
1 

UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-Q 
 
(Mark One) 
 
 X  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) O F THE SECURITIES EXCHANGE ACT OF 1934 
 

For the quarterly period ended August 31, 2008 
 
___ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15( d) OF THE SECURITIES EXCHANGE ACT OF 1934 
 

For the transition period from ________to________ 
 

Commission file number 0-14749 
 
 

Rocky Mountain Chocolate Factory, Inc. 
(Exact name of registrant as specified in its chart er) 

 
Colorado 

(State of incorporation) 
84-0910696 

(I.R.S. Employer Identification No.)  
 

265 Turner Drive, Durango, CO 81303 
(Address of principal executive offices) 

 
(970) 259-0554 

(Registrant’s telephone number, including area code ) 
 
Indicate by check mark whether the registrant (1) h as filed all reports required to be filed 
by Section 13 or 15(d) of the Securities Exchange A ct of 1934 during the preceding 12 months 
(or for such shorter period that the registrant was  required to file such reports), and (2) 
has been subject to such filing requirements for th e past 90 days.  Yes  X  No    . 
 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer 
a non-accelerated filer or a smaller reporting comp any.  See definitions of “large accelerated 
filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.  
(Check one): 
 
 Large accelerated filer  ____   Accelerated filer   _ X __  
 
 Non-accelerated filer  ____  Smaller reporting com pany _____ 
  (Do not check if a smaller reporting company) 
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of 
the Exchange Act). Yes ____ No  X  . 
 
On September 30, 2008 the registrant had outstandin g 5,984,919 shares of its common stock, 
$.03 par value. 
 

 
 



2 

 
ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 

 
FORM 10-Q 

 
TABLE OF CONTENTS 

 
  Page No. 
PART I. FINANCIAL INFORMATION 

 
 

Item 1. Financial Statements 
 

3-10 

 Statements of Income 
 

3 

 Balance Sheets 
 

4 

 Statements of Cash Flows 
 

5 

 Notes to Interim Financial Statements 
 

6 

Item 2. Management’s Discussion and Analysis of Fin ancial Condition and 
Results of Operations 

 

 
12 

Item 3. Quantitative and Qualitative Disclosures Ab out Market Risk 
 

18 

Item 4. Controls and Procedures 
 

19 

PART II. OTHER INFORMATION 
 

 

Item 1. Legal Proceedings 
 

19 

Item 1A. Risk Factors 19 

Item 2. Unregistered Sales of Equity Securities and  Use of Proceeds 
 

19 

Item 3. Defaults Upon Senior Securities 
 

19 

Item 4. Submission of Matters to a Vote of Security  Holders 
 

19 

Item 5. Other Information 
 

20 

Item 6. Exhibits  
 

20 

SIGNATURES  21 



3 

PART I. FINANCIAL INFORMATION 
 
Item 1. Financial Statements 

 
ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 

STATEMENTS OF INCOME 
(unaudited) 

 
 Three Months Ended August 31, Six Months Ended Augu st 31, 
 2008  2007 2008 2007 
Revenues 

Sales $ 4,673,977 $ 5,930,183 $ 10,124,262 $ 11,842,904 
Franchise and royalty fees  1,615,538 1,617,896 3,2 25,728 2,984,060 
Total revenues 6,289,515 7,548,079 13,349,990 14,82 6,964 

     
Costs and Expenses     

Cost of sales, exclusive of 
depreciation and 
amortization expense of 
$94,831, $96,957, $191,783 
and $192,077, respectively 

 
 
 
 

3,101,653 

 
 
 
 

3,605,384 

 
 
 
 

6,798,607 

 
 
 
 

7,394,593 
Franchise costs 498,290 356,669 817,818 779,268 
Sales and marketing 315,687 337,214 706,312 696,084  
General and administrative 599,903 649,683 1,225,03 4 1,293,742 
Retail operating 234,581 266,389 446,635 513,193 
Depreciation and amortization 194,042 195,702 392,5 53 387,992 
Total costs and expenses 4,944,156 5,411,041 10,386 ,959 11,064,872 

     
Income from Operations 1,345,359 2,137,038 2,963,031 3,762,092 
     
Other Income (Expense)     

Interest expense (4,207) - (8,075) - 
Interest income 4,470 25,050 12,599 58,543 
Total other, net 263 25,050 4,524 58,543 

     
Income Before Income Taxes 1,345,622 2,162,088 2,967,555 3,820,635 
     
Provision for Income Taxes  512,680 828,735 1,130,640 1,455,665 
     
Net Income $   832,942 $ 1,333,353 $ 1,836,915 $ 2,364,970 
      
Basic Earnings per Common Share $       .14 $       .21 $       .31 $       .37 
Diluted Earnings per Common 

Share 
 

$       .14 
 

$       .20 
 

$       .30 
 

$       .36 
      
Weighted Average Common Shares 

Outstanding 
 

5,984,919 
 

6,376,445 
 

5,983,180 
 

6,378,587 
Dilutive Effect of Stock 

Options 
 

156,286 
 

167,250 
 

141,782 
 

160,778 
Weighted Average Common Shares 

Outstanding, Assuming 
Dilution 

 
 

6,141,205 

 
 

6,543,695 

 
 

6,124,962 

 
 

6,539,365 
 
 
 
 
 
 
 
 
 

The accompanying notes are an integral part of thes e financial statements. 
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ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 
BALANCE SHEETS 

 
 

 August 31,  February 29, 
 2008 2008 
Assets  (unaudited)  
Current Assets   

Cash and cash equivalents $    395,974 $   675,642 
Accounts receivable, less allowance for doubtful ac cou nts of 

$196,719 and $114,271 respectively 
 

3,622,029 
 

3,801,172 
Notes receivable - 22,435 
Refundable income taxes 60,360 63,357 
Inventories, less reserve for slow moving inventory  of 
   $202,017 and $194,719 respectively 

 
4,207,844 

 
4,015,459 

Deferred income taxes 117,846 117,846 
Other 499,098 267,184 
Total current assets 8,903,151 8,963,095 

   
Property and Equipment, Net 5,430,504 5,665,108 
   
Other Assets   

Notes receivable  124,452 205,916 
Goodwill, net 1,026,944 939,074 
Intangible assets, net 239,691 276,247 
Other 217,745 98,020 
Total other assets 1,608,832 1,519,257 

   
Total assets $15,942,487 $16,147,460 
   
Liabilities and Stockholders’ Equity    
Current Liabilities   

Line of credit $    150,000 $   300,000 
Accounts payable   1,103,700  1,710,380  
Accrued salaries and wages 370,554 430,498 
Other accrued expenses 456,052 467,543 
Dividend payable 599,713 599,473 
Deferred income 210,000 303,000 
   
Total current liabilities $ 2,890,019 $ 3,810,894 

   
Deferred Income Taxes 681,529 681,529 
   
Commitments and Contingencies   
   
Stockholders’ Equity   

Common stock, $.03 par value, 100,000 ,000 shares authorized, 
5,984,919 and 5,980,919 issued and outstanding 

 
179,548 

 
179,428 

Additional paid-in capital 7,124,373 7,047,142 
Retained earnings 5,067,018 4,428,467 
Total stockholders’ equity 12,370,939 11,655,037 

   
Total liabilities and stockholders’ equity $15,942, 487 $16,147,460 

 
 
 
 
 
 

The accompanying notes are an integral part of thes e financial statements. 
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ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 
STATEMENTS OF CASH FLOWS 

(unaudited) 
 Six Months Ended 
 August 31,  
  2008 2007 
Cash Flows From Operating activities   

Net income $ 1,836,915 $ 2,364,970 
Adjustments to reconcile net income to net cash   

Provided by operating activities:   
Depreciation and amortization 392,553 387,992 
Provision for obsolete inventory 50,000 30,000 
Provision for loss on accounts and notes receivable  83,000 - 
Loss on sale of property and equipment 16,871 27,01 0 
Expense recorded for stock compensation 77,351 58,3 55 

Changes in operating assets and liabilities:   
Accounts receivable 81,906 (339,870) 
Inventories (238,987) (1,244,062) 
Other current assets (244,260) (138,951) 
Accounts payable (606,680) 451,028 
Accrued liabilities (68,598) (459,580) 
Deferred income (93,000) 161,000 

Net cash provided by operating activities  1,287,07 1 1,297,892 
   
Cash Flows From Investing Activities   

Proceeds received on notes receivable 1,798 25,542 
Proceeds from sale or distribution of assets 8,910 29,000 
Purchases of property and equipment (112,957) (314,967) 
(Increase) decrease in other assets (116,526) 6,645 
Net cash used in investing activities  (218,775) (253,780) 

   
Cash Flows From Financing Activities    

Net change in line of credit (150,000) - 
Repurchase and redemption of common stock - (1,256,513) 
Dividends paid (1,197,964) (1,159,891) 
Costs of stock dividend or stock split - (9,647) 
Proceeds from exercise of stock options - 275,932 
Net cash used in financing activities  (1,347,964) (2,150,119) 

   
Net Decrease in Cash and Cash Equivalents (279,668) (1,106,007) 
   
Cash and Cash Equivalents, Beginning of Period  675,642 2,830,175 
   
Cash and Cash Equivalents, End of Period  $    395,974 $ 1,724,168 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The accompanying notes are an integral part of thes e financial statements. 
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ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 
NOTES TO INTERIM FINANCIAL STATEMENTS 

 
 

NOTE 1 – NATURE OF OPERATIONS AND BASIS OF PRESENTA TION  
 
Nature of Operations 
 
Rocky Mountain Chocolate Factory, Inc. is an intern ational franchisor, confectionery 
manufacturer and retail operator in the United Stat es, Canada and the United Arab Emirates. 
The Company manufactures an extensive line of premi um chocolate candies and other 
confectionery products. The Company’s revenues are currently derived from three principal 
sources: sales to franchisees and others of chocola tes and other confectionery products 
manufactured by the Company; the collection of init ial franchise fees and royalties from 
franchisees’ sales; and sales at Company-owned stor es of chocolates and other confectionery 
products. The following table summarizes the number  of RMCF stores at August 31, 2008: 
 
 Sold, Not Yet Open        Open        Total 
Company owned stores - 5 5 
Company owned kiosks - - - 
Franchise stores – Domestic stores 10 266 276 
Franchise stores – Domestic kiosks - 15 15 
Franchise units – International - 43 43 
 10 329 339 
 
Basis of Presentation 
 
The accompanying financial statements have been pre pared by the Company, without audit, and 
reflect all adjustments which are, in the opinion o f management, necessary for a fair 
statement of the results for the interim periods pr esented. The financial statements have been 
prepared in accordance with accounting principles g enerally accepted in the United States of 
America for interim financial reporting and Securit ies and Exchange Commission regulations. 
Certain information and footnote disclosures normal ly included in financial statements 
prepared in accordance with accounting principles g enerally accepted in the United States of 
America have been condensed or omitted pursuant to such rules and regulations. In the opinion 
of management, the financial statements reflect all  adjustments (of a normal and recurring 
nature) which are necessary for a fair presentation  of the financial position, results of 
operations and cash flows for the interim periods p resented. The results of operations for the 
six months ended August 31, 2008 are not necessaril y indicative of the results to be expected 
for the entire fiscal year.  
 
These financial statements should be read in conjun ction with the audited financial statements 
and notes thereto included in the Company's Annual Report on Form 10-K for the fiscal year 
ended February 29, 2008. 
 
Stock-Based Compensation 
 
At August 31, 2008, the Company had stock-based com pensation plans for employees and 
nonemployee directors that authorized the granting of stock awards. 
 

Effective March 1, 2006, the Company adopted the re cognition provisions of Statement of 
Financial Accounting Standard No. 123R, “Share-Base d Payment” (“SFAS No. 123R”), using the 
modified-prospective transition method. Under this transition method, compensation cost in 
2006 includes the portion vesting in the period for  (1) all share-based payments granted prior 
to, but not vested, as of March 1, 2006, based on t he grant date fair value estimated in 
accordance with the original provisions of SFAS No.  123, and (2) all share-based payments  
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NOTE 1 – NATURE OF OPERATIONS AND BASIS OF PRESENTA TION - CONTINUED  
 
Stock-Based Compensation - Continued 
 
granted subsequent to March 1, 2006, based on the g rant date fair value estimated in 
accordance with the provisions of SFAS No. 123R.  
 
The Company recognized $30,271 and $77,351 of equit y-based compensation expense during the 
three and six month periods ended August 31, 2008. Compensation costs related to share-based 
compensation are generally amortized over the vesti ng period. 
 
Prior to adopting SFAS No. 123R, the Company presen ted all benefits from tax deductions 
arising from equity-based compensation as a non-cas h transaction in the Statement of Cash 
Flows. SFAS No. 123R requires that the tax benefits  in excess of the compensation cost 
recognized for those exercised options be classifie d as cash provided by financing activities. 
No excess tax benefit was included in net cash prov ided by financing activities for the second 
quarter ended August 31, 2008. 
 
There were no options granted during the six-month period ended August 31, 2008. The weighted-
average fair value of stock options granted during the six-month period ended August 31, 2007 
was $2.69.  
 
The fair value of each option grant is estimated on  the date of grant using the Black-Scholes 
option-pricing model utilizing the following weight ed average assumptions: 
 
 Six Months Ended 
 August 31, 
 2008 2007 
Expected dividend yield      n/a       2.60% 
Expected stock price volatility      n/a         20 % 
Risk-free interest rate      n/a        4.7% 
Expected life of options            n/a  5 years 
 
During the three month period ended August 31, 2008 , the Company granted 170,400 shares of 
restricted common stock units with a grant date fai r value of $1,541,040 or $9.04 per share.  
The restricted stock unit grants vest 20% annually over a period of five years.  The Company 
recognized $30,271 of equity-based compensation exp ense related to this grant for the three 
and six months ended August 31, 2008. Total unrecog nized compensation expense of non-vested 
shares granted, as of August 31, 2008, was $1,510,7 69, which is expected to be recognized over 
the weighted average period of 4.9 years.   
 
NOTE 2 - EARNINGS PER SHARE 
 
Basic earnings per share is calculated using the we ighted average number of common shares 
outstanding.  Diluted earnings per share reflects t he potential dilution that could occur from 
common shares issuable through stock options and re stricted stock units. For the three months 
ended August 31, 2008 and 2007, 140,640 and 92,010 stock options, respectively, were excluded 
from the computation of earnings per share because their effect would have been anti-dilutive. 
For the six months ended August 31, 2008 and 2007, 141,132 and 115,336 stock options, 
respectively, were excluded from the computation of  earnings per share because their effect 
would have been anti-dilutive.  Restricted stock un its become dilutive within the period 
granted and remain dilutive until the units vest an d are issued as common stock. 
 
NOTE 3 – INVENTORIES 
 
Inventories consist of the following: 
 August 31, 2008 February 29, 2008 
   
  Ingredients and supplies $      1,823,168 $      1,985,929 
  Finished candy 2,384,676 2,029,530 
  Total inventories $      4,207,844 $      4,015,459 
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NOTE 4 - PROPERTY AND EQUIPMENT, NET 
 
Property and equipment consists of the following: 
   August 31, 2008 February 29, 2008 
   
Land $       513,618 $      513,618 
Building 4,707,381 4,717,230 
Machinery and equipment 6,871,686 6,855,408 
Furniture and fixtures 677,732 699,473 
Leasehold improvements 347,124 428,937 
Transportation equipment 350,714 350,714 
 13,468,255 13,565,380 
 
Less accumulated depreciation 

 
8,037,751 

  
7,900,272 

Property and equipment, net $     5,430,504 $    5, 665,108 
 
NOTE 5 - STOCKHOLDERS’ EQUITY 
 
Stock Dividend 
 
On July 10, 2007 the Board of Directors declared a 5 percent stock dividend payable on July 
31, 2007 to shareholders of record as of July 20, 2 007. Shareholders received one additional 
share of Common Stock for every twenty shares owned  prior to the record date. Subsequent to 
the dividend there were 6,380,945 shares outstandin g. 
 
Stock Repurchases 
 
Between January 9, 2008 and February 8, 2008, the C ompany repurchased 391,600 shares at an 
average price of $11.94. Between August 15, 2007 an d August 28, 2007, the Company repurchased 
16,000 shares at an average price of $15.96 per sha re. Between March 1, 2007 and May 15, 2007 
the Company repurchased 76,335 shares at an average  price of $13.12 per share.  Between May 1, 
2006 and February 28, 2007 the Company repurchased 253,141 shares at an average price of 
$12.94 per share.  Between March 24, 2006 and April  28, 2006 the Company repurchased 74,249 
shares at an average price of $14.90 per share. 
 
