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Exhibit C

Product Bid Sheet
(This format provides the required information for companies to prepare a bid proposal for
franchise owners. The items involved and specifications are listed below.)

TO: (Bidding Company)
(Address)

FROM: (Franchise Group)
DATE: (Date issued)

SUB: Solicitation for Bids — (Product/Service Name)

Product for Bid:
Ttem/Service Item/Service Specifications
(List all items for which you solicit bids with this sheet.)
1.
2.

Bid Procedures:
A. The length of the bid, i.e., the bidding period is from (month, day, year) to (month, day, year).
B. Include in your bid consideration items such as delivery dates, delivery terms,
and other services provided.
C. Submit bid to (Name) at (Address) (Phone and Fax), by (Time) on (Deadline Date).
D. The Bid Committee will open and determine the winning bid by (Date).
E. Delivery for the successful bidder should commence by (Date).

All bids become property of the Bid Committee. The Bid Committee reserves the right to
accept or reject any bid. All bids will be kept confidential and no bids will be quoted.

Enclosed is a list of participating locations with their approximate (time period—weekly, month-
ly, quarterly, annual) usage of (list relevant items. For example, list weekly consumption of
hamburger buns.)

See attached usage sheet. We encourage all companies to submit bids either on the complete
list of items or on a partial listing of these items. Please specify in your bid for which
items/services you are submitting your bid. If you need any further information, please contact
(Name) at (Address)
(Telephone number)

Yours truly,
Bid Committee
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Exhibit D

Product/Service Usage Summary

(This form records a franchisee’s usage of each product/service being bid.)

Franchise Location Product/Service Product/Service Product/Service
(List franchise locations)

i.

2.

10.

TOTAL
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ADVERTISING COOPERATIVES

By Robert L. Perry, Handbook Editor
University of Maryland, College Park, MD

SUMMARY

Numerous major brand name franchisors have proven that advertising cooperatives can help them
dominate local markets. Advertising co-ops have become another significant tool that franchisors
and franchisees can use to penetrate their markets and increase their sales more rapidly than
otherwise possible. They should be formed when franchisees in the same market or region can
maximize the effectiveness of their media dollars by joining together. However, for important
legal and regulatory reasons, ad co-ops differ significantly from purchasing co-ops.

INTRODUCTION

McDonald’s, Taco Bell, Kentucky Fried Chicken, Domino’s, Blockbuster, Arby’s,

Church’s Chicken, Dairy Queen, Jiffy Lube, Little Caesar, Pizza Hut, Popeye’s, Sonic, Subway,
Taco John’s, Precision Tune, General Nutrition Centers, and Domino’s. All of these industry
leaders share one important marketing advantage: They and their franchisees pool their
advertising dollars in cooperatives to spend on media, marketing, and promotional activities
within their local markets.

The advertising and marketing cooperatives of these mega-brands make it very difficult for
other companies to compete in local markets if their competitors do not have equal dollars to
spend. Consider this hypothetical example:

# There are 100 Pizza Hut restaurants in a major market with average weekly sales of

$15,000 each.

* Their total sales for the year equal $78 million.

* Every store belongs to a regional advertising co-op and contributes 2.5% of its gross

revenues to the co-op.

* The local Pizza Hut co-op marketing budget? $1,950,000. That’s enough for significant

and continuous advertising through regional radio and television advertising, area penny

savers, direct mail coupon houses such as Val-Pak, Money Mailer, and Super Coups,
regional newspapers, and more.

Of course, the stores also piggyback on Pizza Hut’s national television advertising, AND
each local owner runs his own ads, his drivers hand out flyers, and so forth.

Multiply this Pizza Hut effort times all of the budgets for other major fast food brands in
the region, and the advertising prowess of these mega-brands becomes a powerful force spending
more than $20 million in each of the Top 75 U.S. markets. They tnpie that amount in the Big 3
markets of New York, Los Angeles, and Chicago.

Clearly, their combined advertising power can swamp the efforts of both Mom and Pop
shops AND franchise systems that are not as well organized.

Consider too that long-term experience shows that franchisees who participate in a formal
ad co-op do significantly better than franchisees who don’t participate, according to Janet C.
Muhleman with Fitch, Inc. in Ann Arbor, ML. In a 1994 study that compared the top 10
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performing markets of a major pizza chain to 10 poor performers, the single difference was that
the strong performers had strong co-ops. The markets that added the local co-op’s support to the
national advertising effort generated significant sales increases above the national average.

