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ROCKY MOUNTAIN CHOCOLATE FACTORY, INC.
265 Turner Drive
Durango, Colorado 81303

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON July 18, 2008
To Our Shareholders:

The 2008 Annual Meeting of Shareholders of Rockyultain Chocolate Factory, Inc. will be held on BsidJuly 18, 2008
at 10:00 a.m. (local time), at The Doubletree Hd6IL Camino Del Rio, Durango, Colorado 81301 ffier following purposes:

1. To elect five directors to serve until the fis@809 Annual Meeting of Shareholders and untilirtmespective
successors are elected and qualified.

2. To transact such other business as may propemte before the meeting or any adjournment thereof.

Only holders of Common Stock of record at the cloSbusiness on June 9, 2008 will be entitled tticeoof and to vote at
the meeting or any adjournments thereof.

Each shareholder, even though he or she now piasiteind the meeting, is requested to promptly pwgk, date and return
the enclosed Proxy in the envelope provided. Amgreholder present at the meeting may withdrawohiter Proxy and vote
personally on each matter brought before the mgetin

By order of the Board of Directors
/S/ Virginia M. Perez

Virginia M. Perez
Secretary

Durango, Colorado
June 18, 2008



ROCKY MOUNTAIN CHOCOLATE FACTORY, INC.
265 Turner Drive
Durango, Colorado 81303

PROXY STATEMENT
Annual Meeting of Shareholders — July 18, 2008

SOLICITATION AND REVOCABILITY OF PROXIES

This Proxy Statement is furnished in connectiomlite solicitation of Proxies by the Board of Diggs of Rocky Mountain
Chocolate Factory, Inc. (the “Company”) for useyoal the Annual Meeting of the Company’s sharehalde be held at the time and
place and for the purposes set forth in the accagipg Notice of Annual Meeting of Shareholders.

Each shareholder, even though he or she now piasiteind the meeting, is requested to promptly pwgk, date and return
the enclosed Proxy in the envelope provided. Amgreholder present at the meeting may withdrawohiber Proxy and vote
personally on each matter brought before the mgetin

It is anticipated that the Proxy Statement, togettith the Proxies and the Company’'s 2008 Annugdd®eon Form 10-K,
will first be mailed to the Company’s shareholdensor about June 18, 2008. A person giving théosed Proxy has the power to
revoke it at any time before it is exercised by dg&)ivering written notice of revocation to the Bsary of the Company (2) duly
executing and delivering a Proxy for the Annual Wegbearing a later date or (3) voting in persbtha Annual Meeting.

The Company will bear the cost of this solicitatiohProxies, including the charges and expensdwakerage firms and
others for forwarding solicitation materials to béaial owners of the Company's Common Stock, puer $0.03 per share (the
"Common Stock"). In addition, the Company's offs;edirectors and other regular employees, witlaglglitional compensation, may
solicit Proxies by mail, personal interview, telepbk or telegraph.

VOTING SECURITIES

The close of business on June 9, 2008 has beesh dizxehe record date for the determination of hslaé record of the
Common Stock entitled to notice of and to votehat Annual Meeting. On the record date, approximd@g94,651 shares of the
Common Stock were outstanding and eligible to tedrat the Annual Meeting.

For each share of Common Stock held on the recatel d shareholder is entitled to one vote on attems to be voted on at
the Annual Meeting, except the election of direstor

Shareholders have cumulative voting rights in tleeten of directors, and there is no conditiongaa@ent to the exercise of
those rights. Under cumulative voting, each shaldsr is entitled to as many votes as shall equalnumber of his or her shares
multiplied by six, the number of directors to beatd, and he or she may cast all of those votes $ingle nominee or divide them
among any two or more nominees as he or she sedsifi the intention of the Proxy holders to mige voting rights in order to elect
the maximum number of nominees named below. Ammdoson on the Proxy to withhold authority to vdte any nominee will be
deemed an authorization to vote cumulatively ferbmaining nominees, unless otherwise indicated.

VOTING PROCEDURES

The vote required for the election of directora iglurality of the shares of Common Stock presemepresented by proxy at
the meeting and entitled to vote thereon, provideglorum is present. The vote required for the@md of any other item to be
acted upon at the Annual Meeting is the affirmatiote of a majority of the shares entitled to votethe matter and present or
represented by proxy at the meeting, provided augmas present. A quorum is established by thegmee or representation at the
Annual Meeting of the holders of a majority of t®@mpany’s voting shares. Brokers who hold shanestieet name have
discretionary authority to vote on certain “routinems even if they have not received instructifmasn the persons entitled to vote
such shares. However, brokers do not have auhtritote on “nonroutine” items without such instiions. Such “broker non-
votes” (shares held by brokers or nominees as fichatiiey have no discretionary power to vote onadiqular matter and have
received no instructions from the persons entitiedote such shares) are counted as present aitlddcend vote for purposes of



determining whether a quorum is present but arecnasidered entitled to vote on any nonroutine enath be acted upon. For
matters requiring the affirmative vote of a plunabf the shares of Common Stock present or reptedeat the Annual Meeting, such
as Proposal 1, broker non-votes would have no teffacthe outcome of the vote. For matters reqgitiee affirmative vote of a

majority of the shares of Common Stock preseneprasented at the Annual Meeting and entitled te,Jmroker non-votes would not
be counted as among the shares entitled to vokerespect to such matters. Thus, the effect oftaoler non-votes with respect to
such matters would be to reduce the number ofnadtive votes required to approve the proposalstiameciumber of negative votes
required to block such approval.

Shareholders are not entitled to any rights of aisat or similar dissenters’ rights with respecaty matter to be acted upon
at the Annual Meeting, because, pursuant to Cotolad, the matters to be acted upon do not giwetasany such dissenters’ rights.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATTERS

The following table sets forth information, as ofa30, 2008, with respect to the shares of ComntonkSheneficially
owned (i) by each person known to the Company tahbebeneficial owner of more than 5% of the Comrtack, (i) by each
director or nominee for election as a director aadh executive officer named in the Summary Congiers Table and (iii) by all
current directors and executive officers of the @any as a group. As of May 30, 2008, 5,984,919%9eshaf Common Stock were
outstanding.

The number of shares beneficially owned includesesthof Common Stock with respect to which the gresshamed below
have either investment or voting power. A persoalso deemed to be the beneficial owner of a ggdlthat person has the right to
acquire beneficial ownership of that security witlsi0 days through the exercise of an option orutjnothe conversion of another
security. Except as noted, each beneficial owasrdole investment and voting power with respetitécCommon Stock.

Common Stock not outstanding that is subject tiooptor conversion privileges is deemed to be antihg for the purpose
of computing the percentage of Common Stock beiadifimowned by the person holding such optionsamersion privileges, but is
not deemed to be outstanding for the purpose opating the percentage of Common Stock benefic@mliyed by any other person.