Cash Dividend 
 
The Company paid a quarterly cash dividend of $0.10  per common share on March 14, 2008 to 
shareholders of record on February 29, 2008. The Co mpany paid a quarterly cash dividend of 
$0.10 per common share on June 13, 2008 to sharehol ders of record on June 2, 2008.  On August 
26, 2008 the Company declared a quarterly cash divi dend of $0.10 per common share payable on 
September 12, 2008 to shareholders of record on Sep tember 2, 2008. 
 
Future declaration of dividends will depend on, amo ng other things, the Company's results of 
operations, capital requirements, financial conditi on and on such other factors as the 
Company's Board of Directors may in its discretion consider relevant and in the best long term 
interest of the shareholders. 
 
NOTE 6 – SUPPLEMENTAL CASH FLOW INFORMATION 
 Six Months Ended 
 August 31, 
  Cash paid (received) for: 2008 2007 
    Interest      $      8,225 $          - 
    Income taxes     $  1,127,643 $  1,439,875 
   
  Non-Cash Financing Activities 
    Dividend Payable 

 
    $        400 

 
    $     54,461 

  Fair value of assets received upon settlement 
        of note, accrued interest, and accounts  

receivable 
Sto         Store assets 

 
 
 

$     19,021 

 
 
 

$          - 
      Inventory $      3,398 $          - 
      Goodwill $     87,870 $          - 
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NOTE 7 - OPERATING SEGMENTS 
 
The Company classifies its business interests into two reportable segments: Franchising and 
Manufacturing.  The Company's retail stores provide  an environment for testing consumer 
behavior, various pricing strategies, new products and promotions, operating and training 
methods and merchandising techniques.  All Company- owned retail stores are evaluated by 
management in relation to their contribution to fra nchising efforts and are included in the 
Franchising segment.  The accounting policies of th e segments are the same as those described 
in the summary of significant accounting policies i n Note 1 to the Company’s financial 
statements included in the Company’s annual report on Form 10-K for the year ended February 
29, 2008.  The Company evaluates performance and al locates resources based on operating 
contribution, which excludes unallocated corporate general and administrative costs and income 
tax expense or benefit.  The Company’s reportable s egments are strategic businesses that 
utilize common merchandising, distribution, and mar keting functions, as well as common 
information systems and corporate administration.  All inter-segment sales prices are market  
based.  Each segment is managed separately because of the differences in required 
infrastructure and the difference in products and s ervices: 
 
Three Months Ended 
August 31, 2008 
 

Franchising Manufacturing Other Total 

Total revenues $ 2,081,714 $ 4,545,838 $         - $ 6,627,552 
Intersegment revenues - (338,037) - (338,037)  
Revenue from external 
 customers 

 
2,081,714 

 
4,207,801 

 
- 

 
6,289,515 

Segment profit (loss) 886,696 1,111,274 (652,348)  1,345,622 
Total assets 2,584,527 11,037,805 2,320,155 15,942, 487 
Capital expenditures 4,409 24,026 9,349 37,784 
Total depreciation & 
 amortization 

 
42,646 

 
100,200 

 
51,196 

 
194,042 

 
Three Months Ended 
August 31, 2007 
 

    

Total revenues $ 2,124,971 $5,857,010 $         - $   7,981,981 
Intersegment revenues - (433,902) - (433,902)  
Revenue from external 
 customers 

 
2,124,971 

 
5,423,108 

 
- 

 
7,548,079 

Segment profit (loss) 975,062 1,857,466 (670,440)  2,162,088 
Total assets 2,355,278 12,475,028 4,050,291 18,880, 597 
Capital expenditures 5,993 171,928 7,163 185,084 
Total depreciation & 
 amortization 

 
48,046 

 
102,299 

 
45,357 

 
195,702 

 
Six Months Ended 
August 31, 2008 
 

Franchising Manufacturing Other Total 

Total revenues $ 4,070,566 $ 9,940,944 $         - $14,011,510 
Intersegment revenues - (661,520) - (661,520)  
Revenue from external 
 customers 

 
4,070,566 

 
9,279,424 

 
- 

 
13,349,990 

Segment profit (loss) 1,794,836 2,478,101 (1,305,38 2)  2,967,555 
Total assets 2,584,527 11,037,805 2,320,155 15,942, 487 
Capital expenditures 30,376 43,403 39,178 112,957 
Total depreciation & 
 amortization 

 
88,301 

 
202,508 

 
101,744 

 
392,553 

     
Six Months Ended 
August 31, 2007 
 

    

Total revenues $ 3,895,434 $  11,845,196 $         - $ 15,740,630 
Intersegment revenues - (913,666) - (913,666)  
Revenue from external 
 customers 

 
3,895,434 

 
10,931,530 

 
- 

 
14,826,964 

Segment profit (loss) 1,509,493 3,637,712 (1,326,57 0)  3,820,635 
Total assets 2,355,278 12,475,028 4,050,291 18,880, 597 
Capital expenditures 5,993 208,990 99,984 314,967 
Total depreciation & 
 amortization 

 
95,051 

 
202,796 

 
90,145 

 
387,992 
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NOTE 8 – GOODWILL AND INTANGIBLE ASSETS 

 
Intangible assets consist of the following: 
  August 31, 2008 February 29, 2008 
 Amortization 

Period 
Gross 

Carrying 
Value 

Accumulated 
Amortization 

Gross 
Carrying 

Value 

Accumulated 
Amortization 

Intangible assets subject to amortization      
     Store design 10 Years $  205,777  $   137,870 $  205,777 $  127,314 
     Packaging licenses 3-5 Years 120,830 111,664 1 20,830    109,164 
     Packaging design 10 Years 430,973 288,355 430, 973    264,855 
     Trademark  20,000 - 20,000          - 
     Total  777,580 537,889 777,580    501,333 
      
Intangible assets not subject to amortization      
     Franchising segment-      
       Company stores goodwill  1,099,328 267,020 1 ,011,458 267,020 
       Franchising goodwill  295,000 197,682 295,00 0 197,682 
     Manufacturing segment-Goodwill  295,000 197,68 2 295,000 197,682 
     Total Goodwill  1,689,328 662,384 1,601,458 66 2,384 
      
Total intangible assets  $ 2,466,908  $ 1,200,273 $  2,379,038 $ 1,163,717 
 
Amortization expense related to intangible assets t otaled $36,556 and $36,556 during the six 
months ended August 31, 2008 and 2007, respectively .  The aggregate estimated amortization 
expense for intangible assets remaining as of Augus t 31, 2008 is as follows: 
 

Remainder of fiscal 2009 $  36,500 
2010    73,100 
2011    64,400 
2012    40,200 
2013     4,700 
Thereafter       791 
Total   219,691 

 

NOTE 9 – STORE PURCHASE 
 
Effective August 1, 2008 the Company took possessio n of a previously financed franchise store 
and related inventory in satisfaction of $110,289 o f notes, accrued interest, and accounts 
receivable.  The Company currently intends to retai n and operate the store.  The following 
table summarizes the allocation of the purchase pri ce: 
 

  Fair value of assets received upon settlement  
        of note, accrued interest, and accounts 

receivable 

Sto         Store assets  

 
 
 

 
$     19,021 

      Inventory $      3,398 
      Goodwill $     87,870 

 
 

NOTE 10 – RECENT ACCOUNTING PRONOUNCEMENTS 
 
In September 2006, the FASB issued SFAS 157, Fair V alue Measurements. SFAS 157 establishes a 
framework for measuring fair value under GAAP and e xpands disclosures about fair value 
measurement. SFAS 157 also creates consistency and comparability in fair value measurements 
among the many accounting pronouncements that requi re fair value measurements but does not 
require any new fair value measurements. SFAS 157 i s effective for fiscal years (including 
interim periods) beginning after November 15, 2007.   The Company has adopted SFAS No. 157 in 
fiscal 2009 and it has not had a significant impact  on the Company’s financial statements. 
  
In February 2007, the FASB issued SFAS 159, The Fai r Value Option for Financial Assets and 
Financial Liabilities — Including an amendment of F ASB Statement No. 115. This standard amends 
SFAS 115, Accounting for Certain Investment in Debt  and Equity Securities, with respect to 
accounting for a transfer to the trading category f or all entities with available-for-sale and 
trading securities electing the fair value option. This standard allows companies to elect 
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fair value accounting for many financial instrument s and other items that currently are not 
required to be accounted as such, allows different applications for electing the option for a 
single item or groups of items, and requires disclo sures to facilitate comparisons of similar 
assets and liabilities that are accounted for diffe rently in relation to the fair value 
option. SFAS 159 is effective for fiscal years begi nning after November 15, 2007.  The Company 
has adopted SFAS No. 159 in fiscal 2009 and it has not had a significant impact on the 
Company’s financial statements. 
 
In December 2007, the FASB issued SFAS No. 141 (rev ised 2007), Business Combinations, which 
replaces FASB Statement No. 141. SFAS No. 141R esta blishes principles and requirements for how 
an acquirer recognizes and measures in its financia l statements the identifiable assets 
acquired, the liabilities assumed, any non controll ing interest in the acquiree and the 
goodwill acquired. The Statement also establishes d isclosure requirements which will enable 
users to evaluate the nature and financial effects of the business combination. SFAS No. 141R 
is effective as of the beginning of an entity’s fis cal year that begins after December 15, 
2008 (Fiscal 2010). The Company is in the process o f evaluating the potential impact, if any, 
of the adoption of SFAS No. 141R.  
 
In December 2007, the FASB issued SFAS No. 160, Non controlling Interests in Consolidated 
Financial Statements – an amendment of Accounting R esearch Bulletin No. 51, which establishes  
accounting and reporting standards for ownership in terests in subsidiaries held by parties 
other than the parent, the amount of consolidated n et income attributable to the parent and to 
the noncontrolling interest, changes in a parent’s ownership interest and the valuation of 
retained noncontrolling equity investments when a s ubsidiary is deconsolidated. The Statement 
also establishes reporting requirements that provid e sufficient disclosures that clearly 
identify and distinguish between the interests of t he parent and the interests of the 
noncontrolling owners. SFAS No.160 is effective as of the beginning of an entity’s fiscal year 
that begins after December 15, 2008 (Fiscal 2010). The Company is in the process of evaluating 
the potential impact, if any, of the adoption of SF AS No. 160. 
 
In March 2008, the FASB issued SFAS 161, Disclosure s about Derivative Instruments and Hedging 
Activities, an amendment of FASB Statement No. 133,  Accounting for Derivative Instruments and 
Hedging Activities, which expands disclosures to in clude information about the fair value of 
derivatives, related credit risks and a company’s s trategies and objectives for using 
derivatives. SFAS 161 is effective as of the beginn ing of an entity’s fiscal year that begins 
after November 15, 2008 (Fiscal 2010). The Company is in the process of evaluating the 
potential impact, if any, of the adoption of SFAS N o. 160. 
 
In April 2008, the FASB issued FASB FSP 142-3, Dete rmination of the Useful Life of Intangible 
Assets. FSP No. FAS 142-3 amends the factors that s hould be considered in developing renewal 
or extension assumptions used to determine the usef ul life of a recognized intangible asset 
under SFAS No. 142, Goodwill and Other Intangible A ssets. This FSP is effective for financial 
statements issued for fiscal years beginning after December 15, 2008 (Fiscal 2010). The 
Company is in the process of evaluating the potenti al impact, if any, of the adoption of FSP 
142-3. 
 
In June 2008, the FASB issued FSP EITF 03-6-1, Dete rmining Whether Instruments Granted in 
Share-Based Payment Transactions Are Participating Securities. FSP EITF 03-6-1 provides that 
unvested share-based payment awards that contain no nforfeitable rights to dividends or 
dividend equivalents (whether paid or unpaid) are p articipating securities and shall be 
included in the computation of earnings per share p ursuant to the two-class method. The FSP 
EITF 03-6-1 is effective for financial statements i ssued for fiscal years beginning after 
December 15, 2008 (Fiscal 2010). Upon adoption, a c ompany is required to retrospectively 
adjust its earnings per share data (including any a mounts related to interim periods, 
summaries of earnings and selected financial data) to conform with the provisions of FSP EITF 
03-6-1. The Company is in the process of evaluating  the potential impact, if any, of FSP EITF 
03-6-1 on its financial statements. 
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Item 2. Management’s Discussion and Analysis of Fin ancial Condition and Results of 
Operations 
 
A Note About Forward-Looking Statements 
 

The following discussion and analysis of the financ ial condition and results of operations of 
the Company should be read in conjunction with the unaudited financial statements and related 
Notes of the Company included elsewhere in this rep ort. The nature of the Company's operations 
and the environment in which it operates subject it  to changing economic, competitive, 
regulatory and technological conditions, risks and uncertainties. The statements, other than 
statements of historical fact, included in this rep ort are forward-looking statements within 
the meaning of Section 27A of the Securities Act of  1933, as amended and Section 21E of the 
Securities Exchange Act of 1934, as amended, and wi thin the safe harbor provisions of the 
Private Securities Litigation Reform Act of 1995. M any of the forward-looking statements 
contained in this document may be identified by the  use of forward-looking words such as 
"will," "intend," "believe," "expect," "anticipate, " "should," "plan," "estimate" and 
"potential," or similar expressions. Factors which could cause results to differ include, but 
are not limited to: changes in the confectionery bu siness environment, seasonality, consumer 
interest in the Company’s products, general economi c conditions, consumer trends, costs and 
availability of raw materials, competition and the effect of government regulation. Government 
regulation which the Company and its franchisees ei ther are or may be subject to and which 
could cause results to differ from forward-looking statements include, but are not limited to: 
local, state and federal laws regarding health, san itation, safety, building and fire codes, 
franchising, employment, manufacturing, packaging a nd distribution of food products and motor 
carriers. For a detailed discussion of the risks an d uncertainties that may cause the 
Company’s actual results to differ from the forward -looking statements contained herein, 
please see the “Risk Factors” contained in the Comp any’s 10-K for the fiscal year ended 
February 29, 2008 which can be viewed at the SEC’s website at www.sec.gov or through our 
website at www.rmcf.com. These forward-looking stat ements apply only as of the date of this 
report. As such they should not be unduly relied up on for more current circumstances. Except 
as required by law, the Company is not obligated to  release publicly any revisions to these 
forward-looking statements that might reflect event s or circumstances occurring after the date 
of this report or those that might reflect the occu rrence of unanticipated events. 
 

The Company is a product-based international franch isor. The Company’s revenues and 
profitability are derived principally from its fran chised system of retail stores that feature 
chocolate and other confectionery products. The Com pany also sells its candy in selected 
locations outside its system of retail stores to bu ild brand awareness. The Company operates 
five retail units as a laboratory to test marketing , design and operational initiatives. 
 

The Company is subject to seasonal fluctuations in sales because of the location of its 
franchisees, which are located in street fronts, to urist locations, factory outlets and 
regional centers. Seasonal fluctuation in sales cau se fluctuations in quarterly results of 
operations. Historically, the strongest sales of th e Company’s 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  timing of new store openings and sales of 
franchises. Because of the seasonality of the Compa ny’s business and the impact of new store 
openings and sales of franchises, results for any q uarter are not necessarily indicative of 
results that may be achieved in other quarters or f or a full fiscal year. 
 

The most important factors in continued growth in t he Company’s earnings are ongoing unit 
growth, increased same store sales and increased sa me store pounds purchased from the factory.  
Historically, unit growth has more than offset decr eases in same store sales and same store 
pounds purchased. 
 

The Company’s ability to successfully achieve expan sion of its Rocky Mountain Chocolate Factory 
franchise system depends on many factors not within  the Company’s control including the 
availability of suitable sites for new store establ ishment and the availability of qualified 
franchisees to support such expansion. 
 

Efforts to reverse the decline in same store pounds  purchased from the factory by franchised 
stores and to increase total factory sales depends on many factors not within the Company’s 
control including the receptivity of its franchise system of its product introductions and 
promotional programs. Same store pounds purchased f rom the factory by franchised stores declined 
approximately 14% in the first quarter, declined ap proximately 10% in the second quarter and 
declined approximately 12% in the first six months of fiscal 2009. 



