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PART I
Forward-Looking Statements

Statements in this Form 10-K annual report may be “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Forward-looking statements include, but are not limited to, statements that
express our intentions, beliefs, expectations, strategies, predictions or any other statements relating to our future
activities or other future events or conditions. These statements are based on current expectations, estimates and
projections about our business based, in part, on assumptions made by management. These statements are not
guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. These

risks and uncertainties, many of which are not within our control, include but are not limited to: economic, weather,
legislative and business conditions; the collectibility of receivables; changes in consumer tastes; the ability to continue

to attract franchisees; no material increases in the minimum wage; our ability to attract competent restaurant and
managerial personnel; and the future effects of bovine spongiform encephalopathy, BSE, first identified in the United
States on December 23, 2003; as well as those risks discussed from time to time in this Form 10-K annual report for

the year ended March 30, 2008, and in other documents which we file with the Securities and Exchange Commission.
Therefore, actual outcomes and results may differ materially from what is expressed or forecasted in the
forward-looking statements. We generally identify forward-looking statements with the words “believe,” “intend,” “plan,”
“expect,” “anticipate,” “estimate,” “will,” “should” and similar expressions. Any forward-looking statements speak only as of
date on which they are made, and we do not undertake any obligation to update any forward-looking statement to
reflect events or circumstances after the date of this Form 10-K.

29 ¢

Item 1. Business

As used herein, unless we otherwise specify, the terms “we,” “us,” “our,” “Nathan’s”, “Nathan’s Famous” and the
“Company” mean Nathan’s Famous, Inc. and its subsidiaries, including NF Treachers Corp., owner of the Arthur
Treachers brand, Miami Subs Corporation through May 30, 2007, owner of the Miami Subs brand and NF Roasters
Corp. through April 23, 2008, owner of the Kenny Rogers Roasters brand.

We are engaged primarily in the marketing of the “Nathan’s Famous” brand and the sale of products bearing the “Nathan’s
Famous” trademarks through several different channels of distribution. Historically, our business has been the
operation and franchising of quick service restaurant units featuring Nathan’s Famous brand all beef frankfurters,
crinkle-cut French-fried potatoes, and a variety of other menu offerings. Our Nathan’s brand Company-owned and
franchised units operate under the name "Nathan’s Famous," the name first used at our original Coney Island restaurant
opened in 1916.

In addition to our company-owned and franchised restaurant operations, certain authorized third parties also
manufacture, market and distribute various packaged products bearing the Nathan’s Famous trademarks to retail
customers through supermarkets, club stores and other grocery-type outlets. Our retail program began in 1978 with the
introduction at supermarkets of packaged Nathan’s Famous hot dogs and other meat products.

We and certain authorized third parties also sell Nathan’s Famous hot dogs to food service operators outside of the
realm of a traditional franchise relationship. We refer to this line of business as the Branded Products Program.

Introduced in fiscal 1998, our Branded Products Program allows food service operators to prepare and sell Nathan’s
Famous hot dogs and certain other proprietary products while making limited use of the Nathan’s Famous trademark.

In addition to the Nathan’s Famous brand and trademarks, we also own the Arthur Treacher’s brand and trademarks,
which our NF Treachers Corp. subsidiary acquired on February 28, 2006. Before the acquisition, we were party to a
licensing arrangement with the prior owners of Arthur Treacher’s that permitted us to include limited menu Arthur
Treacher’s operations within Nathan’s Famous and Miami Subs restaurants. Today, we continue to use the Arthur
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Treacher’s brand, products and trademarks as a branded seafood menu-line extension for inclusion in certain Nathan’s
Famous restaurants.

We recently sold our interests in two other branded restaurant systems. On June 7, 2007, Nathan’s completed the sale
of its wholly-owned subsidiary, Miami Subs Corporation, to Miami Subs Capital Partners I, Inc. effective as of May

31, 2007. Pursuant to the Stock Purchase Agreement, Nathan’s sold all of the stock of Miami Subs Corporation in
exchange for $3,250,000, consisting of $850,000 in cash and the Purchaser’s promissory note in the principal amount
of $2,400,000. Miami Subs Corporation had been acquired by us in September 1999.
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Similarly, on April 23, 2008, Nathan’s completed the sale of its wholly-owned subsidiary, NF Roasters Corp., to
Roasters Asia Pacific (Cayman) Limited. Pursuant to the Stock Purchase Agreement, Nathan’s sold its stock in NF
Roasters Corp. in exchange for approximately $4,000,000 in cash plus certain accruals. NF Roasters Corp. was

formed by Nathan’s in 1999 to become the franchisor of the Kenny Rogers Roasters restaurant system through the
acquisition of the intellectual property rights, including trademarks, recipes and franchise agreements, of Roasters

Corp. and Roasters Franchise Corp., both of which were then involved in bankruptcy proceedings. During our period

of ownership, we used the Kenny Rogers Roasters trademarks and products primarily as a branded chicken menu-line

extension for inclusion in certain Nathan’s Famous and Miami Subs restaurants.

For the past several years, our primary focus has been the expansion of the Nathan’s Famous brand. Specifically, we
have sought to maximize the number of points of brand representation and product sales throughout our various
channels of distribution. In this regard, we have concentrated our efforts on: expanding the number of food service
locations participating in the Nathan’s Famous Branded Products Program; expanding the number of domestic
franchised and licensed Nathan’s Famous restaurant units through the development and opening of new and different
types of locations, as well as the development of an international franchising program; expanding our retail licensing
programs for packaged Nathan’s Famous products through new product introductions and geographic expansion; and
operating our existing Company-owned restaurants.

As a result of these efforts, as of March 30, 2008, our Nathan’s Famous restaurant system has grown to 224 franchised
or licensed units and six Company-owned units (including one seasonal unit) located in 22 states and 4 countries, our

Nathan’s Famous Branded Products Program had approximately 11,000 participating food service locations throughout
all 50 states, and Nathan’s Famous packaged frankfurters and other products were offered for sale within supermarkets
and club stores in 45 states.

