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ROCKY MOUNTAIN CHOCOLATE FACTORY,
STATEMENTS OF INCOME
(unaudited)

PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
Revenues

Sales

Franchise and royalty fees
Total revenues

Costs and Expenses
Cost of sales, exclusive of
depreciation and amortization

expense of $84,884 and $96,952,

respectively
Franchise costs
Sales and marketing
General and administrative
Retail operating
Depreciation and amortization

Total costs and expenses
Income from Operations
Other Income (Expense)

Interest expense

Interest income

Other, net
Income Before Income Taxes
Income Tax Provision

Net Income

Basic Earnings per Common Share
Diluted Earnings per Common Share

Weighted Average Common Shares
Outstanding

Dilutive Effect of Stock Options

Weighted Average Common Shares
Outstanding, Assuming Dilution

The accompanying notes are an integral part of these financial statements.

INC.

Three Months Ended May 31,

$

$

2009
5,386,883

1,282,304
6,669,187

3,607,925
370,135
338,313
666,947
324,036
179,031

5,486,387

1,182,800

5,105
5,105

1,187,905
440,156
747,749

.12
.12

5,992,662

197,526

6,190,188

2008

$ 5,450,285

1,610,190
7,060,475

3,696,954
319,528
390,625
625,131
212,054
198,511

5,442,803

1,617,672

(3,868)
8,129
4,261

1,621,933
617,960

1,003,973

.17
.16

5,981,441

127,278

6,108,719



ROCKY MOUNTAIN CHOCOLATE FACTORY,

BALANCE SHEETS

Assets
Current Assets
Cash and cash equivalents

Accounts receivable, less allowance for doubtful accounts of

$414,122 and $332,719, respectively
Notes receivable, current portion

Inventories, less reserve for obsolete inventory of

$260,082 and $251,922, respectively
Deferred income taxes
Other
Total current assets

Property and Equipment, Net

Other Assets
Notes receivable, less current portion
Goodwill, net
Intangible assets, net
Other
Total other assets

Total assets

Liabilities and Stockholders’ Equity
Current Liabilities

Accounts payable

Accrued salaries and wages

Other accrued expenses

Dividend payable

Deferred income

Total current liabilities

Deferred Income Taxes
Commitments and Contingencies

Stockholders’ Equity

Preferred stock, $.10 par value; 250,000 authorized;

shares issued and outstanding
Series A Junior Participating Preferred Stock,
authorized 50,000 shares
Undesignated series, authorized 200,000 shares

Common stock, $.03 par value, 100,000,000 shares authorized,

5,992,858 and 5,989,858 issued and outstanding,
respectively

Additional paid-in capital

Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

-0-

INC.

$

May 31,
2009
(unaudited)

2,178,666

3,925,227
8,712

3,831,619
443,413
323,965

10,711, 602

5,109,556

226,241
1,046,944
164,857
114,633
1,552,675

$17,373,833

$ 765,050
535,850
1,033,008
599,286
156,500
3,089,694

805,844

179,786
7,399,029
5,899,480

13,478,295

$17,373,833

February 28,
2009

$ 1,253,947

4,229,733

4,064,611
369,197
224,378

10,141,866

5,253,598

124,452
1,046,944
183,135
91,057
1,445,588

$16,841,052

$ 1,074,643
423,789
531,941
598,986
142,000

2,771,359

827,700

179,696
7,311,280
5,751,017

13,241,993

$16,841,052

The accompanying notes are an integral part of these financial statements.



ROCKY MOUNTAIN CHOCOLATE FACTORY,
STATEMENTS OF CASH FLOWS
(unaudited)

Cash Flows From Operating activities
Net income $
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Provision for loss on accounts and notes receivable
Provision for obsolete inventory
Loss on sale of property and equipment
Expense recorded for stock compensation
Deferred income taxes
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Other current assets
Accounts payable
Accrued liabilities
Deferred income
Net cash provided by operating activities

Cash Flows From Investing Activities
Addition to notes receivable
Proceeds received on notes receivable
Proceeds from sale or distribution of assets
Purchases of property and equipment
Increase in other assets
Net cash used in investing activities

Cash Flows From Financing Activities
Net change in line of credit
Dividends paid
Net cash used in financing activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

INC.

Three Months
2009

747,749

179,031
100,000
15,000
1,183
87,839
(96,072)

204,506
217,992
(101,575)
(309,593)
613,127
14,500
1,673,687

(110,501)

3,100
(20, 606)
(21,976)

(149, 983)

(598, 985)
(598, 985)

924,719

1,253,947

$ 2,178,666

Ended May 31,
2008

$ 1,003,973

198,510
33,000
30,000
18,384
47,080

185,439
200,902
(202,792)
(771, 478)
578,959
(64,000)

1,257,977

1,798
4,410
(75,173)
(41,000)
(109, 965)

(300, 000)
(599,471)
(899,471)
248,541
675, 642

$ 924,183

The accompanying notes are an integral part of these financial statements.



ROCKY MOUNTAIN CHOCOLATE FACTORY, INC.
NOTES TO INTERIM (UNAUDITED) FINANCIAL STATEMENTS

NOTE 1 - NATURE OF OPERATIONS AND BASIS OF PRESENTATION
Nature of Operations

Rocky Mountain Chocolate Factory, Inc. (the ™“Company”) 1is an international franchiser,
confectionery manufacturer and retail operator in the United States, Canada and the United
Arab Emirates. The Company manufactures an extensive line of premium chocolate candies and
other confectionery products. The Company’s revenues are currently derived from three
principal sources: sales to franchisees and others of chocolates and other confectionery
products manufactured by the Company; the collection of initial franchise fees and royalties
from franchisees’ sales; and sales at Company-owned stores of chocolates and other
confectionery products. The following table summarizes the number of Rocky Mountain Chocolate
Factory stores at May 31, 2009:

Sold, Not Yet Open Open Total
Company owned stores - 7 7
Franchise stores - Domestic stores 7 257 264
Franchise Stores - Domestic kiosks - 11 11
Franchise units - International - 47 47
Cold Stone Creamery — co-branded - 5 5
Total 7 327 334

Basis of Presentation

The accompanying financial statements have been prepared by the Company, without audit, and
reflect all adjustments which are, in the opinion of management, necessary for a fair
statement of the results for the interim periods presented. The financial statements have been
prepared in accordance with accounting principles generally accepted in the United States of
America for interim financial reporting and Securities and Exchange Commission regulations.
Certain information and footnote disclosures normally included in financial statements
prepared in accordance with accounting principles generally 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 presented. The results of operations for the
three months ended May 31, 2009 are not necessarily indicative of the results to be expected
for the entire fiscal year.

These financial statements should be read in conjunction 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 28, 2009.

Stock-Based Compensation

At May 31, 2009, the Company had stock-based compensation plans for employees and nonemployee
directors that authorized the granting of stock awards.

Effective March 1, 2006, the Company adopted the recognition provisions of Statement of
Financial Accounting Standard No. 123R, “Share-Based Payment” (“SFAS No. 123R”), wusing 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 the grant date fair value estimated in
accordance with the original provisions of SFAS No. 123, and (2) all share-based payments
granted subsequent to March 1, 2006, Dbased on the grant date fair value estimated in
accordance with the provisions of SFAS No. 123R.

The Company recognized $87,839 of equity-based compensation expense during the three months
ended May 31, 2009 compared with $47,080 during the three months ended May 31, 2008.
Compensation costs related to share-based compensation are generally amortized over the
vesting period.



NOTE 1 - NATURE OF OPERATIONS AND BASIS OF PRESENTATION - CONTINUED
Stock-Based Compensation - Continued

On February 21, 2006, the Company accelerated the vesting of all outstanding stock options and
recognized a share-based compensation charge related to this acceleration. Adjustments in
future periods may Dbe necessary as actual results could differ from these estimates and
assumptions related to employee turnover since the acceleration date.

There were no stock options or restricted stock units granted to employees during the three-
month periods ended May 31, 2009 and 2008. During the three month period ended May 31, 2009,
the Company issued 3,000 unrestricted shares of stock to non-employee directors compared with
4,000 unrestricted shares issued to non-employee directors in same period of the prior fiscal
year. Associated with these non-employee director stock issuances, the Company recognized
$13,080 and $47,080 during the three month period ended May 31, 2009 and 2008, respectively.

During the three month period ended May 31, 2009, the Company recognized $74,759 of equity-
based compensation expense related to non-vested, non-forfeited restricted stock unit grants.
The restricted stock unit grants vest 20% annually over a period of five years. Total
unrecognized compensation expense of non-vested, non-forfeited shares granted, as of May 31,
2009, was $1,241,060, which is expected to be recognized over the weighted average period of
4.2 years.

NOTE 2 - EARNINGS PER SHARE

Basic earnings per share is calculated using the weighted average number of common shares
outstanding. Diluted earnings per share reflects the potential dilution that could occur from
common shares issuable through stock options. For the three months ended May 31, 2009 and 2008
304,017 and 141,624 stock options were excluded, respectively, from the computation of
earnings per share because their effect would have been anti-dilutive.

NOTE 3 - INVENTORIES

Inventories consist of the following:

May 31, 2009 February 28, 2009
Ingredients and supplies $2,385,691 $2,461,020
Finished candy 1,445,928 1,603,591
Total inventories $3,831,619 $4,064,611
NOTE 4 - PROPERTY AND EQUIPMENT, NET
Property and equipment consists of the following:
May 31, 2009 February 28, 2009
Land $ 513,618 $ 513,618
Building 4,704,253 4,707,381
Machinery and equipment 6,996,018 6,977,006
Furniture and fixtures 667,054 676,970
Leasehold improvements 347,124 347,124
Transportation equipment 350,714 350,714
13,578,781 13,572,813
Less accumulated depreciation 8,469,225 8,319,215
Property and equipment net $ 5,109,556 $ 5,253,598



NOTE 5 - STOCKHOLDERS’ EQUITY
Shareholder Rights Plan

On May 19, 2009, the Company and Computershare Trust Company, N.A. entered into an Amended and
Restated Shareholder Rights Agreement (“Rights Agreement”) which amended and restated the
existing Shareholder Rights Agreement dated May 28, 1999, (“Existing Rights Plan”). 1In
connection with the Existing Rights Plan the Company’s Board of Directors declared a dividend of
one right to purchase one one-hundredth of a share of the Company’s Series A Junior
Participating Preferred Stock, par value $0.10 per share, for each outstanding share of the
Company’s common stock, par value $0.03 per share, of the Company that was outstanding on May
28, 1999. Each share of Series A Junior Participating Preferred Stock originally entitled the
holder to one hundred votes and dividends equal to one hundred times the aggregate per share
amount of dividends declared per common share. There are no shares of Series A Junior
Participating Preferred Stock outstanding. The Existing Rights Plan was set to expire on May
28, 2009 and, through board declaration, was replaced in its entirety by the Rights Agreement on
May 18, 2009 when the Board of Directors of the Company authorized and declared a dividend of
one Right (a "Right") for each outstanding share of Common Stock of the Company (the "Common
Shares"). The dividend was paid on May 19, 2009 (the "Record Date") to the holders of record of
the Common Shares at the close of business on that date. The Rights will become exercisable and
detachable only following the earlier of 10 days following a public announcement that a person
or group has acquired beneficial ownership of 15 percent or more of the outstanding Common
Shares or 10 business days following the announcement of a tender offer or exchange offer for 15
percent or more of the outstanding Common Shares. In addition, the Company has authorized the
issuance of one Right with respect to each share of Common Stock that shall become outstanding
between the Record Date and the earliest of the Distribution Date, the Redemption Date and the
Final Expiration Date. When exercisable, each Right entitles the registered holder to purchase
from the Company one one-thousandth of a share of Series A Junior Participating Preferred Stock,
par value $0.10 per share, of the Company (the "Preferred Shares"), at a price of $30 per one
one-thousandth of a Preferred Share (the "Purchase Price"), subject to adjustment. Each share
of Series A Junior Participating Preferred Stock entitles the holder to one thousand votes and
dividends equal to one thousand times the aggregate per share amount of dividends declared per
common share.