13 

As a result, the actual results realized by the Com pany could differ materially from the results 
discussed in or contemplated by the forward-looking  statements made herein.  Words or phrases 
such as “will,” “anticipate,” “expect,” “believe,” “intend,” “estimate,” “project,” “plan” or 
similar expressions are intended to identify forwar d-looking statements. Readers are cautioned 
not to place undue reliance on the forward-looking statements in this Quarterly Report on Form 
10-Q. 
 
Results of Operations 
 
Three Months Ended August 31, 2008 Compared to the Three Months Ended 
August 31, 2007  
 
Basic earnings per share decreased 33.3% from $.21 for the three months ended August 31, 2007 
to $.14 for the three months ended August 31, 2008.  Revenues decreased 16.7% for the three 
months ended August 31, 2008 compared to the three months ended August 31, 2007. Operating 
income decreased 37.0% from $2.1 million in the sec ond quarter of fiscal 2008 to $1.3 million 
in the second quarter of fiscal 2009. Net income de creased 37.5% from $1.3 million in the 
second quarter of fiscal 2008 to $833,000 in the se cond quarter of fiscal 2009. The decrease 
in earnings per share, operating income, and net in come for the second quarter of fiscal 2009 
versus the same period in fiscal 2008 was due prima rily to a decrease in sales to specialty 
markets and a decrease in same store pounds purchas ed by franchised stores, partially offset 
by growth in the average number of franchise stores  in operation and the corresponding 
increase in revenues. 
  

 Three Months Ended   
 August 31,  % 
($’s in thousands)  2008  2007  Change Change 
Factory sales $4,207.8 $5,423.1 $(1,215.2) (22.4%) 
Retail sales 466.2 507.1 (40.9) (8.1%) 
Franchise fees 105.0 100.5 4.5 4.5% 
Royalty and Marketing fees 1,510.5 1,517.4 (6.9) (0 .5%) 
  Total $6,289.5 $7,548.1 $(1,258.5) (16.7%) 

 
Factory Sales 
 
The decrease in factory sales for the second quarte r of fiscal 2009 versus the same period in 
fiscal 2008 was primarily due to a 83.8% decrease i n product shipments to customers outside 
our system of franchised retail stores and a 10% de crease in same store pounds purchased by 
franchised stores, partially offset by a 3.2% incre ase in the average number of franchised 
stores in operation to 325 in the second quarter of  fiscal 2009 from 315 in the second quarter 
of fiscal 2008. The decline in shipments to custome rs outside our system of franchised retail 
stores primarily reflected the absence of a large o rder from a warehouse club customer that 
was shipped in the second quarter of fiscal 2008. 
 
Retail Sales   
 
The decrease in retail sales resulted primarily fro m a decrease in the average number of 
Company-owned stores in operation from 5 during the  second quarter of fiscal 2008 to 4 in the 
second quarter of fiscal 2009. Same store retail sa les were approximately the same in the 
second quarter of fiscal 2009 compared to the same period in fiscal 2008.   
 
Royalties, Marketing Fees and Franchise Fees 
 
Royalties and marketing fees decreased 0.5% in the three months ended August 31, 2008 compared 
with the three months ended August 31, 2007.  The d ecrease in royalty and marketing fees 
resulted from a decrease in same store sales at fra nchise locations partially offset by an 
increase in the effective royalty rate, related to the Company’s factory purchase based 
royalty structure and an increase in the average nu mber of domestic units in operation from 
279 in the three months ended August 31, 2007 to 28 3 in the three months ended August 31, 
2008.  Same store sales decreased 2.3% in the three  months ended August 31, 2008 compared with 
the same period in the prior year.  Franchise fee r evenue increased as a result of an increase 
in the number of domestic franchise store openings from 4 in the three months ended August 31, 
2007 to 5 openings in the three months ended August  31, 2008, and the corresponding increase 
in franchise fees. 
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Costs and Expenses 

   

 Three months ended  % 
($’s in thousands) 2008 2007 Change Change 
Cost of sales – factory adjusted $2,935.6    $3,409 .7 $  (474.1) (13.9%) 
Cost of sales - retail    166.1   195.7     (29.6) (15.1%) 
Franchise costs    498.3   356.7    141.6 39.7% 
Sales and marketing    315.7   337.2     (21.5)  (6 .4%) 
General and administrative    599.9   649.7     (49 .8)  (7.7%) 
Retail operating    234.6   266.4     (31.8) (11.9% ) 
  Total $4,750.2    $5,215.4 $  (465.2)  (8.9%) 

 
Adjusted gross margin    
 Three months ended  % 

($’s in thousands) 2008 2007 Change Change 
Factory adjusted gross margin $1,272.2    $2,013.4 $  (741.2) (36.8%) 
Retail    300.1   311.4     (11.3)  (3.6%) 
  Total $1,572.3    $2,324.8 $  (752.5) (32.4%) 
     
(Percent)     
Factory adjusted gross margin     30.2%     37.1%       (6.9%) (18.6%) 
Retail     64.3%     61.4%       2.9%  4.7% 
  Total     33.6%     39.2%       (5.6%) (14.3%) 

 
Adjusted gross margin is equal to gross margin minu s depreciation and amortization expense.  
We believe adjusted gross margin is helpful in unde rstanding our past performance as a 
supplement to gross margin and other performance me asures calculated in conformity with 
accounting principles generally accepted in the Uni ted States ("GAAP").  We believe that 
adjusted gross margin is useful to investors becaus e it provides a measure of operating 
performance and our ability to generate cash that i s unaffected by non-cash accounting 
measures.  Additionally, we use adjusted gross marg in rather than gross margin to make 
incremental pricing decisions.  Adjusted gross marg in has limitations as an analytical tool 
because it excludes the impact of depreciation and amortization expense and you should not 
consider it in isolation or as a substitute for any  measure reported under GAAP.  Our use of 
capital assets makes depreciation and amortization expense a necessary element of our costs 
and our ability to generate income.  Due to these l imitations, we use adjusted gross margin as 
a measure of performance only in conjunction with G AAP measures of performance such as gross 
margin.  The following table provides a reconciliat ion of adjusted gross margin to gross 
margin, the most comparable performance measure und er GAAP: 
 

 Three Months Ended 
 August 31, 
($’s in thousands) 2008 2007 
Factory adjusted gross margin $1,272.2 $2,013.4 
Less: Depreciation and Amortization 94.8 97.0 
Factory GAAP gross margin $1,177.4 $1,916.4 

 
Costs and Expenses 
 
Cost of Sales 
 
Factory margins decreased 690 basis points from the  second quarter fiscal 2008 compared to the 
second quarter fiscal 2009 due to lower manufacturi ng efficiencies associated with lower 
production volume and higher commodity prices durin g the second quarter of fiscal 2009 compared 
with the same period in fiscal 2008. 
 
Franchise Costs 
 
The increase in franchise costs for the second quar ter of fiscal 2009 compared to the same period 
in fiscal 2008 is primarily due to an increase in p rofessional fees. As a percentage of total 
royalty and marketing fees and franchise fee revenu e, franchise costs increased to 30.8% in the 
second quarter of fiscal 2009 from 22.0% in the sec ond quarter of fiscal 2008. This increase as a 
percentage of royalty, marketing and franchise fees  is primarily a result of higher franchise 
costs relative to revenues. 
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Sales and Marketing 
 
The decrease in sales and marketing for the second quarter of fiscal 2009 compared to the same 
period in fiscal 2008 is due primarily to lower pro motional costs related to specialty market 
sales. 
 

General and Administrative 
 
The decrease in general and administrative costs fo r the second quarter of fiscal 2009 compared 
to the same period in fiscal 2008 is due primarily to decreased compensation related costs and 
decreased professional fees,  partially offset by a n increase in bad debt expense.  As a 
percentage of total revenues, general and administr ative expense increased to 9.5% in the 
second quarter of fiscal 2009 compared to 8.6% in t he second quarter of fiscal 2008.  
 
Retail Operating Expenses 
 

The decrease in retail operating expenses during th e second quarter of fiscal 2009 versus the 
second quarter fiscal 2008 was due primarily to a d ecrease in the average number of stores 
resulting from the closure of one Company-owned sto re. Retail operating expenses, as a percentage 
of retail sales, decreased from 52.5% in the second  quarter of fiscal 2008 to 50.3% in the second 
quarter of fiscal 2009 due to a smaller decrease in  revenues relative to the decrease in costs. 
 
Depreciation and Amortization 
 
Depreciation and amortization of $194,000 in the se cond quarter of fiscal 2009 decreased 1.0% 
from $196,000 incurred in the second quarter of fis cal 2008 due to decreased fixed assets in 
service and related depreciation expense. 
 
Other, Net 
 
Other, net of $300 realized in the second quarter o f fiscal 2009 represents a decrease of $24,750 
from the $25,050 realized in the second quarter of fiscal 2008 due to lower average outstanding 
cash balances and an increase in interest expense i ncurred related to use of the operating line 
of credit.  
 
Income Tax Expense 
 
The Company’s effective income tax rate in the seco nd quarter of fiscal 2009 was 38.1% which is 
the same rate as the second quarter of Fiscal 2008.  
 
Six Months Ended August 31, 2008 Compared to the Si x Months Ended August 31, 2007  
 
Basic earnings per share decreased 16.2% from $.37 for the six months ended August 31, 2007 to 
$.31 for the six months ended August 31, 2008. Reve nues decreased 10.0% for the six months 
ended August 31, 2008 compared to the same period i n fiscal 2007. Operating income decreased 
21.2% from $3.8 million in the six months ended Aug ust 31, 2007 to $3.0 million in the six 
months ended August 31, 2008. Net income decreased 22.3% from $2.4 million in the six months 
ended August 31, 2007 to $1.8 million in the six mo nths ended August 31, 2008. The decrease in 
earnings per share, operating income, and net incom e for the first six months of fiscal 2009 
versus the same period in fiscal 2008 was due prima rily to decreased specialty market sales 
and a decrease in same store pounds purchased by Fr anchise locations, partially offset by 
growth in the average number of franchise stores in  operation.  
 
Revenues 

 Six Months Ended   
 August 31,  % 
($’s in thousands)  2008  2007  Change Change 
Factory sales $ 9,279.4 $10,931.4 $(1,652.0) (15.1% ) 
Retail sales 844.9 911.4 (66.5)   (7.3%) 
Franchise fees 273.5 171.5 102.0  59.5% 
Royalty and marketing fees 2,952.2 2,812.6 139.6 5. 0% 
  Total $13,350.0 $14,826.9 $(1,476.9) (10.0%) 
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Factory Sales   
 
The decrease in factory sales for the six months en ded August 31, 2008 versus the six months 
ended August 31, 2007 was primarily due to a 52.0% decrease in product shipments to customers 
outside our system of franchised retail stores and a 12% decrease in same store pounds 
purchased by franchised stores, partially offset by  a 3.5% increase in the average number of 
franchised stores in operation to 326 in the first six months of fiscal 2009 from 315 in the 
first six months of fiscal 2008. The decline in shi pments to customers outside our system of 
franchised retail stores primarily reflected the ab sence of a large order from a warehouse 
club customer that was shipped in the second quarte r of fiscal 2008.  
 
Retail Sales   
 
The decrease in retail sales resulted primarily fro m a decrease in the average number of 
Company-owned stores in operation from 5 in the fir st six months of fiscal 2008 to 4 in the 
same period of fiscal 2009. Same store retail sales  decreased 1.9% in the first six months of 
fiscal 2009 compared to the same period in the prio r year. 
 
Royalties, Marketing Fees and Franchise Fees 
 
The increase in royalties and marketing fees result ed from an increase in the effective royalty 
rate, related to the Company’s factory purchase bas ed royalty structure and growth in the average 
number of domestic units in operation, partially of fset by a decrease of 2.3% in same store sales 
in the first six months of fiscal 2009 compared wit h the same period in fiscal 2008. The average 
number of domestic units in operation grew 2.5% fro m 278 in the first six months of fiscal 2008 
to 285 in 2009. Franchise fee revenues in the first  six months of fiscal 2009 increased 59.5% as 
a result of an increase in the number of franchise store openings from 11 in the first six 
months of fiscal 2008 to 16 openings in the first s ix months of fiscal 2009 and the 
corresponding increase in franchise fees. 
 

Costs and Expenses    
 Six months ended  % 
($’s in thousands) 2008 2007 Change Change 
     
Cost of sales – factory adjusted $ 6,484.4 $ 7,034. 5   $ (550.1)  (7.8%) 
Cost of sales - retail     314.2     360.1 (45.9) ( 12.7%) 
Franchise costs     817.8     779.3 38.5  4.9% 
Sales and marketing     706.3     696.1 10.2  1.5% 
General and administrative   1,225.0   1,293.7 (68. 7)  (5.3%) 
Retail operating     446.6     513.2 (66.6) (13.0%)  
  Total $ 9,994.3 $10,676.9   $ (682.6)  (6.4%) 

 

Adjusted gross margin    
 Six months ended  % 

 2008 2007 Change Change 
($’s in thousands)     
Factory $2,795.0 $3,896.9   $(1,101.9) (28.3%) 
Retail    530.7    551.3   (20.6)  (3.7%) 
  Total $3,325.7 $4,448.2   $(1,122.5) (25.2%) 

 
(Percent)     
Factory     30.1%     35.6%    (5.5%) (15.4%) 
Retail     62.8%     60.5%    2.3%  3.8% 
  Total     32.8%     37.6%    (4.8%)  (1.8%) 

 
Adjusted gross margin is equal to gross margin minu s depreciation and amortization expense.  
We believe adjusted gross margin is helpful in unde rstanding our past performance as a 
supplement to gross margin and other performance me asures calculated in conformity with 
accounting principles generally accepted in the Uni ted States ("GAAP").  We believe that 
adjusted gross margin is useful to investors becaus e it provides a measure of operating 
performance and our ability to generate cash that i s unaffected by non-cash accounting 
measures.  Additionally, we use adjusted gross marg in rather than gross margin to make 
incremental pricing decisions.  Adjusted gross marg in has limitations as an analytical tool 
because it excludes the impact of depreciation and amortization expense and you should not 
consider it in isolation or as a substitute for any  measure reported under GAAP.  Our use of 
capital assets makes depreciation and amortization expense a necessary element of our costs 
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and our ability to generate income.  Due to these l imitations, we use adjusted gross margin as 
a measure of performance only in conjunction with G AAP measures of performance such as gross 
margin.  The following table provides a reconciliat ion of adjusted gross margin to gross 
margin, the most comparable performance measure und er GAAP: 
 

 Six Months Ended 
 August 31, 
($’s in thousands) 2008 2007 
Factory adjusted gross margin $2,795.0 $3,896.9 
Less: Depreciation and Amortization    191.8    192 .1 
Factory GAAP gross margin $2,603.2 $3,704.8 

 
Costs and Expenses 
 
Cost of Sales   
 
Factory margins decreased 550 basis points from the  first six months of fiscal 2008 compared to 
the same period in fiscal 2009 due to lower manufac turing efficiencies associated with lower 
production volume and higher commodity prices durin g the six months ended August 31, 2008 versus 
the six months ended August 31, 2007. 
 
Franchise Costs   
 
The increase in franchise costs during the first si x months of fiscal 2009 compared to the 
same period in fiscal 2008 is due primarily to incr eased professional fees related to 
franchise operations. As a percentage of total roya lty and marketing fees and franchise fee 
revenue, franchise costs decreased to 25.4% in the first six months of fiscal 2009 from 26.1% in 
the first six months of fiscal 2008. This decrease as a percentage of royalty, marketing and 
franchise fees is primarily a result of lower franc hise costs relative to revenues. 
 
Sales and Marketing 
 
The increase in sales and marketing costs from the first six months of fiscal 2008 to the same 
period in fiscal 2009 is due primarily to increased  promotional costs for franchise stores.  
 
General and Administrative   
 
The decrease in general and administrative costs fo r the first six months of fiscal 2009 
versus the same period in fiscal 2008 is due primar ily to decreased professional fees and a 
decreased compensation related costs.  Partially of fsetting these decreases was an increase in 
bad debt expense from the first six months of fisca l 2009 compared with the same period in 
fiscal 2008. As a percentage of total revenues, gen eral and administrative expenses increased 
to 9.2% in the first six months of fiscal 2009 comp ared to 8.7% in the first six months of 
fiscal 2008. 
 
Retail Operating Expenses 
 
This decrease was due primarily to a decrease in th e average number of Company-owned stores in 
operation from 5 in the six months ended August 31,  2007 to 4 in the six months ended August 
31, 2008.  Retail operating expenses, as a percenta ge of retail sales, decreased from 56.3% in 
the first six months of fiscal 2008 to 52.9% in the  first six months of fiscal 2009. 
 