Our revenues are generated primarily from sales of products pursuant to our Branded Product Program and in our
Company-owned restaurants, as well as from the fees, royalties and other sums we earn from our franchising and retail
licensing activities.

We plan to continue expanding the scope and market penetration of our Branded Product Program, further develop the
restaurant operations of existing Nathan’s Famous franchised and Company-owned outlets, open new Nathan’s Famous
franchised outlets in traditional or captive market environments, expand the Nathan’s Famous retail licensing programs
and continue to co-brand within our restaurant system. We may also selectively consider opening new
Company-owned restaurants. We shall attempt to further develop our international presence through the use of
franchising and distribution agreements based upon individual or combined use of our business alternatives.

We were incorporated in Delaware on July 10, 1992 under the name “Nathan’s Famous Holding Corporation” to act as
the parent of a Delaware corporation then-known as Nathan’s Famous, Inc. On December 15, 1992, we changed our
name to Nathan’s Famous, Inc. and our Delaware subsidiary changed its name to Nathan’s Famous Operating
Corporation. The Delaware subsidiary was organized in October 1989 in connection with its re-incorporation in
Delaware from that of a New York corporation named “Nathan’s Famous, Inc.” The New York Nathan’s was
incorporated on July 10, 1925 as a successor to the sole proprietorship that opened the first Nathan’s restaurant in
Coney Island in 1916. On July 23, 1987, Equicor Group, Ltd. was merged with and into the New York Nathan’s in a
“going private” transaction. The New York Nathan’s, the Delaware subsidiary and Equicor may all be deemed to be our
predecessors.

Restaurant Operations
Nathan’s Concept and Menus

Our Nathan’s concept offers a wide range of facility designs and sizes, suitable to a vast variety of locations and
features a core menu, consisting of “Nathan’s Famous” all beef frankfurters, crinkle-cut French fries and beverages.
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Nathan’s menu is designed to take advantage of site-specific market opportunities by adding complementary food
items to the core menu. The Nathan’s concept is suitable to stand-alone or can be co-branded with other nationally
recognized brands.
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Nathan’s hot dogs are all beef and are free from all fillers and starches. Hot dogs are flavored with the original secret
blend of spices provided by Ida Handwerker in 1916, which historically have distinguished Nathan’s hot dogs. Our hot
dogs are prepared and served in accordance with procedures which have not varied significantly in more than 90
years. Our signature crinkle-cut French fried potatoes are featured at each Nathan’s restaurant. Nathan’s French fried
potatoes are cooked in 100% cholesterol-free oil. We believe that the majority of sales in our Company-owned units
consist of Nathan’s Famous hot dogs, crinkle-cut French fried potatoes and beverages.

Individual Nathan’s restaurants supplement their core menu of hot dogs, French fries and beverages with a variety of
other quality menu choices including: char-grilled hamburgers, crispy chicken tenders, char-grilled chicken
sandwiches, Philly cheese-steaks, selected seafood items, a breakfast menu and assorted desserts and snacks. While
the number of supplemental menu items carried varies with the size of the unit, the specific supplemental menus
chosen are tailored to local food preferences and market conditions. Each of these supplemental menu options consists
of a number of individual items; for example, the hamburger menu may include char-grilled bacon cheeseburgers,
double-burgers and super cheeseburgers. We maintain the same quality standard with each of Nathan’s supplemental
menus as we do with Nathans’ core hot dog and French fried potato menu. Thus, for example, hamburgers and
sandwiches are prepared to order and not pre-wrapped or kept warm under lights. Nathan’s also has a “Kids Meal”
program in which various menu alternatives are combined with toys to appeal to the children’s market. Soft drinks,
iced tea, coffee and old fashioned lemonade and orangeade are also offered. The Company continually evaluates new
products. In the course of its evaluations, the Company is cognizant of consumer trends, including a trend toward
perceived “healthier” products. In addition to its well-established, signature products, the Company offers for sale in
many of its restaurants up to seven chicken products, six fish products, and five salad, soup, and vegetable products.
Additionally, in all restaurants French fries are prepared in cholesterol-free oil.

Nathan’s restaurant designs are available in a range of sizes from 300 to 4,000 sq. ft. We have also developed Nathan’s
carts, kiosks, and modular units. Our smaller units may not have customer seating areas, although they may often
share seating areas with other fast food outlets in food court settings. Other units generally provide seating for 45 to
125 customers. Carts, kiosks and modular units generally carry only the core menu. This menu is supplemented by a
number of other menu selections in our other restaurant types.

We believe Nathan’s carts, kiosks, modular units and food court designs are particularly well-suited for placement in
non-traditional sites, such as airports, travel plazas, stadiums, schools, convenience stores, entertainment facilities,
military facilities, business and industry foodservice, within larger retail operations and other captive markets. Many
of these settings may also be appropriate for our expanding Branded Product Program. All of these units feature the
Nathan’s logo and utilize a contemporary design.

Arthur Treachers Fish-n-Chips Concept and Menu

Arthur Treacher’s Fish-n-Chips, Inc. was originally founded in 1969. Arthur Treacher's main product is its "Original
Fish N Chips" product consisting of fish fillets coated with a special batter prepared under a proprietary formula,
deep-fried golden brown, and served with English-style chips and corn meal "hush puppies." The full menu
restaurants emphasize the preparation and sale of batter-dipped fried seafood and chicken dishes served in a quick
service environment. Other Arthur Treacher's products that may be offered in full menu restaurants include chicken,
shrimp, clams and an assortment of other seafood combination dishes. The full menu restaurants operate a sit-down
style, quick serve operation under a uniform business format consisting of methods, procedures, building designs,
décor, color schemes and trade dress. The restaurant format also utilizes certain service marks, logos, copyrights and
commercial symbols. Currently, Arthur Treacher’s products are served within 57 Nathan’s Famous and 44 Miami Subs
restaurants, whereby the menu generally consists of fish fillets, shrimp, clams and hush puppies. The Arthur Treacher’s
brand is generally represented in these restaurants by the use of limited trade dress, certain service marks, logos,
copyrights and commercial symbols.
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Kenny Rogers Roasters Menu

Over the last five years, Nathan’s focused the use of the Kenny Roger Roasters brand as a co-brand that was located
within Nathan’s and Miami Subs restaurants utilizing certain “signature” Kenny Rogers Roasters products, which may
include chicken sandwiches, chicken tenders and chicken wings, as part of the restaurant’s menu offering.