The moral of these examples: All franchisees would like to increase sales, increase the
value of their businesses, create more cash flow, and improve their profitability. So, as soon as a
franchise brand name has more than a few franchisees in a given market, working with corporate,
the franchisees should consider establishing a formal advertising cooperative in their Designated
Market Area (DMA). A DMA is a geographic area defined by the A.C. Nielsen Company which
it uses to define and measure television viewing and radio listening audiences. Most advertising
agencies and advertisers use both the DMA and Census Bureau data as handy references to guide
their decisions for analyzing their audiences and buying media.

HOW ADVERTISING CO-OPS EVOLVE

Of course, before a franchise can achieve “mega-brand” status, it must grow and evolve its
system. Advertising co-ops tend to grow and evolve with the brand because they tend to develop
and become more sophisticated as more and more franchise units are opened in a DMA region.
Advertising co-ops tend to develop according to three different models: One can call these the
informal model, the traditional model, or the strategic model.

With the informal model, usually at first a franchisor will open only one or a few units in
an area. Over time—which can be a few years or 10 or more years—both the pioneering
franchisees and new franchisees will open new units until they have achieved a market penetration
that allows them to gain useful economies of scale by forming an informal advertising co-op.
They may join together on their own to buy Yellow Pages advertising, direct mail coupons, and
the like. If the number of units in an area remains relatively small—under 10 to 20 units—they may
continue to follow this model.

With the informal model, the franchisor plays no formal role, except to keep an eye on the
situation, offer advice, and approve the advertising materials. The franchisor may or may not
contribute any funds, and it may or may not have a formal advertising fee that the franchisees pay
to headquarters for either local or national efforts that benefit the franchisees.

Under the traditional model, many, if not most, franchisors have an advertising fee in their
franchise agreements which they collect weekly or monthly. For legal, accounting, and tax
planning reasons, they often place these funds in separate accounts and set aside those funds
solely or mostly to develop advertising materials and campaigns for the franchisees.

At first, the franchisor’s marketing executives develop the advertising materials, create
campaigns, hire advertising agencies and public relations firms, show the franchisees how to buy
local or regional media, in short, manage the marketing operation.

As the franchise grows, however, the franchisees become increasingly interested in and
concerned about how headquarters is spending their ad fund dollars. At this point—and in many
cases, anticipating that this point could become a sore one—the franchisor, working with the
franchisees, will establish an Advertising Fund Council. Or, if the franchisor has already
established a Franchisee Advisory Council (FAC), it may have an Advertising Committee. (In
some cases, it works in reverse as the FAC develops from an Advertising Council or Committee
as the franchisees seck or are given more input into corporate decision making.)

Either way, the Advertising Committee or Council usually acts as an advisory board for
the corporate executives. They meet from two to four times a year to review future marketing
campaigns, evaluate the results of current efforts, and advise corporate on where the franchisees
want the company to devote its efforts.
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In many cases, as the franchise grows, the national advisory group may branch into
regional advertising committees; in some cases, the growth develops in the opposite direction,
from the regions into a national committee. The ad committee development cycle reflects how
the franchise system itself evolves, is directed by its executives, or is guided by its franchisees.

In many situations, the advisory ad committee may remain in effect for years. Or as the
franchisor and franchisees become more comfortable with the structure and the franchisees
become more sophisticated, they may take control of the advertising fund and manage all of its
efforts on behalf of the franchisees.

At this point, the ad committees usually incorporate and become formal cooperatives for
federal and state tax and regulatory reasons. (See Appendix B and Chapter 7 for a more complete
discussion.)

Depending on the size, growth rate, and sophistication of the franchise system, either the
informal model or the traditional model works well. Both models allow for the gradual evolution
of the system, its franchisees, and their mutual understanding of their local and regional markets.

However, as “mega-brand” franchising has arrived during the late 1980s and 1990s, a new
strategic model of advertising has become imperative for systems that desire fast growth. In
highly competitive situations, some franchisors have chosen a new growth model based on rapid
market penetration. One primary purpose for this rapid penetration is to achieve marketing
economies of scale as quickly as possible. Under this model, a franchisor targets a metropolitan
DMA region and moves as quickly as possible to sell enough franchises so the franchisees—through
their ad fund contributions—can afford to buy DMA radio, network television, and cable
television advertising.

For example, Great Clips, Inc. in Minneapolis and its master franchisee, Great Clips
Regional Companies, Inc., has adopted this rapid penetration strategy. During the mid-1990s, it
targeted the Washington, DC-Baltimore, MD DMA with long-range plans to open at least 100
stores. Their executives set a goal of opening 40 stores as quickly as possible because they knew
that they could then afford regional radio and cable TV advertising. In other areas, they had
proven that at that level, they could help their franchisees increase sales significantly.

