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Family-dining chain Huddle House allegedly is charging “hidden fees” for products from the
company commissary, according to a lawsuit filed by a group of franchisees.

Huddle House franchisees file suit

By Jack Hayes

ATLANTA — A group of Huddle
House franchisees who operate
approximately 100 of the family-din-
ing chain’s 360 restaurants are suing
the Decatur, Ga.-based franchisor
for alleged illegal trade practices.

The claims involve practices of
the Huddle House commissary,
according to one of at least two
lawyers representing plaintiffs in
the case.

In confirming the mid-August
filing in U.S. District Court here,
Ken Rutherford, an attorney with
the Oxford, Miss.-based
Rutherford Calder law firm, said
the suit was being amended to
name a substantial number of addi-
tional franchisee plaintiffs.

Huddle House president and
chief executive Phil Greifeld
said the company, whose chain
operates in 15 states, had not yet

seen the complaint.

“We haven’t been served yet,”
Greifeld said. “But I know our peo-
ple and our business intimately and
am fully confident that these
alleged claims against Huddle
House will be dismissed.”

One Huddle House operator in
Georgia, who requested anonymi-
ty, said the suit is seeking damages
for “hidden fees” that franchisees
are required to pay for commissary
products. He did not elaborate on
what those fees were or how they
were hidden. The franchisee said
that 250 Huddle House restaurants
would be represented in the
amended lawsuit.

Not all franchisees were sup-
porting the litigation, however.
Lexington, Xy.-based The
Lark Group, parent of Huddle
House operator Mountaineer

Restaurants, said it would.not be
among those pressing claims
against the franchisor.

“We’re not involved,” said
Mountaineer Restaurants’ chief
operating officer, Mike Henslee.
“Our relationship with Huddle
House has been a good one.”

The litigation comes during a
key growth juncture for the Huddle
House group, according to
Greifeld. The company recently
entered into a 30-unit development
deal with Richmond, Va.-based
H20 Hospitality and its parent,
Clovelly Corp.

“We'll have opened a minimum
of 35 restaurants by the end of
2002,” Greifeld said. “We’re ready
to move into Pennsylvania and
West Virginia. And while our store
base expands, same-store sales are
growing consistently.”

Home Depot huilds
ties with eateries

By Paul Frumkin

RanpoLpH, MASS. — Dunkin’
Donuts is opening full-scale out-
lets in three Home Depot stores,
marking the latest high-profile
partnership between a national
foodservice operator and a major
retailer.

The Randolph, Mass.-based
coffee and doughnut specialist
debuted its first test unit at a
Home Depot in Manchester,
Conn., in late August. The com-
pany also expects to open
outlets later this year in
South Attleboro, Mass., and
South Plainfield, N.J.

Other prominent foodservice
chains that have pacts with U.S.
retailers include McDonald’s,
Nathan’s Famous and Little
Caesars Pizza. Officials at Tim
Hortons, the Canadian-based
doughnut-specialty chain owned
by Wendy’s International, told
analysts earlier this year that they
would be testing in-store units at
Home Depot operations in
Canada. Neither Tim Hortons nor
Home Depot would comment fur-
ther.

Greg Demadis, development
manager for Dunkin’ Donuts, a
division of London-based Allied
Domecq, said its trio of outlets in
the hardware superstores would be
evaluated over the next six to 12
months. “After that we'll make a
decision whether to do more [with
Home Depot].” he said.

While the home-improvement
giant operates about 1,500 units
across the country and in Canada,

arelatively small number of those
locations offer in-store foodser-
vice amenities. Moreover, Home
Depot has chosen not to sign an
exclusive contract with any single
restaurant brand.

“We have deals with perhaps a
couple of dozenfoodservice oper-
ators,” said John Simley, a
spokesman for the Atlanta-based
Home Depot chain.

One of Home Depot’s best-
known foodservice partners is
McDonald’s, which operates non-
traditional units inside an undis-
closed number of the retailer’s
stores. One source indicated that
the Oak Brook, IlL.-based burger
giant also might be testing an
express unit outside of one Home
Depot location.

Westbury, N.Y.-based Nathan’s
Famous also has a long-standing
partnership with the home-center
operator to run restaurants in
seven stores in the Greater New
York and northern New Jersey
areas.