Stock Repurchases

None

Cash Dividend

The Company paid a quarterly cash dividend of $0.10 per common share on March 13, 2009 to
shareholders of record on February 27, 2009. The Company declared a quarterly cash dividend
of $0.10 per common share on May 18, 2009 payable on June 12, 2009 to shareholders of record
on June 1, 20009.

Future declaration of dividends will depend on, among other things, the Company's results of
operations, capital requirements, financial condition 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

Three Months Ended

May 31,

Cash paid for: 2009 2008
Interest S - S 4,541
Income taxes 36,087 88,343

Non-Cash Financing Activities
Dividend payable $ 300 $ 400



NOTE 7 - OPERATING SEGMENTS

The Company classifies its business interests into two reportable segments: Franchising and
Manufacturing. The Company-owned 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 franchising efforts and are included in the
Franchising segment. The accounting policies of the segments are the same as those described
in the summary of significant accounting policies in Note 1 to the Company’s financial
statements included in the Company’s annual report on Form 10-K for the year ended February
28, 2009. The Company evaluates performance and allocates resources based on operating
contribution, which excludes unallocated corporate general and administrative costs and income
tax expense or benefit. The Company’s reportable segments are strategic businesses that
utilize common merchandising, distribution, and marketing functions, as well as common
information systems and corporate administration. All inter-segment sales prices are market
based. Each segment 1is managed separately because of the differences 1in required
infrastructure and the difference in products and services:

Three Months Ended Franchising Manufacturing Other Total
May 31, 2009
Total revenues 1,787,878 5,317,884 - 7,105,762
Intersegment revenues - (436,575) - (436,575)
Revenue from external
customers 1,787,878 4,881,309 - 6,669,187
Segment profit (loss) 547,965 1,349,152 (709,212) 1,187,905
Total assets 2,717,384 10,552,889 4,103,560 17,373,833
Capital expenditures 3,013 17,593 - 20,606
Total depreciation &
amortization 40,336 90,142 48,553 179,031
Three Months Ended
May 31, 2008
Total revenues $ 1,988,852 $ 5,395,106 S - $ 7,383,958
Intersegment revenues - (323,483) - (323,483)
Revenue from external
customers 1,988,852 5,071,623 - 7,060,475
Segment profit (loss) 908,140 1,366,827 (653,034) 1,621,933
Total assets 2,365,689 10,741,610 2,871,866 15,979,165
Capital expenditures 25,967 19,377 29,829 75,173
Total depreciation &
amortization 45,655 102,308 50,549 198,511
NOTE 8 - GOODWILL AND INTANGIBLE ASSETS
Intangible assets consist of the following:
May 31, 2009 February 28, 2009
Amortization Gross Accumulated Gross Accumulated
Period Carrying Amortization Carrying Amortization
Value Value
Intangible assets subject to
amortization
Store design 10 Years 205,777 153,703 205,777 148,425
Packaging licenses 3-5 Years 120,830 115,414 120,830 114,164
Packaging design 10 Years 430,973 323,606 430,973 311,856
Total 757,580 592,723 757,580 574,445
Intangible assets not subject to
amortization
Franchising segment-
Company stores goodwill 1,099,328 267,020 1,099,328 267,020
Franchising goodwill 295,000 197,682 295,000 197,682
Manufacturing segment-Goodwill 295,000 197,682 295,000 197,682
Trademark 20,000 - 20,000 -
Total Goodwill 1,709,328 662,384 1,709,328 662,384

Total intangible assets

$2,466,908

$1,255,107

$2,466,908

$1,236,829



Amortization expense related to intangible assets totaled $18,278 and $18,278 during the three
months ended May 31, 2009 and 2008, respectively. The aggregate estimated amortization
expense for intangible assets remaining as of May 31, 2009 is as follows:

2010 54,800
2011 64,400
2012 40,200
2013 4,700
2014 757
Total 164,857

NOTE 9 - RECENT ACCOUNTING PRONOUNCEMENTS

Effective March 1, 2008, the Company adopted the fair wvalue measurement and disclosure
provisions of Statement of Financial Accounting Standards (SFAS) No. 157, Fair Value
Measurements (SFAS 157), which establishes specific criteria for the fair wvalue measurements
of financial and nonfinancial assets and liabilities that are already subject to fair value
measurements under current accounting rules. SFAS 157 also requires expanded disclosures
related to fair wvalue measurements. In February 2008, the FASB approved FASB Staff Position
(FSP) SFAS No. 157-2, Effective Date of FASB Statement No. 157, which allows companies to
elect a one-year delay in applying SFAS 157 to certain fair wvalue measurements, primarily
related to nonfinancial instruments. The Company elected the delayed adoption date for the
portions of SFAS 157 impacted by FSP SFAS 157-2. The partial adoption of SFAS 157 was
prospective and did not have a significant effect on the Company’s financial statements. The
Company expects that the application of the deferred portion of SFAS 157 to the nonrecurring
fair value measurements of its nonfinancial assets and liabilities will not have a material
impact on the Company’s financial statements.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations, which
replaces FASB Statement No. 141. SFAS No. 141R establishes principles and requirements for how
an acquirer recognizes and measures 1in its financial statements the identifiable assets
acquired, the 1liabilities assumed, any non controlling interest 1in the acquiree and the
goodwill acquired. The Statement also establishes disclosure 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 fiscal year that begins after December 15,
2008. The Company has adopted SFAS No. 141 (revised 2007) in fiscal 2010 and it has not had a
significant impact on the Company’s financial statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated
Financial Statements - an amendment of Accounting Research Bulletin No. 51, which establishes
accounting and reporting standards for ownership interests in subsidiaries held by parties
other than the parent, the amount of consolidated net income attributable to the parent and to
the noncontrolling interest, changes in a parent’s ownership interest and the wvaluation of
retained noncontrolling equity investments when a subsidiary is deconsolidated. The Statement
also establishes reporting requirements that provide sufficient disclosures that clearly
identify and distinguish Dbetween the interests of the 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. The Company has adopted SFAS No. 160 in fiscal 2010 and
it has not had a significant impact on the Company’s financial statements.

In March 2008, the FASB issued SFAS 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities, which expands disclosures to include information about the fair wvalue of
derivatives, related credit risks and a company’s strategies and objectives for wusing
derivatives. SFAS 161 is effective as of the beginning of an entity’s fiscal year that begins
after November 15, 2008. The Company has adopted SFAS No. 161 in fiscal 2010 and it has not
had a significant impact on the Company’s financial statements.

In April 2008, the FASB issued FASB FSP 142-3, Determination of the Useful Life of Intangible
Assets. FSP No. FAS 142-3 amends the factors that should be considered in developing renewal
or extension assumptions used to determine the useful life of a recognized intangible asset
under SFAS No. 142, Goodwill and Other Intangible Assets. This FSP is effective for financial
statements issued for fiscal years beginning after December 15, 2008. The Company has adopted
FSP 142-3 in fiscal 2010 and it has not had a significant impact on the Company’s financial
statements.
10



In June 2008, the FASB issued FSP EITEF 03-6-1, Determining 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 nonforfeitable rights to dividends or
dividend equivalents (whether paid or wunpaid) are participating securities and shall be
included in the computation of earnings per share pursuant to the two-class method. The FSP
EITF 03-6-1 is effective for financial statements issued for fiscal years beginning after
December 15, 2008. Upon adoption, a company is required to retrospectively adjust its earnings
per share data (including any amounts related to interim periods, summaries of earnings and
selected financial data) to conform with the provisions of FSP EITF 03-6-1. The Company has
adopted EITF 03-6-1 in fiscal 2010 and it has not had a significant impact on the Company’s
financial statements.

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

A Note About Forward-Looking Statements

The following discussion and analysis of the financial 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 report. The nature of the Company's operations
and the environment 1in which 1t operates subject it to changing economic, competitive,
regulatory and technological conditions, risks and uncertainties. The statements included in
this report other than statements of historical fact, 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 within the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995, and 1include statements regarding the
Company's cash flow, dividends, operating income and future growth. Many of the forward-
looking statements contained in this document may be identified by the use of forward-looking
words such as "will," "believe," '"expect," "anticipate," '"estimate" and '"potential," or
similar expressions. Factors which could cause results to differ include, but are not limited
to: changes in the confectionery business environment, seasonality, consumer interest in the
Company’s products, general economic conditions, consumer trends, costs and availability of
raw materials, competition and the effect of government regulation. Government regulation
which the Company and its franchisees either 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, sanitation, safety, building and fire codes,
franchising, employment, manufacturing, packaging and distribution of food products and motor
carriers. For a detailed discussion of the risks and 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 Company’s 10-K for the fiscal year ended
February 28, 2009 which can be viewed at the SEC’s website at www.sec.gov or through our
website at www.rmcf.com. These forward-looking statements apply only as of the date of this
report. As such they should not be unduly relied upon for more current circumstances. Except
as required by law, the Company 1is not obligated to release publicly any revisions to these
forward-looking statements that might reflect events or circumstances occurring after the date
of this report or those that might reflect the occurrence of unanticipated events.

The Company 1is a product-based international franchiser. The Company’s revenues and
profitability are derived principally from its franchised system of retail stores that feature
chocolate and other confectionery products. The Company also sells its candy 1in selected
locations outside its system of retail stores to build brand awareness. The Company operates
seven retail units as a laboratory to test marketing, design and operational initiatives.

The Company 1s subject to seasonal fluctuations 1in sales because of the location of its
franchisees, which are located in street fronts, tourist locations, outlet centers and
regional centers. Seasonal fluctuation in sales 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 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 Company’s business and the impact of new store
openings and sales of franchises, results for any quarter are not necessarily indicative of
results that may be achieved in other quarters or for a full fiscal year.
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The most important factors in continued growth in the Company’s earnings are ongoing unit
growth, increased same store sales and increased same store pounds purchased from the factory.
Historically, unit growth has more than offset decreases in same store sales and same store
pounds purchased.

The Company’s ability to successfully achieve expansion of 1its 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 establishment, the availability of adequate
financing options 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 depend on many factors, including new store
openings and the receptivity of the Company's franchise system to the Company’s product
introductions and promotional programs. Same store pounds purchased from the factory by
franchised stores declined approximately 6% in the first quarter of fiscal 2010 as compared to
the same period in fiscal 2009.

As a result, the actual results realized by the Company could differ materially from the results
discussed in or contemplated by the forward-looking statements made herein. Readers are
cautioned not to place undue reliance on the forward-looking statements in this Quarterly Report
on Form 10-0Q.

Results of Operations

Three Months Ended May 31, 2009 Compared to the Three Months Ended
May 31, 2008

Basic earnings per share decreased 29.4% from $.17 for the three months ended May 31, 2008 to
$.12 for the three months ended May 31, 2009. Revenues decreased 5.5% from the first quarter
of fiscal 2009 to the first quarter of fiscal 2010. Operating income decreased 26.9% from $1.6
million for the first three months of fiscal 2009 to $1.2 million for the first three months
of fiscal 2010. Net income decreased 25.5% from $1,004,000 in the first quarter of fiscal
2009 to $748,000 in the first quarter of fiscal 2010. The decrease in revenues and net income
for the first quarter of fiscal 2010 versus the same period in fiscal 2009 was due primarily
to a decrease in royalty and marketing fees and franchise fee revenue and a decrease of 6% in
same store pounds purchased.

Revenues Three Months Ended
May 31, %

($’s in thousands) 2009 2008 Change Change
Factory sales $ 4,881.3 $ 5,071.6 $(190.3) (3.8%)
Retail sales 505.6 378.7 126.9 33.5%
Franchise fees 10.0 168.5 (158.5) (94.1%)
Royalty and Marketing fees 1,272.3 1,441.7 (169.4) (11.8%)

Total $ 6,669.2 $ 7,060.5 $(391.3) (5.5%)

Factory Sales

The decrease in factory sales for the first quarter of fiscal 2010 versus the same period in
fiscal 2009 was primarily due to a 6% decrease in same store pounds purchased by franchised
stores and a 1% decrease in the average number of franchised stores in operation to 324 in the
first quarter of fiscal 2010 from 327 in the first quarter of fiscal 2009, partially offset by
an increase of 18.4% in product shipments to customers outside our system of franchised retail
stores.

