shareholders and special neetings of the board of directors, and shall
perform such other duties as may be prescribed by the board of directors or
president, under whose supervision he shall be. The secretary shall have custody
of the corporate seal of the corporation and shall have, or an assistant secretary
shall have, authority to affix the same to any instrunent requiring it and when so
affixed, it nmay be attested by his or her signature or by the signature of such
assi stant secretary. The board of directors may give general authority to any
other officer to affix the seal of the corporation and to attest the affixing by
hi s signature.

Section 10. The assistant secretary, or if there be nmore than one, the
assi stant secretaries in the order determined by the board of directors, shall, in
the absence or disability of the secretary, perform the duties and exercise the
powers of the secretary and shall perform such other duties and have such other
powers as the board of directors may fromtine to tine prescribe.

THE TREASURER AND ASS| STANT TREASURERS

Section 11. The treasurer shall have the custody of the corporate funds
and securities and shall keep full and accurate accounts of receipts and
di sbursenents in books belonging to the corporation and shall deposit all nonies
and other valuable effects in the name and to the credit of the corporation in
such depositories as may be designated by the board of directors

Section 12. The treasurer shall disburse the funds of the corporation as
may be ordered by the board of directors, taking proper vouchers for such
di sbursenents, and shall render to the president and the board of directors, at
its regular meetings, or when the board of directors so requires, an account of
all transactions as treasurer and of the financial condition of the corporation.

Section 13. If required by the board of directors, the treasurer shal
give the corporation a bond in such sum and with such surety or sureties as shall
be satisfactory to the board of directors for the faithful performance of the
duties of the office and for the restoration to the corporation, in case of the
treasurer’s death, resignation, retirement or rermoval from office, of all books
papers, vouchers, noney and other property of whatever kind in the possession or
under the control of the treasurer belonging to the corporation.

Section 14. The assistant treasurer, or, if there shall be nore than one
the assistant treasurers in the order determ ned by the board of directors, shall
in the absence or disability of the treasurer, performthe duties and exercise the
powers of the treasurer and shall perform such other duties and have such other
powers as the board of directors may fromtine to tine prescribe.



ARTICLE I X
| NDEMNI FI CATI ON

Section 1. The corporation shall indemify any director, officer, agent,
or enployee as to those liabilities and on those terns and conditions as are
specified in Section 7-3-1101(0) of the Col orado Corporation Code.

Section 2. In any event, the corporation shall have the right to
purchase and naintain insurance on behalf of any such persons against any
liability asserted against or incurred by such person whether or not the
corporation would have the power to indemify such person against the liability
i nsured agai nst .

ARTI CLE X
CERTI FI CATES FOR SHARES

Section 1. The shares of the corporation shall be represented by
certificates signed by the chairman or vice chairman of the board of directors or
by the president or a vice-president and by the treasurer or an assistant
treasurer or by the secretary or an assistant secretary of the corporation, and
may be sealed with the seal of the corporation or a facsimle thereof.

When the corporation is authorized to issue shares of nobre than one class
there shall be set forth upon the face or back of the certificate, or the

certificate shall have a statenment that the corporation will furnish to any
shar ehol der upon request and without charge, a full statement of the designations,
preferences, limtations, and relative rights of the shares of each class
authorized to be issued and, if the corporation is authorized to issue any

preferred or special class in series, the variations in the relative rights and
preferences between the shares of each such series so far as the sanme have been
fixed and determned and the authority of the board of directors to fix and
determine the relative rights and preferences of subsequent series.

Section 2. The signatures of the officers of the corporation upon a
certificate muy be facsimles if the certificate is countersigned by a transfer
agent, or registered by a registrar, other than the corporation itself or an

enpl oyee of the corporation. In case any officer who has signed or whose
facsimle signature has been placed upon such certificate shall have ceased to be
such officer before such certificate is issued, it may be issued by the

corporation with the sane effect as if he were such officer at the date of its
i ssue.

LOST CERTI FI CATES

Section 3. The board of directors nmay direct a new certificate to be
issued in place of any certificate theretofore issued by the corporation alleged
to have been |ost or destroyed. When authorizing such issue of a new certificate,
the board of directors, in its discretion and as a condition precedent to the
i ssuance thereof, mmy prescribe such terns and conditions as it deens expedient,
and may require such indemities as it deens expedient, and nmay require such
indemmities as it deens adequate, to protect the corporation from any claimthat
may be made against it with respect to any such certificate alleged to have been
| ost or destroyed.



TRANSFER OF SHARES

Section 4. Upon surrender to the corporation or the transfer agent of
the corporation of a certificate representing shares duly endorsed or accomnpanied
by proper evidence of succession, assignnent or authority to transfer, a new
certificate shall be issued to the person entitled thereto, and the old
certificate cancelled and the transaction recorded upon the books of the
corporation.

