You're Toast!

Franchise owners thought they'd make a fortune serving the toasted sandwiches created by
Quiznos. Instead, they got burned.

By Jessica Centers
Published: Way 3, 2007, Desvver Westword

The Clazsic talian sub iz a glovious mourtain of salami, pepperoni, capicola, ham and mozzarella piled high between twwea thick
zlices of fresh-baked bread. The cheesze iz zoft and gooey, and the bread's corners have a perfect, light crunch. Mmm,
mimen, toasty.

The Classic Italian has been on the Quiznos menu since the first
store opened in 1921, on the corner of 13th Avernue and Grant
Street. It has lasted az a customer favorite through ownership
changes, the company going public, the compary going private
agaity, hizarre ad campaigns featuring spongmonkeys and a
hunan suckling on & wolf, upwards of 5,000 grand openings, and
new sandwich creations such as the recent Prime Fib on Garlic
Bread.

"The itnportant thing about CQuiznos is, it really is a great
satudwich" says Sherri Daye Scott, editor of the quick-service-
restaurant trade publication J5R Magazine, "They have an

ammazing culinary teatn over there. Toasted bread wasn't enough to keep Ratty
Baber, Chris Bray and Boly Baber from
"They position themaelves az hearty, well worth the money, struggling with their franchises,

bigger, more meat and more choices that other places don't

have," she adds. "Among the sandwich kings, they did the hest

job of knowing what customers ate looking for as far as taste

trends, with meat, cheeses and breads." Anthony Camera

But ot at knowing how to appease franchizees. The Denver
cotmpany is curtently embroded in a spate of lawsuits filed by the
wety sathe people it licenses to serve customers the tastiest,
toastiest Classic [talians.

Chris Bray was politely defiant. Testifyring before .5, District
Judge John Kane in his courtroom on the eighth floor of Denver's
Alfred &, Arra Undted States Courthouse in Febraary, the Texan
chose hiz words carefually.

Bray has been a Quiznos franchise owner for ten years. He
opened his first store near Fort Hood, Texas, in 1997, when ondy a
few bandred of the sub shops exsted around the country. In
December 2001, he and a handful of other owners founded the
Toasted 3ubs Franchises Association because the chain had
begun implementing policies they considered deceptive, like
taking away theit oversight of how advertizing dollars were being
spenit and forcing them to sign more expensive service contracts
that earned the corporation kickbacks from the providers. The
group statted a websgite whete franchisees could commdserate
atud tried to use the organization to negotiate chatges within the
COMPAy.

Cuiznos started filing disparagement lawsuits against Bray and
others who had posted conunents on the website forum,. The
TEFA, meanwhile, began recraiting potential plaintiffs who were
willing to pay into alegal fund, and they enlisted the help of a
prominent franchize attormey.

Attorney Ted Bendelow represented
Guiznoes franchisees. Vo 're Toast 1



On Hovember, 20, 2006, the group filed its first class-action
lawzuit in Wisconsin, alleging racketeeting and charging Chuiznos s
with setting up an illegal business model by which the (lu IZI]D S
cotporation mabkes its profits off of franchise fees and products it SUBS
forces franchisees to buy. & few days after the complaint was
filed, a franchisee in California walked into a Quiznos restroom
and shot himself three tites in the chest.

Bhupinder "Bob" Baher left a note to the media calling his
suicide a sactifice. Bray, a friend of Babet's, posted the letter on
the T3FA wehsite; withit a week, Ouiznos terminated franchisee
agreaments with every hoardmember of the TEFA . Their stores
would close, and the hundreds of thousands of dollars they'd
rvested would be lost,

The original Guiznos, founded in a former
gas station in Capitol Hill.

That decision was made by Patrick Meyers, Quiznos chieflegal

officer at the time and general counsel since 1997, He testified to Judge Eane that the company's relationship with
Chris Bray and the TSFA had been acritmordons in recent years, but it wasn't vntd he read the suicide note on the
TEFA website that he decided to close their stores, "It Baber's suicide note was completely different," he said
ity coutt. "It was, first of all playing on a tragedy of a man killing bimself. It was exploitive, accusing our brand of
hotrible things. That posting was nothing but to ditectly attack us. To me, it was black and white "

Michael Daigle, executive vice president for development, also testified that he was outraged by the suicide
note's posting, "It was pretty distastefial to capitalize on that tragedy," he said. "The message was 'Don't become
a Quiznos franchisee, becanse you'll end up killing wourself!"

Bray and the others did not walk away quietly. They filed a complaint asking the 113, District Coutt in Denvet to
stop Quiznos from taking their stores, arguing that their First Amendment rights had been wiolated. Five of those
eight plaintiffs settled with Quizhos, with two more claitming that they had played no role in the decision to post
the suicide note. That left Bray to explain to Judge Eane whyr he made the suicide note public. And that's fine
with hith. Fot Bray -- a man who lists fighting corporate injustice among hiz hobbies -- this iz a matter of prineiple.
On the stand in Denver, Bray told the court he posted the suicide note because Babet's wife, Ratty, asked him to
-- atid because alot of TEFA members agreed with Baher's sentiments.

Quiznos attorney Fredric "Ric" Cohen objected to the atnswer, but Kane overnaled bim.