Retail Sales

The increase in retail sales was primarily due to an increase in the average number of Company
owned stores in operation from 4 during the first quarter of fiscal 2009 to 7 in the first
quarter of fiscal 2010. In the first quarter, same store sales at Company-owned stores
decreased 4.7% from the first quarter of fiscal 2010 compared to the first quarter of fiscal
20009.
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Royalties, Marketing Fees and Franchise Fees

Royalties and marketing fees decreased 11.8% in the first quarter of fiscal 2010 compared with
the first quarter of fiscal 2009. The decrease in royalty and marketing fees resulted from a
4.5% decrease in the average number of domestic units in operation from 286 in the first
quarter of fiscal 2009 to 273 in the first quarter of fiscal 2010. Same store sales decreased
6.7% compared with the same period in the prior year. Franchise fee revenue decreased as a
result of a decrease in the number of domestic franchise store openings from 8 in the first
quarter of fiscal 2009 to 3 openings 1in the first quarter of fiscal 2010, and the
corresponding decrease in franchise fees.

Costs and Expenses Three Months Ended
May 31, %
($’s in thousands) 2009 2008 Change Change
Cost of sales - factory adjusted $3,416.5 $3,548.9 $(132.4) (3.7%)
Cost of sales - retail 191.4 148.1 43.3 29.2%
Franchise costs 370.1 319.5 50.6 15.8%
Sales and marketing 338.3 390.6 (52.3) (13.4%)
General and administrative 666.9 625.1 41.8 6.7%
Retail operating 324.0 212.1 111.9 52.8%
Total $5,307.2 $5,244.3 S 62.9 1.2%
Three Months Ended
Adjusted Gross margin May 31, %
2009 2008 Change Change
($’s in thousands)
Factory adjusted gross margin $1,464.8 $1,522.7 S (57.9) (3.8%)
Retail 314.2 230.6 83.6 36.2%
Total 1,779.0 $1,753.3 S 25.7 1.5%
(Percent)
Factory adjusted gross margin 30.0% 30.0% -% -%
Retail 62.1% 60.9% 1.2% 2.0%
Total 33.0% 32.2% 0.8% 2.5%

Adjusted gross margin is equal to gross margin minus depreciation and amortization expense.
We Dbelieve adjusted gross margin is helpful in understanding our past performance as a
supplement to gross margin and other performance measures calculated in conformity with
accounting principles generally accepted in the United States ("GAAP"). We believe that
adjusted gross margin is useful to investors because it provides a measure of operating
performance and our ability to generate cash that is wunaffected by non-cash accounting
measures. Additionally, we use adjusted gross margin rather than gross margin to make
incremental pricing decisions. Adjusted gross margin 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 limitations, we use adjusted gross margin as
a measure of performance only in conjunction with GAAP measures of performance such as gross
margin. The following table provides a reconciliation of adjusted gross margin to gross
margin, the most comparable performance measure under GAAP:

Three Months Ended

May 31,
($’s in thousands) 2009 2008
Factory adjusted gross margin $1,464.8 $1,522.7
Less: Depreciated and Amortization 84.9 97.0
Factory GAAP gross margin $1,379.9 $1,425.7

Cost of Sales

There was no change in factory margins from the three months ended May 31, 2009 compared with the
same period in the prior year. The increase in Company-owned store margin is due primarily to
mix of product sold during the first quarter of fiscal 2010 versus the first quarter of fiscal
2009.

13



Franchise Costs

The increase in franchise costs for the first quarter of fiscal 2010 versus the same period in
fiscal 2009 is due primarily to an increase in compensation costs and an increase in professional
fees. As a percentage of total royalty and marketing fees and franchise fee revenue, franchise
costs increased to 28.9% in the first quarter of fiscal 2010 from 19.8% in the first quarter of
fiscal 2009. This increase as a percentage of royalty, marketing and franchise fees is primarily
a result of higher franchise costs resulting from the Company’s increased support of its network
of franchise locations.

Sales and Marketing

The decrease in sales and marketing costs for the first quarter of fiscal 2010 versus the same
period in fiscal 2009 is due primarily to a temporary timing difference.

General and Administrative

The increase in general and administrative costs for the first quarter of fiscal 2010 versus the
same period in fiscal 2009 is due primarily to an increase in the allowance for doubtful
accounts. As a percentage of total revenues, general and administrative expenses increased to
10.0% in the first quarter of fiscal 2010 compared to 8.9% in the first quarter of fiscal 2009.

Retail Operating Expenses

The increase in retail operating expenses was due primarily to an increase in the average
number of Company owned stores in operation from 4 during the first quarter of fiscal 2009 to
7 in the first quarter of fiscal 2010. Retail operating expenses, as a percentage of retail
sales, increased from 56.0% in the first quarter of fiscal 2009 to 64.1% in the first quarter
of fiscal 2010.

Depreciation and Amortization

Depreciation and amortization of $179,000 in the first quarter of fiscal 2010 decreased 10.0%
from $199,000 in the first quarter of fiscal 2009 due to certain assets Dbecoming fully
depreciated.

Other, Net

Other, net of $5,100 realized in the first quarter of fiscal 2010 represents an increase of $800
from the $4,300 realized in the first quarter of fiscal 2009.

Income Tax Expense

The Company’s effective income tax rate in the first quarter of fiscal 2010 was 37.1% which is
a decrease of 1.0% compared to the first quarter of fiscal 2009. The decrease in the
effective tax rate is primarily due to an increase in allowable deductions.

Liquidity and Capital Resources

As of May 31, 2009, working capital was $7.6 million, compared with $7.4 million as of February
28, 2009, an increase of $200,000. The increase 1in working capital was primarily due to
operating results.

Cash and cash equivalent balances increased from $1.3 million as of February 28, 2009 to $2.2
million as of May 31, 2009 as a result of cash flow generated by operating activities being
greater than cash flows used by financing and investing activities. The Company’s current ratio
was 3.5 to 1 at May 31, 2009 in comparison with 3.7 to 1 at February 28, 2009. The Company
monitors current and anticipated future levels of cash and cash equivalents in relation to
anticipated operating, financing and investing requirements.

The Company has a $5 million ($5 million available as of May 31, 2009) working capital line of
credit collateralized by substantially all of the 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 operating activities and available financing will be
sufficient to fund the Company’s operations at least through the end of fiscal 2010.
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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 maintenance 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 construction. There is no assurance that the
Company will be able to pass on increased costs to its customers.

Depreciation expense 1is based on the historical cost to the Company of its fixed assets, and
is therefore potentially less than it would be if it were based on current replacement cost.
While property and equipment acquired in prior years 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 seasons. 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. As the Company expands its geographical and environmental diversity along with
the addition of certain specialty markets customers, it has seen some moderation of its seasonal
sales mix. Because of the seasonality of the Company’s business and the impact of new store
openings and sales of franchises, results for any quarter are not necessarily indicative of
results that may be achieved in other quarters or for a full fiscal year.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The Company does not engage in commodity futures trading or hedging activities and does not
enter 1into derivative financial instrument transactions for trading or other speculative
purposes. The Company also does not engage in transactions in foreign currencies or in
interest rate swap transactions that could expose the Company to market risk. However, the
Company is exposed to some commodity price and interest rate risks.

The Company frequently enters into purchase contracts 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 during the term of the contract. Because
prices for these products may fluctuate, the Company 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 contract.

As of May 31, 2009, all of the Company’s long-term debt was paid in full. The Company also
has a $5.0 million bank line of credit that bears interest at a variable rate. As of May 31,
2009, no amount was outstanding under the line of credit. The Company does not believe that
it is exposed to any material interest rate risk related to its line of credit.

The Chief Financial Officer and Chief Operating Officer of the Company has primary
responsibility over the Company’s long-term and short-term debt and for determining the timing
and duration of commodity purchase contracts and negotiating 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 controls and procedures and based on their
evaluation, the Company’s principal executive officer and principal financial officer have
concluded that these controls and procedures are effective, as of the end of the period
covered by this report, to ensure that information required to be disclosed by an issuer in
the reports that it files or submits under the Act 1is accumulated and communicated to our
management, including our principal executive and principal financial officers, or persons
performing similar functions, as appropriate to allow timely decisions regarding required

disclosure. There were no material changes in the Company’s internal controls or in other
factors that could materially affect these controls subsequent to the date of their
evaluation. Disclosure controls and procedures are the Company’s controls and other
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procedures that are designed to ensure that information required to be disclosed in the
reports that the Company files or submits under the Exchange Act 1is recorded, processed,
summarized and reported, within the time periods specified in the Securities and Exchange
Commission's rules and forms. There were no changes in the Company's internal control over
financial reporting that occurred during the last quarter that has materially affected, or is
reasonably likely to materially affect, the Company's internal control over financial
reporting.

PART II. OTHER INFORMATION
Item 1. Legal Proceedings

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

Item 1A. Risk Factors

In addition to the other information set forth in this Quarterly Report on Form
10-Q, vyou should carefully consider the factors discussed in Part 1, “Item 1A.
Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended February
28, 2009. There have been no material changes in our risk factors from those
disclosed in our Annual Report on Form 10-K.

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

None
Item 3. Defaults Upon Senior Securities
None
Item 4. Submission of Matters to a Vote of Security Holders
None
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 10-K of the Registrant
for the year ended February 28,2009
3.2 By-laws of the Registrant, as amended on December 11, 2007, incorporated

by reference to Exhibit 3.1 to Current Report on Form 8-K of the
Registrant filed on December 14, 2007

10.1 * Current form of franchise agreement used by 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 Of 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.
**Furnished herewith.
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Signature

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

ROCKY MOUNTAIN CHOCOLATE FACTORY, INC.
(Registrant)

Date: July 9, 2009 /s/ Bryan J. Merryman
Bryan J. Merryman, Chief Operating Officer,
Chief Financial Officer, Treasurer and Director
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Representative”) who will be present for up to five days beginning approximately three days
prior to the opening of the Franchisee’s ROCKY MOUNTAIN CHOCOLATE FACTORY Store.
If the Franchisee’s Store opens on or near a holiday, however, the Site Representative shall not
begin the in-Store assistance until three days after the holiday. Holidays shall include, but not be
limited to, New Years Day, Valentines Day, Easter, Memorial Day, Fourth of July, Labor Day,
Thanksgiving, Hanukkah and Christmas. There will be no charge to the Franchisee for this
service provided by the Franchisor. The Site Representative will assist the Franchisee’s
employees in opening the Store, unless in the Franchisor’s determination, the Franchisee or the
General Manager have sufficient prior training or experience.

8. OPERATIONS MANUAL

8.1. Operations Manual. The Franchisor agrees to loan to the Franchisee one or more manuals,
technical bulletins, cookbooks and recipes and other written materials (collectively referred to as
“Operations Manual”) covering Factory Candy ordering, Store Candy manufacturing, processing and
stocking and other operating and in-store marketing techniques for the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store. The Franchisee agrees that it shall comply with the Operations Manual
as an essential aspect of its obligations under this Agreement, that the Operations Manual shall be deemed
to be incorporated herein by reference and failure by the Franchisee to substantially comply with the
Operations Manual may be considered by the Franchisor to be a breach of this Agreement. Upon the
expiration, transfer or termination of this Agreement for any reason, the Franchisee shall return to the
Franchisor, or transfer to an approved transferee, if applicable, all volumes of the manuals which together
comprise the Operations Manual. Failure to return or transfer, as applicable, all volumes of the
Operations Manual in good condition, reasonable wear and tear excepted, shall cost the Franchisee $150
per volume, payable to the Franchisor upon demand.