Some fast growth roasted chicken franchisors, some major bagel market players, and
many of the household name brands now follow this strategy as well. They know that they have
to if they want to achieve and maintain a dominant market position.

Under this strategic model, the franchisors and franchisees can manage their advertising
dollars either through their corporate marketing departments, national or regional Advertising
Fund Councils, or through formal advertising cooperatives. It may be advisable for a variety of
legal issues for a system to establish a formal co-op structure at some point; of course, any
franchisor or group of franchisees should consult qualified legal counsel and experienced co-op
advisors to help them consider taking this step. (See Appendix A.)

In sum, any of the three models can and does work for almost any franchise system. The
choices and the evolution vary from system to system according to the needs of both the
franchisor and the franchisee and the demands that the market and their competitors place on
them.

CRITICAL ADVERTISING CO-OP ADVANTAGES

However, as almost every franchise field becomes more and more competitive, an
advertising co-op offers significant legal and marketing advantages. First and most importantly,
franchisees can dramatically extend their advertising and market penetration at much more
efficient costs.
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Consider that practically no customer today lives, works, and plays in one small area and
shops at only one small group of stores. Today, the average consumer lives in a suburb, works at
least 30 minutes away in a different part of town, attends entertainment, sporting or cultural
events all around the area, and shops at several regional strip centers and malls. She also travels
on business and for leisure at least two or three times a year to different parts of the U.S. or
foreign countries. And above all, she—and her family—Ilikes the comfort and convenience of
buying from known brand names wherever they go, however often they go there.

So, the power to continuously expose this mobile consumer to the same brand name and
deliver the same consistent quality of product or service gives even a local franchisee in a small
strip center greater market leverage than any Mom and Pop shop can hope to achieve. And, the
local franchisee who belongs to an advertising co-op can gain this power at much lower, much
more efficient cost than the Mom and Pop or disorganized franchise competitor.

ENHANCING THE FRANCHISE RELATIONSHIP

Perhaps as important to the franchisor and the franchisee, an advertising co-op offers a
significant way to enhance their relationship and to share decision making authority over an area
that raises significant concerns among franchisees. In some cases, advertising committees and
co-ops have been formed because of disagreements between the franchisor and its franchisees
over how advertising funds were being spent. Amicable resolutions often led to the formal
committees or co-ops.

SIGNIFICANT LEGAL PROTECTION

Of equal concern, a formal co-op offers both franchisor and franchisees significant legal
protection. For the franchisor, an advertising co-op can help avoid the potential for lawsuits over
commingled funds if it should mix advertising contributions with regular corporate accounts. It
can help avoid disagreements over how those funds are spent. It can help make sure that the
Internal Revenue Service does not treat the ad contributions like corporate income and tax it. It
can help avoid the technical legal difficulties of using regular non-profit corporations, trusts,
franchisor-controlled funds, or limited liability companies.

For franchisees, a formal, incorporated cooperative offers a critical legal advantage:

Above all, it protects them from legal liability for the way the ad funds are managed; in an
informal co-op or unincorporated association, the franchisees could incur personal liability for the
association’s actions and obligations, according to attorneys Diane Green Smith and Donald F.
Wiseman.

In sum, formal advertising cooperatives offer significant advantages over any other formal
or informal structure for franchisors and franchisees. These advantages accrue from the basic
principles and unique nature of cooperatives.

ADVERTISING CO-OP STRUCTURE AND FUNCTION
Advertising co-ops follow the same principles, structure, and functions of all cooperatives:
1. Voluntary and open membership
2. Democratic member control
3. Member economic participation
4. Autonomy and independence
5. Education, training, and information
6. Cooperation among cooperatives
7. Concern for community
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They rest on mutual cooperation and support, i.e., also the essence of successful
franchising. The co-op thrives when its members practice a simple idea: the good of the one
results from contributing to the good of the many.

IMPORTANT DIFFERENCES

Yet, an advertising co-op differs significantly from a purchasing co-op. First, under the
UFOC guidelines, within the document itself and in the franchise agreement itself, the franchisor
must specify the type, rate, payment period, and the like of all advertising fees and the entities to
which the franchisees must pay these fees. In addition, some franchisors require contributions to
both national and local advertising funds and co-op dollars come from these funds. Some require
franchisees to spend a certain percentage or dollar amount of their gross revenues on local
advertising efforts. Others have no requirements, but encourage franchisees to form co-ops as
soon as feasible.