Red Gate Concessions Inc., a
2-year-old private contractor
based in College Point, NY., runs
a single modular foodservice unit
outside of a Home Depot there.In
addition, Red Gate also has an
exclusive contract to operate cafes
inside of Home Depot’s higher-
end Expo Design Center super-
stores. To date, Red Gate has
opened 40 Expo Cafes, according
to chief executive and president
Steve Swartz.

(See HOME, page 85)

Schlotzsky's upsczile tack aims to beef up franchise results, eyes pizza cb-b’randing

By Ron Ruggless

AUSTIN, TEXAS — The 671-unit
Schlotzsky’s Deli Inc., which
blamed the soft economy and
decreased marketing for a sec-
ond-quarter slip in revenue and
profits, has taken a trendy turn
toward upscale beef in a bid to
boost franchisees’ “gourmet”
appeal and customer traffic.

The sandwich chain operator,
which is buying back its largest
franchised territory and eyeing
co-branding with a pizza chain,
posted a 1-percent dip in revenue
for the second quarter ended
June 30, to $15.9 million. Net
earnings for the period fell 35
percent, to $488,698, as sys-
temwide same-store sales
declined 5.5 percent.

“We are solidly profitable,

though affected by the economy,
and we continue to invest in
building our brand for the
future,” said John C. Wooley,
Schlotzsky’s president and chief
executive, in releasing the quar-
terly results.

For the six months ended June
30, the company reported net
income of more than $1.1 million
onrevenues of $31.1 million, vs. net
income of $1.3 million on revenues
of $31.4 million in the prior year.

Schlotzsky’s said the decline
in revenues was due primarily to
comparisons to record second-
quarter results a year ago and to
less national television advertis-
ing than in 2001 as well as con-
tinued economic weakness in

(See SCHLOTZSKYs, page 11)

In a bid to boost franchisees’ “gourmet” appeal as well as customer traffic, the 671-unit

Schlotzsky’s Deli chain has taken a trendy turn and is offering upscale beef sandwiches.

http:/fwww.nrn.coin



http://www.nrn.com

NATION’S RESTAURANT NEWS

B

September 2, 2002 « 11

y " n ’ (] ]
Schlotzsky's upscale tack aims to beef up franchise results, eyes pizza co-branding
(Continued from page 4) have developed over the yearsis  sale. The remaining 15.company- restaurants to continue to deliver Once found almost exclusive-
some of the chain’s key markets. one with franchisees that don’t owned restaurants represent the directly both to our revenue and ly on the menus of fine-dining
Schlotzsky’s Deli operates in 38  seem to get with it.” chain’s leadership group and profitability growth.” restaurants, pedigreed Angus
states, the District of Columbia A total of 636 of the chain’s averaged $27,754 a week in sales Aimed at helping franchised beef has begun to turn up on the
and nine foreign nations. units are franchised. during the second quarter. and company operations, a new menu boards of mainstream

Michael D. Smith, senior,  Schlotzsky’s said its 35 com- “A key part of our strategy is marketing tack Sclilotzsky’s took  quick-service sandwich chains.
restaurant analyst with Fah- pany-owned restaurants showed to develop a stronger base of recently was the launch of alim-  The 1,500-unit Quizno’s Subs of
nestock & Co. of Kansas City, positive performance in the quar- company-owned restaurants to  ited-time promotion of regis- Denver, for example, is offering a
Mo., said: “They are hamstrung. ter. Of those company-operated lead and support our franchisees tered Angus beef in a new “All  Black Angus steak sandwich on
They have an old system. They restaurants in 12 states, 20 were and their growth,”Wooleysaidin ~American Angus” sandwich.The rosemary-Parmesan bread.
have a good product, but it developed for or purchased from a statement. “Just as important, item has been pitched since July The up-market sales pitch
appears the system that they franchisees and are. available for we expect our company-owned in stylish ads on television: (See SCHLOTZSKY's, page 85)
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Schlotzsky’s upscale tack 'ims to beef up franchises

(Continued from page 11)
appears to appeal to customers,
sandwich operators say.

Karen Lee, vice president for
brand management for Schlotz-
sky’s Deli, said,“We’ve taken the
attitude of the more we can give
our meats a pedigree, the more
confidence our customers will
have in consuming them.”