8.2. Confidentiality of Operations Manual Contents. The Franchisee agrees to use the Marks and
Licensed Methods only as specified in the Operations Manual. The Operations Manual is the sole
property of the Franchisor and shall be used by the Franchisee only during the term of this Agreement and
in strict accordance with the terms and conditions hereof. The Franchisee shall not duplicate the
Operations Manual nor disclose its contents to persons other than its employees or officers who have
signed the form of Confidentiality and Noncompetition Agreement attached hereto as Exhibit VI and
incorporated herein by reference. The Franchisee shall return the Operations Manual to the Franchisor
upon the expiration, termination or transfer of this Agreement.

8.3. Changes to Operations Manual. The Franchisor reserves the right to revise the Operations
Manual from time to time as it deems necessary to update or change operating and marketing techniques,
standards and specifications for all components of the Licensed Methods and approved Factory Candy,
Items and Store Candy offered by Stores. The Franchisee, within 30 days of receiving any updated
information, shall in turn update its copy of the Operations Manual as instructed by the Franchisor and
shall conform its operations with the updated provisions within a reasonable time after receipt of such
updated information. The Franchisee acknowledges that a master copy of the Operations Manual
maintained by the Franchisor at its principal office shall be controlling in the event of a dispute relative to
the content of any Operations Manual.

9. OPERATING ASSISTANCE

9.1. Franchisor’s Services. The Franchisor agrees that, during the Franchisee’s operation of the
ROCKY MOUNTAIN CHOCOLATE FACTORY Store, the Franchisor shall make available to the
Franchisee the following services:
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a. Upon the reasonable request of the Franchisee, consultation by telephone and
electronic mail regarding the continued operation and management of a ROCKY MOUNTAIN
CHOCOLATE FACTORY Store and advice regarding the retail services, product quality control,
inventory issues, customer relations issues and similar advice.

b. Access to advertising and promotional materials as may be developed by the
Franchisor, the cost of which may be passed on to the Franchisee at the Franchisor’s option.

c. On-going updates of information and programs regarding the candy industry, the
ROCKY MOUNTAIN CHOCOLATE FACTORY concept and related Licensed Methods,
including, without limitation, information about special or new products which may be developed
and made available to ROCKY MOUNTAIN CHOCOLATE FACTORY franchisees.

d. Depending on availability, allow replacement or additional General Managers to
attend the initial training program. The Franchisor reserves the right to charge a tuition or fee in
an amount payable in advance, commensurate with the Franchisor’s then current published prices
for such training. The Franchisee shall be responsible for all travel and living expenses incurred
by its personnel during the training program. Further, the availability of the training program
shall be subject to space considerations and prior commitments to new ROCKY MOUNTAIN
CHOCOLATE FACTORY franchisees.

9.2.  Additional Franchisor Services. Although not obligated to do so, upon the reasonable request
of the Franchisee, the Franchisor may make its employees or designated agents available to the
Franchisee for on-site advice and assistance in connection with the on-going operation of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store governed by this Agreement. In the event that the
Franchisee requests such additional assistance and the Franchisor agrees to provide the same, the
Franchisor reserves the right to charge the Franchisee for all travel, lodging, living expenses, telephone
charges and other identifiable expenses associated with such assistance, plus a fee based on the time spent
by each employee on behalf of the Franchisee, which fee will be charged in accordance with the then
current daily or hourly rates being charged by the Franchisor for assistance.

10. FRANCHISEE’S OPERATIONAL COVENANTS

10.1. Store Operations. The Franchisee acknowledges that it is solely responsible for the successful
operation of its ROCKY MOUNTAIN CHOCOLATE FACTORY Store and that the continued
successful operation thereof is, in part, dependent upon the Franchisee’s compliance with this Agreement
and the Operations Manual. In addition to all other obligations contained in this Agreement and in the
Operations Manual, the Franchisee covenants that:

a. The Franchisee shall maintain clean, efficient and high quality ROCKY
MOUNTAIN CHOCOLATE FACTORY Store operations and shall operate the business in
accordance with the Operations Manual and in such a manner as not to detract from or adversely
reflect upon the name and reputation of the Franchisor and the goodwill associated with the
ROCKY MOUNTAIN CHOCOLATE FACTORY name and Marks.

b. The Franchisee will operate its ROCKY MOUNTAIN CHOCOLATE
FACTORY Store in compliance with all applicable laws, health department regulations and other
ordinances. In connection therewith, the Franchisee will be solely and fully responsible for
obtaining any and all licenses to operate the ROCKY MOUNTAIN CHOCOLATE FACTORY
Store. The Franchisee shall promptly forward to the Franchisor copies of all health department,
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fire department, building department and other similar reports of inspections as and when they
become available.

C. The Franchisee and all persons who work behind the counter at the Store in any
capacity, whether or not they are employees of the Franchisee (“Personnel”), shall conduct
themselves in such a manner so as to promote a good image to the public and to the business
community. At no time shall any of the Personnel engage in unreasonable or disrespectful
behavior toward anyone, including using offensive or rude language or gestures. The Franchisee
shall at all times require its Personnel to follow the Code of Conduct as set forth in the Operations
Manual.

d. The Franchisee acknowledges that proper management of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store is important and shall insure that the Franchisee
or a designated General Manager who has completed the Franchisor’s initial training program be
responsible for the management of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store
after commencement of Store operations and be present at the Franchised Location during
operation of the Store.

e. The Franchisee shall offer only authorized products and services as are more
fully described in the vendor lists which are a part of the Operations Manual, which may include,
without limitation, Factory Candy, Store Candy, Items and other authorized confectionery food
and beverage products. Further, the Franchisee shall operate the Store using only those supplies,
equipment, ingredients, signs, décor, music and methods which are described in the Operations
Manual. The Franchisee shall offer only the types of products and services as from time to time
may be prescribed by the Franchisor and shall refrain from offering any other types of products or
services, from or through the ROCKY MOUNTAIN CHOCOLATE FACTORY Store, including,
without limitation, filling “Wholesale Orders,” defined below, selling Factory Candy, Store
Candy, Items or other authorized products through the Internet, or catering or other off-premises
sales, without the prior written consent of the Franchisor. “Wholesale Orders” are defined as
those orders or sales where the principal purpose of the purchase is for resale, not consumption,
or any sale other than those sold over the counter at a price other than that price charged to the
general public; provided, however, that volume discounted sales made on the premises at the
Franchised Location to a single purchaser, not for resale, and discounted sales made on the
premises at the Franchised Location to charitable organizations for fund-raising purposes shall be
permitted. Factory Candy, Store Candy and Items shall never be sold in containers or bags other
than those approved and supplied by the Franchisor or other supplier approved by the Franchisor.

f. The Franchisee shall promptly pay when due all taxes and other obligations owed
to third parties in the operation of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store,
including without limitation, unemployment and sales taxes, and any and all accounts or other
indebtedness of every kind incurred by the Franchisee in the conduct of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store. In the event of a bona fide dispute as to the
liability for taxes assessed or other indebtedness, the Franchisee may contest the validity or the
amount of the tax or indebtedness in accordance with procedures of the taxing authority or
applicable law; however, in no event shall the Franchisee permit a tax sale or seizure by levy or
execution or similar writ or warrant, or attachment by a creditor to occur against the premises of
the Franchised Location, or any improvement thereon.

g. The Franchisee shall subscribe for and maintain not fewer than two or three

separate telephone numbers for its ROCKY MOUNTAIN CHOCOLATE FACTORY Store at the
Franchised Location, depending on the size and configuration of the Store or Kiosk. One number
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shall be used exclusively for voice communication, the second shall be used exclusively for the
modem that is included in the System. If a third telephone number is required, it shall be used
exclusively for a facsimile machine. The telephone number and, if applicable, the facsimile
machine number, shall be listed and identified exclusively with the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store in all official telephone directories and in all advertising in
which such numbers appear and shall be separate and distinct from all other telephone numbers
subscribed for by the Franchisee.

h. The Franchisee shall comply with all agreements with third parties related to the
ROCKY MOUNTAIN CHOCOLATE FACTORY Store including, in particular, all provisions of
any lease for the Franchised Location.

1. The Franchisee and all employees of the Franchisee shall adhere to strict
grooming and dress code guidelines, as described in the Code of Conduct set forth in the
Operations Manual, while on duty at the Franchised Location. The Franchisee is required, at the
Franchisee’s expense, to purchase specified apparel from suppliers approved by the Franchisor.
All General Managers, employees of the Franchisee, the Franchisee and its owners shall wear the
specified apparel at all times while working at the Franchised Location. The Franchisor has the
right, in its sole and absolute discretion, to change or modify such grooming and dress code
guidelines in the Operations Manual.

J- The Franchisee agrees to renovate, refurbish, remodel or replace, at its own
expense, the personal property and equipment used in the operation of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store, when reasonably required by the Franchisor in order to comply
with the image, standards of operation and performance capability established by the Franchisor
from time to time. If the Franchisor changes its image or standards of operation, it shall give the
Franchisee a reasonable period of time within which to comply with such changes.

k. The Franchisee shall be responsible for training all of its Personnel who work in
any capacity in the ROCKY MOUNTAIN CHOCOLATE FACTORY Store. The Franchisee
must conduct its Personnel training in the manner and according to the standards as prescribed in
the Operations Manual. All Personnel who do not satisfactorily complete the training shall not
work in any capacity in the Franchisee’s ROCKY MOUNTAIN CHOCOLATE FACTORY
Store.

1. The Franchisee shall at all times during the term of this Agreement own and
control the ROCKY MOUNTAIN CHOCOLATE FACTORY Store authorized hereunder. The
Franchisee shall not operate any other business or profession from or through the Store. If the
Franchisee is an entity, the entity shall only operate the ROCKY MOUNTAIN CHOCOLATE
FACTORY Store governed by this Agreement and no other business, unless the Franchisee
receives the Franchisor’s prior written approval. Upon request of the Franchisor, the Franchisee
shall promptly provide satisfactory proof of such ownership to the Franchisor. The Franchisee
represents that the Statement of Ownership, attached hereto as Exhibit III and by this reference
incorporated herein, is true, complete, accurate and not misleading, and, in accordance with the
information contained in the Statement of Ownership, the controlling ownership of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store is held by the Franchisee. The Franchisee shall
promptly provide the Franchisor with a written notification if the information contained in the
Statement of Ownership changes at any time during the term of this Agreement and shall comply
with the applicable transfer provisions contained in Article 16 herein. In addition, if the
Franchisee is an entity, all of the owners of the Franchisee shall sign the Personal Guaranty
attached hereto as Exhibit II.
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m. The Franchisee shall at all times during the term of this Agreement keep its
ROCKY MOUNTAIN CHOCOLATE FACTORY Store open during the business hours
designated by the Franchisor from time to time in the Operations Manual.

10.2. Factory Candy Purchases. The Franchisee shall, during the term of this Agreement, maintain a
sufficient inventory of Factory Candy and related products, to allow it to meet customer demands for the
products offered by a ROCKY MOUNTAIN CHOCOLATE FACTORY Store and in compliance with
the Franchisor’s standards and specifications as may be described in the Operations Manual from time to
time. The Franchisee agrees to purchase from the Franchisor or its designated suppliers, all of the Factory
Candy and related products required for the Franchisee’s operation of the Store, as may be offered for
sale by the Franchisor or its designated suppliers from time to time.

10.3. Payment for Factory Candy. Unless notified in writing otherwise by the Franchisor, all Factory
Candy and related products shall be sold and shipped to the Franchisee on a net 30-day basis, or
according to the then current payment terms set by the Franchisor or its designated suppliers. The
Franchisor reserves the right to charge interest at the rate of 1.5% per month if the Franchisee fails to pay
for its orders on time and the Franchisor reserves the right to discontinue shipment of Factory Candy and
related products to the Franchisee if the Franchisee is repeatedly delinquent in paying for its Factory
Candy and related products, in the Franchisor’s sole discretion. The Franchisee may be required to
“prepay” Factory Candy orders, notwithstanding the payment policy set forth above, in the event of poor
payment performance. The Franchisor reserves the right to change payment terms and policies at any
time. The Franchisor also reserves the right to change the prices for Factory Candy and related products
from time to time as may be set forth in the most recent price bulletin sent to all franchisees or the then
current Operations Manual.