At March 30, 2008, the Kenny Rogers Roasters restaurant system consisted primarily of approximately 98 traditional
restaurants operating internationally and approximately 100 co-branded representations whereby certain signature
items are included on the menu within the Nathan’s Famous and Miami Subs domestic restaurant systems. On April
23, 2008, we sold NF Roasters Corp., our Kenny Rogers Roasters subsidiary, but retained the right to continue using
the Kenny Rogers Roasters trademarks for the continued sale of the Kenny Rogers Roasters products in existing
Nathan’s Famous and Miami Subs restaurants.

Miami Subs Menu

Prior to the sale of Miami Subs effective May 31, 2007, Nathan’s operated Miami Subs as the franchisor of the Miami
Subs concept which featured a wide variety of moderately priced lunch, dinner and snack foods, including hot and
cold submarine sandwiches, various ethnic foods such as gyros and pita sandwiches, flame grilled hamburgers and
chicken breast sandwiches, cheese-steaks, chicken wings, fresh salads, ice cream and other desserts. Nathan’s also
introduced its Nathan’s, Kenny Rogers Roasters and Arthur Treachers signature products into a number of Miami Subs
restaurants. Soft drinks, iced tea, coffee and old fashioned lemonade were offered.

At the time of sale, the Miami Subs restaurant system consisted of approximately 65 restaurants. In connection with
the sale, Miami subs retained the right to continue offering the Nathan’s, Kenny Rogers Roasters and Arthur Treachers
signature products within their restaurant system. At March 30, 2008, Nathan’s and or Arthur Treacher’s products were
sold in 44 Miami Subs locations.

Franchise Operations

At March 30, 2008, our franchise system, including our Nathan’s Famous and Kenny Rogers restaurant concepts,
consisted of 322 units operating in 22 states and 11 foreign countries.

Our franchise system counts among its 87 franchisees and licensees such well-known companies as HMS Host,
ARAMARK Leisure Services, Inc., Delaware North, Centerplate (formerly known as Service America Corp.),
Culinart, Loews Cineplex, National Amusements, Hershey Entertainment and Six Flags Theme Parks. We continue to
seek to market our franchising programs to larger, experienced and successful operators with the financial and
business capability to develop multiple franchise units as well as to individual owner-operators with evidence of
restaurant management experience, net worth and sufficient capital. During fiscal 2008, we began marketing our
limited-menu Frank and Fry program that provides qualified foodservice operators the ability to offer a Nathan’s
Famous menu of hot dogs, crinkle cut French fries, proprietary toppings, and perhaps corn dog nuggets, corn dogs on
a stick , chicken tenders and old fashioned lemonade and orangeade.

During our fiscal year ended March 30, 2008, no single franchisee accounted for over 10% of our consolidated
revenue. At March 30, 2008, HMS Host operated 27 franchised outlets, including nine units at airports, 13 units
within highway travel plazas and five units within malls. Additionally, at March 30, 2008, HMS Host operated 33

locations featuring Nathan’s products pursuant to our Branded Product Program.

Nathan’s Standard Franchise Program
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Franchisees are required to execute a standard franchise agreement prior to opening each Nathan’s Famous unit. Our
current standard Nathan’s Famous franchise agreement provides for, among other things, a one-time $30,000 franchise
fee payable upon execution of the agreement, a monthly royalty payment based on 5.5% of restaurant sales and the
expenditure of 2.0% of restaurant sales on advertising. We may offer alternatives to the standard franchise agreement,
having to do with franchise fees or advertising requirements. The initial term of the typical franchise agreement is 20
years, with a 15-year renewal option by the franchisee, subject to conditions contained in the franchise agreement.

6
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Franchisees are approved on the basis of their business background, evidence of restaurant management experience,
net worth and capital available for investment in relation to the proposed scope of the development agreement.

We provide numerous support services to our Nathan’s Famous franchisees. We assist in and approve all site
selections. Thereafter, we provide architectural plans suitable for restaurants of varying sizes and configurations for

use in food court, in-line and free standing locations. We also assist in establishing building design specifications,

reviewing construction compliance, equipping the restaurant and providing appropriate menus to coordinate with the

restaurant design and location selected by the franchisee. We typically do not sell food, equipment or supplies to our

standard franchisees.

We offer various management-training courses for management personnel of Company-owned and franchised
Nathan’s Famous restaurants. At least two restaurant managers from each restaurant must successfully complete our
mandated management-training program. We also offer additional operations and general management training
courses for all restaurant managers and other managers with supervisory responsibilities. We provide standard
manuals to each franchisee covering training and operations, products and equipment and local marketing programs.
We also provide ongoing advice and assistance to franchisees. We host periodic “Focus on Food” meetings with our
franchisees to discuss upcoming marketing events, menu development and other topics, each of which is created to
provide system-wide benefits.

Franchised restaurants are required to be operated in accordance with uniform operating standards and specifications
relating to the selection, quality and preparation of menu items, signage, decor, equipment, uniforms, suppliers,
maintenance and cleanliness of premises and customer service. All standards and specifications are developed by us
and applied on a system-wide basis. We continuously monitor franchisee operations and inspect restaurants.
Franchisees are required to furnish us with detailed monthly sales or operating reports which assist us in monitoring
the franchisee’s compliance with its franchise or license agreement. We make both announced and unannounced
inspections of restaurants to ensure that our practices and procedures are being followed. We have the right to
terminate a franchise if a franchisee does not operate and maintain a restaurant in accordance with the requirements of
its franchise or license agreement, including for non-payment of royalties, sale of unauthorized products, bankruptcy
or conviction of a felony. During the fiscal year ended March 30, 2008, (“fiscal 2008") franchisees opened 46 new
Nathan’s Famous franchised or licensed units in the United States (including 28 Frank and Fry limited-menu units) and
no agreements were terminated for non-compliance.