The All American Angus pro-
motion bégan July 1 and will end

Sept. 8, and testing was done -

May 6-June 30. The sandwich,
which sells for about $4.50 in a
small version and $5.60 in a
large, features a wheat bun, gar-
lic dressing, mozzarella cheese,
fire-roasted green and red bell
peppers and onions, fire-roasted
tomato-garlic sauce and regis-
tered Angus beef {from
Creekstone Farms of Northfield,
IIL

~ “We are always looking for
ways to improve the quality and
Lee said. “A lot of deli concepts
are a little bit challenged in
keeping the quality of their
meat products at the highest
level.”

Lee said a scholarly research
paper about-a year ago suggest-
ed that when a restaurant under-
takes a co-branding effort with
a nationally known food suppli-
er, it achieves a higher level of

credibility with a
product.

“We found that
to be true,” Lee
said. In several mar-
kets, she said, the
All American
Angus promotion
has doubled beef-
sandwich sales. And
in one, the increase
has been threefold.

Schlotzsky’s
adding credibility
to its recent finan-
cial performance,
reported that oper-
ating income from
company-owned
restaurants before
depreciation and
amortization rose
38.9 percent in the
second quarter.
Revenue  from
those ‘locations
increased 8.1 per-
cent year-over-year.
During the quarter the company
acquired two additional restau-
rants, for a total of five more
restaurants than it owned on
June 30, 2001. Company-owned
restaurants accounted for 52 per-
cent of total revenues during the
quartet, compared with 47.6 per-
centin the same period last year.

WEFROUDLY SERVE
PREMIUM BLACK ANGUS BEEF™

New!

All American Angus

isted fomato & gardic sance
srven & tod befl poppers,
ettuce* niozzarell cheese

heat bun

Wooley said the company
foresees  building new
Schlotzsky’s-owned units in as
many as 25 major' markets
around the United States over
the next several years. “These
will be our larger restaurant
design, which we believe can
compete very well in the bakery-

EWS

cooldeli.com |

Schlotzsky'’s “All-
American Angus”
promotion is designed

to emphasize the quality
of the chain’s meats, said
Karen Lee, vice president
of brand management.

cafe arena and will be an
important part of our
franchise-support infra-
structure,” he said.

Wooley also said
Schlotzsky’s intended to
buy back-its largest area
developer territory, cover-
ing much of Texas and 10
other states in the South
i and Midwest, by Aug. 30.
i However, analyst Smith
| said that buyout “is pretty
. much going to sap their
cash flow for the next five
years.”

Smiith added, “They are
in one of those boxes that
are hard to get out of.”

“The fact that they have
that old system really puts them
at a disadvantage when they try
to build up other franchisees
that maybe are more aggressive
and more experienced,” he
said:

However, Wooley said the
purchase of its largest area-

developer territory would make
co-branding in key markets
more attractive and feasible.

“In addition to new rfestau-
rants within our system,” he said,
“co-branding opportunities have
the potential to boost future roy-
alty and licensing revenue and
contribute to our advertising
program.” He said the company
is interviewing potential co-
branding partners.

“We believe that the pizza
category offers Schlotzsky’s a
good opportunity, as our unique
sandwiches complement its need
for a stronger lunch daypart,”
‘Wooley explained. “We are also
looking at chains that have min-
imal geographic conflict. We are
particularly interested in the
West, Northwest, East or
Northeast.”

Schlotzsky’s also is interested
in chains that have a presence in
smaller towns in Texas, the
Southeast or Midwest where it
does not intend to build compa-
ny-owned restaurants. -

Schlotzsky’s also said it will
adopt, effective January 2003, a
policy of expensing stock
options offered to senior man-
agement. Previously, the compa-

ny had been reporting the effect

of stock options as a note to its
financial statements.

Home Depot

(Continued from page 4)

“The plan, hopefully, is to
build a couple of hundred [Expo
Cafes] over the next five to 10
years,” Swartz said.

Not all of Home Depot’s part-
nerships have been successful,
however. In 1997 Fuddruckers —
which at the time was owned by
Unique Casual Restaurants Inc.
of Danvers, Mass. — shuttered 12
outlets in Home Depot stores
around the country after losing
several million dollars. Most of
the Fuddruckers had been open
only about a year or two when
Unique executives decided to
pull the plug, claiming the stores
were unprofitable.