When it was his tutn to cross-examine Bray, Cohen came armed with a stack of depositions and exhibits. "You
read the suicide note before you posted it on the TEFA website " asked Cohern, then an attorney with DLA Piper
U3 in Chicago. "Before posting it you took no effort to verify its content?"

"That iz icorrect," Bray replied.
"Turt to your deposition. Page 144, line 22 'Question: Apart from your experiences, did yvou do anything to
irvestigate or otherwise determine the accuracy of any of the statements in Mr. Babet's suicide note? Answer:

Ho! Do yourecall giving that answer?"

"I do, but I don't thind that's the question you asked me."
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The men continued sparring aver the suicide note before the questioning finally got around to Bray's stores, the actual
purpose of the hearing. Kane was to decide whether or not to grant plairtiffs a prefiminary injunction, thus preventing
Gwiznos from shutting them doven during the courze of the ltigation.

Three months later, Kane has yet to rule on the February hearing, and Meyvers iz no longer the company's chief legal officer.
Auiznos haz a new CEQ, who came on after Baber's suicide and the TSFA terminations, and he's replaced some of the
company's longtime leaders, including Meyers, And even as the neww corporate management works on repairing franchisee
relstions, the TSFA is gaining momertum. k now has class actions pending in Michigan and llinois as well a5 Wisconsin, and
claimsz a memberzhip of 500 -- 10 percent of all Quiznos stores.

Jimmy Lambatos, the chef behind the Classic talian and other original Guiznos speciatties, moved to Colorado from Mew “ork
with hiz parentz in 1970, He was going to college to keep from getting drafted when he took a job &t the Colorado bine
Company restaurant in Glendale, where he fell in love with the food busziness. YWhen the chefs walked out one night,
Lambatos was baptized by fire. He became the chef and, later, the manager. By the time he left, he was ready to apen his
owen restaurant. "l thought there was a huge need at the time for Denver to step up to their culinary aspirations " he says.

Lambatos pattnered with Todd Dizner, and in 1975 they opened Fodters, a trendy, wwhitesvashed, Mew Yark-style Ralian joint,
in Capital Hill.

& couple of years later, Disner leased a former gas station he owned at the corner of 13th Avenue and Grant Street to a
group wwanting to open a submarine zandwich zhop. Lambatoz wwatched the new place struggle and quickly go out of
businezs. "t didnt take off 'cauze it was your standard sandwich " Lambatos sayvs. "t was more of a Subway thing. Soft
hread instead of crusty bread. t wasnt a Newy Yark, East Coast-style sandwich swhere you had a ot of flavars inthe thing."

Lambatos knewy he could do a better sandwich, like the ones back home. Sandwiches that came out of & pizza oven dripping
with cheesze and olive oil. "One of the first things | learned is that it you put anything inthe oven,| it's going to taste a whole ot
hetter " he =ays. "Flavors seem to come out of food when they're heated up "

He ran with the idea, and in 1931, Lambatoz and Disner opened the first Guiznos (o0 named because they liked the letters G
and £). The tasty toasted sandwiches, with their generous layers of meat and cheese, were an instant success. Somuch
z0 that a group of waiters at Footers warted in on the concept; the owners agreed to let them open a second Quiznos in
Boulder. ", too, wwas an instant success, and my partner thought we needed to start franchising these things," Lambatos
zays. "And lo and behold, before 1935 we had fourteen stores "

But even sz the sandwiches' popularity was grovwing, the business itself was faling apart. The franchise contracts hadn't
heen crafted tightly enough, and there werent enough rovalties coming in to support the money being paid ot on
advertizing. Dizner and Lambatos decided to split in 1938,

Lambatos got Footers Catering, which he still owens and runs todsy . Disner took Footers, which he subseguertly closed, and
the Guiznoz stores. In 1991, Dizner zold Cuiznos to Rick Schaden, who had opened three franchizes after graduating from
the University of Colorado, and his father, Dick Schaden, a prominent aviation sttorney who made hiz money suing airlines
after plane crashes.

The Zchadens took the company public in 1994, and the concept -- centered around a hearty sandwich made with the
highest-guality ingredients -- continued to grow quietly . (Reqguests to interviesy company officials for this story were declined
through press-relations contact Jessica Beffa, she refused to answer any guestionz, including thoze regarding the Quiznoz
product, franchizee relations, the company's grosth or litigation. " iz not appropriate for us to address these questions at
this time " Beffa explained via e-mail.)

When, in late 2001, the Schadens took the company private once again, some bought-out shareholders guestioned the
amount paid per share. In 2002, Denver attorney Jay Horowitz, on behalf of Texas investor William Fagan, claimed in Denver
District Court that the Schadens had chested the company's public shareholders out of milions.



The resulting trial, involving several shareholders, revealed Guiznos to be an extraordinarily successful endeavor that had
growen from forty stores and $14.2 milion in annual sales in 1994 1o 1,400 stores and $428 million in 2001, and that neither
the market nor the company's own stockholders had been avware of the restaurant's strencth or prospects. Horowitz alleged
that was because the Schadens wanted to buy the company back before the stockholders could realize its value.