Franchisees who desire to open multiple units in a specific territory within the United States may enter into an area

development agreement under which we would expect to receive an advance fee based upon the number of proposed

units which the franchisee is authorized to open. As units are opened under such agreements, a portion of such

advance may be credited against the franchise fee payable to us as provided in the standard franchise agreement. We

may also grant exclusive territorial rights in foreign countries for the development of Nathan’s units based upon
compliance with a predetermined development schedule. Additionally, we may further grant exclusive manufacturing

and distribution rights in foreign countries. In all international situations, we expect to require an exclusivity fee to be

conveyed for such exclusive rights.

Nathan’s Limited-menu Frank and Fry Franchise program

The Nathan’s Famous Frank and Fry Program was launched at the end of our fiscal year ended March 25, 2007 (“fiscal
2007). Through this program, Nathan’s Famous provides qualified foodservice operators the ability to offer a Nathan’s
Famous menu of hot dogs, crinkle cut French fries, proprietary toppings, and perhaps corn dog nuggets, corn dogs on

a stick, chicken tenders and old fashioned lemonade and orangeade. Under the Nathan’s Famous Frank and Fry
Program, the operator may use Nathan’s Famous trademarks as signage and as a part of its menu boards. Additionally,
the operator may use Nathan’s Famous paper goods and point of sale marketing materials. Nathan’s Famous also
provides architectural and design services, training and operation manuals in conjunction with this program. The
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operator provides Nathan’s Famous with a fee and is required to sign a 10 year license agreement. Nathan’s Famous
does not collect a royalty directly from the operator and the operator is not required to report sales to Nathan’s as
required by the standard franchise arrangements. Nathan’s Famous derives its profit from the sale of products to the
Frank and Fry operator.

7
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As of March 30, 2008, the Frank and Fry Program was comprised of 31 outlets. Brusters Real Ice Cream, a premium

ice cream franchisor, headquartered in Western Pennsylvania with more than 250 company-owned and franchised ice

cream shops located largely in the southeast United States, has adopted the Nathan’s Famous Frank and Fry program as
a means to add incremental sales and profits to their existing ice cream shops. As of March 30, 2008, Brusters Real

Ice Cream shops operated 24 Nathan’s Famous Frank and Fry operations with an additional 14 under development. We
anticipate this program will continue to grow during the next fiscal year.

Arthur Treachers

At the time of our acquisition of Miami Subs in fiscal 2000, Miami Subs had an existing co-branding agreement with
the franchisor of the Arthur Treacher’s Fish N Chips restaurant system permitting Miami Subs to include limited-menu
Arthur Treacher’s restaurant operations within Miami Subs restaurants (the “AT Co-Branding Agreement”). Through our
acquisition of Miami Subs, we were able to extend the terms of the AT Co-Branding Agreement to allow the inclusion

of a limited number of Arthur Treacher’s menu items within Nathan’s Famous restaurants as well. Since that time, our
co-branding efforts with the Arthur Treacher’s concept have been extremely successful. As of March 30, 2008, there
were Arthur Treacher’s co-branded operations included within 57 Nathan’s Famous and 44 Miami Subs restaurants.

To enable us to further develop the Arthur Treacher’s brand, we acquired all trademarks and other intellectual property
relating to the Arthur Treacher’s brand from PAT Franchise Systems, Inc. (“PFSI”) on February 28, 2006 and terminated
the AT Co-Branding Agreement. Simultaneously, we granted back to PFSI a limited license to use the Arthur
Treacher’s intellectual property solely for the purposes of: (a) PFSI continuing to permit the operation of its existing
Arthur Treacher’s franchised restaurant system (which PFSI informed us consisted of approximately 60restaurants);
and (b) PFSI granting rights to third parties who wish to develop new traditional Arthur Treacher’s quick service
restaurants in Indiana, Maryland, Michigan, Ohio, Pennsylvania, Virginia, Washington D.C. and areas of Northern
New York State (collectively, the “PFSI Markets”). We retained certain rights to sell franchises for the operation of
Arthur Treacher’s restaurants in certain circumstances within the geographic scope of the PFSI Markets. As a result of
this transaction, we are now the sole owner of all rights to the Arthur Treacher’s brand and the exclusive franchisor of
the Arthur Treacher’s restaurant system (subject to the limited license granted back to PFSI for the PFSI Markets). We
no longer have any ongoing obligation to pay fees or royalties to PFSI in connection with our use of the Arthur
Treacher’s system. Similarly, PFSI has no obligation to pay fees or royalties to us in connection with its use of the
Arthur Treacher’s system within the PFSI Markets.

Currently, our primary intention is to continue to include co-branded Arthur Treacher’s operations within existing and
new Nathan’s Famous restaurants, as well as to explore alternative distribution channels for Arthur Treacher’s products.
Additionally, we may explore in the future a franchising program focused on the expansion of traditional, full-menu
Arthur Treacher’s restaurants outside of the PFSI Markets.

Kenny Rogers Roasters Domestic Franchise Program

Subsequent to our acquisition of the Kenny Rogers Roasters brand out of the bankruptcies of Roasters Corp. and
Roasters Franchise Corp., we emphasized co-branding certain signature items from the Kenny Rogers Roasters menu
into the Nathan’s Famous and Miami Subs restaurant systems and we did not generally seek to add new franchisees of
traditional Kenny Rogers Roasters restaurants to the franchise system. Nevertheless, franchisees of approximately 60
traditional domestic Kenny Rogers Roasters restaurants operated under the previous franchise system elected to “opt-in”
to our bankruptcy reorganization plan in March of 2000; however, as of March 30, 2008, only one such unit was still
operating. On April 23, 2008, we sold NF Roasters Corp., our Kenny Rogers Roasters subsidiary, and retained the
right to continue using the Kenny Rogers Roasters trademarks for the continued sale of the Kenny Rogers Roasters
products in existing Nathan’s Famous and Miami Subs restaurants.