Depreciation and Amortization 
 
Depreciation and amortization of $393,000 in the fi rst six months of fiscal 2009 increased 1.3% 
from $388,000 incurred in the first six months of f iscal 2008 due to an increase in depreciable 
property and equipment and the corresponding increa se in depreciation expense. 
 
Other, Net 
 
Other, net of $4,500 realized in the first six mont hs of fiscal 2009 represents a decrease of 
$54,000 from the $58,500 realized in the first six months of fiscal 2008 due to lower average 
outstanding cash balances and an increase in intere st expense incurred related to use of the 
operating line of credit.  
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Income Tax Expense 
 
The Company’s effective income tax rate in the firs t six months of fiscal 2009 was 38.1% which is 
the same as the first six months of fiscal 2008.   
 
Liquidity and Capital Resources 
 
As of August 31, 2008, working capital was $6.0 mil lion, compared with $5.2 million as of 
February 29, 2008, an increase of $800,000. The cha nge in working capital was due primarily to 
operating results.  
 
Cash and cash equivalent balances decreased from $6 76,000 as of February 29, 2008 to $396,000 as 
of August 31, 2008 as a result of cash flows provid ed by operating activities less than cash 
flows used by financing and investing activities. T he Company’s current ratio was 3.08 to 1 at 
August 31, 2008 in comparison with 2.35 to 1 at Feb ruary 29, 2008. The Company monitors current 
and anticipated future levels of cash and cash equi valents in relation to anticipated 
operating, financing and investing requirements. 
 
The Company has a $5 million ($4.85 million availab le as of August 31, 2008) working capital line 
of credit collateralized by substantially all of th e Company’s assets with the exception of the 
Company’s retail store assets. The line is subject to renewal in July, 2009. 
 
The Company believes cash flows generated by operat ing activities and available financing will be 
sufficient to fund the Company’s operations at leas t through the end of fiscal 2009. 
 
Impact of Inflation 
 
Inflationary factors such as increases in the costs  of ingredients and labor directly affect the 
Company's operations. Most of the Company's leases provide for cost-of-living adjustments and 
require the Company to pay taxes, insurance and mai ntenance expenses, all of which are subject to  
inflation. Additionally the Company’s future lease costs for new facilities may include 
potentially escalating costs of real estate and con struction. There is no assurance that the 
Company will be able to pass on increased costs to its customers. 
 
Depreciation expense is based on the historical cos t to the Company of its fixed assets, and 
is therefore potentially less than it would be if i t were based on current replacement cost.  
While property and equipment acquired in prior year s will ultimately have to be replaced at 
higher prices, it is expected that replacement will  be a gradual process over many years. 
 
Seasonality 
 
The Company is subject to seasonal fluctuations in sales, which cause fluctuations in quarterly 
results of operations. Historically, the strongest sales of the Company’s products have occurred 
during the Christmas holiday and summer vacation se asons. In addition, quarterly results have 
been, and in the future are likely to be, affected by the timing of new store openings and sales 
of franchises. Because of the seasonality of the Co mpany’s business and the impact of new store 
openings and sales of franchises, results for any q uarter are not necessarily indicative of 
results that may be achieved in other quarters or f or a full fiscal year. 
 
Item 3. Quantitative and Qualitative Disclosures Ab out Market Risk 
 
The Company does not engage in commodity futures tr ading or hedging activities and does not 
enter into derivative financial instrument transact ions for trading or other speculative 
purposes. The Company also does not engage in trans actions in foreign currencies or in 
interest rate swap transactions that could expose t he Company to market risk. However, the 
Company is exposed to some commodity price and inte rest rate risks. 
 
The Company frequently enters into purchase contrac ts of between six to eighteen months for 
chocolate and certain nuts. These contracts permit the Company to purchase the specified 
commodity at a fixed price on an as-needed basis du ring the term of the contract. Because 
prices for these products may fluctuate, the Compan y may 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 terms of the contra ct. 
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As of August 31, 2008, all of the Company’s long-te rm debt was paid in full. The Company also 
has a $5.0 million bank line of credit that bears i nterest at a variable rate. As of August 
31, 2008, $150,000 was outstanding under the line o f credit. The Company does not believe that 
it is exposed to any material interest rate risk re lated to its long-term debt or the line of 
credit. 
 
The Chief Financial Officer and Chief Operating Off icer of the Company has primary 
responsibility over the Company’s long-term and sho rt-term debt and for determining the timing 
and duration of commodity purchase contracts and ne gotiating the terms and conditions of those 
contracts. 
 
Item 4. Controls and Procedures 
 
Under the supervision and with the participation of  management, including the principal 
executive officer and principal financial officer, the Company has evaluated the effectiveness 
of the design and operation of the disclosure contr ols and procedures, and, based on their 
evaluation, the Company’s principal executive offic er and principal financial officer have 
concluded that these controls and procedures are ef fective, as of the end of the period 
covered by this report, to ensure that information required to be disclosed in the reports 
that the Company files under the Exchange Act is ac cumulated and communicated to management, 
including the principal executive officer and the p rincipal financial officer, as appropriate 
to allow timely decisions regarding required disclo sure. There were no material changes in the 
Company’s internal controls, financial or otherwise , or in other factors that have affected, 
or are reasonably likely to materially affect these  controls. Disclosure controls and 
procedures are the Company’s controls and other pro cedures that are designed to ensure that 
information required to be disclosed in the reports  that the Company files or submits under 
the Exchange Act is recorded, processed, summarized  and reported, within the time periods 
specified in the Securities and Exchange Commission 's rules and forms.  
 
PART II. OTHER INFORMATION 
 
Item 1. Legal Proceedings 
 

The Company is not currently involved in any legal proceedings other than routine 
litigation incidental to its business. 

 
Item 1A. Risk Factors 
 

In addition to the other information set forth in t his Quarterly Report on Form 
10-Q, you should carefully consider the factors dis cussed in Part 1, “Item 1A. 
Risk Factors” in our Annual Report on Form 10-K for  the fiscal year ended February 
29, 2008.  There have been no material changes in o ur risk factors from those 
disclosed in our Annual Report on Form 10-K. 

 
Item 2. Unregistered Sales of Equity Securities and  Use of Proceeds 
 
   None  

 
Item 3. Defaults Upon Senior Securities 
 
  None 
 
Item 4. Submission of Matters to a Vote of Security  Holders 
 

The 2008 Annual Meeting of the Shareholders of the Company was held in Durango, 
Colorado on July 18, 2008. 
 
1.  Election of five Directors. Messrs. Franklin E. Cra il, Bryan J. Merryman, 

Gerald A. Kien, Lee N. Mortenson, and Clyde Wm. Eng le were elected to the 
Company’s Board of Directors. The results of the vo ting were as follows: 
4,834,889 votes in favor of Franklin E. Crail, with  148,686 votes withheld; 
4,829,231 votes in favor of Bryan J. Merryman, with  154,344 votes withheld; 
4,835,388 votes in favor of Gerald A. Kien, with 14 8,187 votes withheld; 
4,830,977 votes in favor of Lee N. Mortenson, with 152,598 votes withheld; and 
3,794,520 votes in favor of Clyde Wm. Engle, with 1 ,189,055 votes withheld. 
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Item 5. Other Information 
 
  None 
 
Item 6. Exhibits 
 

3.1 Articles of Incorporation of the Registrant, as  amended, incorporated by 
reference to Exhibit 3.1 to Annual Report on Form 1 0-K of the Registrant 
for the year ended February 29, 2008 

 
3.2  By-laws of the Registrant, as amended on November 2 5, 1997, incorporated 

by reference to Exhibit 3.2 to the Annual Report on  Form 10-K of the 
Registrant for the fiscal year ended February 28, 2 007 

    
10.1    *Business Loan Agreement dated July 31, 2008 betw een Wells Fargo Bank and      

the Registrant.  
 
10.2  *Promissory Note dated July 31, 2008 in the amount of $5,000,000 between 

Wells Fargo Bank and the Registrant. 
 
31.1  *Certification Filed Pursuant To Section 302 Of The  Sarbanes-Oxley Act of 

2002, Chief Executive Officer 
 

31.2 *Certification Filed Pursuant To Section 302 O f The Sarbanes-Oxley Act of 
2002, Chief Financial Officer 

 
32.1 * Certification Furnished Pursuant To Section 906 Of The Sarbanes-Oxley 

Act of 2002, Chief Executive Officer 
 

32.2 * Certification Furnished Pursuant To Section 906 of The Sarbanes-Oxley 
Act of 2002, Chief Financial Officer 

 
 * Filed herewith. 
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Signatures  
 
Pursuant to the requirements of the Securities Exch ange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by th e undersigned thereunto duly authorized. 
 
 

ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 
(Registrant) 

 
 
Date: October 10, 2008  /s/   Bryan J. Merryman 

Bryan J. Merryman, Chief Operating Officer,  
Chief Financial Officer, Treasurer and Director 
 



                                 BUSINESS LOAN AGRE EMENT   Exhibit 10.1 

 

Principal Loan Date Maturity Loan No Call / Coll Account Officer  Initials 
$5,000,000.00 07-31-2008 07-31-2009 7657418442-34  664308 K0096  

References in the shaded area are for Lender's use only and do not limit the applicability of this document to any particular loan or item. 
Any item above containing “***" has been omitted due to text length limitations. 

 
Borrower: Rocky Mountain Chocolate Factory, Inc.  L ender:  Wells Fargo Bank, National Association  

265 Turner Drive       Durango Main  
Durango.CO 81303-7941      200 West College Drive  

         Durango, CO 81301  
 

 

THIS BUSINESS LOAN AGREEMENT dated July 31, 2008, i s made and executed between Rocky Mountain Chocolat e Factory, Inc. 
("Borrower") and Wells Fargo Bank, National Associa tion ("Lender") on the following terms and conditio ns. Borrower has received prior 
commercial loans from Lender or has applied to Lend er for a commercial loan or loans or other financia l accommodations, including those 
which may be described on any exhibit or schedule a ttached to this Agreement. Borrower understands and  agrees that: (A) in granting, 
renewing, or extending any Loan, Lender is relying upon Borrower's representations, warranties, and ag reements as set forth in this 
Agreement; (B) the granting, renewing, or extending  of any Loan by Lender at all times shall be subjec t to Lender's sole judgment and 
discretion; and (C) all such Loans shall be and rem ain subject to the terms and conditions of this Agr eement.  
TERM. This Agreement shall be effective as of July 31, 2008, and shall continue in full force and effect until such time as all of Borrower's Loans in 
favor of Lender have been paid in full, including principal, interest, costs, expenses, attorneys' fees, and other fees and charges, or until such time as 
the parties may agree in writing to terminate this Agreement. 
CONDITIONS PRECEDENT TO EACH ADVANCE . Lender's obligation to make the initial Advance and each subsequent Advance under this 
Agreement shall be subject to the fulfillment to Lender's satisfaction of all of the conditions set forth in this Agreement and in the Related Documents. 

Loan Documents.  Borrower shall provide to Lender the following documents for the Loan: (1) the Note; (2) Security Agreements granting to 
Lender security interests in the Collateral; (3) financing statements and all other documents perfecting Lender's Security Interests; (4) evidence of 
insurance as required below; (5) together with all such Related Documents as Lender may require for the Loan; all in form and substance 
satisfactory to Lender and Lender's counsel. 
Borrower's Authorization . Borrower shall have provided in form and substance satisfactory to Lender properly certified resolutions, duly 
authorizing the execution and delivery of this Agreement, the Note and the Related Documents. In addition, Borrower shall have provided such 
other resolutions, authorizations, documents and instruments as Lender or its counsel, may require. 
Payment of Fees and Expenses . Borrower shall have paid to Lender all fees, charges, and other expenses which are then due and payable as 
specified in this Agreement or any Related Document. 
Representations and Warranties . The representations and warranties set forth in this Agreement, in the Related Documents, and in any 
document or certificate delivered to Lender under this Agreement are true and correct. 
No Event of Default . There shall not exist at the time of any Advance a condition which would constitute an Event of Default under this 
Agreement or under any Related Document. 

REPRESENTATIONS AND WARRANTIES . Borrower represents and warrants to Lender, as of the date of this Agreement, as of the date of each 
disbursement of loan proceeds, as of the date of any renewal, extension or modification of any Loan, and at all times any Indebtedness exists: 

Organization . Borrower is a corporation for profit which is, and at all times shall be, duly organized, validly existing, and in good standing under 
and by virtue of the laws of the State of Colorado. Borrower is duly authorized to transact business in all other states in which Borrower is doing 
business, having obtained all necessary filings, governmental licenses and approvals for each state in which Borrower is doing business. 
Borrower maintains an office at 265 Turner Drive, Durango, CO 81303-7941. Unless Borrower has designated otherwise in writing, the principal 
office is the office at which Borrower keeps its books and records including its records concerning the Collateral. Borrower will notify Lender prior 
to any change in the location of Borrower's state of organization or any change in Borrower's name. 
Assumed Business Names . Borrower has filed or recorded all documents or filings required by law relating to all assumed business names 
used by Borrower. Excluding the name of Borrower, the following is a complete list of all assumed business names under which Borrower does 
business: None . 
Authorization .  Borrower's execution, delivery, and performance of this Agreement and all the Related Documents have been duly authorized by 
all necessary action by Borrower and do not conflict with, result in a violation of, or constitute a default under (1) any provision of (a) Borrower's 
articles of incorporation or organization, or bylaws, or (b) any agreement or other instrument binding upon Borrower or (2) any law, governmental 
regulation, court decree, or order applicable to Borrower or to Borrower's properties. 
Properties . Except as contemplated by this Agreement or as previously disclosed in Borrower's financial statements or in writing to Lender and 
as accepted by Lender, and except for property tax liens for taxes not presently due and payable, Borrower owns and has good title to all of 
Borrower's properties free and clear of all liens and security interests, and has not executed any security documents or financing statements 
relating to such properties. All of Borrower's properties are titled in Borrower's legal name, and Borrower has not used or filed a financing 
statement under any other name for at least the last five (5) years. 

AFFIRMATIVE COVENANTS . Borrower covenants and agrees with Lender that, so long as this Agreement remains in effect. Borrower will: 
Notices of Claims and Litigation . Promptly inform Lender in writing of (1) all material adverse changes in Borrower's financial condition, and (2) 
all existing and all threatened litigation, claims, investigations, administrative proceedings or similar actions affecting Borrower or any Guarantor 
which could materially affect the financial condition of Borrower or the financial condition of any Guarantor. 
Financial Records . Maintain its books and records in accordance with accounting principles acceptable to Lender, applied on a consistent basis, 
and permit Lender to examine and audit Borrower's books and records at all reasonable times. 
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Financial Statements . Furnish Lender with such financial statements and other related information at such frequencies and in such detail as 
Lender may reasonably request. 

Loan Proceeds . Use all Loan proceeds solely for Borrower's business operations, unless specifically consented to the contrary by Lender in 
writing. 
Taxes, Charges and Liens. Pay and discharge when due all of its indebtedness and obligations, including without limitation all assessments, 
taxes, governmental charges, levies and liens, of every kind and nature, imposed upon Borrower or its properties, income, or profits, prior to the 
date on which penalties would attach, and all lawful claims that, if unpaid, might become a lien or charge upon any of Borrower's properties, 
income, or profits. Provided however, Borrower will not be required to pay and discharge any such assessment, tax, charge, levy, lien or claim so 
long as (1) the legality of the same shall be contested in good faith by appropriate proceedings, and (2) Borrower shall have established on 
Borrower's books adequate reserves with respect to such contested assessment, tax, charge, levy, lien, or claim in accordance with GAAP. 