Amount and Nature

Name of Beneficial Owner of Beneficial Ownership Per cent of Class
Franklin E. Crail* 691,852 (1) 11.56%
Hodges Capital Management, Inc. 1,012,25@) 16.91%
Clyde Wm. Engle* et al. 49,775 (5) 0.83%
Bryan J. Merryman* 120,225 (3) 1.99%
Fred M. Trainor* 7,468 (2) 0.12%
Edward L. Dudley 92,189 (3) 1.53%
Gerald A. Kien* 74,168 (2) 1.24%
Lee N. Mortenson* 17,554 (2) 0.29%
Jay B. Haws 66,465 (3) 1.10%
Gregory L. Pope 125,818 (3) 2.07%
All executive officers and directors

as a group (12 persons) 1,314,347 (4) 20.83%
*Director

(1) Mr. Crail's address is the same as the Companytkesd. Of the 691,852 shares indicated as beingfibmlly owned by
Mr. Crail, 2,117 shares are owned beneficially bgnthers of Mr. Crail's immediate family. Mr. Crallsclaims beneficial
ownership of the shares owned by his family members

(2) Includes shares that these directors have the toghtquire within 60 days through the exercisepmifons granted pursuant to
the Company’s 2000 Nonqualified Stock Option PlanNon-employee Directors (“Director’s Plan”) adléavs: Mr. Trainor,
6,468 shares; Mr. Mortenson 9,702 shares; and n,KL2,936 shares.



(3) Includes shares that these officers have the tggatquire within 60 days through the exercisemifams granted pursuant to
the Company’s 1995 Stock Option Plan and the Cowipdt004 Stock Option Plan as follows: Mr. Dudl&g,720 shares;
Mr. Merryman, 47,355 shares; Mr. Haws, 34,125 shiaard Mr. Pope, 105,000 shares.

(4) Includes 325,783 shares that officers and direasra group have the right to acquire within 60sdéayough the exercise of
options granted pursuant to the Company’s 1995kSftion Plan, Director’s Plan and the 2004 Stogkiah Plan.

(5) The following information was calculated by the Gmany for Mr. Engle based upon publicly availablerat filings and
record keeping for the Company’s 2000 Director’arRIOf the 49,775 shares indicated as being beséfiowned by Mr.
Engle, 39,073 shares are owned by members of MjleBnimmediate family and 9,702 are shares thatBgle has the right
to acquire within 60 days through the exercise pfioms granted pursuant to the Company’s Direct®an. Mr. Engle
disclaims ownership of the shares owned by hislfamémbers.

(6) Based solely on the information contained in adjlon Schedule 13G filed with the Securities andHange Commission on
February 13, 2008. Hodges Capital Management, riemorted beneficial ownership of 1,004,606 shandsch would be
16.79% of the class for purposes of this tables filing on Form 13F-HR, “Quarterly report filed lystitutional managers,
Holdings,” filed with the SEC for the calendar qearended March 31, 2008. The address of HodgegaCaanagement,
Inc. is 2905 Maple Ave., Dallas, Texas 75201.

PROPOSAL 1. ELECTION OF DIRECTORS
Nominees

The Company’s Bylaws provide for no fewer than ¢hoe more than nine directors. The Board has pusly fixed the
current number of directors at five. Directors elected for one year. Five directors will be tdecat the Annual Meeting. All of the
nominees are currently directors of the Company.

Proxies will be voted, unless authority to votevithheld by the shareholder, FOR the election oE8#s. Crail, Merryman,
Kien, Mortenson and Engle to serve until the 200th#al Meeting of Shareholders and until the electiad qualification of their
respective successors. If any such nominee shalinlable or shall fail to accept nomination or &tecby virtue of an unexpected
occurrence, Proxies may be voted for such othesgmeor persons as shall be determined by the Rrolders in their discretion.
Shareholders may not vote for more than six persdios election as directors at the Annual Meeting.

Set forth below is certain information concernigle nominee for election as a director:

Name Positions With Company Age Director Since
Franklin E. Crall Chairman of the Board, Chief Extdee Officer and President 66 1982
Bryan J. Merryman Chief Operating Officer, Chieh&mncial Officer, Treasurer and Director 47 1999
Gerald A. Kien Director 76 1995
Lee N. Mortenson  Director 72 1987
Clyde Wm. Engle  Director 65 2000

Franklin E. Crail. Mr. Crail co-founded the first Rocky Mountain @olate Factory store in May 1981. Since the
incorporation of the Company in November 1982, &g $erved as its President and a director, anah, eptember 1981 to January
2000 as its Treasurer. He was elected ChairmatheoBoard in March 1986. Prior to founding the @amy, Mr. Crail was
cofounder and President of CNI Data Processing, Bcsoftware firm which developed automated hjlisystems for the cable
television industry.

Bryan J. Merryman. Mr. Merryman joined the Company in December 189 Chief Financial Officer and Vice President -
Finance. Since April 1999, Mr. Merryman has alsoved the Company as the Chief Operating Officeraadirector, and since
January 2000 as the Company’s Treasurer. Priminiong the Company, Mr. Merryman was a principakinightsbridge Holdings,
Inc. (a leveraged buyout firm) from January 199 Derember 1997. Mr. Merryman also served as CGhieincial Officer of Super
Shops, Inc., a retailer and manufacturer of aftekatsauto parts from July 1996 to November 1997 wad employed for more than
eleven years by Deloitte and Touche LLP, most rég@s a Senior Manager.



Gerald A. Kien. Mr. Kien became a director in August 1995. Id#red in 1995 from his positions as President @hief
Executive Officer of Remote Sensing Technologiex.,l a subsidiary of Envirotest Systems, Inc., angany engaged in the
development of instrumentation for vehicle emissitesting located in Tucson, Arizona. Mr. Kien Isasved as a director and as
Chairman of the Executive Committee of Sun Eled@ieporation since 1980 and as Chairman, PresatehChief Executive Officer
of Sun Electric until retirement in 1993.

Lee N. Mortenson. Mr. Mortenson has served on the Board of Dinectaf the Company since 1987. Mr. Mortenson has

been engaged in consulting and investment actvgiace July 2000 and was a Managing Director ofsikgton Partners, LLC (a
private investment firm) from June 2001 to AprildB Mr. Mortenson has been President and Chietilike Officer of Newell
Resources LLC since 2002 providing management dtimgland investment services. Mr. Mortenson seérae President, Chief
Operating Officer and a director of Telco Capitar@oration of Chicago, lllinois from January 19®4Rebruary 2000. Telco Capital
Corporation was principally engaged in the manufiact) and real estate businesses. He was Prestlaief Operating Officer and a
director of Sunstates Corporation from December0li@February 2000. Sunstates Corporation is goeom primarily engaged in
real estate development and manufacturing. Mr.tdhson was a director of Alba-Waldensian, Inc. frti®84 to July 1999, and also
served as its President and Chief Executive Offftem February 1997 to July 1999. Alba was priatlp engaged in the
manufacturing of apparel and medical products.