Company-owned Nathan’s Restaurant Operations
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As of March 30, 2008, we operated six Company-owned Nathan’s units, including oneseasonal location in New York.
Company-owned units currently range in size from approximately 440 square feet to 10,000 square feet and are
principally freestanding buildings. All restaurants, except our seasonal boardwalk location in Coney Island, New
York, have seating to accommodate between 60 and 350 customers. The restaurants are designed to appeal to all ages
and are open seven days a week. We have established high standards for food quality, cleanliness and service at our
restaurants and regularly monitor the operations of our restaurants to ensure adherence to these standards. Three of our
Company-owned restaurants have contemporary service areas, seating, signage and general décor.

8
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Three of the remaining Company-owned restaurants are older and significantly larger units, which do not conform to
contemporary designs. These units carry a broader selection of menu items than current designs. The items offered at
our restaurants, other than the core menu, tend to have lower margins than the core menu. The older units require
significantly higher levels of initial investment than current franchise designs and tend to operate at a lower
sales/investment ratio. Consequently, we do not intend to replicate these older units in future Company-owned units.

Company-owned Kenny Rogers Roasters Restaurant Operations

In April 2002, we opened a new limited-menu Kenny Rogers food court type outlet as part of a major remodeling of a

large Company-owned Nathan’s facility in Oceanside, New York. That particular Kenny Rogers Roasters operation
was discontinued in June 2005. At March 30, 2008, we did not operate any Company-owned stand-alone Kenny

Rogers Roasters restaurants.

International Development

As of March 30, 2008, our franchisees operated 116 units in 11 foreign countries having significant operations within

Malaysia and the Philippines. The vast majority of foreign operations consisted of approximately 97 Kenny Rogers

Roasters units, although the restaurant system also included 19 foreign Nathan’s Famous franchise operations. During
the current fiscal year our international franchising program consisted of the openings of four Nathan’s Famous
restaurants in Kuwait and one Nathan’s Famous restaurant in the Dominican Republic.

During fiscal 2003, we executed a Master Franchise Agreement and a Distribution and Manufacturing Agreement for
the Nathan’s Famous and Miami Subs rights in Japan, which we terminated during fiscal 2008 for non-compliance
with the development schedule. During fiscal 2007, we executed a Master Franchise Agreement and a Distribution
Agreement for Nathan’s rights in the United Arab Emirates, pursuant to which our first unit opened in Dubai in April
2008. We may continue to grant exclusive territorial rights for franchising and for the manufacturing and distribution
rights in foreign countries, which would require that an exclusivity fee be conveyed for these rights. We plan to
develop the restaurant franchising system internationally though the use of master franchising agreements based upon
individual or combined use of our existing restaurant concepts and for the distribution of Nathan’s products.During the
fiscal years ended March 30, 2008, March 25, 2007 and March 26, 2006, total revenue derived from Nathan’s
international operations, was approximately 1.8%, 3.0% and 3.3% respectively, of total revenue. See “Risk Factors”.

9
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Location Summary

The following table shows the number of our Company-owned and franchised or licensed units in operation at March
30, 2008 and their geographical distribution:

Franchise

Company or License(1) Total
Domestic [L.ocations
Arizona -
California -
Connecticut -
Delaware -
Florida -
Georgia -
Kentucky -
Maine -
Massachusetts -
Michigan -
Mississippi -
Missouri -
Nevada -
New Jersey -
New York 6
North Carolina -
Ohio -
Pennsylvania -
Rhode Island -
South Carolina -
Texas -
Virginia -
Domestic Subtotal 6 206
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International L.ocations

China - 8
Cyprus - 1
Dominican Republic - 3
Egypt - 3
Hong Kong - 2
Japan - 4 4
Kuwait - 11 11
Malaysia - 31 31
Philippines - 44 44
Singapore - 4 4
United Arab Emirates - 5 5
International Subtotal - 116 116
Grand Total 6 322 328

DD W W — oo

(1) Amounts include 31 units operated pursuant to our Frank and Fry limited-menu license program and excludes
units operating pursuant to our Branded Product Program.
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Branded Product Program

The “Branded Product Program” was launched during fiscal 1998. The program was expressly created to provide a new
vehicle for the sale of Nathan’s hot dogs and other proprietary items. Through this program, Nathan’s provides qualified
foodservice operators in a variety of venues the opportunity to capitalize on Nathan’s valued brand, by marketing and
selling certain Nathan’s Famous signature products. In conjunction with the program, the operators are granted a
limited use of the Nathan’s Famous trademark, as well as Nathan’s point of purchase materials. We earn income by

selling our products either directly to the end users or to various foodservice distributors who provide the product to
retailers.

10
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As of March 2008, the Branded Product Program was comprised of approximately 11,000 points of sale. The program

is unique in its flexibility and broad appeal. Hot dogs are offered in a variety of sizes and even come packaged with
buns for vending machine use. The Canteen Corporation, America’s largest vending Company, uses Nathan’s packaged
hot dogs as part of its system. During fiscal 2008, Nathan’s hot dogs continued to be promoted as part of the pretzel
dogs sold at over 730 Auntie Anne’s, which honored Nathan’s as the “Vendor of the Year” for 2005. Nathan’s hot dogs are
now featured in over 1,500 Subway restaurants operating within Wal-Mart stores. During January 2006, we began
testing the sale of our products within restaurants in 60 K-Mart Stores in Florida. Since then, we have introduced our
product into approximately 760 K-Marts.

During the past three years, the number of locations offering Nathan’s branded products has been significantly
expanded. Today, Nathan’s Famous hot dogs are being offered in major hotel and casino operations such as Park Place
Entertainment (including Caesar’s, Paris, Bally’s and Flamingo), as well as by all of the Trump Casino operations in
Atlantic City, New Jersey. National movie theaters, such as National Amusements, Loews Theaters, Century Theaters
and Muvico, also offer Nathan’s Famous hot dogs at their concession stands. A wide variety of colleges and
universities serve Nathan’s Famous hot dogs. Our products are also offered in the cafeteria at the House of
Representatives and the Bethesda Naval Hospital. The Nathan’s Famous hot dog was named as the official non-kosher
hot dog of the New York Yankees for the 2001-2008 baseball seasons. Nathan’s Famous was also named as the official
hot dog of the New York Mets for the 2005 - 2008 baseball seasons.