10.4. Limitations on Supply Obligations. The delivery of Factory Candy and related products by the
Franchisor or its designated suppliers is subject to and conditioned upon availability. Nothing in this
Agreement shall be construed by the Franchisee to be a promise or guarantee by the Franchisor as to the
continued existence of any particular Factory Candy or related product, nor shall any provision herein
imply or establish an obligation on the part of the Franchisor and its designated suppliers to sell Factory
Candy and related products to the Franchisee if the Franchisee is in arrears on any payment to the
Franchisor and its designated suppliers or otherwise in default under this Agreement.

10.5. Changes in Products. The Franchisee understands that the Franchisor and its designated
suppliers shall have the right, at any time and without notice, to add items to, or withdraw items from, the
list of Factory Candy and related products; to add to or delete from the list of designated suppliers of
Factory Candy and related products; to change the formulation of any particular Factory Candy or product;
and to change the prices, discounts or terms of sale of any Factory Candy or product; provided, however,
no such changes in prices, discounts or terms shall affect accepted orders pending with the Franchisor and
its designated suppliers at the time of change. No such changes will give the Franchisee the right to
recover damages against, or be reimbursed by, the Franchisor and its designated suppliers for any losses
suffered by the Franchisee.

11. ROYALTIES

11.1. Monthly Rovalty. The Franchisee agrees to pay to the Franchisor a monthly royalty (“Royalty”)
equal to 5% of its Gross Retail Sales generated from or through its ROCKY MOUNTAIN CHOCOLATE
FACTORY Store. The Franchisee also agrees to pay a quarterly Royalty based on Adjusted Gross Retail
Sales during each calendar quarter. The amount of monthly Royalty paid during each quarter shall be
credited toward the amount of quarterly Royalty owed. Within 15 days following the end of each
calendar quarter, the Franchisor shall calculate the amount of the Franchisee’s Adjusted Gross Retail
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Sales during the previous quarter and the Franchisee shall owe the Franchisor a quarterly Royalty equal to
10% of its Adjusted Gross Retail Sales. “Adjusted Gross Retail Sales” shall be calculated as the amount
of “Gross Retail Sales,” defined in Section 11.2 below, minus a fixed dollar amount for each pound of
Factory Candy purchased from the Franchisor and minus a multiple of the wholesale price, as specified
by the Franchisor, on certain Store Candy ingredients, packaging and other products and supplies
purchased from the Franchisor during the previous calendar quarter. The Franchisor reserves the right to
change the fixed dollar amount per pound of Factory Candy and the multiple of the wholesale price from
time to time, in the Franchisor’s sole discretion. The Franchisee shall be notified of any credits from or
amounts owing to the Franchisor for the quarterly Royalty based on Adjusted Gross Retail Sales. Any
credits or amounts owed will be added to or deducted from the following month’s monthly Royalty
payment. If the Franchisee owns other ROCKY MOUNTAIN CHOCOLATE FACTORY Stores
governed by other franchise agreements that calculate Royalties differently than described above, the
Franchisor reserves the right to adjust the calculation of Adjusted Gross Retail Sales based on variances in
other Stores’ past and current purchases.

11.2. Gross Retail Sales. “Gross Retail Sales” shall be defined as receipts and income of any kind
from all products or services sold from or through the ROCKY MOUNTAIN CHOCOLATE FACTORY
Store, including any such sale of products or services made for cash or upon credit, or partly for cash and
partly for credit, regardless of collection of charges for which credit is given, less returns for which
refunds are made, provided that the refund shall not exceed the sales price and exclusive of discounts,
sales taxes and other taxes, amounts received in settlement of a loss of merchandise, shipping expenses
paid by the customer and certain discount sales to corporations or to charities for fund-raising purposes.
“Gross Retail Sales” shall also include the fair market value of any services or products received by the
Franchisee in barter or in exchange for its services and products.

11.3. Royalty Payments. The Franchisee agrees that Royalty payments shall be paid monthly and sent
to the Franchisor, post-marked no later than the 15th of each month based on Gross Retail Sales for the
immediately preceding month. Royalty payments shall be accompanied by monthly reports, as more fully
described in Article 15 hereof, and standard transmittal forms containing information regarding the
Franchisee’s Gross Retail Sales and such additional information as may be requested by the Franchisor.
The Franchisor reserves the right to require Royalty payments be made on a weekly or bi-weekly basis if
the Franchisee does not timely or fully submit the required payments or reports. The Franchisor shall
have the right to verify such Royalty payments from time to time as it deems necessary, in any reasonable
manner. In the event that the Franchisee fails to pay any Royalties within 14 days after they are due, the
Franchisee shall, in addition to such Royalties, pay a late charge equivalent to 18% of the late Royalty
payment; provided, however, in no event shall the Franchisee be required to pay a late payment at a rate
greater than the maximum interest rate permitted by applicable law. If the Franchisee pays Royalties with
a check returned for non-sufficient funds more than one time in any calendar year, in addition to all other
remedies which may be available, the Franchisor shall have the right to require that Royalty payments be
made by certified or cashier’s checks.

11.4. Authorization for Prearranged Payments by Electronic Transfer. The Franchisor reserves
the right to require that Royalty payments, late charges and payment of the Marketing and Promotion Fee
and late charges (as set forth in Section 12.3 below) be made by means of electronic funds transfer and
the Franchisee agrees to provide the information necessary to implement such transfer payments within
30 days of receiving notice that such a program is being implemented. By signing this Agreement, the
Franchisee authorizes the Franchisor to initiate debit entries and/or credit correction entries to the
Franchisee’s checking or savings account indicated on the Addendum to this Agreement related to the
Authorization of Prearranged Payments attached to this Agreement as Exhibit IV, and authorizes the
depository named on Exhibit IV (“Depository”) to debit such account pursuant to the Franchisor’s
instructions. The Franchisee shall complete the form attached as Exhibit IV with the information
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requested. This authority is to remain in full force and effect until Depository has received joint written
notification from the Franchisor and the Franchisee of the Franchisee’s termination of such authority in
such time and in such manner as to afford Depository a reasonable opportunity to act on it.
Notwithstanding the foregoing, Depository shall provide the Franchisor and the Franchisee with 30 days’
prior written notice of the termination of this authority. If an erroneous debit entry is initiated to the
Franchisee’s account, the Franchisee shall have the right to have the amount of such entry credited to such
account by Depository, if (a) within 15 calendar days following the date on which Depository sent to the
Franchisee a statement of account or a written notice pertaining to such entry or (b) 45 days after posting,
whichever occurs first, the Franchisee shall have sent to Depository a written notice identifying such entry,
stating that such entry was in error and requesting Depository to credit the amount thereof to such account.
These rights are in addition to any rights the Franchisee may have under federal and state banking laws.

12. ADVERTISING

12.1. Approval of Advertising. The Franchisee shall obtain the Franchisor’s prior written approval of
all advertising or other marketing or promotional programs published by any method, including print,
broadcast and electronic media, regarding the ROCKY MOUNTAIN CHOCOLATE FACTORY Store,
including, without limitation, “Yellow Pages” advertising, newspaper ads, flyers, brochures, coupons,
direct mail pieces, specialty and novelty items, radio, television, Internet and World Wide Web
advertising. The Franchisee acknowledges and agrees that the Franchisor may disapprove of any
advertising, marketing or promotional programs submitted to the Franchisor, for any reason, in the
Franchisor’s sole discretion. The Franchisee shall also obtain the Franchisor’s prior written approval of
all promotional materials provided by vendors. The proposed written advertising or a description of the
marketing or promotional program shall be submitted to the Franchisor at least 10 days prior to
publication, broadcast or use. The Franchisee acknowledges that advertising and promoting the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store in accordance with the Franchisor’s standards and
specifications is an essential aspect of the Licensed Methods, and the Franchisee agrees to comply with
all advertising standards and specifications. The Franchisee shall display all required promotional
materials, signs, point of purchase displays and other marketing materials in its ROCKY MOUNTAIN
CHOCOLATE FACTORY Store in the manner prescribed by the Franchisor. The Franchisee shall not,
under any circumstances, use handwritten signs in the operation of its Store. The Franchisee agrees to
participate in any gift card or customer loyalty card programs implemented by the Franchisor in
accordance with all of the Franchisor’s standards and specifications. The Franchise acknowledges and
agrees that a gift card or customer loyalty card program may require the Franchisee to purchase gift cards
or other products or services from the Franchisor or from a designated third-party supplier.

12.2. Local Advertising. The Franchisor reserves the right to require the Franchisee to spend up to 1%
of monthly Gross Retail Sales on local advertising to create public awareness of the Franchisee’s ROCKY
MOUNTAIN CHOCOLATE FACTORY Store. The Franchisee will submit to the Franchisor an
accounting of the amounts spent on advertising within 30 days following the end of each calendar quarter.
If the Franchisor requires its franchisees to advertise locally as described above, all Franchisor-owned
Stores will be required to spend money for local advertising on an equal percentage basis with all
franchised Stores. If the Franchisee’s lease requires it to advertise locally, the Franchisor may, in its sole
discretion, count such expenditures toward the Franchisee’s local advertising expenditure required by this
Section 12.2. The Franchisee shall obtain the Franchisor’s prior written approval of all written
advertising and promotional materials before publication, in accordance with Section 12.1 above.

12.3. Marketing and Promotion Fee. The Franchisee shall pay to the Franchisor, in addition to
Royalties, a fee of up to 2% of the total amount of the Franchisee’s Gross Retail Sales (“Marketing and
Promotion Fee”). The Franchisor may change the amount of the Marketing and Promotion Fee upon 30
days notice, but the amount will not exceed 2% of Gross Retail Sales. The Marketing and Promotion Fee
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shall be in addition to and not in lieu of the Franchisee’s expenditures for local advertising, as described
in Section 12.2 above. The following terms and conditions will apply:

a. The Marketing and Promotion Fee shall be payable concurrently with the
payment of the Royalties, and transmitted to the Franchisor in accordance with Section 11.3
above, for all Marketing and Promotion Fees for the immediately preceding month.

b. The Marketing and Promotion Fees will be subject to the same late charges as the
Royalties, in an amount and manner set forth in Section 11.3 above.

C. Upon written request by the Franchisee, the Franchisor will make available to the
Franchisee, no later than 120 days after the end of each fiscal year, an annual financial statement
which indicates how the Marketing and Promotion Fees have been spent.

d. The Marketing and Promotion Fees will be administered by the Franchisor, in its
sole discretion, and may be used for production and placement of point of purchase advertising,
in-store signage, in-store promotions, media advertising, direct mailings, brochures, collateral
material advertising, implementing and administering gift card and customer loyalty card
programs, surveys of advertising effectiveness, packaging development, logo, design or other
advertising or public relations expenditures relating to advertising the Franchisee’s products and
services.

e. The Franchisor may reimburse itself for independent audits, reasonable
accounting, bookkeeping, reporting and legal expenses, taxes and other reasonable direct and
indirect expenses as may be incurred by the Franchisor or its authorized representatives in
connection with the programs funded by the Marketing and Promotion Fees. The Franchisor will
not be liable for any act or omission with respect to such Marketing and Promotion Fees that is
consistent with this Agreement and is done in good faith.

12.4. Regional Advertising Programs. Although not obligated to do so, the Franchisor reserves the
right to allocate up to 50% of the Marketing and Promotion Fees charged in accordance with Section 12.3
above, toward a regional advertising program for the benefit of ROCKY MOUNTAIN CHOCOLATE
FACTORY franchisees located within a particular region. The Franchisor has the right, in its sole
discretion, to determine the composition of all geographic territories and market areas for the
implementation of such regional advertising and promotion campaigns and to require that the Franchisee
participate in such regional advertising programs as and when they may be established by the Franchisor.
If a regional advertising program is implemented on behalf of a particular region by the Franchisor, the
Franchisor, to the extent reasonably calculable, will only use contributions from ROCKY MOUNTAIN
CHOCOLATE FACTORY franchisees within such region for the particular regional advertising program.
The Franchisor also reserves the right to establish a co-operative for a particular region to enable the co-
operative to self-administer the regional advertising program. If a regional advertising co-operative is
established by the Franchisor, the Franchisee agrees that it will participate in it. If the Franchisor creates
a regional advertising program, either as a co-operative or otherwise, the Franchisor has the right to
charge the program for the actual costs of forming and administering the program.