Performance . Perform and comply, in a timely manner, with all terms, conditions, and provisions set forth in this Agreement, in the Related 
Documents, and in all other instruments and agreements between Borrower and Lender. Borrower shall notify Lender immediately in writing of 
any default in connection with any agreement. 
Operations . Maintain executive and management personnel with substantially the same qualifications and experience as the present executive 
and management personnel; provide written notice to Lender of any change in executive and management personnel; conduct its business 
affairs in a reasonable and prudent manner. 
Compliance with Governmental Requirements . Comply with all laws, ordinances, and regulations, now or hereafter in effect, of all 
governmental authorities applicable to the conduct of Borrower's properties, businesses and operations, and to the use or occupancy of the 
Collateral, including without limitation, the Americans With Disabilities Act. Borrower may contest in good faith any such law, ordinance, or 
regulation and withhold compliance during any proceeding, including appropriate appeals, so long as Borrower has notified Lender in writing 
prior to doing so and so long as, in Lender's sole opinion, Lender's interests in the Collateral are not jeopardized. Lender may require Borrower 
to post adequate security or a surety bond, reasonably satisfactory to Lender, to protect Lender's interest. 
Inspection . Permit employees or agents of Lender at any reasonable time to inspect any and all Collateral for the Loan or Loans and Borrower's 
other properties and to examine or audit Borrower's books, accounts, and records and to make copies and memoranda of Borrower's books, 
accounts, and records. If Borrower now or at any time hereafter maintains any records (including without limitation computer generated records 
and computer software programs for the generation of such records) in the possession of a third party, Borrower, upon request of Lender, shall 
notify such party to permit Lender free access to such records at all reasonable times and to provide Lender with copies of any records it may 
request, all at Borrower's expense. 

LENDER'S EXPENDITURES. If any action or proceeding is commenced that would materially affect Lender's interest in the Collateral or if 
Borrower fails to comply with any provision of this Agreement or any Related Documents, including but not limited to Borrower's failure to 
discharge or pay when due any amounts Borrower is required to discharge or pay under this Agreement or any Related Documents, Lender on 
Borrower's behalf may (but shall not be obligated to) take any action that Lender deems appropriate on any Collateral and paying all costs for 
insuring, maintaining and preserving any Collateral. All such expenditures incurred or paid by Lender for such purposes will then bear interest at 
the rate charged under the Note from the date incurred or paid by Lender to the date of repayment by Borrower. All such expenses will become 
a part of the Indebtedness and, at Lender's option, will (A) be payable on demand; (B) be added to the balance of the Note and be apportioned 
among and be payable with any installment payments to become due during either (1) the term of any applicable insurance policy; or (2) the 
remaining term of the Note; or (C) be treated as a balloon payment which will be due and payable at the Note's maturity. 

CESSATION OF ADVANCES. If Lender has made any commitment to make any Loan to Borrower, whether under this Agreement or under 
any other agreement, Lender shall have no obligation to make Loan advances or to disburse Loan proceeds if: (A) Borrower or any guarantor is 
in default under the terms of this Agreement or any other agreement that Borrower or any guarantor has with Lender; (B) Borrower or any 
guarantor dies, becomes incompetent or becomes insolvent, files a petition in bankruptcy or similar proceedings, or is adjudged a bankrupt; (C) 
there occurs a material adverse change in Borrower's financial condition, in the financial condition of any guarantor, or in the value of any 
collateral securing any Loan; or (D) any guarantor seeks, claims or otherwise attempts to limit, modify or revoke such guarantor's guaranty of 
the Loan or any other loan with Lender; or (E) Lender in good faith deems itself insecure, even though no Event of Default shall have occurred. 

RIGHT OF SETOFF. To the extent permitted by applicable law, Lender reserves a right of setoff in all Borrower's accounts with Lender (whether 
checking, savings, or some other account). This includes all accounts Borrower holds jointly with someone else and all accounts Borrower may 
open in the future. However, this does not include any IRA or Keogh accounts, or any trust accounts for which setoff would be prohibited by law. 
Borrower authorizes Lender, to the extent permitted by applicable law, to charge or setoff all sums owing on the Indebtedness against any and 
all such accounts, and, at Lender's option, to administratively freeze all such accounts to allow Lender to protect Lender's charge and setoff 
rights provided in this paragraph. 

DEFAULT . Each of the following shall constitute an Event of Default under this Agreement: 
Payment Default . Borrower fails to make any payment when due under the Loan. 
Other Default . Borrower fails to comply with any other term, obligation, covenant or condition contained in this Agreement or in any of the 
Related Documents. 
Default in Favor of Third Parties . Borrower defaults under any loan, extension of credit, security agreement, purchase or sales agreement, or 
any other agreement, in favor of any other creditor or person that may materially affect any of Borrower's property or Borrower's ability to repay 
the Loans or perform Borrower's obligations under this Agreement or any related document. 
False Statements . Any representation or statement made by Borrower to Lender is false in any material respect. 
Insolvency . The dissolution or termination of Borrower's existence as a going business, the insolvency of Borrower, the appointment of a 
receiver for any part of Borrower's property, any assignment for the benefit of creditors, any type of creditor workout, or the commencement of 
any proceeding under any bankruptcy or insolvency laws by or against Borrower. 
Creditor or Forfeiture Proceedings . Commencement of foreclosure or forfeiture proceedings, whether by judicial proceeding, self-help, 
repossession or any other method, by any creditor of Borrower or by any governmental agency against any collateral securing the Loan. 
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Events Affecting Guarantor . Any of the preceding events occurs with respect to any Guarantor of any of the Indebtedness or any Guarantor 
dies or becomes incompetent, or revokes or disputes the validity of, or liability under, any Guaranty of the Indebtedness. 
Change in Ownership . Any change in ownership of twenty-five percent (25%) or more of the common stock of Borrower. 
Insecurity . Lender in good faith believes itself insecure. 

EFFECT OF AN EVENT OF DEFAULT . If any Event of Default shall occur, except where otherwise provided in this Agreement or the Related 
Documents, all commitments and obligations of Lender under this Agreement immediately will terminate (including any obligation to make further 
Loan Advances or disbursements), and, at Lender's option, all Indebtedness immediately will become due and payable, all without notice of any kind 
to Borrower, except that in the case of an Event of Default of the type described in the "Insolvency" subsection above, such acceleration shall be 
automatic and not optional. In addition, Lender shall have all the rights and remedies provided in the Related Documents or available at law, in equity, 
or otherwise. Except as may be prohibited by applicable law, all of Lender's rights and remedies shall be cumulative and may be exercised singularly 
or concurrently. Election by Lender to pursue any remedy shall not exclude pursuit of any other remedy, and an election to make expenditures or to 
take action to perform an obligation of Borrower or of any Grantor shall not affect Lender's right to declare a default and to exercise its rights and 
remedies. 

FACSIMILE AND COUNTERPART . This document may be signed in any number of separate copies, each of which shall be effective as an original, 
but all of which taken together shall constitute a single document. An electronic transmission or other facsimile of this document or any related 
document shall be deemed an original and shall be admissible as evidence of the document and the signer's execution. 

ADDITIONAL SECURITY. Notwithstanding anything to the contrary in this or any related agreement, to further secure the indebtedness and 
obligations of the Note and related loan documents, Borrower pledges and grants to Lender a security interest in Borrower's accounts with Lender, 
including without limitation, checking, savings, investment, general and special accounts, and accounts held for safekeeping, held jointly with others, 
and accounts opened in the future, excluding however all IRAs, Keogh accounts, and trust accounts to the extent a security interest would be invalid 
or prohibited by law. 

INSURANCE. Borrower shall assure that insurance is maintained pursuant to any insurance requirements set forth in the Agreement To Provide 
Insurance and /or other Related Documents, if applicable. 

ARBITRATION AGREEMENT. Arbitration - Binding Arbitr ation. Lender and each party to this agreement hereby agree, upon demand by any 
party, to submit any Dispute to binding arbitration in accordance with the terms of this Arbitration Program. A "Dispute" shall include any dispute, claim 
or controversy of any kind, whether in contract or in tort, Legal or equitable, now existing or hereafter arising, relating in any way to this Agreement or 
any related agreement incorporating this Arbitration Program (the "Documents"), or any past, present, or future loans, transactions, contracts, 
agreements, relationships, incidents or injuries of any kind whatsoever relating to or involving Business Banking, Regional Banking, or any successor 
group or department of Lender. DISPUTES SUBMITTED TO ARBITRATION ARE NOT RESOLVED IN COURT BY A JUDGE OR JURY. 

A. Governing Rules. Any arbitration proceeding will (i) be governed by the Federal Arbitration Act (Title 9 of the United States Code), 
notwithstanding any conflicting choice of law provision in any of the documents between the parties; and (ii) be conducted by the AAA (American 
Arbitration Association), or such other administrator as the parties shall mutually agree upon, in accordance with the AAA's commercial dispute 
resolution procedures, unless the claim or counterclaim is at least $1,000,000.00 exclusive of claimed interest, arbitration fees and costs in which 
case the arbitration shall be conducted in accordance with the AAA's optional procedures for large, complex commercial disputes (the commercial 
dispute resolution procedures or the optional procedures for large, complex commercial disputes to be referred to, as applicable, as the "Rules"). If 
there is any inconsistency between the terms hereof and the Rules, the terms and procedures set forth herein shall control. Arbitration proceedings 
hereunder shall be conducted at a location mutually agreeable to the parties, or if they cannot agree, then at a location selected by the AAA in the 
state of the applicable substantive law primarily governing the Credit. Any party who fails or refuses to submit to arbitration following a demand by any 
other party shall bear all costs and expenses incurred by such other party in compelling arbitration of any Dispute. Arbitration may be demanded at 
any time, and may be compelled by summary proceedings in Court. The institution and maintenance of an action for judicial relief or pursuit of a 
provisional or ancillary remedy shall not constitute a waiver of the right of any party, including the plaintiff, to submit the controversy or claim to 
arbitration if any other party contests such action for judicial relief. The arbitrator shall award all costs and expenses of the arbitration proceeding. 
Nothing contained herein shall be deemed to be a waiver by any party that is a Bank of the protections afforded to it under 12 U.S.C. ˚91 or any 
similar applicable state law. 

B. No Waiver of Provisional Remedies, Self-Help and Fo reclosure. The arbitration requirement does not limit the right of any party to (i) 
foreclose against real or personal property collateral; (ii) exercise self-help remedies relating to collateral or proceeds of collateral such as setoff or 
repossession; or (iii) obtain provisional or ancillary remedies such as replevin, injunctive relief, attachment or the appointment of a receiver, before 
during or after the pendency of any arbitration proceeding. This exclusion does not constitute a waiver of the right or obligation of any party to submit 
any Dispute to arbitration or reference hereunder, including those arising from the exercise of the actions detailed in sections (i), (ii) and (iii) of this 
paragraph. 

C. Arbitrator Qualifications and Powers. Any arbitration proceeding in which the amount in controversy is $5,000,000.00 or less will be 
decided by a single arbitrator selected according to the Rules, and who shall not render an award of greater than $5,000,000.00. Any Dispute in which 
the amount in controversy exceeds $5,000,000.00 shall be decided by majority vote of a panel of three arbitrators; provided however, that all three 
arbitrators must actively participate in all hearings and deliberations. Every arbitrator must be a practicing attorney or a retired member of the state or 
federal judiciary, in either case with a minimum of ten years experience in the substantive law applicable to the subject matter of the Dispute. The 
arbitrator will determine whether or not an issue is arbitratable and will give effect to the statutes of limitation in determining any claim. In any 
arbitration proceeding the arbitrator will decide (by documents only or with a hearing at the arbitrator's discretion) any pre-hearing motions which are 
similar to motions to dismiss for failure to state a claim or motions for summary adjudication. The arbitrator shall resolve all Disputes in accordance 
with the applicable substantive law and may grant any remedy or relief that a court of such state could order or grant within the scope hereof and such 
ancillary relief as is necessary to make effective any award. The arbitrator shall also have the power to award recovery of all costs and fees, to impose 
sanctions and to take such other action as the arbitrator deems necessary to the same extent a judge could pursuant to the Federal Rules of Civil 
Procedure, the applicable State Rules of Civil Procedure, or other applicable law. Judgment upon the award rendered by the arbitrator may be 
entered in any court having jurisdiction. 

D. Discovery. In any arbitration proceeding discovery will be permitted in accordance with the Rules. All discovery shall be expressly limited to 
matters directly relevant to the Dispute being arbitrated and must be completed no later than 20 days before the hearing date and within 180 days of 
the filing of the Dispute with the AAA. Any requests for an extension of the discovery periods, or any discovery disputes, will be subject to final 
determination by the arbitrator upon a showing that the request for discovery is essential for the party's presentation and that no alternative means for 
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obtaining information is available. 

E. Miscellaneous. To the maximum extent practicable, the AAA, the arbitrators and the parties shall take all action required to conclude any 
arbitration proceeding within 180 days of the filing of, the Dispute with the AAA. The resolution of any Dispute shall be determined by a separate 
arbitration proceeding and such Dispute shall not be consolidated with other disputes or included in any class proceeding. No arbitrator or other party 
to an arbitration proceeding may disclose the existence, content or results thereof, except for disclosures of information by a party required in the 
ordinary course of its business or by applicable law or regulation. If more than one agreement for arbitration by or between the parties potentially 
applies to a Dispute, the arbitration provision most directly related to the documents between the parties or the subject matter of the Dispute shall 
control. This arbitration provision shall survive termination, amendment or expiration of any of the documents or any relationship between the parties. 

F. State-Specific Provisions. 

If California law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference: Notwithstanding 
anything herein to the contrary, no Dispute shall be submitted to arbitration if the Dispute concerns indebtedness secured directly or indirectly, in 
whole or in part, by any real property unless the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the 
arbitration. If any such Dispute is not submitted to arbitration, the Dispute shall, at the election of any party, be referred to a referee in accordance with 
California Code of Civil Procedure Section 638 et seq., and this general reference agreement is intended to be specifically enforceable in accordance 
with said Section 638. A referee with the qualifications required herein for arbitrators shall be selected pursuant to the AAA's selection procedures. 
Judgment upon the decision rendered by a referee shall be entered in the court in which such proceeding was commenced in accordance with 
California Code of Civil Procedure Sections 644 and 645. Small Claims Court: Notwithstanding anything herein to the contrary, each party retains 
the right to pursue in Small Claims Court any dispute within that court's jurisdiction. Further, this arbitration provision shall apply only to disputes in 
which either party seeks to recover an amount of money (excluding attorneys' fees and costs) that exceeds the jurisdictional limit of the Small Claims 
Court. 

If Idaho law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference: Notwithstanding anything 
herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole or in 
part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, or 
(ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Idaho, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Montana law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference: Notwithstanding 
anything herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole 
or in part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, 
or (ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Montana, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Nevada law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference: Notwithstanding anything 
herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole or in 
part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, or 
(ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Nevada, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Utah law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference: Notwithstanding anything 
herein to the contrary, no Dispute shall be submitted to arbitration if the Dispute concerns indebtedness secured directly or indirectly, in whole or in 
part, by any real property unless the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration. If any 
such Dispute is not submitted to arbitration, the Dispute shall, at the election of any party, be referred to a master in accordance with Utah Rule of 
Civil Procedure 53, and this general reference agreement is intended to be specifically enforceable. A master with the qualifications required herein 
for arbitrators shall be selected pursuant to the AAA's selection procedures. Judgment upon the decision rendered by a master shall be entered in the 
court in which such proceeding was commenced in accordance with Utah Rule of Civil Procedure 531(e). 

LOAN AGREEMENT PROVISION . The following covenants apply to the loan evidenced by the Note and to all other loans or other credit 
accommodations from Lender to Borrower now existing or subsequently arising under any future confirmation letter, agreement or promissory note, 
excluding any loans or financial accommodations which are not serviced by the Wells Fargo Business Banking Group, or its successors ("Excluded 
Loans"). These covenants supersede and replace any prior financial reporting and condition covenants and shall survive the payoff of the Loan, but 
shall not affect any Excluded Loans or covenants which by their nature relate only to a specific credit transaction. 

COVENANTS FOR.  Rocky Mountain Chocolate Factory, I nc.. 