Additionally, Nathan’s is offered in retail environments, universities, entertainment centers, casinos, airport and travel
plazas, restaurants and convenience stores throughout the nation. Nathan’s Famous hot dogs are currently being offered
at a variety of restaurant chains such as Subway, Auntie Annes, Johnny Rockets and Flamers.

Nathan’s expects to seek out and evaluate a variety of alternative means to maximize the value of our Branded Product
Program.

Expansion Program

We expect to continue the growth of our Branded Product Program through the addition of new points of sale,

primarily for Nathan’s Famous hot dogs. We intend to compliment our prior strategy whereby we were focused on
sales to various retail chains, by also targeting sales to broad line food distributors. We continue to believe that as

consumers look to assure confidence in the quality of the food that they purchase, there is great potential to increase

our sales by converting existing sales of non-branded products to Nathan’s branded products throughout the
foodservice industry.

We also expect to continue opening traditional and limited-menu Nathan’s Famous franchised units individually and
on a co-branded basis, expanding product distribution through various means such as branded products and retail

licensing arrangements, developing master franchising programs in foreign countries and continuing to introduce our

restaurant concepts’ signature products through co-branding efforts within our restaurant system.

We may selectively consider opening new Company-owned Nathan’s units on an opportunistic basis. Existing
Company-owned units are located in the New York metropolitan area, where we have extensive experience in
operating restaurants. We may consider new opportunities in both traditional and captive market settings.

We believe that our international development efforts will continue to garner a variety of interest as a result of the
unique product distribution opportunities that we now offer. Because of the scalability of our concept and menu
offerings, we believe that there are also opportunities to co-brand our restaurant concept and/or menu items with other
restaurant concepts internationally. We believe that in addition to restaurant franchising, there is the opportunity to
further increase revenues by offering master development agreements to qualified persons or entities allowing for the
operation of franchised restaurants, sub-franchising restaurants to others, licensing the manufacture of our signature
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products, selling our signature products through supermarkets or other retail venues and allowing for the further
development of our Branded Product Program. Qualified persons or entities must have satisfactory foodservice
experience managing multiple units, the appropriate infrastructure and the necessary financial resources to support the
development of the business.

11

20



Edgar Filing: NATHANS FAMOUS INC - Form 10-K

During fiscal 2004, we first test marketed the sale of Nathan’s Famous hot dogs on the QVC television network. Since
then, we have sought to capitalize on this opportunity by working closely with QVC and developing new products.
During fiscal 2006, Nathan’s products were presented on 53 airings on QVC, including being featured as a “Today’s
Special Value.” During fiscal 2007, we had 59 airings on QVC, including a special “Try Me” offer throughout April
2006, its “Tenth Anniversary Grilling Show” on May 2006, and were featured as a “Today’s Special Value” on June 22,
2006. QVC reduced its number of special food airings during the fiscal 2008 period. As a result, Nathan’s did not run a
“Today’s Special Value” which ran during the first quarter fiscal 2007 and there was a change in the timing of the “Try
Me” specials. Nathan’s Famous products were on air 55 times during the fiscal 2008 period, which included eight
“Today’s Special Value” airings. We have continued to develop new products for sale by QVC, such as pretzel dogs and
“Franks ‘n Blankets”, which were very successful; we currently have additional new products in development. We intend
to continue to work with QVC to develop this distribution channel throughout fiscal 2009.

Co-branding

We believe that there is a continuing opportunity for co-branding our restaurant concept and/or menu items with other
restaurant concepts, as well as within our restaurant system. Franchisees that have co-branded a Nathan’s Famous
restaurant with our other brands received a current Uniform Franchise Offering Circular (“UFOC”) and executed a
participation agreement as a rider to their franchise agreement. Since fiscal 2002, we have executed our co-branding
strategy within the Nathan’s Famous restaurant system by adding the Arthur Treacher’s and Kenny Rogers Roasters
brands into Nathan’s Famous restaurants. We intend to continue a co-branding effort with the Arthur Treacher’s brand
with new and existing Nathan’s Famous franchisees in the future. We also intend to expand our co-branding efforts
beyond the Nathan’s restaurant system, with the limited-menu Frank and Fry and traditional franchising programs.

At March 30, 2008, the Arthur Treacher’s brand was being sold within 57 Nathan’s restaurants and the Kenny Rogers
Roasters brand was being sold within 56 Nathan’s restaurants. After the sale of Miami Subs effective May 31, 2007,
we continued to co-brand our signature products within their restaurant system. At March 30, 2008, Nathan’s and
Arthur Treacher’s products were sold in 44 Miami Subs locations. Notwithstanding our sale of the Kenny Rogers
franchisor in April 2008, we have the right to continue to sell Kenny Rogers products in existing Nathan’s locations
and to receive the revenue from those sales. Consequently, we intend to continue to seek to co-brand Kenny Rogers in
those Nathan’s Famous locations.

We believe that our diverse brand offerings compliment each other, which has enabled us to market franchises of
co-branded units and continue co-branding within existing franchised units. We also believe that our various
restaurants’ products provide us with strong lunch and dinner day-parts.

We continue to market co-branded units, generally promoting Nathan’s as the “Host Restaurant”, within the United
States and internationally. We believe that a multi- branded restaurant concept offering strong lunch and dinner day
parts is very appealing to both consumers and potential franchisees. Such restaurants are designed to allow the
operator to increase sales and leverage the cost of real estate and other fixed costs to provide superior investment
returns as compared to many restaurants that are single branded.