12.5. Marketing Services. The Franchisor may, in its sole discretion, offer marketing and
merchandising services to the Franchisee at rates that are competitive with those charged by third parties
offering similar services. The Franchisee may utilize such services, if they are offered, at the
Franchisee’s option. Services offered by the Franchisor may include marketing consulting, graphic
design, copywriting, advertising, public relations and merchandising consultations.
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13. QUALITY CONTROL

13.1. Compliance with Operations Manual. The Franchisee agrees to maintain and operate the
ROCKY MOUNTAIN CHOCOLATE FACTORY Store in compliance with this Agreement and the
standards and specifications contained in the Operations Manual, as the same may be modified from time
to time by the Franchisor.

13.2. Standards and Specifications. The Franchisor will make available to the Franchisee standards
and specifications for products and services offered at or through the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store and specifically, for the recipes for Store Candy, display cases,
uniforms, materials, forms, menu boards, items and supplies used in connection with the Store. The
Franchisor reserves the right to change standards and specifications for services and products offered at or
through the ROCKY MOUNTAIN CHOCOLATE FACTORY Store and for the recipes for Store Candy,
display cases, uniforms, materials, forms, items and supplies used in connection with the Store upon 30
days prior written notice to the Franchisee. The Franchisee shall strictly adhere to all of the Franchisor’s
current standards and specifications for the ROCKY MOUNTAIN CHOCOLATE FACTORY Store as
prescribed from time to time.

13.3. Inspections. The Franchisor shall have the right to examine the Franchised Location, including
the inventory, products, equipment, materials and supplies, to ensure compliance with all standards and
specifications set by the Franchisor. The Franchisor shall conduct such inspections during regular
business hours and the Franchisee may be present at such inspections. The Franchisor, however, reserves
the right to conduct the inspections without prior notice to the Franchisee.

13.4. Restrictions on Services and Products. The Franchisee will be required to purchase all of its
Factory Candy for its ROCKY MOUNTAIN CHOCOLATE FACTORY Store from the Franchisor or its
designee. Factory Candy shall consist of any and all varieties from time to time made available to the
Franchisor’s franchisees by the Franchisor and its designated suppliers. The parties hereby acknowledge
the uniqueness and importance of Factory Candy being prepared by the Franchisor or its designee in order
to maintain the uniformity, quality and uniqueness of Factory Candy, and therefore the Franchisor and its
designees are hereby appointed the Franchisee’s exclusive source of Factory Candy. The Franchisee is
prohibited from offering or selling any products or services not authorized by Franchisor, including,
without limitation, operating a catering or wholesale business or offering Factory Candy, Items, Store
Candy or other authorized products for sale on the Internet, as part of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store. However, if the Franchisee proposes to offer, conduct or utilize any
products, services, materials, forms, items or supplies for use in connection with or sale through the
ROCKY MOUNTAIN CHOCOLATE FACTORY Store which are not previously approved by the
Franchisor as meeting its specifications, the Franchisee shall first notify the Franchisor in writing
requesting approval. The Franchisor may, in its sole discretion, for any reason whatsoever, elect to
withhold such approval. In order to make such determination, the Franchisor may require submission of
specifications, information, or samples of such products, services, materials, forms, items or supplies.
The Franchisor will advise the Franchisee within a reasonable time whether such products, services,
materials, forms, items or supplies meet its specifications.

13.5. Approved Suppliers. The Franchisee shall purchase all products, services, supplies and
materials required for the operation of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store
licensed herein, from manufacturers, suppliers or distributors designated by the Franchisor or, if there is
no designated supplier for a particular product, service, supply or material, from such other suppliers who
meet all of the Franchisor’s specifications and standards as to quality, composition, finish, appearance and
service, and who shall adequately demonstrate their capacity and facilities to supply the Franchisee’s
needs in the quantities, at the times, and with the reliability requisite to an efficient operation.
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13.6. Request to Change Supplier. In the event the Franchisee desires to purchase products, services,
supplies or materials from manufacturers, suppliers or distributors other than those previously approved
by the Franchisor, the Franchisee shall, prior to purchasing any such products, services, supplies or
materials, give the Franchisor a written request by certified mail, return receipt requested, to change
supplier. In the event the Franchisor rejects the Franchisee’s requested new manufacturer, supplier or
distributor, the Franchisor must, within 60 days of the receipt of the Franchisee’s request to change
supplier, notify the Franchisee of its rejection. Failure to notify the Franchisee within such time period
shall not constitute approval or a waiver of objections. The Franchisor may continue from time to time to
inspect any manufacturer’s, supplier’s, or distributor’s facilities and products to assure proper production,
processing, storing and transportation of products, services, supplies or materials to be purchased from the
manufacturer, supplier or distributor by the Franchisee. Permission for such inspection shall be a
condition of the continued approval of such manufacturer, supplier or distributor.

13.7. Approval of Intended Supplier. The Franchisor may at its sole discretion, for any reason
whatsoever, elect to withhold approval of the manufacturer, supplier or distributor; however, in order to
make such determination, the Franchisor may require that samples from a proposed new supplier be
delivered to the Franchisor for testing prior to approval and use. A charge not to exceed the actual cost of
the test may be made by the Franchisor and shall be paid by the Franchisee.

14. TRADEMARKS, TRADE NAMES AND PROPRIETARY INTERESTS

14.1. Marks. The Franchisee hereby acknowledges that the Franchisor has the sole right to license and
control the Franchisee’s use of the ROCKY MOUNTAIN CHOCOLATE FACTORY service mark and
other of the Marks, and that such Marks shall remain under the sole and exclusive ownership and control
of the Franchisor. The Franchisee acknowledges that it has not acquired any right, title or interest in such
Marks except for the right to use such Marks in the operation of its ROCKY MOUNTAIN CHOCOLATE
FACTORY Store as it is governed by this Agreement. Except as permitted in the Operations Manual, the
Franchisee agrees not to use any of the Marks as part of an electronic mail address, or on any sites on the
Internet or World Wide Web and the Franchisee agrees not to use or register any of the Marks as a
domain name on the Internet.

14.2. No_Use of Other Marks. The Franchisee further agrees that no service mark other than
“ROCKY MOUNTAIN CHOCOLATE FACTORY” or such other Marks as may be specified by the
Franchisor shall be used in the marketing, promotion or operation of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store.

14.3. Licensed Methods. The Franchisee hereby acknowledges that the Franchisor owns and controls
the distinctive plan for the establishment, operation and promotion of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store and all related licensed methods of doing business, previously defined
as the “Licensed Methods”, which include, but are not limited to, gourmet chocolate specialty recipes
and cooking methods, confectionery ordering, processing, manufacturing, stocking and inventory control,
technical equipment standards, order fulfillment methods and customer relations, marketing techniques,
written promotional materials, advertising, and accounting systems, all of which constitute trade secrets of
the Franchisor, and the Franchisee acknowledges that the Franchisor has valuable rights in and to such
trade secrets. The Franchisee further acknowledges that it has not acquired any right, title or interest in
the Licensed Methods except for the right to use the Licensed Methods in the operation of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store as it is governed by this Agreement.

14.4. Effect of Termination. In the event this Agreement is terminated for any reason, the Franchisee
shall immediately cease using any of the Licensed Methods and Marks, trade names, trade dress, trade
secrets, copyrights or any other symbols used to identify the ROCKY MOUNTAIN CHOCOLATE
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FACTORY Store, and all rights the Franchisee had to the same shall automatically terminate. The
Franchisee agrees to execute any documents of assignment as may be necessary to transfer any rights the
Franchisee may possess in and to the Marks.

14.5. Mark Infringement. The Franchisee agrees to notify the Franchisor in writing of any possible
infringement or illegal use by others of a trademark the same as or confusingly similar to the Marks which
may come to its attention. The Franchisee acknowledges that the Franchisor shall have the right, in its
sole discretion, to determine whether any action will be taken on account of any possible infringement or
illegal use. The Franchisor may commence or prosecute such action in the Franchisor’s own name and
may join the Franchisee as a party thereto if the Franchisor determines it to be reasonably necessary for
the continued protection and quality control of the Marks and Licensed Methods. The Franchisor shall
bear the reasonable cost of any such action, including attorneys’ fees. The Franchisee agrees to fully
cooperate with the Franchisor in any such litigation.

14.6. Franchisee’s Business Name and Domain Name. The Franchisee acknowledges that the
Franchisor has a prior and superior claim to the ROCKY MOUNTAIN CHOCOLATE FACTORY trade
name. The Franchisee shall not use the phrase or two or more of the words “ROCKY MOUNTAIN
CHOCOLATE FACTORY” or abbreviations thereof in the legal name of its corporation, limited liability
company or any other business entity used in conducting the business provided for in this Agreement.
The Franchisee also agrees not to register or attempt to register an Internet domain name or a trade name
with a state using the phrase or two or more of the words “ROCKY MOUNTAIN CHOCOLATE
FACTORY” or abbreviations thereof, without the prior written consent of the Franchisor. When this
Agreement expires or terminates, the Franchisee shall execute any assignment or other document the
Franchisor requires to transfer to the Franchisor any rights the Franchisee may possess in a trade name or
an Internet domain name utilizing any or all of the words “ROCKY MOUNTAIN CHOCOLATE
FACTORY,” any abbreviations thereof or any other Mark owned by the Franchisor. The Franchisee
further agrees that it will not identify itself as being “Rocky Mountain Chocolate Factory, Inc.” or as
being associated with the Franchisor in any manner other than as a franchisee or licensee. The Franchisee
further agrees that in all advertising and promotion and promotional materials it will display its business
name only in obvious conjunction with the phrase “ROCKY MOUNTAIN CHOCOLATE FACTORY
Licensee” or “ROCKY MOUNTAIN CHOCOLATE FACTORY Franchisee” or with such other words
and in such other phrases as may from time to time be prescribed in the Operations Manual, in the
Franchisor’s sole discretion.

14.7. Change of Marks. In the event that the Franchisor, in its sole discretion, shall determine it
necessary to modify or discontinue use of any proprietary Marks, or to develop additional or substitute
marks, the Franchisee shall, within a reasonable time after receipt of written notice of such a modification
or discontinuation from the Franchisor, take such action, at the Franchisee’s sole expense, as may be
necessary to comply with such modification, discontinuation, addition or substitution.

14.8. Creative Ownership. All copyrightable works created by the Franchisee or any of its owners,
officers or employees in connection with the Store shall be the sole property of the Franchisor. The
Franchisee assigns all proprietary rights, including copyrights, in these works to the Franchisor without
additional consideration. The Franchisee hereby assigns and will execute such additional assignments or
documentation to effectuate the assignment of all intellectual property, inventions, copyrights and trade
secrets developed in part or in whole in relation to the Store, during the term of this Agreement, as the
Franchisor may deem necessary in order to enable it, at its expense, to apply for, prosecute and obtain
copyrights, patents or other proprietary rights in the United States and in foreign countries or in order to
transfer to the Franchisor all right, title, and interest in said property. The Franchisee shall promptly
disclose to the Franchisor all inventions, discoveries, improvements, recipes, creations, patents,
copyrights, trademarks and confidential information relating to the Store which it or any of its owners,
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officers or employees has made or may make solely, jointly or commonly with others and shall promptly
create a written record of the same. In addition to the foregoing, the Franchisee acknowledges and agrees
that any improvements or modifications, whether or not copyrightable, directly or indirectly related to the
Store, shall be deemed to be a part of the Licensed Methods and shall inure to the benefit of the
Franchisor.