CLCSI NG OF TRANSFER BOOKS

Section 5. For the purpose of determ ning shareholders entitled to
notice of or to vote at any neeting of sharehol ders, or any adjournment thereof or
entitled to receive paynent of any dividend, or in order to nake a determ nation
of sharehol ders for any other proper purpose, the board of directors nay provide
that the stock transfer books shall be closed for a stated period but not to
exceed, in any case, seventy (70) days. If the stock transfer books shall be
closed for the purpose of determ ning shareholders entitled to notice of or to
vote at a neeting of shareholders, such books shall be closed for at least ten
(10) days immediately preceding such neeting. In lieu of closing the stock
transfer books, the board of directors may fix in advance a date as the record
date for any such determination of shareholders, such date in any case to be not
nore than seventy (70) days and, in case of a meeting of shareholders, not |ess
than ten (10) days prior to the date on which the particular action requiring such
determi nati on of shareholders is to be taken. If the stock transfer books are not
closed and no record date is fixed for the determination of shareholders entitled
to notice of or to vote at a neeting of sharehol ders, or shareholders entitled to
receive paynent of a dividend, the date on which notice of the neeting is nailed
or the date on which the resolution of the board of directors declaring such
dividend is adopted, as the case may be, shall be the record date for such
determi nati on of shareholders. Wien a determnination of shareholders entitled to
vote at any neeting of shareholders has been nmade as provided in this section,
such determ nation shall apply to any adjournment thereof.

REG STERED SHAREHOLDERS

Section 6. The corporation shall be entitled to recognize the exclusive
right of a person registered on its books as the owner of shares to receive
di vidends, and to vote as such owner, and to hold liable for calls and assessnents
a person registered on its books as the owner of shares, and shall not be bound to
recogni ze any equitable or other claimto or interest in such share or shares on
the part of any other person, whether or not it shall have express or other notice
t hereof, except as otherw se provided by the |aws of Col orado.

LI ST OF SHAREHOLDERS

Section 7. The officer or agent having charge of the transfer books for
shares shall nake, at least ten (10) days before each neeting of shareholders, a
conplete list of the shareholders entitled to vote at such neting, arranged in
al phabetical order, with the address of each and the nunber of shares held by
each, which list, for a period of ten (10) days prior to such neeting, shall be
kept on file at the principal office of the corporation and shall be subject to
i nspection by any sharehol der at any time during usual business hours. Such I|ist
shall also be produced and kept open at the time and place of the neeting and
shall be subject to the inspection of any sharehol der during the whole time of the
neeti ng. The original share |edger or transfer book, or a duplicate thereof
shall be prima facie evidence as to who are the shareholders entitled to exani ne
such list or share ledger or transfer book or to vote at any neeting of the
shar ehol ders



ARTI CLE Xl
GENERAL PROVI SI ONS
DI VI DENDS

Section 1. Subject to the provisions of the articles of incorporation
relating thereto, if any, dividends nmay be declared by the board of directors at
any regular or special neeting, pursuant to |aw. Di vidends nmay be paid in cash,
in property or in shares of the capital stock, subject to any provisions of the
articles of incorporation.

Section 2. Bef ore paynent of any dividend, there may be set aside out of
any funds of the corporation available for dividends such sum or sunms as the
directors from time to tine, in their absolute discretion, think proper as a
reserve fund to neet contingencies, or for equalizing dividends, or for repairing
or maintaining any property of the corporation, or for such other purpose as the
directors shall think conducive to the interest of the corporation, and the
directors may nodify or abolish any such reserve in the manner in which it was
created.

CHECKS
Section 3. Al'l checks or denmands for nobney and notes of the corporation

shall be signed by such officer or officers or such other person or persons as the
board of directors may fromtine to tinme designate.

FI SCAL YEAR
Section 4. The fiscal year of the corporation shall be fixed by
resolution of the board of directors.
SEAL
Section 5. The corporate seal shall have inscribed thereon the nanme of
the corporation, the year of its organization and the words "Corporate Seal,
Col or ado". The seal may be used by causing it or a facsimle thereof to be
i npressed or affixed or in any manner reproduced.
ARTI CLE X |
AMENDVENTS
Section 1. These by-laws nay be altered, anended, or repeal ed or new by-

laws nmay be adopted by the affirmative vote of a majority of the board of
directors at any regular or special neeting of the board.

Section 2. These by-laws may be altered, amended or repeal ed or new by-
laws may be adopted at any regular or special meeting of shareholders at which a
gquorum is present or represented, by the affirmative vote of a mpjority of the
stock entitled to vote, provided notice of the proposed alteration, amendnment or
r epeal be cont ai ned in t he notice of such neeti ng
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