Clyde Wm. Engle. Mr. Engle has served as a director of the Comamce January 2000. Mr. Engke Chairman of the
Board of Directors and Chief Executive Officer afrStates Corporation and Chairman of the Boardi@dibrs, President and Chief
Executive Officer of Lincolnwood Bancorp, Inc. (foerly known as GSC Enterprises, Inc.), a one-bamiitg company, and
Chairman of the Board and Chief Executive Officeit®subsidiary, Bank of Lincolnwood.

Recommendation of the Board of Directors

The Board of Directors unanimoudy recommends that the shareholders vote FOR the election of the five nominees
named above.

Information Regar ding Cor porate Gover nance, the Board of Directors
and Executive Officers

Nasdag Rule 4350(c) requires that a majority of Bloard of Directors must be comprised of "independérectors” as
defined in Nasdaqg Rule 4200. The Board of Directras determined that Gerald A. Kien, Lee N. Matenand Clyde Wm. Engle
are each "independent directors" under Nasdaq 4248.

During the last fiscal year, the Company’s BoardDifectors held seven meetings. Each directomdétd 100% of the
aggregate of (i) the total number of meetings @& Board of Directors held and (ii) the total numlzérmeetings held by all
committees of the Board on which he served, dutiegperiod he was a director, except that Mr. Toaattended 89% and Mr. Engle
attended 57% of such meetings. The Company hasolcy regarding directors attending the annualtmge Mr. Crail and Mr.
Merryman, the Company’s two employee-directorgrated last year's annual meeting.

No family relationships exist between any direatorexecutive officer and any other director or extee officer of the
Company.

The Company has adopted a Code of Ethics thatesppi our principal executive officer, principahdincial officer, and
principal accounting officer or controller, or pens performing similar functions. In addition, &tcordance with Nasdagq Rule
4350(n), the Company has adopted a Code of Comgiydicable to all officers, directors and employegthe Company. The text of
the Code of Ethics and the Code of Conduct is plostethe Company’s website at www.rmcf.com.

Committees and M eetings

The Board of Directors has a standing Nominatingh@ittee, Compensation Committee and Audit Committee



Audit Committee: 5 meetings in Fiscal 2008

Members: Lee N. Mortenson*
Fred M. Trainor*
Gerald A. Kien*

Responsibilities: e Assists the full Board
e Oversight of the Company's accounting and finan@pbrting principles and policies and internal
controls and procedures
« Oversight of the Company's financial statementsthadndependent audit thereof
e Selecting, evaluating and, where deemed appropriggéacing the independent auditors; and
« Evaluating the independence of the independentarsdi

*  The Board of Directors has determined that Gkral Kien, Lee N. Mortenson and Fred M. Trainor atk"independent
directors" under applicable Nasdaq and SEC rulpicable to Audit Committee members.

The Board of Directors has determined that Lee Mrtbhson is a "financial expert" as defined in 1#401.(h) of Regulation
S-K promulgated under the Securities Exchange Ad984, as amended, and thus possesses "finanphistication” as that term is
defined by Nasdaq Rule 4350(d). The Audit Comraitbperates under a written charter adopted by tsdof Directors. A copy
of the Audit Committee Charter is available underfirate Governance on the Investor Relations pagiee Company's website at
www.rmcf.com

If the nominees identified above are elected tvesas directors for fiscal 2009, the 2009 Audit Quttee will consist of:
Lee N. Mortenson and Gerald A. Kien.

Compensation Committee: 5 meetingsin Fiscal 2008

Members: Lee N. Mortenson*
Fred M. Trainor*
Gerald A. Kien*

Responsibilities: e Assists the full Board
»  Approving remuneration arrangements for the Comigaanecutive officers.
e Approving and administering grants of equity congaion awards to the Company's
directors
» Approving and administering grants of equity congaion awards under the 2007
Equity Incentive Plan.

*  The Board of Directors has determined that Gkral Kien, Lee N. Mortenson and Fred M. Trainor atk"independent
directors," "outside directors" and "non-employ@&edators" under applicable Nasdaq and SEC rules.

The Compensation Committee has full authority datied to it by the Board of Directors to determinenpensation for the
Company's executive officers and directors. Uralgplicable corporate laws and regulations, the Gorsation Committee may
delegate its duties, but did not do so during figsear 2008 and does not intend to do so in theréut The Compensation Committee
determines compensation for the Company's executfieers based on recommendations from the ConipaBhief Executive
Officer and Chief Financial Officer. The Chief Exgive Officer is not present during voting or deliation on his own
compensation. The Compensation Committee hasistairically used compensation consultants in cotimeavith performance of
its duties. The Compensation Committee does nat hawritten charter.

If the nominees identified above are elected twesars directors for fiscal 2009, the 2009 CompémsaCommittee will
consist of: Lee N. Mortenson and Gerald A. Kien.



Nominating Committee: 1 meeting in Fiscal 2008

Members: Lee N. Mortenson*
Fred M. Trainor*
Gerald A. Kien*

Responsibilities: e Assists the full Board.
< Identifying individuals qualified to become membefghe Board of Directors.
« Approving and recommending to the full Board dicgatandidates.

*  The Board of Directors has determined that Gkral Kien, Lee N. Mortenson and Fred M. Trainor atk"independent
directors" under applicable Nasdaq rules.

The Nominating Committee operates under a writtesrter adopted by the Board of Directors. A copyhe Nominating
Committee Charter is available under Corporate @wmce on the Investor Relations page of the Coppawebsite at
www.rmcf.com

If the nominees identified above are elected twesas directors for fiscal 2009 the 2009 Nomina@unmmittee will consist
of: Lee N. Mortenson and Gerald A. Kien.

Shar eholder Communications with the Board of Directors

The Board of Directors has adopted a Policy on &f@der Communications with the Board of Directorsorder to
facilitate shareholder communications with the Boaf Directors. Under the Policy, shareholders emeouraged to contact the
Board of Directors or any individual director orogp of directors in writing by sending communicasoto Rocky Mountain
Chocolate Factory, Inc., 265 Turner Drive, Duran@ojorado 81303; Attn: Corporate Secretary, ShddgnodCommunication. A
copy of the Policy on Shareholder Communicatiorth wWie Board of Directors is posted on the Compsanwgbsite at www.rmcf.com.