14.9. Non-Disparagement. The Franchisee agrees that it shall not take any action or make any
statements to any third parties that would constitute a criticism, denigration or disparagement of the
Franchisor or its Licensed Methods or would tend to be injurious to the reputation or goodwill of the
Franchisor or its Marks, or which in any manner may interfere with the business affairs or business
relations of the Franchisor.

15. REPORTS, RECORDS AND FINANCIAL STATEMENTS

15.1. Franchisee Reports. The Franchisee shall establish and maintain at its own expense a
bookkeeping and accounting system which conforms to the specifications which the Franchisor may
prescribe from time to time, including the Franchisor’s current “Standard Code of Accounts” as described
in the Operations Manual. The Franchisee shall supply to the Franchisor such reports in a manner and
form as the Franchisor may from time to time reasonably require, including:

a. Monthly summary reports, in a form as may be prescribed by the Franchisor,
mailed to the Franchisor postmarked no later than the 15th day of the month and containing
information relative to the previous month’s operations; and

b. Quarterly financial statements, prepared in accordance with generally accepted
accounting principles (“GAAP”), and consisting of a profit and loss statement and balance sheet
for the ROCKY MOUNTAIN CHOCOLATE FACTORY Store, mailed to the Franchisor
postmarked no later than the 15th day following the end of the calendar quarter, based on
operating results of the prior quarter, which shall be submitted in a form approved by the
Franchisor and shall be certified by the Franchisee to be correct.

The Franchisor reserves the right to disclose data derived from such reports, without identifying the
Franchisee, except to the extent identification of the Franchisee is required by law.

15.2. Annual Financial Statements. The Franchisee shall, within 90 days after the end of its fiscal
year, provide to the Franchisor annual unaudited financial statements, compiled or reviewed by an
independent certified public accountant acceptable to and approved by the Franchisor and prepared in
accordance with GAAP, and state and federal income tax returns prepared by a certified public accountant.
If these financial statements or tax returns show an underpayment of any amounts owed to the Franchisor,
these amounts shall be paid to the Franchisor concurrently with the submission of the statements or
returns.

15.3. Verification. Each report and financial statement to be submitted to the Franchisor hereunder
shall be signed and verified by the Franchisee.

15.4. Books and Records. The Franchisee shall maintain all books and records for its ROCKY
MOUNTAIN CHOCOLATE FACTORY Store in accordance with GAAP, consistently applied, and
preserve these records for at least five years after the fiscal year to which they relate.

15.5. Audit of Books and Records. The Franchisee shall permit the Franchisor to inspect and audit
the books and records of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store at any reasonable
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time, at the Franchisor’s expense. If any audit discloses a deficiency in amounts for payments owed to
the Franchisor pursuant to this Agreement, then such amounts shall become immediately payable to the
Franchisor by the Franchisee, with interest from the date such payments were due at the lesser of 1/42%
per month or the maximum rate allowed by law. In addition, if it is found by such audit that the Gross
Retail Sales of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store have been understated by five
percent (5%) or more during the period audited, the Franchisee shall pay all reasonable costs and
expenses the Franchisor incurred in connection with such audit.

15.6. Failure to Comply with Reporting Requirements. If the Franchisee fails to prepare and submit
any statement or report as required under this Article 15, then the Franchisor shall have the right to treat
the Franchisee’s failure as good cause for termination of this Agreement. In addition to all other remedies
available to the Franchisor, in the event that the Franchisee fails to prepare and submit any statement or
report required under this Article 15 for two consecutive reporting periods, the Franchisor shall be entitled
to make an audit, at the expense of the Franchisee, of the Franchisee’s books, records and accounts,
including the Franchisee’s bank accounts, which in any way pertain to the Gross Retail Sales or the
Adjusted Gross Retail Sales of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store. The
statements or reports not previously submitted shall be prepared by or under the direction and supervision
of an independent certified public accountant selected by the Franchisor.

15.7. Shopping Service. The Franchisor reserves the right to use third party shopping services from
time to time to evaluate the conduct of the Franchisee’s ROCKY MOUNTAIN CHOCOLATE
FACTORY Store, including such things as customer service, cleanliness, merchandising and proper use
of registers. The Franchisor may use such shopping services to inspect the Franchisee’s ROCKY
MOUNTAIN CHOCOLATE FACTORY Store at any time at the Franchisor’s expense, without prior
notification to the Franchisee. The Franchisor may make the results of any such service evaluation
available to the Franchisee, in the Franchisor’s sole discretion.

16. TRANSFER

16.1. Transfer by Franchisee. The franchise granted herein is personal to the Franchisee and, except
as stated below, the Franchisor shall not allow or permit any transfer, assignment, subfranchise or
conveyance of this Agreement or any interest hereunder nor purport to do so without the Franchisor’s
prior written consent which may be withheld in the Franchisor’s reasonable discretion. The Franchisee
acknowledges that prior to approving any transfer, the Franchisor may impose reasonable conditions on
the Franchisee and its purported transferee including but not limited to those conditions listed in
Section 16.2. As used in this Agreement, the term “transfer” includes the Franchisee’s voluntary,
involuntary, direct or indirect assignment, sale, gift or other disposition of any interest in: (1) this
Agreement; (2) the ownership of the Franchisee entity; (3) the Store governed by this Agreement; or (4)
all or a substantial portion of the assets of the Store. The term “transfer” shall include an assignment, sale,
gift or other disposition, including those transfers described in Sections 16.5 and 16.7 and those resulting
from a divorce, insolvency, corporate or partnership dissolution proceeding, merger, change of control,
operation of law or, in the event of the death of the Franchisee, or an owner of the Franchisee by will,
declaration of or transfer in trust or under the laws of intestate succession. For the purposes of this Article
16, “change of control” of a Franchisee that is an entity shall mean a transfer, new issuance or
assignment of 25% or more of the Franchisee’s beneficial equity ownership interests.

16.2. Pre-Conditions to Franchisee’s Transfer. The Franchisee shall not engage in a transfer unless
the Franchisee obtains the Franchisor’s written consent and the Franchisee and the proposed transferee
comply with the following requirements:
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a. All amounts due and owing pursuant to this Agreement by the Franchisee to the
Franchisor or its affiliates or to third parties whose debts or obligations the Franchisor has
guaranteed on behalf of the Franchisee, if any, are paid in full;

b. The proposed transferee agrees to operate the Store as a ROCKY MOUNTAIN
CHOCOLATE FACTORY Store and agrees to satisfactorily complete the initial training program
described in this Agreement, which training must be completed to the Franchisor’s satisfaction
prior to the effectiveness of the transfer;

c. The proposed transferee agrees to execute the then current form of Franchise
Agreement which shall supersede this Agreement in all respects. If a new Franchise Agreement
is signed, the terms thereof may differ from the terms of this Agreement; provided, however, the
transferee will not be required to pay any initial franchise fee;

d. The Franchisee provides written notice to the Franchisor 30 days’ prior to the
proposed effective date of the transfer, and includes information reasonably detailed to enable the
Franchisor to evaluate the terms and conditions of the proposed transfer and which at a minimum
includes a written offer from the proposed transferee;

e. The proposed transferee provides information to the Franchisor sufficient for the
Franchisor to assess the proposed transferee’s business experience, aptitude and financial
qualification, and the Franchisor approves the proposed transferee as a franchisee;

f. The Franchisee executes a general release, in a form satisfactory to the
Franchisor, of any and all claims against the Franchisor, its affiliates and their respective officers,
directors, employees and agents;

g. The Franchisee or the proposed transferee pay a nonrefundable transfer fee of
$5,000 before the proposed transferee attends the initial training program; provided, however,
that no transfer fee will be charged for a transfer by the Franchisee to a corporation wholly-owned
by the Franchisee, between partners of a partnership Franchisee or to a spouse of a Franchisee
upon the death or disability of the Franchisee;

h. The Franchisee remodels the Store and upgrades equipment, including installing
the Franchisor’s then current System, fixtures, furnishings and signage, if the Franchisor so
requires; and

i. The Franchisee agrees to abide by all post-termination covenants set forth herein,
including, without limitation, the covenant not to compete in Section 20.2 below.

16.3. Franchisor’s Approval of Transfer. The Franchisor has 30 days from the date of the written
notice to approve or disapprove in writing, of the Franchisee’s proposed transfer, which approval shall not
be unreasonably withheld, delayed or conditioned, other than as set forth in this Agreement. The
Franchisee acknowledges that the proposed transferee shall be evaluated for approval by the Franchisor
based on the same criteria as is currently being used to assess new franchisees of the Franchisor and that
the Franchisor shall provide such proposed transferee, if appropriate, with such disclosures as may be
required by state or federal law. If the Franchisee and its proposed transferee comply with all conditions
for transfer set forth herein and the Franchisor has not given the Franchisee notice of its approval or
disapproval within such period, approval is deemed granted.
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16.4. Right of First Refusal. In the event the Franchisee wishes to engage in a transfer, the Franchisee
agrees to grant to the Franchisor a 30 day right of first refusal to purchase such rights, interest or assets on
the same terms and conditions as are contained in the written notice set forth in Section 16.2.d; provided,
however, the following additional terms and conditions shall apply:

a. The 30 day right of first refusal period will run concurrently with the period in
which the Franchisor has to approve or disapprove the proposed transferee;

b. The right of first refusal will be effective for each proposed transfer and any
material change in the terms or conditions of the proposed transfer shall be deemed a separate
offer on which the Franchisor shall have a new 30 day right of first refusal;

c. If the consideration or manner of payment offered by a proposed transferee is
such that the Franchisor may not reasonably be required to furnish the same, then the Franchisor
may purchase the interest which is proposed to be sold for the reasonable cash equivalent. If the
parties cannot agree within a reasonable time on the cash consideration, each of the Franchisor
and the Franchisee shall designate an independent appraiser who, in turn, shall designate a third
independent appraiser. The third appraiser’s determination will be binding upon the parties. All
expenses of the appraiser shall be paid for equally between the Franchisor and the Franchisee;
and

d. If the Franchisor chooses not to exercise its right of first refusal, the Franchisee
shall be free to complete the transfer subject to compliance with Sections 16.2 and 16.3 above.
Absence of a reply to the Franchisee’s notice of a proposed transfer within the 30-day period may
be deemed a waiver of such right of first refusal.

16.5. Types of Transfers. The Franchisee acknowledges that the Franchisor’s right to approve or
disapprove of a proposed transfer as provided for above, shall apply (1) if the Franchisee is a partnership,
corporation or other business association, (i) to the addition or deletion of a partner, shareholder or
members of the association or the transfer of any ownership interest among existing partners,
shareholders or members; (ii) to any proposed transfer of 25% or more of the interest (whether stock,
partnership interest or membership interest) to a third party, whether such transfer occurs in a single
transaction or several transactions; and (2) if the Franchisee is an individual, to the transfer from such
individual or individuals to a corporation or other entity controlled by them, in which case the
Franchisor’s approval will be conditioned upon: (i) the continuing personal guarantee of the individual
(or individuals) for the performance of obligations under this Agreement; and (ii) a limitation on the
corporation’s or other entity’s business activity to that of operating the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store and related activities provided that with respect to such transfer, the
Franchisor’s right of first refusal to purchase shall not apply and the Franchisor will not charge any
transfer fee.

16.6. Transfer by the Franchisor. This Agreement is fully assignable by the Franchisor and shall
inure to the benefit of any assignee or other legal successor in interest, and the Franchisor shall in such
event be fully released from the same.

16.7. Franchisee’s Death or Disability. Upon the death or permanent disability of the Franchisee (or
individual owning 25% or more of, or controlling the Franchisee entity), the personal representative of
such person shall transfer the Franchisee’s interest in this Agreement or such interest in the Franchisee
entity to an approved third party. Such disposition of this Agreement or such interest (including, without
limitation, transfer by bequest or inheritance) shall be completed within a reasonable time, not to exceed
120 days from the date of death or permanent disability (unless extended by probate proceedings), and
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shall be subject to all terms and conditions applicable to transfers contained in this Article 16. Provided,
however, that for purposes of this Section 16.7, there shall be no transfer fee charged by the Franchisor.
Failure to transfer the interest within said period of time shall constitute a breach of this Agreement. For
the purposes hereof, the term “permanent disability” shall mean a mental or physical disability,
impairment or condition that is reasonably expected to prevent or actually does prevent the Franchisee (or
the owner of 25% or more of, or controlling, the Franchisee entity) from supervising the management and
operation of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store for a period of 120 days from
the onset of such disability, impairment or condition.