Licensing Program

We license SMG, Inc. and its affiliates (collectively, “SFG”) to produce packaged hot dogs and other beef products
according to Nathans’ proprietary recipes and spice formulations, and to use “Nathan’s Famous” and related trademarks to
sell these products on an exclusive basis in the United States to supermarkets, club stores and groceries. The
supply/license agreement with SFG (the “License Agreement”) provides for royalties ranging between 3% and 5% of
sales. The percentage varies based on sales volume, with escalating annual minimum royalties. Earned royalties of
approximately $3,154,000 in fiscal 2008 and $2,975,000 in fiscal 2007 exceeded the contractual minimums
established under the agreement. Historically, supermarket sales of our hot dogs were concentrated in the New York
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metropolitan area. However, over the past several years, Nathan’s own marketing efforts have dramatically increased
brand awareness and allowed significant geographic expansion. As of March 30, 2008, Nathan’s Famous packaged hot
dogs were being sold within supermarkets located in 45 states. We believe that the overall exposure of the brand and
opportunity for consumers to enjoy the “Nathan’s Famous” hot dog in their homes helps promote “Nathan’s Famous”
restaurant patronage. Royalties earned from this product line were approximately 66% of our fiscal 2008 retail license
revenues. The License Agreement was scheduled to expire in 2014. (Please see Item 1A “Risk Factors” and Item “Legal
Proceedings.” )
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We license the manufacture of the proprietary spices and marinade which are used to produce Nathan’s Famous hot
dogs. During fiscal 2008 and 2007, we earned $467,000 and $415,000 respectively, under this agreement.

We license the manufacture and sale of hot dogs to John Morrell and Company under our Branded Product Program.
During fiscal 2008 and 2007, we earned $462,000 and $362,000 respectively, under this agreement.

During fiscal 2008, our licensee ConAgra Lamb-Weston, Inc. continued to produce and distribute Nathan’s Famous
frozen French fries at retail. During fiscal 2008, Nathan’s Famous onion rings and potato pancakes were introduced
into the market. These products were distributed primarily in New York City supermarkets during fiscal 2008. During

fiscal 2008 and 2007, we earned our minimum royalties of $180,000 and $150,000, respectively, under this

agreement. During fiscal 2009, ConAgra Lamb-Weston, Inc. exercised its first option to extend the license agreement

through July 2013.

During fiscal 2008, we continued to license the right to manufacture and sell miniature bagel dogs, franks in a blanket

and other hors d’oeuvres through club stores, supermarkets and other retail food stores solely for off-site consumption
and the right to manufacture and sell a variety of snack foods such as beef sticks and gummy dogs, as well as pet

snack food treats. Royalties earned under these agreements were approximately $285,000 during fiscal 2008 and

$115,000 during fiscal 2007.

During fiscal 2008, certain products were also distributed under various other licensing agreements including
Hermann Pickle Packers, Inc., Gold Pure Food Product’s Co., Inc. and others. These companies licensed the “Nathan’s
Famous” name for the manufacture and sale of various condiments including mustard, salsa, sauerkraut, pickles and
certain bread products. These products have been distributed on a limited basis. Fees and royalties earned during fiscal
2008 were approximately $204,000 and $179,000 during fiscal 2007.

Provisions and Supplies

Our proprietary hot dogs for sale by our restaurant system, Branded Products Program and at retail are produced
primarily by SFG, Inc. in accordance with Nathans’ recipes, quality standards and proprietary spice formulations.
Nathan’s proprietary hot dogs are manufactured by two other manufacturers for sale by our restaurant system and
Branded Products Program. Nathan’s believes that we have a reliable source of supply; however, in the event of any
significant disruption in supply, management believes that alternative sources of supply are available. See “Risk
Factors.” Saratoga Specialties has continued to produce Nathans’ proprietary spice formulations. Our hot dogs are also
currently being produced by a third manufacturer for sale within our restaurant system. Our frozen French fries are
produced exclusively by ConAgra Foodservice. Most other Company provisions are purchased and obtained from
multiple sources to prevent disruption in supply and to obtain competitive prices. We approve all products and product
specifications. We negotiate directly with our suppliers on behalf of the entire system for all primary food ingredients
and beverage products sold in the restaurants to ensure adequate supply of high quality items at competitive prices.

We utilize a unified source for the distribution needs of our restaurant system pursuant to a national food distribution
contract with US Foodservice, Inc. Effective July 1, 2006, we entered into a new agreement with US Foodservice, Inc.
The term continues through October 30, 2009, unless terminated earlier in accordance with the provisions of the
agreement. This agreement enables our restaurant operators to order and receive deliveries for the majority of their
food and paper products directly through this distributor. We believe that this arrangement not only ensures
availability of product but is more efficient and cost effective than having multiple distributors for our restaurant
system. Our Branded Products are delivered to our ultimate customers throughout the country by numerous
distributors including US Foodservice and SYSCO Corporation.

Marketing, Promotion and Advertising
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Nathan’s

Nathan’s believes that an integral part of its brand marketing strategy is to continue to build brand awareness through
its complimentary points of distribution strategy of selling its signature products through restaurants, the Branded
Product Program, within supermarkets and club stores and also on television. We believe that as we continue to build
brand awareness and expand our reputation for quality and value, we have been able to further penetrate the markets
that we serve and have also entered new markets. We also derive further recognition from the Nathan’s Famous Hot
Dog eating contests. Last year, we hosted 14 regional contests in a variety of high profile locations such as Mall of
America, Bank Atlantic Center and Shea Stadium, as well as within the cities of San Francisco, CA, Tempe, AZ, Las
Vegas, NV, New York, NY, and Atlanta, GA. These regional contests culminate on the Fourth of July as the regional
champions converge at our flagship restaurant in Coney Island, NY, to compete for the coveted “Mustard Yellow Belt.”
The regional contests typically garner significant amounts of local publicity and the national championship contest
that is held on the Fourth of July generates significant nationwide publicity. The national championship contest has
been broadcast live on ESPN since 2004.
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Nathan’s Famous continues to look to sports sponsorships as a strategic marketing opportunity to further our brand
recognition. In addition to the branded signage opportunity at each stadium, Nathan’s is given the opportunity to sell
our signature all beef hot dog and crinkle cut French fries. In most venues, Nathan’s Famous hot dogs and French fries
are sold at Nathan’s Famous trade dressed concession stands and as menu items that are served in suites and premium
seating areas. Some of Nathan’s current sports sponsorships include Professional Baseball; Yankee Stadium-New York
Yankees, Shea Stadium-New York Mets, Professional Hockey and Basketball; Nassau Coliseum-New York Islanders,
TD Bank North Arena-Boston Celtics and Boston Bruins, American Airlines Arena-Miami Heat and the new
Prudential Center - New Jersey Devils. In addition to marketing our products to a combined attendance at these
venues exceeding 10,000,000 fans per year the Nathan’s Famous brand has also been televised regionally, nationally
and internationally.