Second, some franchisors use their corporate ad dollars or offer rebates to encourage
regional co-ops. For example, Muhleman noted that Domino’s, The Coffee Beanery, and The
Medicine Shoppe all use somewhat different rebate programs.

In addition, according to numerous court decisions, although a franchisee-directed ad co-op may
manage everything from daily operations to media purchases, the franchisor retains the
ultimate control over the advertising program, if the franchise agreement confers that ultimate
responsibility to the franchisor, according to attorneys Andrew C. Selden and Rupert M. Barkoff.

With these demands, in some cases, franchisors may be more directly involved in an ad co-op’s oper-
ations than they would be in a purchasing co-op.

Finally unlike purchasing co-ops, the typical ad co-op does not pay “patronage dividends,”
but retain all of the funds to develop advertising campaigns through agencies, pay agency costs,
and make advertising buys in regional media.

DEFINING AD CO-OP BOUNDARIES

How a system or group of franchises defines its boundaries depends on and varies with the
type of media that the co-op plans to buy. For example, if the co-op wants to emphasize
television, it should use the Nielsen DMA for the metropolitan area; if it wants to stress regional
radio advertising, it should use the Arbitron reports issued on the county level. Print advertising,
such as direct mail, can be purchased by zip code, by a newspaper’s regional editions, or by a
direct mail company’s distribution area, such as those developed by IFA members Money Mailer,
Super Coups, and Val-Pak. Direct mail programs can also be coordinated at the national level
through a central database. On the other hand, cable TV coverage areas may require individual
negotiations with area cable companies and networks.

Usually, a co-op forms when the franchisees in the metro area or region can begin to
benefit from their mass purchasing power, or their market penetration—and available advertising
dollars—makes it possible to reach an entire media market.

OTHER UNIQUE LEGAL ISSUES

As a regional or national cooperative brings together a group of franchisees to advertise
their products and services, Barkoff and Selden warn that the co-op must be sure to avoid
violating the Sherman antitrust laws, which prohibit price fixing, group boycotts, customer or
market allocations, and similar restraints of trade. They note that franchisees cannot agree among
themselves to fix prices, but they can feature prices in advertising as long as it is clear that each
franchisee has the right to charge what he wants. This rule is why advertisements run the
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Corporation Act or out-of-State incorporation laws.

A few so-called cooperatives are organized under a General Not-for-Profit Corporation
statute, However, these acts specifically facilitate the development of religious, charitable, and
educational institutions, not businesses, so they may be inappropriate for franchise cooperatives
for two primary reasons: First, such associations often are barred from distributing earnings or
other assets to members. Second, using such a law in no way obligates the Internal Revenue
Service to grant a request for tax-exempt status for the cooperative.

ORGANIZATIONAL DOCUMENTS

The State cooperative incorporation statute sets mandatory rules for all cooperatives that
organize under it. Following these rules, the group organizing the co-op must write other basic
legal documents, including articles of incorporation, bylaws, and policies. While these documents
must comply with legal requirements, co-ops have considerable flexibility to tailor them to the
members’ needs.

Articles of Incorporation

The first internal organizational document prepared when a co-op is formed is the articles
of incorporation. The articles must be recorded in the office of the appropriate State official.
This filing establishes the cooperative as a unique “person” under the law, separate from its
members and possessing many of the rights and responsibilities of real people.

The specific information that the articles must include is set out in each State’s statute, but
most articles of incorporation usually cover these items:

* Name of the cooperative

* Principal place of business

* Purposes and powers

* Duration of the cooperative, usually perpetual

* Names and addresses of the incorporators

* Description of the capital structure.

The articles may include other provisions, but usually co-ops avoid them for two reasons:
First, amending the articles often requires a new filing with the State. And the member voting
standard—the number of yes’ votes required to change the articles—is frequently higher than that
required to change other documents, such as the bylaws, that can include the same information.

Bylaws

Shortly after a cooperative is incorporated, the members must adopt a formal set of
bylaws. Bylaws provide a detailed description of the co-op’s internal operations and structure.
They provide a working plan of how the co-op should function. References to bylaws in the
statutes are usually permissive, that is, they give the members the authority to write their own
rules on how to manage many issues.

Perhaps most important, the bylaws implement the unique characteristics that distinguish a
cooperative from other businesses, namely:

*  Users, not investors, own and control the business.

*  Benefits—both services received and earnings allocations—are realized by

patronage (how much a member uses the co-op), not by investment.

Issues which bylaws commonly cover include the following:

* Member eligibility requirements—membership is almost always limited to people who

will use the co-op’s services.
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