Starting in December 1995, Horowitz argued, the Schadens spent millions of dollars of the company's funds -- money
generated by the public's investment -- to retain investment banks, financial consutarts and lavwyers to craft a private
takeover. Then, in 2001, they proposed & merger in which they would buy the remaining Quiznos stock at its market value of
F5.50 g share. They didn't put out an offer to zee what other investors would pay for the company, and they refuzed
Fagan's offer to buy Quiznoz at $15 a share. They did, a3 required by federal securities law, send stockholders a proxy
statement explaining the transaction.

Miz=zing from that Movember 5, 2001, natice, howeever, swere many telling detailz. For instance, a projection for store sales
and openings in future years failed to acknowledge that the company had already exceeded those numbers. There was also
no mertion of an upcoming Super Bowel sponzarship and commercial. Mor did the document explain that Quiznos was selling
all of tz corporate stores in favor of franchizee-owned stores, thus eliminating the up-front rizks by requiring individual
oweners to pay capital costs. Most significant, the statement did not disclose plans for & food subsidiary that was expected
to generate §15 milion in annual profits as soon as 2002,

Instead of simply licensing suppliers as the company had done inthe past, American Food Distributors would now purchase
Quiznos products and sell them to franchizess at & markup. In 2002, AFD alone genersted 5 F20 million profit.

On January 8, 2004, after 24 days of testimony, Judge Robert MocGahey Jr. ruled that the fair value of each share was
$32.50. He awwarded the stockholders the $24 difference per share, pluz interest and asttorneys' fees. "The true status' of
Quizno's as a company on the verge of a growth explozion was obviously knowen to the Schadens " MoGahey wraote in his
judament, "but they told other shareholders little, if anything, of substance concerning that potential arowth explozion.... | find
the proxy statement to have been an exercize in obfuscation "

Suitz from ather bought-out shareholders, and the Schadens' ex-wives, soon followed.

By the time that ruling came in 2004, the chain had surpassed 2,200 stores, and Lambatos, who stayed friendly with Rick
Schaden after seling out, had been present for many of the openings . He'd even heen the official face of Guiznos.

In 2002, the company's ad agency was looking for & spokesperson who could sell their toasted subs, and after seeing
footage of Lambatos catering & cockiail party, executives decided he was the ideal Chef Jimimy, & character =0 chaessed
with creating the perfect sandwich that he et everything elze in his life go -- including his pantz. The first gpot sired on
national televizion during the 2003 Super Bowl.



Lamhbatos relizhed his time in the spotlight and spent the next year traveling to store openings, making appearances and
promoting the brand. "That's when | realized what Rick had done with the franchize aver the course of the fiteen years I'd
heen away fram it," he says. "Looking back on it nowe, | don't think | could have done what he had done. His business savwy
and what he warted to do with the company wwas z0 ontrack, with producing the best sandwich you could possibly eat and
doing it with better guality products than anybody else in the market, and in that time frame of the '80s and '"90s, when people
were looking for fresher, better-gualty products " By late 2003, the Chef Jimimy ads were replaced by neww spokespecple --
and creatures (see story, page 19). Lambatos went back to admiring the sandwich chain from afar wwhile he ran hiz own
huzinezs, stopping in &t Guiznos for a Classic talian a few times a month.

Auiznos was receiving national industry recognition, and by 2004, it had been ranked three years in a row by Nation's
Restaurant News as the fastest-growing restaurant chain in the country, both in number of stores and sales. In 2005,
Guiznos was number two on Extrepreneny Magazingds Top 10 Franchizes list, and Q5R Magazine ranked Guiznos third in
itz list of Top S0 Chaing, for itz increase in sales. Last vear, Quiznos was still the fastest-growing restaurant chain in number
of stares.

These distinctions -- noted in the company's marketing materialz -- are not aimed &t wooing customers, but potertial
franchizees: "Hungry to Be Your Owwn Boss? t's Easier Than %ou Think..."

An online zeminar -- the first step toward becoming your own bozs -- plays like an infomercial promizing financial freedom
after an initial investment of approximately $279,500. That includes a $25000 franchize fee to Quiznos, plus all start-up
expenses -- from advetising and training to equipment and construction -- paid to approved suppliers or affiliates.

"ou don't have 1o be highly skilled ar highly educated "
"Ever made a sandwich? You're gualified to ovwn & Quiznos "
'l suppott you every step of the way "

"“fou are never alone."

e weant you to succesd "

"The American dream iz ovwning your own CQuiznos "

ntil recertly, required reading for new franchizsees brought home that poirt. MeDonale's: Behind the Arches, by John F.
Love, tellz the American success story of McDonald's and Ray Kroc, who bought the burger joint from the McDonald
hrathers and grewy it into the most successful franchize ever. He created a 1ot of milionaire owners along the way.

Kroc called the other growing fazt-food chains of the 19502 "franchizing racketz " Hiz competitors made a sizable chunk of
their profits by seling marked-up products and equipment to their franchizees. Kroc dictated suppliers in arder to obtain
zystem-wide price breaks, but instead of accepting kickbacks from those suppliers -- which was a common practice at the
time -- the ertire price break was passed directly to the franchizees. Kroc charged a $950 intial franchise fee and took just
1.9 percent of stores' zales as royalties, compared to the 7 percent that Guiznos takes, pluz S percent for advertizing and
marketing.

"In =hott, while other franchizers were figuring out wways to pad their bottom line, McDonald's wwas concentrating on ways to
pad its top line -- the total revenues of all franchized restaurants in the McDonald's System " Love writes.