AUDIT COMMITTEE REPORT

Management is responsible for the Company’s intecaatrols and the financial reporting process. e Tihdependent
registered public accounting firm is responsible performing an independent audit of the Comparyiancial statements in
accordance with auditing standards generally aedept the United States of America and to issuepont thereon. The Audit
Committee’s responsibility is to monitor and overgbese processels.is not our duty or our responsibility to condwtditing or
accounting reviews or procedures. We are not eysplo of the Company and we may not be, and we wlagepresent ourselves to
be, or to serve as, accountants or auditors byepsain or experts in the fields of accounting aliting. Therefore, we have relied,
without independent verification, on managememfgasentation that the financial statements haea peepared with integrity and
objectivity and in conformity with accounting priptes generally accepted in the United States oéAca, and on the representations
of the independent registered public accounting fincluded in the report on the Company's finansiatements. Our oversight does
not provide us with an independent basis to detegrtiat management has maintained appropriate atiiegwand financial reporting
principles or policies, or appropriate internal ttols and procedures designed to assure compliaitheaccounting standards and
applicable laws and regulations. Furthermore, aansiderations and discussions with managementtenihdependent registered
public accounting firm do not assure that the Camgsafinancial statements are presented in accoedaith generally accepted
accounting principles, that the audit of the Conymfinancial statements has been carried outdoraance with the standards of the
Public Company Oversight Board (United States)hat the Company's independent registered publiowmting firm is in fact
"independent.”

In this context, the Audit Committee has met anld kiscussions separately with management anchttependent registered
public accounting firm. Management representedh® Audit Committee that the Company’s audited ritial statements were
prepared in accordance with accounting principksegally accepted in the United States of Amerdral the Audit Committee has
reviewed and discussed the audited financial steté&with management and the independent regispedelic accounting firm. The
Audit Committee discussed with the independentsteged public accounting firm matters required ¢odiscussed by the Statement
on Auditing Standards No. 6€Communication with Audit Committees, as currently in effect.



The Company’s independent registered public ac@ogifirm also provided to the Audit Committee theitten disclosure
required by Independence Standards Board Standard,\hdependence Discussions with Audit Committees. The Audit Committee
discussed with the independent registered publoowating firm that firm’s independence and consdewhether the non-audit
services provided by the independent registeretiqpabcounting firm are compatible with maintainiitg)independence.

Based on the Audit Committee’s discussion with nganaent and the independent registered public atioguiirm, and the
Audit Committee’s review of the representation afnragement and the report of the independent regisfiblic accounting firm to
the Audit Committee, the Audit Committee recommehtigat the Board of Directors include the auditedricial statements in the
Company’s Annual Report on Form 10-K for the yezted February 29, 2008 filed with the Securitied BRchange Commission.

Submitted by the Audit Committee of the CompanysaRl of Directors,

Lee N. Mortenson
Gerald A. Kien
Fred M. Trainor

NOMINATING COMMITTEE REPORT

The Nominating Committee consists of three non-eyg® directors, Lee N. Mortenson, Gerald A. Kienl &red M.
Trainor, each of whom has been determined to beefiandent" as that term is defined in Nasdaq R2B04 The Nominating
Committee operates under a written charter addpgeatie Board of Directors.

The purposes of the Nominating Committee are:dinssist the Board of Directors in identifying widuals qualified to
become members of the Board of Directors; anddigpprove and recommend to the Board of Direajasdified director candidates.

The Nominating Committee will consider director datates recommended by shareholders when such neeodation is
made in writing and (i) delivered pursuant to thempany's Policy on Shareholder Communications #ith Board of Directors;
(ii) received by a date no later than the "1 28lendar day before the anniversary of the mailiaig of the Company's proxy statement
released to shareholders in connection with theipus year's annual meeting; and (iii) signed bg @n more shareholders that
beneficially owned 5% or more of the Company's ngptCommon Stock for at least one year as of the thet recommendation is
made.

In determining whether an individual is qualifiedgerve on the Company's Board of Directors, whietmommended by the
by the Nominating Committee or by the shareholdiaes Nominating Committee considers relevant fagtmcluding, but not limited
to, an individual’'s independence, knowledge, skillining, experience and willingness to servel@nBoard of Directors.

Each nominee for director identified above is @&clior standing for re-election.

Submitted by the Nominating Committee of the ConyfmBoard of Directors,

Lee N. Mortenson
Gerald A. Kien
Fred M. Trainor

COMPENSATION COMMITTEE REPORT

The Compensation Committee is responsible for aidieinng the compensation program for executivécefs of the
Company and making all related decisions. Inlfir§ its responsibilities, the Compensation Conedtreviewed and discussed with
management the Company's Compensation DiscloswteAanlysis included in this Proxy Statement. Basedthis review and
discussion, the Compensation Committee recommetwléte Board of Directors that the Company's Corepgon Disclosure and
Analysis be included in the Company's Annual ReportForm 10-K for the fiscal year ended February2®8 and this Proxy
Statement.



Submitted by the Compensation Committee of the G Board of Directors:
Lee N. Mortenson
Gerald A. Kien
Fred M. Trainor

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

Objectives of Our Compensation Programs

The goals of the Company's compensation prograntdaramed executive officers are to ensure thatt@ng relationship
exists between executive compensation and theieneat shareholder value, and that executive officare strongly motivated and
retained. The Company seeks to create a direationthip between the level of total executive ogffi compensation and the
Company’s success in meeting its annual performgoeds as represented by its annual business giap. Company also seeks to
reward equitably the relative contribution and peyformance of individual executive officers.

The Compensation Committee believes that linkingcekive compensation to corporate performance tegula better
alignment of compensation with corporate goals strareholder interests. As the Company's managee®mt meets or exceeds the
performance goals approved by the Compensation Giteeywhich focus on aggressive growth on a year-gear basis, resulting in
increased value to shareholders, the executiveseavarded commensurately. The Company believesdivan the strong link
between pay and performance, the amount of compendar its executive officers is inherently lirai by their ability to grow the
Company because of the type and size of the Conypanginess and its profitability. The Committedidves that compensation
levels during fiscal 2008 adequately reflect thenpany’s compensation goals and policies.

How We Set Compensation

The Company sets compensation for its named execotiicers as a team based on the overall perfocsaf the Company
according to its business plan. The Board typjcaleets in December of each year to establish trep@ny's business plan for the
following fiscal year. The Compensation Committggically meets again following fiscal year-end whée results are completed to
approve payment of bonuses and/or salary incrdzess=d on the prior fiscal year's performance arappyove compensation for the
current fiscal year. Mr. Crail, the Company's Cmain of the Board and President, and Mr. Merryntae, Company's Chief
Operating Officer and Chief Financial Officer, geally make recommendations to the Compensation dtsenregarding both
payout amounts for the prior fiscal year and comspon amounts for the current fiscal year fortadl named executive officers,
including themselves.