Teaming up with major retail-
ers can present a foodservice
operator with.other unforeseen
risks. Kmart’s recent Chapter 11
bankruptcy filing could impact
negatively Detroit-based Little
Caesars Pizza when the discount
retailer begins to shutter under-
performing stores, as executives
have said they would do. Little
Caesars, which has partnered with
Kmart since the early 1990, sells
its branded products in about

builds ties with eateries as chains appear at stores

1,500 of the retailer’s KCafe food-
service operations.

On the other hand, -some
alliances have proved to be fruit-
ful for both parties. McDonald’s
landlord-tenant relationship with
Bentonville, Ark.-based Wal-
Mart has lasted for more than a
decade. Today there are 737
McDonald’s units in Wal-Mart
stores around the country, accord-
ing to Sharon Weber, a spokes-
woman for Wal-Mart.

“We try to listen to our cus-
tomers and meet their needs,”
Weber said. “And McDonald’s is
very popular with them.”

And while Dunkin’ Donuts
has yet to determine the full
scope of its arrangement with
Home Depot, executives call it
promising. “Home Depot is the
No. 1 home-improvement spe-
cialty retailer,” Demadis said. “It
makes a lot of sense to be there.
The customer fit is such a good
one.”

The Dunkin’ Donuts units,
which will be located in the front
of the Home Depot stores, are
expected to offer the brand’s
standard menu of coffees, dough-

nuts, breakfast sandwiches, drinks
and bakery products. The foot-
print for the Manchester outlet
encompasses about 220 square
feet, although seating will expand
that to 400 square feet.

Located near the “pro” section
of the store — an area targeting
‘professional builders — the units
are expected to cater largely to

contractors. They will include -

about a dozen seats and provide
workstations where contractors
can lay out their plans. Internet

. access also will be available.

“About one-third of our rev-
enues are with professional
builders and contractors,”
explained Home Depot’s Simley.
“Generally, contractors send a
couple of people to the store to
load up on supplies, and on the
way we discovered that they stop
at Dunkin’ Donuts to pick up cof-
fee and other food for the crews.

“So we decided to experi-
ment and put the Dunkin’
Donuts in the stores. It provides
a greater convenience for our
customers.” The three Home
Depot stores all generate high-
er-than-average sales to profes-

sionals, Simley added.

All three test units will be
operated by Dunkin’ Donuts
franchisees. The Manchester,
Conn., store will be run by Ana
and Mario Medeiros, who oper-
ate other stores in the area.
Outdoor banners will publicize

the presence of in-store units.

Demadis would not comment
on the sales potential for the test
units. The average Dunkin’
Donuts outlet, however, gener-
ates about $744,000 annually.

While Simley called the part-
nership with Dunkin’ Donuts “a
good fit,” he declined to speculate
on future growth potential.
“Foodservice is important to
[Home Depot], and it’s another.
convenience that we can offer our
customers,” he said. “But we also
have to ask ourselves, ‘Are we
making better use of the space by
collecting rent or using it as sell-
ing space?’ Often, we’re better off
using it as selling space.”

Swartz of Red Gate
Concessions currently operates a
“bump out” modular unit in front
of the Home Depot in Queens.
The trailerlike operation offers a

range of menu options, including
pizza, hot dogs, hamburgers and
sandwiches. “Home Depot does-
n’t want to give up the space
inside, so we’re trying this,” he
explained.

Commenting on Home De-
pot’s decision to work with many
different foodservice operators,
Swartz observed that the retailer
“is looking to see what works and
what doesn’t work. Like any
other company, they’re looking
for quality of service and consis-
tency.” _

Most of Red Gate’s business
derives from operating in-store
Expo Cafes in the retailer’s Expo
Design Centers, which offers the
equivalent of eight to 10 special-
ty stores under one roof and
caterers generally to consumers
looking to decorate their homes.
The stores tend to be lower-vol-
ume operations than the standard -
Home Depots, and therefore gen-
erate less traffic at the cafes.
Swartz estimates annual sales at
each cafe of $125,000 to $150,000.

“Home Depot has been a ter-
rific partner,” he said. “They gave
us some really big breaks.”
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