"The ezzence of Kroc's unigue but amazingly simple franchizing philozophy wasz that a franchizing company should not live
off the swest of tz franchizees, but should succeed by helping itz franchizees succeed.. " the book continues. "In the end,
the genius of Ray Kroc was that he treated his franchizees sz equal partners. He was but one of dozens to see the
mind-boggling potential of guick-service restaurartz, but he had something no one elze had -- franchizees working on his
zide "

Feading MeDapald's: Behindg the Arches got Quiznoz franchizees excited for the future. Cuiznos corporate wwas on their
side. Their success meant QUIZNOs' SUCCESS.

"hen | read i, I'm thinking this is what Quiznos iz modeling themselves after," zayz a Colarado franchizee who signed onin
2001 " wvas all hyped up. | thought this vwas going to be a good thing.

"Couple of yvears later, they stopped requiring you read that book "

Bob and Ratty Baber zigned their first contract with Quiznos in 1995 for a restaurant in Long Beach, California. From the
start, they had problems. They claimed that they were coerced into buying a second location as & condition of apening the
first, and that they were promized -- before signing contracts -- that Guiznos would not open restaurarts within two miles of
their stores . When that promize was broken in 2004, Bakber's sales dropped dramatically. He claimed he was not provided
any assistance from the company after numerous reguests .

He had paid Quiznos $35 000 in franchizee fees and sunk hiz life zavings -- $500,000 -- into the two stares. Hiz wife had
been working fifty- to sixty-hour weeks at the restaurants, without any compensation, for six vears while raising their three
children and caring for her sick mother. He had to do something.

By the end of the year, Baber decided to create an associstion similar to the TSFA for Califarnia franchizees. He and his
wite flewy to Texas to meet Chriz Bray and solicit his advice. Baber wanted to organize a group that could lobby for
legizlation to protect the rights of franchizess in his state. In December 2004, the Quiznos Franchizee Association was
formed, and Baber began recruiting members. He tried passing out notices about the nevw azzocistion at a regional meeting
of Quiznos franchizees and was confronted by a member of corporate management .

on March 31, 20035, GQuiznos sert Baber notices terminating both of his franchizes. Accarding to Quiznos, Baber's stores
had failed numerous corporate inspections, and customers had called in 23 complaints during the fifteen morths prior to the
notice. Baber filed suit in a California court in April to keep hiz stores open, alleging that he was being retalisted against for
organizing, and claiming fraud against Quiznos. A litany of lawsuits and countersuits followwed aver the next nineteen
monthz. Baber fought to keep the litigation in Califarnia courts while Quiznos filed claims in Denver, as its contract with
franchizees demands. Baber argued that traveling for ltigation would cost him his job, which was the family's sole source of
income. Baber was out of money, having spent $100,000 on the ltigation. He feared that losing in court swould cost kim the
house that he and his family had lived in for eighteen years.

on October 31, the California Court of Appealz ruled that Babet's claims would be arbitrated in Denver.



on Movember 27, Baber wwalked irto a GQuiznos restaurant inWhittier, California, ordered a soda and talked wwith the manager
befare excuszing himself to uze the restroom. There he shat himself three times in the chest. When police arrived at the
scene, they found a letter to the media with Baber's body. There was a paper copy and & disc.,

farm not @ fool. My wite is not 2 fool..

W trusted in Quiznos. They promised 0s sdccess, help and evendhing else to get us to by Into the “dream” they were
sefiing...

We are iike so many others who also bodght into this drearn and last 8 substantial portion of thelr iife's savings...

I have strugoied hard and oid the best § cowid to cregte a volce far the franchisees In the system ahd to create a “support
systerm® for the franchisees, which does pot exlst, and to fight the Injustices of this franchise system. Not to bring the
siatern down, BUt only to make it gy,

I hope my efforts will pot go wasted. | hope the povernment will look into the systematic deceitful business practices of this
franchisor. A serions investipation must be ondertaken.

'z beek g tongh battle.

I have been dragged throngh the legal systerm for over 18 months by the Jmmensely saperior financial might of the
frapchizor, which will coptinge to keep justice from coring to me, and to the hundreds and thousands of franchisess who
are trapped simiiarly o the systerm and are slaving for the frapchisor, and those who have bonght Jnto the franchise
agresment, and hot yet become store aperators.

I have speht and sactificed my e, maney, family ife. | thodght of ah aption to leave the system quietly and fade away, but
now | choose pot to do that, and instead et the strupogle go on.

My struoole will continne after my sacrifice. ..
Quizhas has Kiled me, Destraved my Iife, Destroved my family Iife for the past seven vears...
They retaliated against me for thying to create a volce for the franchisess in the system...

How cah g corumon individnal like me and those ke me in similar clrcomstances, there are thousands, with Nmited
resoMrces get fustice?

I balieve there wiil be justice. But it will be too fate far me.

There are a farge and grawing hmber of W5 who believe, Whresetvedly, that the handful of peanle who own and'or otherwise
control the Quizhos Corporation shoold spend the rest of thelr lives Jn prison. The Quizhos Corporation is jost one of the
kost epregions Tn what they do, bot the entivety of franchising in Armerica Is apen do this Kind of abuse. . STAY FAR, FAR
AlAY FROM FHE QUIZNQS CORPORATION, THEY ARE CRIMINAL IN WWHAT THEY DO, And treat any Franchise
Syatem with deep spspicion.