The Compensation Committee has complete discrétiggay compensation even if performance does net e&tablished
performance goals or to otherwise reduce or inerétas size of any award or payout, including a é&se to zero, and may also do so
based on performance other than the establishddrpeince goals. The Compensation Committee hagledendiscretion to
recognize individual performance.

The Company has no policy on adjusting or recogeawards or payments if the Company restates @notbe adjusts the
relevant company performance measures in a manaewbuld reduce the size of an award or payment.

At the beginning of fiscal year 2008 the CompemsatCommittee and Mr. Crail determined that Mr. (abase
compensation would not be increased at the begjmoifithe year. A performance incentive was impleteé so that Mr. Crail's base
salary would be increased retroactively if a certa@rget was met during the year. Specificalle ompensation Committee
determined that in the event the Company achie@d4lof budgeted net income (which budgeted numlzer 20% higher than the
prior year's net income), Mr. Crail would receive additional 10% salary increase which would beliagpetroactively and paid at
the end of fiscal 2008. The net income target nasachieved; therefore, Mr. Crail's compensatias wot accordingly increased.

For more information about the Compensation Conaemijtsee disclosure under "Election of Directors."



Elements of Compensation

The principal elements of the compensation progfamthe Company's named executive officers aree bsedary,
performance-based annual bonuses and long-termtineecompensation in the form of equity compemsatiranted under the 2007
Equity Incentive Plan (the “2007 Plan”).

Base Salary and Benefits. The Company pays base salary primarily to prowadbase level of income to the named
executive offers and to encourage their contin@dice to the Company. Annual salaries for the Gamy’s executive officers are
generally reviewed annually and the Compensatiomi@ittee evaluates potential base salary increasssdbon a number of objective
and subjective factors. Salary decisions are basidarily on the Compensation Committee’s subjectanalysis of the factors
contributing to the Company’s success and of tleeatwe’s individual contributions to that succeés.addition, in the event that the
Company hired a new key executive at a higher bakey, the Compensation Committee would evallesdtise salaries of the other
executives and consider adjusting them for parity.

For fiscal year 2008 the Compensation Committeeraygul a 10% salary increase for all named execubiffieers
retroactive to the beginning of fiscal year 2008hé Company achieved net income of $ 5,700,00Gi$onl year 2008, with the
retroactive portion of the salary increase for disgear 2008 to be paid in a lump sum after year-ahen the Compensation
Committee determines that the performance goalmets In May 2008 the Compensation Committee detesdnnot to award these
retroactive salary increases to the named execufffigers because the Company had actual net inclmméiscal year 2008 of
$4,961,000, which fell short of the applicable perfance goal.

Our named executive officers generally receivetheahd welfare benefits under the same programsabjgct to the same
terms and conditions as our other salaried emp&yé&ther elements of compensation for the Compararhed executive officers are
participation in company-wide life insurance, loiegm disability insurance, medical benefits and dbdity to defer compensation
pursuant to a 401(k) plan. The named executivieas also receive matching contributions by thenGany under the Company’s
401(k) plans at a rate of 25% of 6% of base salamch is the same benefit available to all satheenployees.

Performance-Based Annual Incentive Bonuses. Cash bonuses based on the Company’s performancanvareed to the
executive officers under an incentive compensagtian. Under the plan that served as the basisdouses paid for fiscal year 2008,
executive officers received awards pursuant to ey could earn a bonus calculated as a percepfapeir base pay based on the
Company's achievement of targeted levels of figear 2008 net income of $5,700,000, including tfiece of the bonus accrual.
Additional bonuses may be awarded at the discretiothe Compensation Committee in recognition afcsgl accomplishments.
Whether the executive officers’ total pay is congtde to the compensation of executives with simiesponsibilities at comparable
companies may vary from year to year depending dipeitCompany’s performance.

For fiscal year 2008, the named executive officgoalld be eligible to earn a portion of their targpeinus award if the
Company achieved net income, net of the applichbleus amount accrual, at or above threshold leVak incentive compensation
bonus award target amounts are set forth belowppeseentage of each named executive officer'slfisear 2008 annual salary. For
fiscal year 2008, the Compensation Committee dstedal a threshold level performance at 75% ofdhget level, at which point the
named executive officers would receive 50% of thaiget bonus amounts. If the Company achievednhoetne for fiscal year 2008
below this threshold level, the named executiveeerfs would receive zero bonus. For performandedsn the threshold and target
levels, or above the target level, the executiicaris would be entitled to a bonus payment catedldased on the ratio between
actual performance and the target performance.

For fiscal year 2008, the Company failed to achiegeincome at the targeted level of performanicelight of this result,
Mr. Crail and Mr. Merryman recommended to the Conga¢ion Committee that the named executive officeceive no bonus
payment for fiscal year 2008 in the interest of empany and its shareholders. The Compensatiann@tee approved the
recommendation and no level of performance basetpensation was paid, as set forth in the tablevihelBactoring in the effect of
no bonus payments, the Company achieved net inéomfiscal year 2008 at 87% of the targeted level.



Fiscal Year 2008
Annual Incentive  Actual Bonus Paid for

Target Bonus Fiscal Year 2008

Iéﬁerrn c%‘éi‘ég""é of T Pere%egtage Fiscal Year 2008
Name of Executive Officer Annual Base Salary ° %%ountonus IBase §'Sfary
Franklin E. Crail, 50% -0- $264,000
Chairman of the Board, Chief Executive
Officer and
President ........ccccceviiiiieenennns
Bryan J. Merryman, 45% -0- $230,000
Chief Operating Officer, Chief Financial
Officer and Director...............
Gregory L. Pope 40% -0- $169,000
Sr. Vice President — Franchise Support and
Development
Edward L. Dudley, 40% -0- $173,000
Sr. Vice President — Sales and Marketing
Jay B. Haws 25% -0- $158,000

Vice President — Creative Services

Long-Term Incentive Compensation. Awards of stock options and other forms of stockdshcompensation strengthen the
ability of the Company to attract, motivate andaimetexecutives of superior capability and more @lpslign the interests of
management with those of its shareholders. Thep@osation Committee considers on an annual basigint of stock-based
compensation to executive officers and key managedgr the 2007 Plan. The number granted is giyéased upon the position
held by a participant and the Compensation Comeiitsubjective evaluation of such participant’s tdbation to the Company’s
future growth and profitability. The grant of optis is an annual determination, but the Compens&@mmmittee may consider the
size of past awards and the total amounts outstgridimaking such a determination. Stock optiaesgaanted with an exercise price
equal to or greater than the current market pricéh® Company’'s stock and will have value onlyh&tCompany’s stock price
increases, resulting in a commensurate benefthibCompany’s shareholders.