17. TERM AND EXPIRATION

17.1. Term. The term of this Agreement begins on the date this Agreement is fully executed and ends
ten years later, unless sooner terminated as provided herein.

17.2. Continuation. If, for any reason, the Franchisee continues to operate the Store beyond the term
of this Agreement or any subsequent renewal period, it shall be deemed to be on a month-to-month basis
under the terms of this Agreement and subject to termination upon 30 days notice or as required by law.
If said holdover period exceeds 90 days, this Agreement is subject to immediate termination unless
applicable law requires a longer period. Upon termination after any holdover period, the Franchisee and
those in active concert with the Franchisee, including family members, officers, directors, partners and
managing agents, are subject to the terms of Articles 20 and 22 and Section 18.5 of this Agreement and
all other applicable post-termination obligations contained in this Agreement.

17.3. Rights Upon Expiration. At the end of the initial term hereof the Franchisee shall have the
option to renew its franchise rights for one additional ten year term, by acquiring successor franchise
rights, if the Franchisor does not exercise its right not to offer a successor franchise in accordance with
Section 17.5 below and if the Franchisee:

a. At least 30 days prior to expiration of the term, executes the form of Franchise
Agreement then in use by the Franchisor;

b. Has complied with all provisions of this Agreement during the current term,
including the payment on a timely basis of all Royalties and other fees due hereunder.
“Compliance” shall mean, at a minimum, that the Franchisee has not received any written
notification from the Franchisor of breach hereunder more than four times during the term hereof;

C. Upgrades and/or remodels the ROCKY MOUNTAIN CHOCOLATE FACTORY
Store and its operations at the Franchisee’s sole expense (the necessity of which shall be in the
sole discretion of the Franchisor) to conform with the then current Operations Manual,

d. Executes a general release, in a form satisfactory to the Franchisor, of any and all
claims against the Franchisor and its affiliates, and their respective officers, directors, employees
and agents arising out of or relating to this Agreement; and

e. Pays a successor franchise fee of (i) $2,500 if a new Franchise Agreement is
executed by the Franchisee within 30 days of receipt of the new Franchise Agreement, or (ii)
$5,000 if the new Franchise Agreement is signed more than 30 days after receipt of the new
Franchise Agreement.

17.4. Exercise of Option for Successor Franchise. The Franchisee may exercise its option for a
successor franchise by giving written notice of such exercise to the Franchisor not less than 90 days prior
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to the scheduled expiration of this Agreement. If the Franchisee fails to provide such notice to the
Franchisor within the time frame set forth in the preceding sentence, but notifies the Franchisor of its
desire to obtain a successor franchise prior to the expiration of the then-current term of this Agreement,
the Franchisee shall pay the Franchisor a penalty of $1,000 for every 30-day period that the Franchisee
was late, plus attorneys’ and administrative fees and expenses attributable to such late renewal. The
Franchisee’s successor franchise rights shall become effective by signing the Franchise Agreement then
currently being offered to new franchisees of the Franchisor.

17.5. Conditions of Refusal. The Franchisor shall not be obligated to offer the Franchisee a successor
franchise upon the expiration of this Agreement if the Franchisee fails to comply with any of the above
conditions of renewal. In such event, except for failure to execute the then current Franchise Agreement
or pay the successor franchise fee, the Franchisor shall give notice of expiration at least 180 days prior to
the expiration of the term, and such notice shall set forth the reasons for such refusal to offer successor
franchise rights. Upon the expiration of this Agreement, the Franchisee shall comply with the provisions
of Section 18.5 below.

18. DEFAULT AND TERMINATION

18.1. Termination by Franchisor - Effective Upon Notice. The Franchisor shall have the right, at its
option, to terminate this Agreement and all rights granted the Franchisee hereunder, without affording the
Franchisee any opportunity to cure any default (subject to any state laws to the contrary, where state law
shall prevail), effective when notice is sent to the Franchisee, addressed as provided in Section 22.13,
upon the occurrence of any of the following events:

a. Abandonment. If the Franchisee ceases to operate the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store or otherwise abandons the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store for a period of five consecutive days, or any shorter period that
indicates an intent by the Franchisee to discontinue operation of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store, unless and only to the extent that full operation of the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store is suspended or terminated due to fire, flood,
earthquake or other similar causes beyond the Franchisee’s control and not related to the
availability of funds to the Franchisee;

b. Insolvency; Assignments. If the Franchisee becomes insolvent or is adjudicated
a bankrupt; or any action is taken by the Franchisee, or by others against the Franchisee under any
insolvency, bankruptcy or reorganization act, (this provision may not be enforceable under
federal bankruptcy law, 11 U.S.C. §§ 101 ef seq.), or if the Franchisee makes an assignment for
the benefit of creditors, or a receiver is appointed by the Franchisee;

c. Unsatisfied Judgments; Levy; Foreclosure. If any material judgment (or
several judgments which in the aggregate are material) is obtained against the Franchisee and
remains unsatisfied or of record for 30 days or longer (unless a supersedeas or other appeal bond
has been filed); or if execution is levied against the Franchisee’s business or any of the property
used in the operation of the ROCKY MOUNTAIN CHOCOLATE FACTORY Store and is not
discharged within five days; or if the real or personal property of the Franchisee’s business shall
be sold after levy thereupon by any sheriff, marshal or constable;

d. Criminal Conviction. If the Franchisee is convicted of a felony, a crime
involving moral turpitude, or any crime or offense that is reasonably likely, in the sole opinion of
the Franchisor, to materially and unfavorably affect the Licensed Methods, Marks, goodwill or
reputation thereof;
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18.2.

e. Failure to Make Payments. If the Franchisee fails to pay any amounts due the
Franchisor or affiliates, including any amounts which may be due as a result of any subleases or
lease assignments between the Franchisee and the Franchisor, within 10 days after receiving
notice that such fees or amounts are overdue;

f. Misuse of Marks. If the Franchisee misuses or fails to follow the Franchisor’s
directions and guidelines concerning use of the Franchisor’s Marks and fails to correct the misuse
or failure within ten days after notification from the Franchisor;

g. Unauthorized Disclosure. If the Franchisee intentionally or negligently
discloses to any unauthorized person the contents of or any part of the Franchisor’s Operations
Manual or any other trade secrets or confidential information of the Franchisor;

h. Repeated Noncompliance. If the Franchisee has received two previous notices
of default from the Franchisor and is again in default of this Agreement at any time during the
term of this Agreement, regardless of whether the previous defaults were cured by the Franchisee,
provided, however, that following the Franchisee’s receipt of three notices of default, the
Franchisor reserves the right to assess a penalty in the amount of the then current initial franchise
fee payable within 10 days of receipt of notice related thereto, in lieu of immediately terminating
the Franchise Agreement, on the condition that a fourth notice of default may result in immediate
termination of the Franchise Agreement; or

1. Unauthorized Transfer. If the Franchisee sells, transfers or otherwise assigns
the Franchise, an interest in the Franchise or the Franchisee entity, this Agreement, the ROCKY
MOUNTAIN CHOCOLATE FACTORY Store or a substantial portion of the assets of the
ROCKY MOUNTAIN CHOCOLATE FACTORY Store owned by the Franchisee without
complying with the provisions of Article 16 above.

Termination by Franchisor - Thirty Days Notice. The Franchisor shall have the right to

terminate this Agreement (subject to any state laws to the contrary, where state law shall prevail),
effective upon 30 days written notice to the Franchisee, if the Franchisee breaches any other provision of
this Agreement and fails to cure the default during such 30-day period. In that event, this Agreement will
terminate without further notice to the Franchisee, effective upon expiration of the 30-day period.
Defaults shall include, but not be limited to, the following:

a. Failure to Maintain Standards. The Franchisee fails to maintain the then-
current operating procedures and adhere to the specifications and standards established by the
Franchisor as set forth herein or in the Operations Manual or otherwise communicated to the
Franchisee;

b. Deceptive Practices. The Franchisee engages in any unauthorized business or
practice or sells any unauthorized product or service under the Franchisor’s Marks or under a
name or mark which is confusingly similar to the Franchisor’s Marks;

c. Failure to Obtain Consent. The Franchisee fails, refuses or neglects to obtain
the Franchisor’s prior written approval or consent as required by this Agreement;

d. Failure to Comply with Manual. The Franchisee fails or refuses to comply
with the then-current requirements of the Operations Manual; or
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e. Breach of Related Agreement. The Franchisee defaults under any term of the
lease, sublease or lease assignment for the Franchised Location, any equipment lease or any other
agreement material to the ROCKY MOUNTAIN CHOCOLATE FACTORY Store or any other
Franchise Agreement between the Franchisor and the Franchisee and such default is not cured
within the time specified in such lease, sublease, other agreement or other Franchise Agreement.
Provided, however, so long as financing from the United States Small Business Administration
remains outstanding, the Franchisee will be given the same opportunity to cure defaults under any
agreement between the Franchisor or its affiliates and the Franchisee, as the Franchisee is given
under this Agreement

Notwithstanding the foregoing, if the breach is curable, but is of a nature which cannot be reasonably
cured within such 30-day period and the Franchisee has commenced and is continuing to make good faith
efforts to cure the breach during such 30-day period, the Franchisee shall be given an additional
reasonable period of time to cure the same, and this Agreement shall not automatically terminate without
written notice from the Franchisor.

18.3. Franchisor’s Remedies.

a. Failure to Pay. In addition to all other remedies that may be exercised by the
Franchisor upon a default by the Franchisee under the terms of this Agreement, the Franchisor
reserves the right to collect amounts due from the Franchisee to any third party and to pay the
third party directly. If the Franchisor collects any such amounts, the Franchisor may, in its sole
discretion, charge the Franchisee an administrative fee to reimburse the Franchisor for its costs of
collecting and paying such amounts. Any administrative fee charged would not exceed 15% of
the total amount of money collected. Additionally, in the event this Agreement is terminated by
the Franchisor prior to its expiration as set forth in Sections 18.1 or 18.2 above, the Franchisee
acknowledges and agrees that in addition to all other available remedies, the Franchisor shall
have the right to recover lost future Royalties during any period in which the Franchisee fails to
pay such Royalties through and including the remainder of the then current term of this
Agreement.

b. Liquidated Damages. Franchisee acknowledges that, if there is any act in
violation of Sections 18.1 or 18.2 of this Agreement, it will be impossible to determine with
specificity the damage to Franchisor. Therefore, for purposes of this Agreement, as liquidated
damages and not as a penalty, for each day that Franchisee is in violation of Sections 18.1 or 18.2
of this Agreement, Franchisee shall pay to Franchisor the sum of $500.

18.4. Right to Purchase. Upon termination or expiration of this Agreement for any reason, the
Franchisor shall have the option to purchase some or all of the assets of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store, which may include, at the Franchisor’s option, all of the Franchisee’s
interest, if any, in and to the real estate upon which the ROCKY MOUNTAIN CHOCOLATE
FACTORY Store is located, and all buildings and other improvements thereon, including leasehold
interests, at fair market value, less any amount apportioned to the goodwill of the ROCKY MOUNTAIN
CHOCOLATE FACTORY Store which is attributable to the Franchisor’s Marks and Licensed Methods,
and less any amounts owed to the Franchisor by the Franchisee. The following additional terms shall
apply to the Franchisor’s exercise of this option:

a. The Franchisor’s option hereunder shall be exercisable by providing the
Franchisee with written notice of its intention to exercise the option given to the Franchisee no
later than the effective date of termination, in the case of termination, or at least 90 days prior to
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