Mo one has proved Baber's accusations to be true. Mo criminal investigation or charges resutted from his note. et his words
still haunt CQuiznos. &t the hearing on the TSFA boardmembers' terminations, the company's executive vice president for
developmernt, Michasl Daigle, testified before Judge John Kane that zeling stores has been difficult since the note was
posted an the website, Morale iz lowe. People are uszing the suicide as a reason to back out of purchaszing franchizes.
Landlords are tough to deal with. Lenders are getting tough to deal with.

"I'get & lot of comments from landlords and lenders about having seen the TSFA website " he zaid. "One potertial franchizee
was going to buy an existing franchize and backed out, citing the suicide note as a reason”

Susan Kezios, president of the American Franchizee &ssociation, helped create the TSFA. She feels that there is a ot at
stake for franchizees in Bray's case. "Certain franchizors like their franchizees to be kept stupid. Divide and conguer. Keep
them inthe dark. Some franchizors do thresten franchizees who form azsocistions. There is no level plaving field, o right
fram the beginning, a franchizee iz at & dizadvantage. There's a very spotty, limited protection for franchizees. And that is
why an associstion i o important.

"t's a freedom-of-zpeech izzue, and it will be interesting to see what side the court comes dowwn on -- if [CQuUiznos] can shot
doven negative public camment. And it wasnt even negative public comment. Bok Baber wrote that suicide note. He wanted
journalists to pick this up "

Mewe Jersey attorney Justin Klein sits down for a beer after a day in Judge Kane's Denver courtroom, remarking that almost
every huzsiness along the 16th Street Mall iz a franchize. He's sued a few of them. He and hiz partner represent disgrurntled
franchizees, and have taken on 7-Eleven, Cald =tone Creamery, Dunkin' Donutz and =nap-on Tools, to name a few. He
suspects he'd have a lot fevwer clients if people had a hetter understanding of franchizing hefore they entered into
agreements.

The system started in this country after the Civil War as a way for Singer Sewing Machines to get itz product to market.
spread in the early 1900s with car manufacturers franchizing to dealers and soft drink companies to battlers. Today there
are at least 630,000 individual franchize businezzes in the United States in seventy industries. What began az a simple
method of distribution -- attractive to franchize owners because they got to zell an already proven product, and sttractive to
companies because franchise owners shouldered the risk in getting that product ot to news customers -- has grown far
mare comple:.

lronclad contracts dictate every detail of how a franchize busziness is to be run, and franchizees give up the freedom to
make decizionz about their buzsiness in exchange for the training, support and marketing that they purchasze with an iniial
franchize fee and continued payment of rovaltties. In theory, buying irto an establizhed chain iz supposed to be less risky
than starting a business from scratch. However, a comprehensive independent analysis done by Timathy Bates of Wayne
State University found that ten yvears ago, when the study was performed, 38 percent of franchise units failed in four vears
compared to 32 percent of independent start-ups.



Janet Sparks -- a columnist based in Highlands Ranch who writes for Frapchise Timesand bluemaumau.org -- has been
followving the sectar for fifteen years. She sees the risks for franchizees becaming greater, with mare abuses and less
requlation nowe than ever. "l truly think it's getting worse " she says. "Franchizors are getting aweay with too much. They are
not regulated. The FTC turns a blind eve to fraud. Something needs to be done now . So many people are losing o much "

While regulation remains scant, it's up to lawyers like Klein to take on franchisors for bad business practices. To that end,
Klgin iz the legal counzel for the Toasted Subs Franchizee Aszociation and the man behind the class actions in Wisconzin,
Michigan and llinois -- with mare to come. He's far from the first or only lawsyer to sue Quiznos, but Klein is confident that his
harrage of lavwwsuits will reveal the Quiznos business model a2 a racket.

Klein became aware of Quiznos a few years ago, when the sub shops started popping up around Mewy Jersey. Then in
2005, a man came into his office saying he'd bought & Guiznos franchise akout three years earlier and still didnt have a
location. Klein asked him how much he paid. He said he had paid an initial $25,000 franchize fee but couldn't find a site within
the trade area he bought into.

"That doesnt sound right," Klein told him. "If they're doing something wrong, then there's got to be other peaple like you "

Within & few weeks, Klein had found 27 Mew Jersey franchizees that had bought into the company mare than eighteen
manthz earlier and stil had no location; GQuiznos was refusing to refund their $25,000. " wasz astonizhed " Klein zays. "=al
filed a clazz action that basically zaid that Quiznos dupes people into thinking they are buying an area that can support a
store and dupes people into thinking that they will be ahle to comply with their contractual ohligation to apen within twelve
morths, which iz what they have to do under the [franchize] agreement. What Quiznos lster disclozes is that, sure, you
have to open in tvwelve manths, but it could take vou twelve to eighteen months just to find a site

[auizrnos last yvear dizclosed that a2 of December 31, 2005, 2,940 franchizees had not opened stores within the allotted
twelve-month time frame. They represent 67 percent of all franchizees waiting to open a store)

Atfter Klein filed hiz suit in Meww Jersey, the TSFA, guickly caught wind of it and came looking far him. "Chris Bray starts totell
me about the aperational problems within the Quiznos corporation, and | realize that $25,000 fee iz like nothing compared to
what's gaing on here " he says.