FINANCIAL CONDITION . Borrower shall maintain its financial condition as follows using generally accepted accounting principles consistently 
applied and used consistently with prior practices (except to the extent modified by the definitions herein): 

Definitions: 
"Cash Flow" means the sum of net income after taxes plus depreciation expense, amortization expense, and interest expense less the sum of 
dividends and distributions. 
"Current Maturities of Long Term Debt" means that portion of the Borrower's long term debt and capital leases maturing or scheduled to be paid in the 
prior period. 
"Current Liabilities" means the aggregate amount of Borrower's items properly shown as current liabilities on its balance sheet less any portion of 
such current liabilities that constitute Subordinated Debt. 
"EBITDA" means net income before tax plus interest expense (net of capitalized interest expense), depreciation expense and amortization expense. 
"Net Worth" means total owner's equity. 
"Subordinated Debt" means debt that is expressly subordinated to Lender in a writing acceptable to Lender. 
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"Tangible Net Worth" means Net Worth less any intangible assets. 
"Total Liabilities" means the aggregate amount of Borrower's items properly shown as liabilities on its balance sheet. 
Current Ratio as of the end of each month not less than 1.5000 to 1.0, with "Current Ratio" defined as current assets divided by Current Liabilities. 
Working Capital as of the end of each month not less than $3,750,000.00, with "Working Capital" defined as current assets minus Current Liabilities. 
Tangible Net Worth as of the end of each month not less than $9,000,000.00. 
Total Liabilities divided by Tangible Net Worth as of the end of each quarter not greater than 1.6000 to 1.0. 
Debt Coverage Ratio as of the end of each quarter on a rolling four-quarter basis not less than 1.2500 to 1.0, with "Debt Coverage Ratio" defined as 
the ratio of Cash Flow to the sum of Current Maturities of Long Term Debt plus interest expense. 
INTERIM FINANCIAL STATEMENTS . Borrower shall provide to Lender interim financial statements not later than 45 days after and as of the end of 
each month, prepared by Borrower to include a balance sheet as of the end of each such period, and an income statement and a statement of 
changes to owner’s equity, from the beginning of the then fiscal year to the end of such period. If Borrower has subsidiaries, interim financial 
statements shall be provided on a consolidated and consolidating basis. 
LINE REST REQUIREMENT. Borrower shall maintain a zero balance on the line of credit governed by this Agreement for a minimum of 30 
consecutive days during the first twelve months of the line of credit, and during each successive twelve-month period. 
ACCOUNTS RECEIVABLES ADVANCE RATES . Limitation on Advances. Amounts outstanding under any line of credit governed by this Agreement, 
to a maximum of the principal remaining available, shall not exceed 75% of Borrowers Eligible Accounts Receivable and 50% of Eligible Inventory as 
determined by Lender ("Borrowing Base"). All of the foregoing shall be determined by Lender upon receipt and review of all collateral reports and 
borrowing base certificates required hereunder and such other documents and collateral information as Lender may from time to time require. 
As used herein, "eligible accounts receivable" shall consist solely of trade accounts created in the ordinary course of Borrower's business, upon which 
Borrower's right to receive payment is absolute and not contingent upon the fulfillment of any condition whatsoever, and in which Lender has a 
perfected security interest of first priority, and shall not include: 
any account which represents an obligation of an account debtor located in a foreign country, except to the extent any such account, in Lender's 
determination, is supported by a letter of credit or insured under a policy of foreign credit insurance, in each case in form, substance and issued by a 
party acceptable to Lender; 
any account which represents an obligation of any account debtor when ten percent (10%) or more of Borrower's accounts from such account debtor 
are greater than 90 days past due, unless Borrower has provided extended payment terms acceptable to Lender and such extended payment 
accounts are not more than 30 days past due; 

any account deemed ineligible by Lender when Lender, in its sole discretion, deems the creditworthiness or financial condition of the account debtor, 
or the industry in which the account debtor is engaged, to be unsatisfactory. 

ACCOUNTS RECEIVABLE AND OTHER REPORTS . Borrower shall provide the following reports to Lender, all in a form satisfactory to Lender: 

not later than 45 days following, and as of the end of each month, a Borrowing Base certificate. 

NEGATIVE COVENANTS . Borrower further covenants that so long as Lender remains committed to extend credit to Borrower pursuant hereto, or any 
liabilities (whether direct or contingent, liquidated or un-liquidated) of Borrower to Lender under any of the Loan Documents remain outstanding, and 
until payment in full of all obligations of Borrower subject hereto, Borrower will not without Lender’s prior written consent: 

CAPITAL EXPENDITURES. Make any additional investment in fixed assets in any fiscal year in excess of an aggregate of $1,750,000.00. 

DIVIDENDS, DISTRIBUTIONS (CORPORATION). Declare or pay any dividends or distributions, or redeem, retire, repurchase or otherwise acquire 
any shares of any class of Borrower’s stock now hereafter outstanding, except that borrower may do the following: (1) Borrower may declare and pay 
dividends and distributions to its shareholders in a total amount not to exceed $4,000,000.00 in the aggregate in any fiscal year, either in cash, stock 
or any other property, and in addition, (2) if Borrower is an S corporation, Borrower may declare and pay cash dividends or distributions to its 
shareholders in any fiscal year in a total amount not to exceed the minimum amount required for each such shareholder to cover the federal and state 
income tax liability of such shareholder for the immediately preceding fiscal year arising as a direct result of Borrower's reported income for said fiscal 
year, and shall provide to Lender, upon request, any documentation required by Lender to substantiate the appropriateness of amounts paid or to be 
paid. 

OTHER. No outside management fee. 

No change in corporate headquarters, management or management ownership without 10 day notice. 

Notification to bank of franchisee uncured defaults, litigation against company or intent to acquire additional factory facilities and or other business 
operations. 

Borrower to give bank opportunity to consider all new borrowed funds requests. 

Fiscal Business Plan 

Quarterly 10Q Report. 

Annual 10 K Report. 

DEFINITIONS. The following capitalized words and terms shall have the following meanings when used in this Agreement. Unless specifically stated 
to the contrary, all references to dollar amounts shall mean amounts in lawful money of the United States of America. Words and terms used in the 
singular shall include the plural, and the plural shall include the singular, as the context may require. Words and terms not otherwise defined in this 
Agreement shall have the meanings attributed to such terms in the Uniform Commercial Code. Accounting words and terms not otherwise defined 
inthis Agreement shall have the meanings assigned to them in accordance with generally accepted accounting principles as in effect on the date of 
this Agreement: 
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Advance.  The word "Advance" means a disbursement of Loan funds made, or to be made, to Borrower or on Borrower's behalf on a line of 
credit or multiple advance basis under the terms and conditions of this Agreement. 

Agreement.  The word "Agreement" means this Business Loan Agreement, as this Business Loan Agreement may be amended or modified from 
time to time, together with all exhibits and schedules attached to this Business Loan Agreement from time to time. 

Borrower.  The word "Borrower" means Rocky Mountain Chocolate Factory, Inc. and includes all co-signers and co-makers signing the Note and 
all their successors and assigns. 

Collateral.  The word "Collateral" means all property and assets granted as collateral security for a Loan, whether real or personal property, 
whether granted directly or indirectly, whether granted now or in the future, and whether granted in the form of a security interest, mortgage, 
collateral mortgage, deed of trust, assignment, pledge, crop pledge, chattel mortgage, collateral chattel mortgage, chattel trust, factor's lien, 
equipment trust, conditional sale, trust receipt, lien, charge, lien or title retention contract, lease or consignment intended as a security device, or 
any other security or lien interest whatsoever, whether created by law, contract, or otherwise. 

Event of Default.  The words "Event of Default" mean any of the events of default set forth in this Agreement in the default section of this 
Agreement. 

GAAP . The word "GAAP" means generally accepted accounting principles. 

Grantor.  The word "Grantor" means each and all of the persons or entities granting a Security Interest in any Collateral for the Loan, including 
without limitation all Borrowers granting such a Security Interest. 

Guarantor. The word "Guarantor" means any guarantor, surety, or accommodation party of any or all of the Loan. 

Guaranty. The word "Guaranty" means the guaranty from Guarantor to Lender, including without limitation a guaranty of all or part of the Note. 

Indebtedness. The word "Indebtedness" means the indebtedness evidenced by the Note or Related Documents, including all principal and 
interest together with all other indebtedness and costs and expenses for which Borrower is responsible under this Agreement or under any of the 
Related Documents. 

Lender. The word "Lender" means Wells Fargo Bank, National Association, its successors and assigns. 

Loan. The word "Loan" means any and all loans and financial accommodations from Lender to Borrower whether now or hereafter existing, and 
however evidenced, including without limitation those loans and financial accommodations described herein or described on any exhibit or 
schedule attached to this Agreement from time to time. 

Note. The word "Note" means the Note executed by Rocky Mountain Chocolate Factory, Inc. in the principal amount of $5,000,000.00 dated July 
31, 2008, together with all renewals of, extensions of, modifications of, refinancing of, consolidations of, and substitutions for the note or credit 
agreement. 

Related Documents. The words "Related Documents" mean all promissory notes, credit agreements, loan agreements, environmental 
agreements, guaranties, security agreements, mortgages, deeds of trust, security deeds, collateral mortgages, and all other instruments, 
agreements and documents, whether now or hereafter existing, executed in connection with the Loan. 

Security Agreement. The words "Security Agreement" mean and include without limitation any agreements, promises, covenants, 
arrangements, understandings or other agreements, whether created by law, contract, or otherwise, evidencing, governing, representing, or 
creating a Security Interest. 

Security Interest. The words "Security Interest" mean, without limitation, any and all types of collateral security, present and future, whether in 
the form of a lien, charge, encumbrance, mortgage, deed of trust, security deed, assignment, pledge, crop pledge, chattel mortgage, collateral 
chattel mortgage, chattel trust, factor's lien, equipment trust, conditional sale, trust receipt, lien or title retention contract, lease or consignment 
intended as a security device, or any other security or lien interest whatsoever whether created by law, contract, or otherwise. 

 
BORROWER ACKNOWLEDGES HAVING READ ALL THE PROVISION S OF THIS BUSINESS LOAN AGREEMENT AND BORROWER AGRE ES 
TO ITS TERMS. THIS BUSINESS LOAN AGREEMENT IS DATED  JULY 31, 2008.  
BORROWER:  

ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 

 
By: /s/ Bryan Merryman 

Bryan Merryman, CFO/COO of Rocky Mountain  
Chocolate Factory, Inc.  
LENDER:  

WELLS FARGO BANK, NATIONAL ASSOCIATION 

 
By: /s/ Mike Field 

Authorized Signer 
 



 
 

ADDENDUM TO BUSINESS LOAN AGREEMENT 

THIS ADDENDUM is attached to and made a part of that certain Business Loan Agreement (the 
"Agreement") dated   7/31/08  , executed by Rocky Mountain Chocolate Factory, Inc. ("Borrower") in favor of Wells Fargo Bank, 
National Association ("Bank"), executed in connection with that certain Note in the principal amount of $  5,000,000.00  . This Addendum 
may be attached to and shall be considered a part of the Loan Agreement, and shall supplement the Loan Agreement. Capitalized terms not 
defined herein shall have the meanings defined for them in the Agreements. 

The following provisions are hereby amended in the Agreement: 

1. Loan Proceeds on Page 2 of the Agreement is amended to now read: 

"Loan Proceeds. Use all Loan proceeds solely for Borrower's business operations to include stock repurchase, unless specifically 
consented to the contrary by Lender in writing." 

2. The third sentence under RIGHT OF SETOFF on Page 2 of the Agreement is amended to now read: 

"However, this does not include any IRA or Keogh accounts, 401(k)'s, or any trust accounts for which setoff would be prohibited 
by law." 

3. ADDITIONAL SECURITY on Page 3 of the Agreement should also exclude 401(k)'s. 

 IN WITNESS WHEREOF, this Addendum has been executed this the day of________ , 2008, to be EFFECTIVE 
as of the same date as the Agreement. 

Wells Fargo Bank, National Association 
 
By: /s/ Mike Field    
Name: Mike Field 
Title: 

Rocky Mountain Chocolate Factory, Inc. 
 
By: /s/ Bryan Merryman   
Name:  Bryan Merryman 
Title:  COO 
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Principal Loan Date Maturity Loan No Call / Coll Account Officer  Initials 
$5,000,000.00 07-31-2008 07-31-2009 7657418442-34  664308 K0096  

References in the shaded area are for Lender's use only and do not limit the applicability of this document to any particular loan or item. 
Any item above containing “***" has been omitted due to text length limitations. 

 
Borrower: Rocky Mountain Chocolate Factory, Inc.  L ender: Wells Fargo Bank, National Association  

265 Turner Drive     Durango Main  
Durango, CO 81303-7941    200 West College Drive  

       Durango, CO 81301  
 

Principal Amount: $5,000,000.00 Initial Rate: 4.500 % Date of Note: July 31, 2008  
 

PROMISE TO PAY. Rocky Mountain Chocolate Factory, I nc. ("Borrower") promises to pay to Wells Fargo Ban k, National Association 
("Lender"), or order, in lawful money of the United  States of America, the principal amount of Five Mi llion & 00/100 Dollars ($5,000,000.00) 
or so much as may be outstanding, together with int erest on the unpaid outstanding principal balance o f each advance. Interest shall be 
calculated from the date of each advance until repa yment of each advance.  
PAYMENT. Borrower will pay this loan in one payment  of all outstanding principal plus all accrued unpa id interest on July 31, 2009. In 
addition, Borrower will pay regular monthly payment s of all accrued unpaid interest due as of each pay ment date, beginning August 31, 
2008, with all subsequent interest payments to be d ue on the last day of each month after that. Unless  otherwise agreed or required by 
applicable law, payments will be applied first to a ny accrued unpaid interest; then to principal; and then to any late charges. The annual 
interest rate for this Note is computed on a 365/36 0 basis; that is, by applying the ratio of the annu al interest rate over a year of 360 days, 
multiplied by the outstanding principal balance, mu ltiplied by the actual number of days the principal  balance is outstanding. Borrower will 
pay Lender at Lender's address shown above or at su ch other place as Lender may designate in writing.  
VARIABLE INTEREST RATE . The interest rate on this Note is subject to change from time to time based on changes in an index which is the floating 
rate equal to the Prime Rate set from time to time by Lender that serves as the basis upon which effective rates of interest are calculated for those 
loans making reference thereto (the "Index"). The Index is not necessarily the lowest rate charged by Lender on its loans and is set by Lender in its 
sole discretion. If the Index becomes unavailable during the term of this loan, Lender may designate a substitute index after notifying Borrower. 
Lender will tell Borrower the current Index rate upon Borrower's request. The interest rate change will not occur more often than each time the Index 
changes. Each change in the Prime Rate of interest hereunder shall become effective on the date each Prime Rate change is announced within 
Lender. The "initial rate" is the rate per annum which Borrower and Lender agree shall be the initial rate of this Note, and the "index currently" is the 
Index amount upon which said initial rate is based; they do not necessarily reflect the Index in effect on the date of this Note. Borrower understands 
that Lender may make loans based on other rates as well. The Index currently is 5.000% per annum. The interest rate to be applied to the unpaid 
principal balance during this Note will be at a rate of 0.500 percentage points under the Index, resulting in an initial rate of 4.500% per annum. 
NOTICE: Under no circumstances will the interest rate on this Note be more than the maximum rate allowed by applicable law. 
PREPAYMENT. Borrower may pay without penalty all or a portion of the amount owed earlier than it is due. Early payments will not, unless agreed to 
by Lender in writing, relieve Borrower of Borrower's obligation to continue to make payments of accrued unpaid interest. Rather, early payments will 
reduce the principal balance due. Borrower agrees not to send Lender payments marked "paid in full", "without recourse", or similar language. If 
Borrower sends such a payment, Lender may accept it without losing any of Lender's rights under this Note, and Borrower will remain obligated to pay 
any further amount owed to Lender. All written communications concerning disputed amounts, including any check or other payment instrument that 
indicates that the payment constitutes "payment in full" of the amount owed or that is tendered with other conditions or limitations or as full satisfaction 
of a disputed amount must be mailed or delivered to: Wells Fargo Bank, National Association Ann: Commercial Loan Research Department, PO Box 
659713 San Antonio, TX 78265. 
LATE CHARGE . If a payment is 15 days or more late, Borrower will be charged 5.000% of the unpaid portion of the regularly sched uled payment 
or $15.00, whichever is greater. 
INTEREST AFTER DEFAULT.  Upon default, including failure to pay upon final maturity, at Lender's option, and if permitted by applicable law, Lender 
may add any unpaid accrued interest to principal and such sum will bear interest therefrom until paid at the rate provided in this Note (including any 
increased rate). Upon default, the interest rate on this Note shall be increased by adding a 4.000 percentage point margin ("Default Rate Margin"). 
The Default Rate Margin shall also apply to each succeeding interest rate change that would have applied had there been no default. However, in no 
event will the interest rate exceed the maximum interest rate limitations under applicable law. 
DEFAULT . Each of the following shall constitute an event of default ("Event of Default") under this Note: 

Payment Default . Borrower fails to make any payment when due under this Note. 
Other Defaults . Borrower fails to comply with or to perform any other term, obligation, covenant or condition contained in this Note or in any of 
the related documents or to comply with or to perform any term, obligation, covenant or condition contained in any other agreement between 
Lender and Borrower. 
Default in Favor of Third Parties . Borrower or any Grantor defaults under any loan, extension of credit, security agreement, purchase or sales 
agreement, or any other agreement, in favor of any other creditor or person that may materially affect any of Borrower's property or Borrower's 
ability to repay this Note or perform Borrower's obligations under this Note or any of the related documents. 
False Statements . Any warranty, representation or statement made or furnished to Lender by Borrower or on Borrower's behalf under this Note 
or the related documents is false or misleading in any material respect, either now or at the time made or furnished or becomes false or 
misleading at any time thereafter. 
Insolvency . The dissolution or termination of Borrower's existence as a going business, the insolvency of Borrower, the appointment of a 
receiver for any part of Borrower's property, any assignment for the benefit of creditors, any type of creditor workout, or the commencement of 
any proceeding under any bankruptcy or insolvency laws by or against Borrower. 
Creditor or Forfeiture Proceedings . Commencement of foreclosure or forfeiture proceedings, whether by judicial proceeding, self-help, 
repossession or any other method, by any creditor of Borrower or by any governmental agency against any collateral securing the loan. This 
includes a garnishment of any of Borrower's accounts, including deposit accounts, with Lender. However, this Event of Default shall not apply if 
there is a good faith dispute by Borrower as to the validity or reasonableness of the claim which is the basis of the creditor or forfeiture 
proceeding and if Borrower gives Lender written notice of the creditor or forfeiture proceeding and deposits with Lender monies or a surety bond 
for the creditor or forfeiture proceeding, in an amount determined by Lender, in its sole discretion, as being an adequate reserve or bond for the 
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dispute. 