No stock-based compensation was awarded to execotiicers or others in fiscal 2008. The Compagwyrinated use of
stock options upon its adoption of Statement ofiR@ial Accounting Standards No. 123 (revised 2004iscal year 2006 because it
believed that the expense associated with stodbrpbutweighs their incentive value. To createra-term incentive in lieu of
additional stock option grants the Compensation @itee granted stock options before the CompanptadioFAS 123R that were
fully vested at grant, but with an exercise prisigmificantly in excess of the then-current pershaice of the Company's stock (e.g.,
at 20%, 40%, etc. over the then-current stock psoethat the stock options would only have vakeognizable by the option holders
as the Company's stock price increases over timexteed these exercise prices. In making thesedawthe Compensation
Committee looked primarily at the number of shdogseach executive and the potential dilutive effac the Company, rather than at
the potential value of those shares. Options ptbsbkeld by current executive officers and direstander the Company’s option
plans cover a total of 325,783 shares, and alhe$d options are vested and exercisable. The Gongmxelerated vesting on all
outstanding stock options in advance of adoptin® R23R.

Change-in-Control Severance Payments

The Company entered into employment agreements egittain executives of the Company which contamprg other
things, change in control severance provisiona,tahe when the Company was facing a potentialktitotakeover attempt to protect
interests of the executive team and keep them émtos the Company's business. These potential gragnare discussed further
below.
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Summary Compensation Tablefor Fiscal Year 2008

The following table sets forth certain informatiovith respect to annual compensation for the yeadscated for the
Company’s Chief Executive Officer, Chief Finandifficer and each of the three other most highly pensated executive officers of
the Company who met the minimum compensation tlaldsbf $100,000 for inclusion in the table durifetfiscal year ended
February 29, 2008.

Non-Equity
Incentive Plan All Other
Salary Bonus Compensation  Compensation Total
Name and Principal Position Fiscal Year (%) (%) (%) (%) (%)
Franklin E. Crail,
Chairman of the Board,
Chief Executive Officer and
President .........cccccceevneee 2008 $264,000 -0- -0- $14,471(1) $278,471
2007 $264,000 -0- -0- $13,454 $277,454
Bryan J. Merryman,
Chief Operating Officer,
Chief Financial Officer and
DIrector........ccccevveeeeiennen. 2008 $230,000 -0- -0- -0- $230,000
2007 $230,000 -0- $80,000 -0- $310,000
Edward L. Dudley,
Sr. Vice President — Sales
and Marketing 2008 $173,000 -0- -0- -0- $11©8,0
2007 $173,000 $5,250 $46,750 -0- $225,000
Gregory L. Pope
Sr. Vice President —
Franchise Support and
Development 2008 $169,000 -0- -0- -0- $169,000
2007 $169,000 -0- $52,000 -0- $221,000
Jay B. Haws
Vice President — Creative
Services 2008 $158,000 -0- -0- -0- $158,000
2007 $158,000 -0- $30,000 -0- $188,000

(1) Consists of $14,471 for life insurance prensymaid by the Company.
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Grants of Plan-Based Awards Table for Fiscal Year 2008

The following table provides information regardiggants of plan-based awards for each of the Con'paayned executive officers
for the fiscal year ended February 29, 2008.

I&gﬁi_tgated Possible Pe%f)uts uUnd

quity Incentive Plan Awards
Threshold Target M axLmum
Name Type of Award @ ?rf’ﬁ? a)EI$) !
Annual
Franklin E. Crall Incentive Bonus $66,000 $145,000 N/A
Annual
Bryan J. Merryman Incentive Bonus $51,750 $114,000 N/A
Edward L. Dudley Annual
Incentive Bonus $34,600 $ 76,000 N/A
Gregory L. Pope Annual
Incentive Bonus $33,800 $ 74,000 N/A
Jay B. Haws Annual
Incentive Bonus $19,750 $ 44,000 N/A

Outstanding Equity Awards at 2008 Fiscal Year-End Table

The following table provides information regarditige number and estimated value of outstanding stptions and unvested stock
awards held by each of the Company's named exeooficers at 2008 fiscal year-end.

Option Awards
ng f Securities.Underlyi
5 ﬁreferuselﬁl(gg%mr?s #)ymg
é) tion
ercise

Option
Name réat%t Exercisable Unexercisable ( é?e Ex I[’;l?g on
Franklin E. Crail, -0- -0- -0- -0-
Chairman of the Board, Chief
Executive Officer and President
Bryan J. Merryman,
Chief Operating Officer, Chief
Financial Officer and Director
2004 Plan 6/18/2004 35,280 -0- $ 741 6/18420
2004 Plan 2/21/2006 2,415 -0- $15.09 2/216201
2004 Plan 2/21/2006 2,415 -0- $16.46 2/216201
2004 Plan 2/21/2006 2,415 -0- $17.83 2/216201
2004 Plan 2/21/2006 2,415 -0- $19.20 2/216201
2004 Plan 2/21/2006 2,415 -0- $20.57 2/216201
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Option Awards-Continued

N e B ™
I%%Pé?ge Option

Name réat%t Exercisable Unexercisable ( é?e EX%E\?Q on

Edward L. Dudley,

Sr. Vice President — Sales and

Marketing
1995 Plan 3/1/2001 6,468 -0- $ 1.53 3/1/2011
1995 Plan 3/1/2002 12,127 -0- $ 3.75 3/1/2012
2004 Plan 6/18/2004 22,050 -0- $ 741 6/18420
2004 Plan 2/21/2006 2,415 -0- $15.09 2/216201
2004 Plan 2/21/2006 2,415 -0- $16.46 2/216201
2004 Plan 2/21/2006 2,415 -0- $17.83 2/216201
2004 Plan 2/21/2006 2,415 -0- $19.20 2/216201
2004 Plan 2/21/2006 2,415 -0- $20.57 2/216201

Gregory L. Pope

Sr. Vice President — Franchise

Support and Development
1995 Plan 6/18/2001 6,379 -0- $ 3.02 6/18/2011
1995 Plan 5/23/2003 18,191 -0- $ 3.30 5/23/2013
1995 Plan 3/1/2002 24,255 -0- $ 3.75 3/01/2012
2004 Plan 6/18/2004 44,100 -0- $ 741 6/18/2014
2004 Plan 2/21/2006 2,415 -0- $15.09 2/21/2016
2004 Plan 2/21/2006 2,415 -0- $16.46 2/21/2016
2004 Plan 2/21/2006 2,415 -0- $17.83 2/21/2016
2004 Plan 2/21/2006 2,415 -0- $19.20 2/21/2016
2004 Plan 2/21/2006 2,415 -0- $20.57 2/21/2016

Jay B. Haws

Vice President — Creative Services
2004 Plan 6/18/2004 22,050 -0- $ 741 6/18420
2004 Plan 2/21/2006 2,415 -0- $15.09 2/216201
2004 Plan 2/21/2006 2,415 -0- $16.46 2/216201
2004 Plan 2/21/2006 2,415 -0- $17.83 2/216201
2004 Plan 2/21/2006 2,415 -0- $19.20 2/216201
2004 Plan 2/21/2006 2,415 -0- $20.57 2/216201
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Potential Paymentson Termination or Changein Control

We have arrangements with each of our named execufficers providing for post-employment paymentsder certain
conditions, as described below.