What was going on, Klein believed, was that starting in 2001, Quiznos had implemented a business strategy to extract
millions from franchizees while simutaneously making it difficult, if not imposzsikle, for them to turn & profit, "Our argument is
they don't really care how many sandwiches they sell, becausze they dont make their money off of product you =ell as a
franchizee " Klein explainz. "They make their money from the product that the franchizees purchaze.

"Quiznos was requiring these people to buy products and zervices at inflated prices that were not related to the guslity
standard,” he continues. "To say that vou are required to buy cleaning supplies at a higher price than you can buy them from
Sam's Club does not make sense, and that's wwhat wwas going on according to Quiznos' ovwn documents. They received well
over F100 million in rebates every vear off the backs of their franchizees, and that's a problem, especially when the
franchizees are losing money the way they're losing money. And it seems every change the company makes is to benefit or
lime the pockets of the campany

According to Klein's complaint, GQuiznoz alzo saturates the market with stores, distributes couponsz for free and dizcounted
food for which franchizees receive no reimburzement, and uses a portion of the advertizing fee t charges franchizees to
zell more franchizes instead of to promate their product.



When a franchize goes out of buzinezz, as many inevitably da, the owner iz threatened with a lavwsuit to pay rovaties over
the ertire fifteen-year term of his contract. Quiznos offers to resolve that dispute if franchizees sign a waiver giving up their
right to zeek redress. The bankrupt, vacant store is then passed on to another prospective franchisee. "In this manner " Klein
says, "Quiznos suffers no loss and only & shortterm interruption in royalties, while alzo meeting their reguirements to
provide locations to their excessive backlog of franchizeess "

Klein cites a 2003 court document from ancther caze in which Quiznos attorney Ric Cohen stated that "40 percert of
Quiznoz unitz are not breaking even” -- a figure that was not dizclosed to hiz clients befare they zigned into the company.
"iZhat happens with Quiznos franchizees nowy iz that t's just a matter of time before their dekt catches up to them, before
they max out their credit cards and take out their second mortgages and ruin their lives and their family's lives and their
family's family's lives, meaning in-laws and whomever elze they can borrow money from to tey 1o get i to work, becausze
franchizars will tell you: 'If you just keep it apen a little bit longer..™

Fred Westerfield iz a client who couldnt hold i together any longer. He's clozed hiz three Wizconsin Quiznos stores and filed
for bankruptcy. He and his wife are losing their home and cars and almost ended their twelve-yvear marriage.

"iviz had money we earned and invested " he says. "We were smartt. | thought thiz wwas going to be a good investment. They
Classify people as bad operators. They can't say that about me. | won awards. | followwed all the rules. | worked seventy-plus
hours & week. | put my heart and soul inta those stores "

So did Colorado franchizees Dan Walsh, Dan Serafin and Samir Tailor, who sued the company in 2004 for encroachment,
claiming that their sales dropped dramatically when Guiznos allowed additional stores to open in close proximity to theirs.
Since the company's contract with franchizees does not grant any territorial excluzivity -- the company can open stares as
cloze to existing starez as t wants -- attorney Ted Bendelowe argued that the izzue was about econamic viability . "The
knowvlede of the marketplace and what it takes to sustain a franchise iz really within the unigue and sole knowledge of the
franchizar " he says. "That's where | think they have the grestest responsibilty, not putting people into & situstion where
going in, you know there's troukle

Denver District Court Judge B. Michasl Mulling didnt agree and ruled for Quiznos, saving the plairtiffs had not proven that
their reduced sales were caused by the proximity of other stores. Mare important, the plaintiffs' contract stated that site
selection iz their responsikility and that sites do not come with territarial protection. “In short, the Franchise Agreements are
clear that GQuizno's approval of a site was in no way a guarantee as to the sustainabilty of the location or as to itz future
success and alzo that Quizno's retained the right to open franchizes anywhere elze it chose " he wrate.

Walzh lost his two stores and his investment during the course of the litigation. He recertly filed for bankruptcy. "Basically,
you're signing aweay your life " he says today. "They made vou believe they were going to take care of vou. |iurned out to
he & crock.”

Inztead, Quiznoz expects Walsh and other franchizees to adhere to the letter of their cortracts, which require that they
acknowledge the risk of owning & business and disregard any promize or assurance a QUiznos employee or contractar
might have made. Bendelowe, however, sees that as a problem because the Quiznos franchise sgreement iz an adhesion
contract, meaning it's one-zided and non-negotishle. "The franchizee literally cannot change a comma or & period in the
document,” he says. "t wwasz written by Quiznos for Quiznoz, and 2o, a2 one might expect, the franchizor has all the rights,
and the franchizee haz all the responsikility. £ doesn't do you any good 1o read the cortract, hecausze you can't negotiste it
anywway. Here it iz, Ether you're in or vou're out. You really goin with a leap of faith.”

One-zided as the contract may be, Quiznos does discloze the dynamics of that relationship to franchizees in detail through
it= Uniform Franchise Offering Circular, which it files with the Federal Trade Commizsion and is required to show prospective
franchizess. And while the document iz a massive 437-page book, the UFOC dizsclozes -- inall caps inthe first two pages --
termz such az franchizors' right to open stores wherever they want, liakility for future rovaties if the agreement iz
terminated, and the company's ability to terminate an agreement if a franchizee does not open a store within tvwelve months.
It alzo lists brief summaries of the forty lavwsuits in which Quiznos iz a defendant.