Events Affecting Guarantor . Any of the preceding events occurs with respect to any guarantor, endorser, surety, or accommodation party of 
any of the indebtedness or any guarantor, endorser, surety, or accommodation party dies or becomes incompetent, or revokes or disputes the 
validity of, or liability under, any guaranty of the indebtedness evidenced by this Note. 
Change In Ownership . Any change in ownership of twenty-five percent (25%) or more of the common stock of Borrower. 
Adverse Change . A material adverse change occurs in Borrower's financial condition, or Lender believes the prospect of payment or 
performance of this Note is impaired. 
Insecurity . Lender in good faith believes itself insecure. 

LENDER'S RIGHTS . Upon default, Lender may declare the entire unpaid principal balance on this Note and all accrued unpaid interest immediately 
due, and then Borrower will pay that amount. 
ATTORNEYS' FEES; EXPENSES . Lender may hire or pay someone else to help collect this Note if Borrower does not pay. Borrower will pay Lender 
the reasonable costs of such collection. This includes, subject to any limits under applicable law, Lender's attorneys' fees and Lender's legal 
expenses, whether or not there is a lawsuit, including without limitation attorneys' fees and legal expenses for bankruptcy proceedings (including 
efforts to modify or vacate any automatic stay or injunction), and appeals. If not prohibited by applicable law, Borrower also will pay any court costs, in 
addition to all other sums provided by law. 
GOVERNING LAW. This Note will be governed by federa l law applicable to Lender and, to the extent not p reempted by federal law, the laws 
of the State of Colorado without regard to its conf licts of law provisions. This Note has been accepte d by Lender in the State of Colorado.  
RIGHT OF SETOFF. To the extent permitted by applicable law. Lender reserves a right of setoff in all Borrower's accounts with Lender (whether 
checking, savings, or some other account). This includes all accounts Borrower holds jointly with someone else and all accounts Borrower may open 
in the future. However, this does not include any IRA or Keogh accounts, or any trust accounts for which setoff would be prohibited by law. Borrower 
authorizes Lender, to the extent permitted by applicable law, to charge or setoff all sums owing on the indebtedness against any and all such 
accounts, and, at Lender's option, to administratively freeze all such accounts to allow Lender to protect Lender's charge and setoff rights provided in 
this paragraph. 
LINE OF CREDIT. This Note evidences a revolving line of credit. Advances under this Note may be requested either orally or in writing by Borrower or 
by an authorized person. Lender may, but need not, require that all oral requests be confirmed in writing. All communications, instructions, or 
directions by telephone or otherwise to Lender are to be directed to Lender's office shown above. Borrower agrees to be liable for all sums either: (A) 
advanced in accordance with the instructions of an authorized person or (B) credited to any of Borrower's accounts with Lender. The unpaid principal 
balance owing on this Note at any time may be evidenced by endorsements on this Note or by Lender's internal records, including daily computer 
print-outs. 

PAYMENT DUE DATE DEFERRAL . Payment invoices will be sent on a date (the "billing date") which is prior to each payment due date. If this Note 
is booked on or after the billing date for the first scheduled payment, Lender may defer each scheduled payment date and the maturity date by one 
month. 
FINANCIAL STATEMENTS . Borrower agrees to provide to Lender, upon request, financial statements prepared in a manner and form acceptable to 
Lender, and copies of such tax returns and other financial information and statements as may be requested by Lender. Borrower shall also furnish 
such information regarding Borrower or the Collateral as may be requested by Lender. Borrower warrants that all financial statements and information 
provided to Lender are and will be accurate, correct and complete. 
EXTENSION AND RENEWAL . Lender may, at Lender's discretion, renew or extend this Note by written notice ("Renewal Notice") to Borrower. Such 
renewal or extension shall be effective as of the maturity date of this Note, and may be conditioned among other things on modification of Borrower's 
obligations hereunder, including but not limited to a decrease in the amount available under this Note, an increase in the interest rate applicable to this 
Note and/or payment of a fee for such renewal or extension. In addition, Lender may increase the principal amount available under the Note at any 
time. Borrower shall be deemed to have accepted the terms of each Renewal Notice, including any notice of an increase in availability, if Borrower 
does not deliver to Lender written rejection of such renewal or extension within 10 days following receipt of such Renewal Notice, or if Borrower draws 
additional funds following the date of notification. After any renewal or extension of Borrower's obligations under this Note, the term "maturity date" as 
used in this Note shall mean the new maturity date set forth in the Renewal Notice. This Note may be renewed and extended repeatedly in this 
manner. 
LINE ADVANCES . Notwithstanding anything to the contrary, requests for advances communicated to any office of Lender by any person believed by 
Lender in good faith to be authorized to make the request, whether written, verbal, telephonic or electronic, may be acted upon by Lender, and 
Borrower will be liable for sums advanced by Lender pursuant to such request. Such requests for advances shall be deemed authorized by Borrower, 
and Lender shall not be liable for such advances made in good faith, and with respect to advances deposited to the credit of any deposit account of 
Borrower, such advances, when so deposited, shall be conclusively presumed to have been made to or for the benefit of Borrower regardless of the 
fact that persons other than those authorized to request advances may have authority to draw against such account. Borrower agrees to indemnify 
and hold Lender harmless from and against all damages, liabilities, costs and expenses (including attorney's fees) arising out of any claim by 
Borrower or any third party against Lender in connection with Lender's performance of transfers as described above. 
CREDIT BUREAU INQUIRIES . The parties hereto, and each individual signing below in a representative capacity, agree that Lender may obtain 
business and/or personal credit reports and tax returns on each of them in their individual capacities. 
APPLICATION OF PAYMENTS . Notwithstanding the application of payment provided in the Payment section of this Note, unless otherwise agreed, 
all sums received from Borrower may be applied to interest, fees, principal, or any other amounts due to Lender in any order at Lender's sole 
discretion. If a final payment amount is set out in the Payment section of this Note, Borrower understands that it is an estimate, and that the actual 
final payment amount will depend upon when payments are received and other factors. 
ADDITIONAL EVENTS OF DEFAULT . In addition to the Events of Default described above, the following shall be an Event of Default, if applicable: 
(i) any change in ownership of an aggregate of twenty-five percent (25%) or more of the common stock, members’ equity or other ownership interest 
in Borrower (ii) the withdrawal, resignation or expulsion of any one or more of the general partners in Borrower with an If aggregate ownership 
interesT7 Borrower of twenty-five percent (25%) or more, or (iii) any of the preceding events occurs with respect to any general partner of Borrower or 
guarantor of any indebtedness of Borrower under this Note. 
DEFAULT RATE . At Lender's option and without prior notice, upon default or at any time during the pendency of any event of default under the Note 
or any related loan documents, Lender may impose a default rate of interest (the "Default Rate") equal to the pre-default interest rate plus four percent 
per annum, not to exceed the maximum lawful rate. If the pre-default rate is a floating or adjustable rate based upon an Index, it will continue to float 
or adjust on the same periodic schedule, and the Default Rate will be a variable rate per annum equal to the applicable Index plus the pre-default 
margin plus four percent, not to exceed the maximum lawful rate. The Default Rate shall remain in effect until the default has been cured and that fact 
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has been communicated to and confirmed by Lender. Lender shall give written notice to Borrower of Lender's imposition of the Default Rate, except 
that if the Note is not paid at maturity, Lender may impose the Default Rate from the maturity date to the date paid in full without notice. Lender's 
imposition of the Default Rate shall not constitute an election of remedies or otherwise limit Lender's rights concerning other remedies available to 
Lender as a result of the occurrence of an event of default. In the event of a conflict between the provisions of this paragraph and any other provision 
of the Note or any related agreement, the provisions of this paragraph shall control. If a default rate is prohibited by applicable law, then the pre-
default rate (including periodic rate adjustments for floating or adjustable rates) shall continue to apply after default or maturity. 

FURTHER ASSURANCES . The parties hereto agree to do all things deemed necessary by Lender in order to fully document the loan evidenced by 
this Note and any related agreements, and will fully cooperate concerning the execution and delivery of security agreements, stock powers, 
instructions and/or other documents pertaining to any collateral intended to secure the Indebtedness. The undersigned agree to assist in the cure of 
any defects in the execution, delivery or substance of the Note and related agreements, and in the creation and perfection of any liens, security 
interests or other collateral rights securing the Note. 
CONSENT TO SELL LOAN . The parties hereto agree: (a) Lender may sell or transfer all or part of this loan to one or more purchasers, whether 
related or unrelated to Lender; (b) Lender may provide to any purchaser, or potential purchaser, any information or knowledge Lender may have 
about the parties or about any other matter relating to this loan obligation, and the parties waive any rights to privacy it may have with respect to such 
matters; (c) the purchaser of a loan will be considered its absolute owner and will have all the rights granted under the loan documents or agreements 
governing the sale of the loan; and (d) the purchaser of a loan may enforce its interests irrespective of any claims or defenses that the parties may 
have against Lender. 
FACSIMILE AND COUNTERPART . This document may be signed in any number of separate copies, each of which shall be effective as an original, 
but all of which taken together shall constitute a single document. An electronic transmission or other facsimile of this document or any related 
document shall be deemed an original and shall be admissible as evidence of the document and the signer's execution. 
ADDITIONAL SECURITY . Notwithstanding anything to the contrary in this or any related agreement, to further secure the indebtedness and 
obligations of the Note and related loan documents. Borrower pledges and grants to Lender a contractual right of offset and security interest in 
Borrower's accounts with Lender and Borrower's accounts with any Wells Fargo Affiliate, whether checking, savings, investment, or some other 
account, including without limitation, accounts held jointly with others and accounts opened in the future, excluding however all IRAs, Keogh accounts, 
and trust accounts to the extent a security interest would be invalid or prohibited by law. 
LOAN FEE AUTHORIZATION . Borrower shall pay to Lender any and all fees as specified in the "Disbursement Request and Authorization" executed 
by Borrower in connection with this Note. Such fees are non-refundable and shall be due and payable in full immediately upon Borrower's execution of 
this Note. 
TRADE FINANCE SUBFEATURE . Borrower shall have available a Letter of Credit Subfeature and a Foreign Exchange Subfeature as described in 
this section, in a total amount not to exceed the available principal amount of the line of credit evidenced by this Note. 

A. Letters of Credit Subfeature . As a subfeature of this Note, Lender may from time to time issue or cause to be issued by a Wells Fargo 
Affiliate (such Lender or Wells Fargo Affiliate being referred to herein as the "Issuer") for your account, commercial and/or standby letters of credit 
(each individually, a "Letter of Credit" and collectively "Letters of Credit"); provided however, that the form and substance of each Letter of Credit shall 
be subject to approval by the Issuer in its sole discretion. Each Letter of Credit shall be issued for a term designated by Borrower; provided however, 
that no Letter of Credit shall have an expiration subsequent to the maturity of the Note unless otherwise agreed to by Issuer and Lender. Each Letter 
of Credit shall be subject to the terms and conditions of a Letter of Credit Agreement and related documents, if any, required by Issuer in connection 
with the issuance of such Letter of Credit (each individually a "Letter of Credit Agreement" and collectively, the "Letter of Credit Agreements"). Each 
draft paid by Issuer under a Letter of Credit and reimbursed by Lender shall be paid with an advance under the Note and shall be repaid by Borrower 
in accordance with the terms and conditions of the Note applicable to such advances; provided however, that if advances under the Note are not 
available, for any reason whatsoever, at the time any amount is paid by Lender, then the full amount of such advance shall be immediately due and 
payable, together with interest thereon, from the date such amount is paid by Issuer or Lender to the date such amount is fully repaid by Borrower, at 
the rate of interest applicable to advances under the Note. In such event, Borrower agrees that Issuer or Lender, at Issuer's or Lender's sole 
discretion, may debit Borrower's deposit account(s) with Lender or a Wells Fargo Affiliate for the amount of any such draft. Upon the issuance of an 
amendment to a Letter of Credit, upon the reimbursement by Lender of a draft under any Letter of Credit, and otherwise as agreed by Borrower and 
Issuer pursuant to the Letter of Credit Agreements, Borrower shall pay to Issuer or Lender fees determined in accordance with Issuer's/Lender's 
standard fees and charges at such time. 

B.  Foreign Exchange Subfeature . As a subfeature of this Note, Lender or a Wells Fargo Affiliate (such Lender or Wells Fargo Affiliate being 
referred to herein as the "Exchanger") may make available to Borrower a foreign exchange facility under which Exchanger, from time to time up to and 
including the maturity date of the Note, will enter into foreign exchange contracts for the account of Borrower for the purchase and/or sale by Borrower 
in United States Dollars of the foreign currency or currencies specified in the foreign exchange agreement establishing the foreign exchange facility. 
Each foreign exchange transaction shall be subject to the terms and conditions of the foreign exchange agreement, the form and substance of which 
must be acceptable to the Exchanger in all respects in its sole discretion. 

C. Subfeature Limits.  The outstanding amount of all Letters of Credit and foreign exchange contracts, plus the reserve percentage applicable to 
foreign exchange contracts, shall be reserved under the Note and shall not be available for Note advances. The amount of all outstanding foreign 
exchange contracts plus a reserve percentage of 20% of said amount, plus the aggregate principal amount of all outstanding Letters of Credit, plus 
the principal amounts of any advances outstanding under the Note, shall not at any time exceed the principal amount of the Note, unless allowed by 
Lender at Lender's full discretion. Any excess amount shall be fully due and payable immediately without notice. As used herein, Wells Fargo Affiliate 
means any present or future subsidiary of Wells Fargo & Company, any subsidiary thereof, and any successors of such financial service companies. 

ARBITRATION AGREEMENT. Arbitration - Binding Arbitr ation. Lender and each party to this agreement hereby agree, upon demand by any 
party, to submit any Dispute to binding arbitration in accordance with the terms of this Arbitration Program. A "Dispute" shall include any dispute, claim 
or controversy of any kind, whether in contract or in tort, Legal or equitable, now existing or hereafter arising, relating in any way to this Agreement or 
any related agreement incorporating this Arbitration Program (the "Documents"), or any past, present, or future loans, transactions, contracts, 
agreements, relationships, incidents or injuries of any kind whatsoever relating to or involving Business Banking, Regional Banking, or any successor 
group or department of Lender. DISPUTES SUBMITTED TO ARBITRATION ARE NOT RESOLVED IN COURT BY A JUDGE OR JURY. 

