NEWS ALERT

June 20, 2008

Update on Forced
Modernization/Conversion Litigation

The DQOA and its related state associations are continuing to work to protect
franchisees from forced concept conversion by ADQ/IDQ. As you know,
several state associations — Michigan Dairy Queen Operators’ Association,
Arizona Dairy Queen Operators’ Association, Heartland Dairy Queen Operators’
Association, and Northeastern Store Owners’ Association (“State Associations”)
— filed a lawsuit in the U.S. District Court for the Western District of Michigan
on behalf of their members to prevent ADQ/IDQ from forcing member fran-
chisees to “modernize” or otherwise convert their stores toward a design and
image that is consistent with either a DQ Grill & Chill or DQ/Orange Julius

Treatworks (or whatever is the result of Project Cornerstone).

After the filing of the lawsuit, ADQ/IDQ objected to the State Associations’
case on the ground that it was not proper for the State Associations to bring this
lawsuit (i.e., they lacked standing). In response, the State Associations argued
vigorously that the associations were empowered to represent their members
and that sample testimony from various member franchisees was sufficient to
establish that ADQ/IDQ could not coerce brand conversion on member

franchisees under any existing franchise agreement.

Despite these arguments, and the fact that it would be more economical and
efficient to have the State Associations represent the franchisees in one
litigation as opposed to having hundreds or thousands of separate lawsuits, on
Monday, June 9, 2008, the Court dismissed the State Associations’ complaint

— but without prejudice. The court held that individual participation by fran-

chisees is necessary, such that the Court could fashion a remedy that is tailored

to the specific franchise agreement, and the specific location, instead of




fashioning a broad, system-wide order, as the State Associations had requested.
The Court encouraged the filing of individual test cases to challenge ADQ/IDQ’s
conversion program. The Court expressly left the door open for re-filing of the

associational standing suit, at a later date, if circumstances change.

Although the DQOA and the State Associations disagree with the Court’s ruling,
we are now evaluating our next steps, including the possibilities of (1) appealing
the Court’s decision; (2) proceeding (in the same case) with a Second Amended
Complaint that adds an individual franchisee; (3) filing one or more other test
cases on behalf of franchisees who face imminent conversion threats, as the Court

recommended; and/or (4) filing arbitration claims.

As we evaluate these alternatives, it is now more important than ever that fran-
chisees who are being pressured to convert/modernize to a new brand or concept
(even if you do not have a modernization clause), contact the DQOA or their
State Associations immediately to discuss what options might be available to you.

This is especially important if your agreement does not have an arbitration clause.

This information is important to ensure that the DQOA and the State Associations

can adequately protect your rights.

1719 Lake Drive West « Chanhassen, MN 55317
(952) 556-5511 « FAX: (952) 556-5522

June 19, 2008

Ron —

Just received your letter and your comments were right on! I'm glad NESO
decided to stand up for the cause. We cannot see this as a defeat and must
continue to be vigilant in trying to protect our rights. We need to remember WE
are the system as you said. (I hate to think of what happens if the DQOA and
competition goes away!!!)

Fondest regards,

Kathy
DQ Owner - Martins Ferry, OH

(Attached is a copy of the association letter Kathy references for your review.)
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RFOBERT I IQITKEER
TTHITED STATES DISTRICT JUDGE