Employment Agreements. The Company has entered into employment agreeméifitcertain executives of the Company
which contain, among other things, "change in adtiseverance provisions. Specifically, the Comphas entered into employment
agreements with Franklin E. Crail, Edward L. Dudldgy B. Haws and Bryan J. Merryman. The employragreements generally
provide that, if the Company terminates the exeelgiemployment under circumstances constitutifigiggering termination,” the
executive will be entitled to receive, among othenefits, 2.99 times the sum of (i) the executiaesual salary and (ii) the lesser of
(a) two times the bonus that would be payable & ekecutive for the bonus period in which the cleamgcontrol occurred and
(b) 25% of the executive's annual salary. The @kee will also receive an additional payment o800, which represents the
estimated cost to the executive of obtaining actideealth, dental, disability and life insuranaerage for the 18-month period
following the expiration of COBRA coverage.

A "change in control," as used in these employnagmeements, generally means a change in the cafttbe Company
following (1) a person acquiring direct or indirdmneficial ownership of 20% or more of the Compaulgen outstanding voting
securities, without the prior approval of two-ttErdf the Board of Directors, (2) a merger or ott@nsolidation transaction in which
the Company's Board of Directors prior to the teation constitutes less than a majority of the Camyfs Board of Directors after the
transaction or (3) the members of the Company'sdofDirectors during any consecutive two-yearigebiceasing to be the majority
of the Board of Directors at the conclusion of thatiod. A "triggering termination" generally ocswhen an executive is terminated
during a specified period preceding a change irtrobof the Company, or if the executive or the Qamy terminates the executive's
employment under circumstances constituting a ériigg termination during a specified period aftethange in control. A triggering
termination also includes a voluntary terminatigntbe executive within five business days beforeaaticipated change in control
with the concurrence of two concurring personshégitthe Chairman of the Board of Directors or a imemof the Company's
Compensation Committee) that the change in comsrdikely to occur during such five-business dayi@e In such event, the
executive must agree to continue to work on anithbasis, without compensation, until the changeantrol occurs. If the change in
control does nobccur within ten business days, the executive mafghd the severance payment to the Company.

Assuming the applicable triggering event took placeFebruary 29, 2008, the named executive offiegrsld have been
eligible for payments set forth in the followindgta. These payments are estimates. If a spedifigaring event had actually occurred,
the named executive officer would only receive flagments that applied to that specific triggeringre. These payments would
come from us if the triggering event occurred befarchange in control and from the successor coyrnipafter a change in control.

Changein Control Payment for Insurance
Severance Payment Coverage
Name of Executive Officer ($)(1) (%)
Franklin E. Crail, $986,700 $18,000
Chairman of the Board, Chief Executive Officer and
President ............cccooeeveiininnns
Bryan J. Merryman, $859,625 $18,000
Chief Operating Officer, Chief Financial OfficercaDirector
Edward L. Dudley, $646,588 $18,000
Sr. Vice President — Sales and Marketing
Jay B. Haws $590,525 $18,000

Vice President — Creative Services

(1) These amounts are based on 2.99 times 12%%obf executive's salary in place during fiscal R€f8.
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DIRECTOR COMPENSATION

Directors of the Company do not receive any comaims for serving on the Board. Compensation catemimembers are
paid quarterly, $750 each for committee members $h&00 for the committee chairman. Audit comreitteembers are paid
quarterly, $500 each for committee members and0B1{ér the committee chairman. Additionally, autbimmittee members receive
$250 for each meeting held by phone and $500 fan ezeeting held in person. Also, an audit committeember attending all of the
audit meetings for any fiscal year will receive BOPO bonus for that year. Directors who are & afficers or employees of the
Company are entitled to receive stock awards utie2007 Plan.

Formerly, the 2000 Director’s Plan provided forauatic grants of nonqualified stock options to dioes of the Company
who are not also employees or officers of the Camip@he 2000 Director’s Plan provided that, durihg term of the 2000 Director’s
Plan, options were granted automatically to newenguioyee directors upon their election. Each soption permitted the
nonemployee director to purchase 32,340 share®oi@®n Stock at an exercise price equal to thenfiairket value of the Common
Stock on the date of grant of the option. Eachr yekowing adoption of the 2000 Director's Plam @ date established by the
Compensation Committee, during the term of the 2D@@ctor’s Plan, options to purchase 3,234 shafe€ommon Stock were
granted automatically to each nonemployee diredt@mny, who is serving the Company as a directoisoch date. On August 17,
2007 shareholders approved the Company’s 2007 \Etngentive Plan which replaced all outstandingiggplans, including the
2000 Director’s Plan. The 2007 Plan does not pl®v¥or automatic grants of nonqualified stock opdito directors of the Company
who are not also employees or officers of the Campdach year following adoption of the 2007 Rtae Compensation Committee,
in its administration of the Plan, will make a detmation if any awards to nonemployee directans|uding awards to honemployee
directors upon their election, are to be made.Mawg 19, 2008 the compensation committee approvedstuance of 1,000 shares of
unrestricted stock to each nonemployee director.

Director Summary Compensation Tablefor Fiscal Year 2008

The following table sets forth information regamglioompensation of the Company’s nonemployee diredtr fiscal year
2008, which consisted of cash compensation andk stption awards, including amounts associated wéhving and/or chairing
Board committees. Each of these components igidbesddn more detail above.

Fees Earned or Option
Paid in Cash Awards (1) Total

Name ® (©) %

LeeN. MOrtenson.......ccccoveveeenrveeenivennee $ 14,500 $ 8,300 $ 22,800

Gerald AL Kien ..o, $ 7,500 $ 8,300 $ 15,800

Fred M. Trainor ......cccccooevveinnnieiiieneeens $ 6,250 $ 8300 $ 14,550

ClydeWm. Engle.........ccoeevvieinreireieennne. $ 0 $ 8300 $ 8,300

(1) These amounts represent the amount of expemseak in fiscal 2008 for stock options grantedh® indicated director in

fiscal 2008. On March 22, 2007, each director grasited an option to purchase 3,080 shares witharg date fair value of
$2.69. A summary of the assumptions we apply inutating these amounts is set forth in the NoteSdnsolidated
Financial Statements included in our Annual ReparfForm 10-K for the fiscal year ended FebruaryZft®8. As of
February 29, 2008, the total number of outstandipigpns held by each director was as follows: Mortenson, 9,702
shares; Mr. Kien, 12,936 shares; Mr. Trainor, 6dB68res, and Mr. Engle, 9,702 shares.