A.  Governing Rules. Any arbitration proceeding will (i) be governed by the Federal Arbitration Act (Title 9 of the United States Code), 
notwithstanding any conflicting choice of law provision in any of the documents between the parties; and (ii) be conducted by the AAA (American 
Arbitration Association), or such other administrator as the parties shall mutually agree upon, in accordance with the AAA's commercial dispute 
resolution procedures, unless the claim or counterclaim is at least $1,000,000.00 exclusive of claimed interest, arbitration fees and costs in which 
case the arbitration shall be conducted in accordance with the AAA's optional procedures for large, complex commercial disputes (the commercial 
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dispute resolution procedures or the optional procedures for large, complex commercial disputes to be referred to, as applicable, as the "Rules"). If 
there is any inconsistency between the terms hereof and the Rules, the terms and procedures set forth herein shall control. Arbitration proceedings 
hereunder shall be conducted at a location mutually agreeable to the parties, or if they cannot agree, then at a location selected by the AAA in the 
state of the applicable substantive law primarily governing the Credit. Any party who fails or refuses to submit to arbitration following a demand by any 
other party shall bear all costs and expenses incurred by such other party in compelling arbitration of any Dispute. Arbitration may be demanded at 
any time, and may be compelled by summary proceedings in Court. The institution and maintenance of an action for judicial relief or pursuit of a 
provisional or ancillary remedy shall not constitute a waiver of the right of any party, including the plaintiff, to submit the controversy or claim to 
arbitration if any other party contests such action for judicial relief. The arbitrator shall award all costs and expenses of the arbitration proceeding. 
Nothing contained herein shall be deemed to be a waiver by any party that is a Bank of the protections afforded to it under 12 U.S.C. °91 or any 
similar applicable state law. 

B.  No Waiver of Provisional Remedies, Self-Help and F oreclosure.  The arbitration requirement does not limit the right of any party to (i) 
foreclose against real or personal property collateral; (ii) exercise self-help remedies relating to collateral or proceeds of collateral such as setoff or 
repossession; or (iii) obtain provisional or ancillary remedies such as replevin, injunctive relief, attachment or the appointment of a receiver, before 
during or after the pendency of any arbitration proceeding. This exclusion does not constitute a waiver of the right or obligation of any party to submit 
any Dispute to arbitration or reference hereunder, including those arising from the exercise of the actions detailed in sections (i), (ii) and (iii) of this 
paragraph. 

C.  Arbitrator Qualifications and Powers.  Any arbitration proceeding in which the amount in controversy is $5,000,000.00 or less will be 
decided by a single arbitrator selected according to the Rules, and who shall not render an award of greater than $5,000,000.00. Any Dispute in which 
the amount in controversy exceeds $5,000,000.00 shall be decided by majority vote of a panel of three arbitrators; provided however, that all three 
arbitrators must actively participate in all hearings and deliberations. Every arbitrator must be a practicing attorney or a retired member of the state or 
federal judiciary, in either case with a minimum of ten years experience in the substantive law applicable to the subject matter of the Dispute. The 
arbitrator will determine whether or not an issue is arbitratable and will give effect to the statutes of limitation in determining any claim. In any 
arbitration proceeding the arbitrator will decide (by documents only or with a hearing at the arbitrator's discretion) any pre-hearing motions which are 
similar to motions to dismiss for failure to state a claim or motions for summary adjudication. The arbitrator shall resolve all Disputes in accordance 
with the applicable substantive law and may grant any remedy or relief that a court of such state could order or grant within the scope hereof and such 
ancillary relief as is necessary to make effective any award. The arbitrator shall also have the power to award recovery of all costs and fees, to impose 
sanctions and to take such other action as the arbitrator deems necessary to the same extent a judge could pursuant to the Federal Rules of Civil 
Procedure, the applicable State Rules of Civil Procedure, or other applicable law. Judgment upon the award rendered by the arbitrator may be 
entered in any court having jurisdiction. 

D.  Discovery.  In any arbitration proceeding discovery will be permitted in accordance with the Rules. All discovery shall be expressly limited to 
matters directly relevant to the Dispute being arbitrated and must be completed no later than 20 days before the hearing date and within 180 days of 
the filing of the Dispute with the AAA. Any requests for an extension of the discovery periods, or any discovery disputes, will be subject to final 
determination by the arbitrator upon a showing that the request for discovery is essential for the party's presentation and that no alternative means for 
obtaining information is available. 

E.  Miscellaneous.  To the maximum extent practicable, the AAA, the arbitrators and the parties shall take all action required to conclude any 
arbitration proceeding within 180 days of the filing of the Dispute with the AAA. The resolution of any Dispute shall be determined by a separate 
arbitration proceeding and such Dispute shall not be consolidated with other disputes or included in any class proceeding. No arbitrator or other party 
to an arbitration proceeding may disclose the existence, content or results thereof, except for disclosures of information by a party required in the 
ordinary course of its business or by applicable law or regulation. If more than one agreement for arbitration by or between the parties potentially 
applies to a Dispute, the arbitration provision most directly related to the documents between the parties or the subject matter of the Dispute shall 
control. This arbitration provision shall survive termination, amendment or expiration of any of the documents or any relationship between the parties. 

F .  State-Specific Provisions. 

If California  law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference:  Notwithstanding 
anything herein to the contrary, no Dispute shall be submitted to arbitration if the Dispute concerns indebtedness secured directly or indirectly, in 
whole or in part, by any real property unless the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the 
arbitration. If any such Dispute is not submitted to arbitration, the Dispute shall, at the election of any party, be referred to a referee in accordance with 
California Code of Civil Procedure Section 638 et seq., and this general reference agreement is intended to be specifically enforceable in accordance 
with said Section 638. A referee with the qualifications required herein for arbitrators shall be selected pursuant to the AAA's selection procedures. 
Judgment upon the decision rendered by a referee shall be entered in the court in which such proceeding was commenced in accordance with 
California Code of Civil Procedure Sections 644 and 645. Small Claims Court: Notwithstanding anything herein to the contrary, each party retains the 
right to pursue in Small Claims Court any dispute within that court's jurisdiction. Further, this arbitration provision shall apply only to disputes in which 
either party seeks to recover an amount of money (excluding attorneys' fees and costs) that exceeds the jurisdictional limit of the Small Claims Court. 

If Idaho law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference:  Notwithstanding anything 
herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole or in 
part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, or 
(ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Idaho, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Montana law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference:  Notwithstanding 
anything herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole 
or in part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, 
or (ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Montana, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Nevada  law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference:  Notwithstanding 
anything herein to the contrary, no dispute shall be submitted to arbitration if the dispute concerns indebtedness secured directly or indirectly, in whole 
or in part, by any real property unless (i) the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration, 
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or (ii) all parties to the arbitration waive any rights or benefits that might accrue to them by virtue of the single action rule statute of Nevada, thereby 
agreeing that all indebtedness and obligations of the parties, and all mortgages, liens and security interests securing such indebtedness and 
obligations, shall remain fully valid and enforceable. 

If Utah  law governs the Dispute, the following provision is included. Real Property Collateral; Judicial Reference:  Notwithstanding anything 
herein to the contrary, no Dispute shall be submitted to arbitration if the Dispute concerns indebtedness secured directly or indirectly, in whole or in 
part, by any real property unless the holder of the mortgage, lien or security interest specifically elects in writing to proceed with the arbitration. If any 
such Dispute is not submitted to arbitration, the Dispute shall, at the election of any party, be referred to a master in accordance with Utah Rule of 
Civil Procedure 53, and this general reference agreement is intended to be specifically enforceable. A master with the qualifications required herein 
for arbitrators shall be selected pursuant to the AAA's selection procedures. Judgment upon the decision rendered by a master shall be entered in the 
court in which such proceeding was commenced in accordance with Utah Rule of Civil Procedure 53(e). 

SUCCESSOR INTERESTS. The terms of this Note shall be binding upon Borrower, and upon Borrower's heirs, personal representatives, successors 
and assigns, and shall inure to the benefit of Lender and its successors and assigns. 

GENERAL PROVISIONS . If any part of this Note cannot be enforced, this fact will not affect the rest of the Note. Lender may delay or forgo enforcing 
any of its rights or remedies under this Note without losing them. Borrower and any other person who signs, guarantees or endorses this Note, to the 
extent allowed by law, waive presentment, demand for payment, and notice of dishonor. Upon any change in the terms of this Note, and unless 
otherwise expressly stated in writing, no party who signs this Note, whether as maker, guarantor, accommodation maker or endorser, shall be 
released from liability. All such parties agree that Lender may renew or extend (repeatedly and for any length of time) this loan or release any party or 
guarantor or collateral; or impair, fail to realize upon or perfect Lender's security interest in the collateral; and take any other action deemed necessary 
by Lender without the consent of or notice to anyone. All such parties also agree that Lender may modify this loan without the consent of or notice to 
anyone other than the party with whom the modification is made. The obligations under this Note are joint and several. 
 

PRIOR TO SIGNING THIS NOTE, BORROWER READ AND UNDER STOOD ALL THE PROVISIONS OP THIS NOTE, INCLUDING TH E 
VARIABLE INTEREST RATE PROVISIONS. BORROWER AGREES TO THE TERMS OF THE NOTE. 

BORROWER ACKNOWLEDGES RECEIPT OF A COMPLETED COPY O F THIS PROMISSORY NOTE. 

BORROWER:  

ROCKY MOUNTAIN CHOCOLATE FACTORY, INC. 

 
By: /s/ Bryan Merryman 

Bryan Merryman, CFO/COO of Rocky Mountain  
Chocolate Factory, Inc.  

 
 



 

Exhibit 31.1 
 
 

Certification Pursuant To Rules 13a-14(a) And 15d-1 4(a) Under The Securities Exchange Act Of 
1934, As Adopted Pursuant To The Sarbanes-Oxley Act  of 2002 

 
I, Franklin E. Crail, certify that: 
 
1. I have reviewed this report on Form 10-Q of Rock y Mountain Chocolate Factory, Inc.; 
 
2. Based on my knowledge, this report does not cont ain any untrue statement of a material fact 
or omit to state a material fact necessary to make the statements made, in light of the 
circumstances under which such statements were made , not misleading with respect to the period 
covered by this report;  
 
3. Based on my knowledge, the financial statements,  and other financial information included in 
this report, fairly present in all material respect s the financial condition, results of 
operations and cash flows of the registrant as of, and for, the periods presented in this 
report;  
 
4. The registrant's other certifying officer(s) and  I are responsible for establishing and 
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 
15d-15(e)) and internal control over financial repo rting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f))for the registrant and have: 
 

a) Designed such disclosure controls and procedures , or caused such disclosure controls 
and procedures to be designed under our supervision , to ensure that material 
information relating to the registrant, including i ts consolidated subsidiaries, is 
made known to us by others within those entities, p articularly during the period in 
which this report is being prepared; 

b) Designed such internal control over financial re porting, or caused such internal 
control over financial reporting to be designed und er our supervision, to provide 
reasonable assurance regarding the reliability of f inancial reporting and the 
preparation of financial statements for external pu rposes in accordance with 
generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures 
and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end o f the period covered by this 
report based on such evaluation; and 

d) Disclosed in this report any change in the regis trant’s internal control over 
financial reporting that occurred during the regist rant’s most recent fiscal quarter 
(the registrant’s fourth fiscal quarter in the case  of an annual report) that has 
materially affected, or is reasonably likely to mat erially affect, the registrant’s 
internal control over financial reporting; and 

 
5. The registrant's other certifying officer(s) and  I have disclosed, based on our most recent 
evaluation of internal control over financial repor ting, to the registrant's auditors and the 
audit committee of the registrant's board of direct ors (or persons performing the equivalent 
functions): 
 

a) All significant deficiencies and material weakne sses in the design or operation of 
internal control over financial reporting which are  reasonably likely to adversely 
affect the registrant’s ability to record, process,  summarize and report financial 
information; and 

b) Any fraud, whether or not material, that involve s management or other employees who 
have a significant role in the registrant's interna l control over financial 
reporting. 

 
 
Date: October 10, 2008  /s/   Franklin E. Crail 

   Franklin E. Crail, President, Chief Executive Offic er and 
Chairman of the Board of Directors 

  
 



 

Exhibit 31.2 
 

Certification Pursuant To Rules 13a-14(a) And 15d-1 4(a) Under The Securities Exchange Act Of 
1934, As Adopted Pursuant To The Sarbanes-Oxley Act  of 2002 

 
I, Bryan J. Merryman, certify that: 
 
1. I have reviewed this report on Form 10-Q of Rock y Mountain Chocolate Factory, Inc.; 
 
2. Based on my knowledge, this report does not cont ain any untrue statement of a material fact 
or omit to state a material fact necessary to make the statements made, in light of the 
circumstances under which such statements were made , not misleading with respect to the period 
covered by this report;  
 
3. Based on my knowledge, the financial statements,  and other financial information included in 
this report, fairly present in all material respect s the financial condition, results of 
operations and cash flows of the registrant as of, and for, the periods presented in this 
report;  
 
4. The registrant's other certifying officer(s) and  I are responsible for establishing and 
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 
15d-15(e)) and internal control over financial repo rting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f))for the registrant and have: 
 

a) Designed such disclosure controls and procedures , or caused such disclosure controls 
and procedures to be designed under our supervision , to ensure that material 
information relating to the registrant, including i ts consolidated subsidiaries, is 
made known to us by others within those entities, p articularly during the period in 
which this report is being prepared; 

b) Designed such internal control over financial re porting, or caused such internal 
control over financial reporting to be designed und er our supervision, to provide 
reasonable assurance regarding the reliability of f inancial reporting and the 
preparation of financial statements for external pu rposes in accordance with 
generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures 
and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end o f the period covered by this 
report based on such evaluation; and 

d) Disclosed in this report any change in the regis trant’s internal control over 
financial reporting that occurred during the regist rant’s most recent fiscal quarter 
(the registrant’s fourth fiscal quarter in the case  of an annual report) that has 
materially affected, or is reasonably likely to mat erially affect, the registrant’s 
internal control over financial reporting; and 

 
5. The registrant's other certifying officer(s) and  I have disclosed, based on our most recent 
evaluation of internal control over financial repor ting, to the registrant's auditors and the 
audit committee of the registrant's board of direct ors (or persons performing the equivalent 
functions): 
 

a) All significant deficiencies and material weakne sses in the design or operation of 
internal control over financial reporting which are  reasonably likely to adversely 
affect the registrant’s ability to record, process,  summarize and report financial 
information; and 

b) Any fraud, whether or not material, that involve s management or other employees who 
have a significant role in the registrant's interna l control over financial 
reporting. 

 
 

Date: October 10, 2008  /s/   Bryan J. Merryman 
   Bryan J. Merryman, Chief Operating Officer,  
   Chief Financial Officer, Treasurer and Director 

 
 
 



 

 
Exhibit 32.1 

 
 

Certification of Chief Executive Officer 
 

CERTIFICATION PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

(18 U.S.C. SECTION 1350) 
 
 

In connection with the Quarterly Report of Rocky Mo untain Chocolate Factory, Inc. (the 
"Company") on Form 10-Q for the quarterly period en ded August 31, 2008 as filed with the 
Securities and Exchange Commission on the date here of (the "Report"), the undersigned 
certifies pursuant to 18 U.S.C. 1350, as adopted pu rsuant to Section 906 of the Sarbanes-Oxley 
Act of 2002, that to his knowledge: 
 
 (1) The Report fully complies with the requirement s of Section 13(a) or 15(d) of the 
Securities Exchange Act of 1934, as amended; and 
 
 (2) The information contained in the Report fairly  presents, in all material respects, 
the financial condition and results of operations o f the Company. 
 
 

      
 
 
 

Dated: October 10, 2008 By /s/ Franklin E. Crail     
    Franklin E. Crail, President, Chief Executive O fficer 

and Chairman of the Board of Directors 
  



 

Exhibit 32.2 
 
 

Certification of Chief Financial Officer 
 

CERTIFICATION PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

(18 U.S.C. SECTION 1350) 
 
 

In connection with the Quarterly Report of Rocky Mo untain Chocolate Factory, Inc. (the 
"Company") on Form 10-Q for the quarterly period en ded August 31, 2008 as filed with the 
Securities and Exchange Commission on the date here of (the "Report"), the undersigned 
certifies pursuant to 18 U.S.C. 1350, as adopted pu rsuant to Section 906 of the Sarbanes-Oxley 
Act of 2002, that to his knowledge: 
 
 (1) The Report fully complies with the requirement s of Section 13(a) or 15(d) of the 
Securities Exchange Act of 1934, as amended; and 
 
 (2) The information contained in the Report fairly  presents, in all material respects, 
the financial condition and results of operations o f the Company. 
 
 
 
 

 
 

Dated: October 10, 2008 By /s/ Bryan J. Merryman     
    Bryan J. Merryman, Chief Operating Officer, Chi ef 

Financial Officer, Treasurer and Director 
  