Outside of court, attorney Cohen recently released a statement that the claims in the llinois class action are "falzse,
misleading, and wholly without merit," and that Klein and Bray have "repeatedly demonstrated that they have little knowledge
of the Quizno:s business, or apprecistion for ts many successes "



The Colarada team for the Toasted Subs Franchizee Azzociation are all carefully watching Chriz Bray's lawsuit against
Gwiznos. t may determine whether ar nat they have a right to organize and to publicly criticize their franchizor.

When they meet at a Denver-area Quiznos on a recent afternoon, they talk in hushed tones with one eve onthe front door.
They talk sbout howe to grovy their numbers and hove 1o get the rest of the one-third of Colorado franchizees who they say
have already joined the TSFA to actually show up to meetings.

"The fact that we wart a food co-op, that we want to fix our stores, that we vwant more say -- that should not be a secret "
zays the store's owner, who, like the other members, asked to remain anonymous for fear of retribution. "l don't want us to
be against Quiznosz, becausze we are Quiznosz "

She hasn't made a profit on her store in years, not since another location opened nearky. Ancther owwner in the room bad
zales well above average last yvear but still was in the red after food costs, rovalties and dizcounts that aren't reimburzed.
"&nd believe me, you guys," she says. "lrunatight P and L, and it's ugly "

She recertly found out from the owner of & single, independert restaurart that his service callz from Pepsi are free. Yet
they charge her $75 every time they come through the door -- money that she believes gets kicked back to GQuiznos
corporate. Thoze types of charges, and the tens of thousands in rovaties she paid last year, are kiling her;, she'd like to get
out of the system, but Quiznos stores arent zelling.

Mast franchizees dont weant to zell. They'd rather stick with the product and company they believed in enough to invest their
zavingz. What they really want iz a chance to be successful. They zeek bargaining power through the recognition of an
independert franchizee associstion and a business model that gives franchisees some oversight. Subwway's franchizees,
for example, after much dizsent and tigation in the "90s, now have a recognized associstion and contral their own food and
advertizing co-ops.

"khat's funny iz the owners that seem to be most perurbed about this thing are the owners with the highest-wolume
starez " savs another Caolorado franchizee. | think it's because we run good stores. We're there and we're conscientious,
and we realize hovy much we should be making. We're daing okay, but that's the top ten stores. The ones an the bottam. .

He shakes his head.

When he bought into Guiznos, in 2001, he'd been eating there since he was a student in Boulder and there swere only two
stares. He held out for a high-traffic location and was pleased with his zales from the start.

There wwere a fewy red flags. Design and construction toak longer than it should have because he claims he couldn't get his
area director to return his phone callz. All the support he'd been promized proved to be non-existent.

Inthe spring of 2003, not long after his opening, franchisees were invited to a conference in Las Yegas. t wvwas soon atter
the Super Bowl commercial aired. Jay Leno gave a private show | and Rick Schaden gave out keys to new Mini Coopers to
the best stores in the country . What stuck inthe mind of franchizees was not all the hype and glitz, but zomething their CEO
zaid. "Rick Zchaden gat up there and told evervbody that one out of every three Guiznos was not making money," the
Calorada franchizes recalls. "He just came out and told us that, One out of three Quiznos did not make money. | thought, "ty
God, what did | get into here?™



But he wwaz making money, and he continued to do =o. f was only late last vear that he joined the TSFA, even though he had
one of the most successful stores in the state and was someone the company had chosen to train dozens of franchise
owwners and corparate employees.

"1t just slowely started building over the years to where you stant seeing your profit-and-loss statements and thinking, 'Gee, I'm
doing &z good or belter than last year. How come 'm not making as much? YYou notice that food costs, paper costs and
equipment have gone up. Everything we touch with these guys, the price goes up and a kickback goes to them. The general
conzensus now iz that they make more money off the food [they sell to franchizees] than the rovatties, and thiz was just
coming to light to most people last year ™

When he received a carporate e-mail to all Colorado franchisees, he kept the addrezzes. The chatter among ovwners had
glready begun when Quiznos decided to start seling it cards last September. t was a bad deal for the franchizees
hecause Chasze was going totake § percent of each sale for administering the program. The fact that Chase was owned by
JP Morgan -- which had just bought into Quiznoz -- made franchizees wary that thiz was just another kickback scheme.
They were made mare skeptical by the reference -- in the contracts they were being asked to sign -- to & second agreement
hetvween Quiznos and Chasze, which they were not permitted to reviesw.

Same owwners refused to sign, but Guiznos threstened them with a "default” if they didn't change their minds. Defaults are
normally izsued during regular inspections if something izn't up to par -- like food not being stored at the right temperature or
an unclean shop; enough defaults can justify shutting dovwen an ovener. The gift-card holdouts acquiezced and zigned the
cartract.

"That prompted a lot of people right there to go, Wait a minute ™ says the franchizee. "lznt a default supposed to be about an
unzafe practice or heatth izzue? This was all about money. That was what prompted me personally to start taking some
action. To me, that was the final abuse of their default system. How stupid do you think we are?"