Compensation Committee I nterlocks and Insider Participation

During fiscal year 2008 the Compensation Committethe Company’s Board of Directors consisted of N Mortenson,
Gerald A. Kien and Fred M. Trainor. None of theefgoing persons is or has been an officer of thefgzmy.

CERTAIN TRANSACTIONS

For information on director independence, see d&gk under "Election of Directors."
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Policiesand Proceduresfor Approving Transactionswith Related Persons

The independent members of the Board of Directasehthe responsibility to review and approve relaferson
transactions, either in advance or when we becomaeaof a related person transaction that was eniewed and approved in
advance; however, the Board of Directors has noped a written policy or procedures governingajiproval of transactions with
related persons.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

The Company has no knowledge that any person wiscavgirector, named executive officer or 10% orergirareholder (a
"Reporting Person") at any time during fiscal 2@8i8d to file, or was late in filing, any Form 8,0or 5. In making these disclosures,
the Company has relied solely on written reprediemts. of its Reporting Persons, including certairitten representations from
Reporting Persons, that Forms 5 were not requiaed, on the reports filed by such Reporting Perseitis the Securities and
Exchange Commission.

RELATIONSHIP WITH INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Ehrhardt Keefe Steiner & Hottman (EKS&H) was thddpendent registered public accounting firm for@wenpany for the
year ended February 29, 2008. It is expected ridfatesentatives of EKS&H will be present at the dadnMeeting to make any
statement they desire and to respond to appropyisgstions.

Ehrhardt Keefe Steiner & Hottman has been appoiascishdependent registered public accounting fantlie Company for
the fiscal year ending February 28, 2009. Shadshmuslare not being asked to ratify the appointment.

PRINCIPAL ACCOUNTANT AUDIT FEESAND SERVICES

For the fiscal years ended February 28, 2007 abdugey 29, 2008, EKS&H, our independent registgreblic accounting
firm, billed the approximate fees as follows:

2008 2007
T 11 1= $149,252  $158,336
Audit-related fEES(L) ... . er e et $7,313 $ 16,200
TAX FBES(2) ittt e e e e e e $ 23,000 $ 25,548
All Other fEES(3) ... u it $ 0 $ 0

(1) Audit-related fees consist of assurance atada@ services that are reasonably related toehf@qmmance of the audit or
review of the Company's financial statements. Thigegory includes fees related to the performaheaidits and attest
services not required by statute or regulationslitauof the Company’s benefit plans, and additiocainpliance
procedures related to performance of the reviewawdit of the Company's financial statements, ancbaating
consultations about the application of GAAP to megd transactions. These services support theiasgiaal of the
effectiveness of internal controls.

(2) Tax fees consist of the aggregate fees bilkedpfofessional services rendered for tax compéatex advice, and tax
planning services.

(3) No fees of this category were incurred.

The Audit Committee is responsible for appointisgiting compensation for and overseeing the worthefindependent
auditor. The Audit Committee has established écpakgarding pre-approval of all audit and peribigsnon-audit services to be
provided by the independent auditor. Such poleguires that all audit and permissible non-auditises to be provided by the
independent auditor must be submitted to the AGdinmittee for approval at a meeting of the Auditr@attee or by unanimous
written consent of the Audit Committee in lieu ofreeeting. The Audit Committee has determined tih@tprovision of the services
listed above is compatible with maintaining thenpippal accountant's independence, and has apptbgeshme.
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DEADLINESFOR SUBMITTING SHAREHOLDER PROPOSALS

Any shareholder of the Company wishing to have appsal considered for inclusion in the Company'®2@roxy
solicitation materials must submit the proposahie Company at the address below on or before Bep®, 2009. Any shareholder
of the Company wishing to have a proposal brougfibrie the meeting, but not considered for inclusiothe company's 2009 proxy
solicitation materials as described above, musingiuthe proposal to the Company at the addressabeto or before May 4, 2009,
and the proxy holders will have discretionary autigagranted by the proxies to vote on these prafmsAll shareholder proposals
must comply with the procedures outlined in the @any's Bylaws and in SEC regulations regardingirtickision of shareholder
proposals in company-sponsored proxy materialsopddals must be submitted in writing to the Secyetd the Company at the
principal executive offices of the Company at 28&rer Drive, Durango, Colorado 81303. A copy of thompany's Bylaws is
available under Corporate Governance on the Inv&stations page of the Company's website at wwef.oom

ANNUAL REPORT TO SHAREHOLDERS

The Company's 2008 Annual Report to Shareholddnghaconsists of the Company's Annual Report omFd@-K for the
fiscal year ended February 29, 2008, is being madeshareholders with this Proxy Statement. Siddelns may request to receive an
additional copy of the Company's Annual Report@tcharge by writing to the Secretary of the Compahthe principal executive
offices of the Company at 265 Turner Drive, Durangolorado 81303.

HOUSEHOLDING

Each shareholder of record will receive a sepasatef voting materials. If you share an addrei#is another shareholder
and have received multiple copies of our proxy miale you may request delivery of a single copyhafse materials in writing to the
Secretary of the Company at the principal executiffiees of the Company at 265 Turner Drive, Du@ng@olorado 81303. If you
share an address with another shareholder and graveously requested to receive a single copy ofpgroxy materials, you may
receive only one set of proxy materials (including annual report to shareholders and proxy statBmef you wish to receive a
separate set of proxy materials now or in the &jtyou may write to us at the above address toestqa separate copy of these
materials.

OTHER MATTERSAT THE MEETING

As of the date of this Proxy Statement, managerkeatvs of no matters not described herein to be ditobefore the
shareholders at the Annual Meeting. Should anyrattadters properly come before the meeting, ihisrided that the persons named
in the accompanying Proxy will vote thereon acaogdb their best judgment in the interest of thenBany.

SHAREHOLDERS ARE URGED TO PROMPTLY MARK, DATE, SIGN AND RETURN
THE ENCLOSED PROXY IN THE POSTAGE-PAID ENVEL OPE PROVIDED.

By Order of the Board of Directors
/S/ Bryan J. Merryman

Bryan J. Merryman
Chief Operating Officer/Chief Financial Officer

June 18, 2008
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