"That's another thing. & lot of people that get into Quiznos are from other countries. They've saved all their money and ot it
into thiz. Their command of English isn't good, and they don't understand our legal system. | honestly think Guiznos is preying
upan them. | just hope through zome of theze cazes we'll zat 2ome precedent and change zome of that. There's plenty of
maney for & franchizor to make. But when they get greedy like that, they have a way of wringing every dime out of the
gystem. t's not even clever. t's just forceful.”



Last year, the Schadens put Quiznos on the market with an asking price rumored to be as high as §2 hillion. A few months
later, JP Morgan bought an undisclosed stake in the private company. In January, Greg Brennetnan was appoirted the new
president and CEQ, and his company, TurmWarks, took an equity position in Quiznoz. Rick =chaden stepped down az CEOQ,
though he remains chairman of the board.

"Maving forvward, aur primary mission will he to relertlessly work on increasing restaurant profitabilty for our franchize
ovwners " Brenneman said in & press release. The turnaround specialist is credied with fixing Continertal Aivlines and
improving Burger King's relations with its franchisees before taking the company public last year.

Thus far, franchizees say Brenneman's appointment gives them hope for the future of their investments. He's already said
publicly that food costs, as & percentage of revenue, are out of line. He's promized to cut back on coupons and has owered
prices on zome supplies. He leaves a weekly voicemail to all owners that iz like a pep talk -- updating them on progress and
always reterating that he's proud to be on their team. "As a reminder," he zaid in a recent message, "everyone at Quiznos
corporate iz compensated on franchize owner profitakbility "

Faon Dizaverio ovwns two Quiznos in downtown Denver and one in Galden. He's been in the system for mare than twenty
vears. "Ive got nothing bad to say about Cuiznos " he says. "I'm still 2 big believer in the chain "

Rich Medina, & Dernver franchizsee whose smiling face iz pictured in Cuiznos ads and marketing materialz beside a quote
ahout howe the company has changed his life for the better, 2avs that he's not been thrilled with the company, but neither iz
he completely jaded. " think most of us fall in between " he zays. "t's not been all wonderful, but there's a ot of great change
going on right nosy . In previous years, the focus has not been what it needed ta be "

"Owverall, it's a good company " he adds. "They're just going through normal groswing pains. You read a lot about food costs
and lavwsuits. | don't get caught up inthat. | focus on my day-to-day business. They knoww what things 'm unhappy about

Sill, local TEFA members are watching the company's newy leader closely. Brenneman has yet to address calls for the
diszolution of the Cuiznos subsidiary American Food Distribotors in favor of a food co-op. Full-page ads offering muttiple
buy-one-get-one-free coupons are =till running in neswspapers around the country, including here in Denver, a2 are the ads
exclaiming "2007, The Year to Be Your Owwn Boss and Celebrate Your Mewy Independence” And owners claim some of
those nesly reduced cost supplies are still cheaper st Sam's Club,

At hiz store in Boulder, a Colorado TZFA member flazhes the crazy amile of s=omeone who knowws he's &t the end of hiz
rope. "l am o pizsed off and disgruntled " he says.

He bought his Quiznos after being laid off from hiz job, after twenty years in the high-tech field. He was going to be hiz own
boss, That thought makes him laugh movy, He points st the chip display in front of the courter. Every decigion -- dovwn to
where on that shelf he must place his SunChips -- is made by corpaorate. He's naot the boss of anything. He works more than
zeventy hours a wweek. Hiz income from Guiznos haz been zlightly more than he made in his last career. Bt back then, he
warked forty-hour weeks -- with wweekends, lunch breaks, health inzurance, paid vacations and zick days. He'd take it back
in & hearthest it he could.

But that's the nature of franchizing -- something he might have realized it he'd done a little more homeswork, What's got him
"zo pizzed off" goes far beyond that. Take, for example, a woman who recently came into his store. She was thinking about
buying a nearby Boulder Quiznos. Corporate had given her a warksheet 1o calculate how much she'd have to sell each
week 1o break even. "They abviously have never shown you the weekly zales data for the state of Colorado" he told her
when she shoved him her break-even number. | was $3,000 mare than the top store in the state had sold the previous
week, a number to which Quiznos corporste clearly has access. "They couldnt care less once you sign," he says. "Buy a
Guiznos. American Dream. Be your own bozss. t's all & lie "

He usedto keep a copy of Baber's suicide note posted on the bulletin board in his store, but he has since taken it down. He
wantz tao chooze his battles wizely. "The truth iz getting out, and they're doing everything they can ta call the guy that's telling
the truth the bad guy," he adds. "That's why they're trying to squash the TSFA. They don't want us to be organized, becauze
individually, not one of us, as Mr. Baber tried to do, was going to win against them "

If there's anyone more disgruntled, it's Bray. He's seen a ot of his fellowy franchizees' savings decimated, marriages ended
and lives destroved. "4 lot of franchizees take their licking and go on, and that's fine for them " he zays. "I'm not like that. If
vou're going to deceive somebody, there's a price to be paid for that. | compare Quiznos to Enron and WorldCom. Even
though Quiznos iz private, ina lot of their shenanigans | zee & mirrar image, and cetainly Bob Baber saw that as well "