We maintain an advertising fund for local, regional and national advertising under the Nathan’s Famous Systems, Inc.
Franchise Agreement. Nathans’ Famous franchisees are generally required to spend on local marketing activities or
contribute to the advertising funds up to 2.0% of restaurant sales for advertising and promotion. Franchisee

contributions to the advertising fund for national marketing support are generally based upon the type of restaurant

and its location. The difference, if any, between 2.0% and the contribution to the advertising fund must be expended

on local programs approved by us as to form, content and method of dissemination.

Throughout fiscal 2008, Nathans’ primary restaurant marketing emphasis continued to be focused on local store
marketing campaigns featuring a value-oriented strategy supplemented with promotional “Limited Time Offers.” We
anticipate that near-term marketing efforts for Nathan’s will continue to emphasize local store marketing activities.

In May 2008, Nathan’s is scheduled to expand its marketing efforts through the simultaneous use of Cable Television,
Radio and Free-standing inserts with coupons in several Sunday newspapers. This joint media campaign is expected to
reach more than 20 million homes surrounding more than 90 Nathan’s Company-owned and franchised restaurants.
This program will be centered around the launch of four “New Dogs”; a variety of sandwiches served on hot dog rolls.

The objective of our Branded Product Program has historically been to provide our foodservice operator customers
with value added, high quality products that are supported with high quality and attractive point of sale materials and
other forms of operational support.

During the fiscal 2008 period, Nathan’s marketing efforts for the Branded Product Program concentrated primarily on
participation in national, regional and local distributor trade shows. We have also advertised our products in
distributor and trade periodicals and initiated distributor sales incentive contests.

Most of the sales of franchises and our arrangements with Branded Product Program points of sale are achieved
through the direct effort of Company personnel. In addition, we engage a network of foodservice brokers and
distributors who also are responsible for direct sales to national, regional and “street” accounts.

During fiscal 2009, we expect to utilize our network of foodservice brokers and distributors more extensively.

We believe that the Company’s overall sales and exposure have also been complemented by the sales of Nathan’s
Famous hot dogs and other Nathan’s products on the QVC Network.
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Miami Subs

We sold our Miami Subs operations effective May 31, 2007. Prior to the sale, we maintained a separate Production
Advertising Fund for the creation and development of advertising, marketing, public relations, research and related
programs for the Miami Subs system, as well as for other activities that were deemed appropriate. The unexpended
funds were transferred to the acquirer in connection with the sale.

Kenny Rogers Roasters

We sold our Kenny Rogers Roasters operations effective April 23, 2008. Prior to the sale, we maintained an
advertising fund on behalf of the Kenny Rogers Roasters franchise system for regional and national advertising under
the NF Roasters Corp. Franchise Agreement. During fiscal 2008, there have not been any significant cash inflows or
disbursements by the fund as a result of the reduced size of the domestic franchise system, which consisted solely of
Nathan’s and Miami Subs franchisees who have co-branded their primary concept. The unexpended funds were
transferred to the acquirer in connection with the sale.

Government Regulation

We are subject to Federal Trade Commission (“FTC”) regulation and several state laws that regulate the offer and sale
of franchises. We are also subject to a number of state laws which regulate substantive aspects of the
franchisor-franchisee relationship.

The FTC’s “Trade Regulation Rule Concerning Disclosure Requirements and Prohibitions Concerning Franchising and
Business Opportunity Ventures” (the “FTC Rule”) requires us to disclose certain information to prospective franchisees.
Fifteen states, including New York, also require similar disclosure. While the FTC Rule does not require registration

or filing of the disclosure document, 14 states require franchisors to register the disclosure document (or obtain
exemptions from that requirement) before offering or selling a franchise. The laws of 17 other states require some
form of registration (or a determination that a company is exempt or otherwise not required to register) under “business
opportunity” laws, which sometimes apply to franchisors such as the Company as franchisor of the Nathan’s Famous
and Arthur Treacher’s franchise systems.

Laws that regulate one or another aspect of the franchisor-franchisee relationship presently exist in 22 states and the
District of Columbia. These laws regulate the franchise relationship by, for example, requiring the franchisor to deal
with its franchisees in good faith, prohibiting interference with the right of free association among franchisees,
limiting the imposition of standards of performance on a franchisee, and regulating discrimination among franchisees
in charges, royalties or fees. These laws have not precluded us from seeking franchisees in any given area. Although
these laws may also restrict a franchisor in the termination of a franchise agreement by, for example, requiring “good
cause” to exist as a basis for the termination, advance notice to the franchisee of the termination, an opportunity to cure
a default and repurchase of inventory or other compensation, these provisions have not had a significant effect on our
operations.

We are not aware of any pending franchise legislation in the U.S. that we believe is likely to significantly affect our
operations.

Each Company-owned and franchised restaurant is subject to regulation as to operational matters by federal agencies
and to licensing and regulation by state and local health, sanitation, safety, fire and other departments. Difficulties or

failures in obtaining the required licenses or approvals could delay or prevent the opening of a new restaurant.

We are subject to the Federal Fair Labor Standards Act, which governs minimum wages, overtime, working
conditions and other matters. We are also subject to federal and state environmental regulations, which have not had a
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material effect on our operations. More stringent and varied requirements of local governmental bodies with respect to
zoning, land use and environmental factors could delay or prevent development of new restaurants in particular
locations. In addition, the Federal Americans with Disabilities Act (“ADA”) applies with respect to the design,
construction and renovation of all restaurants in the United States. Compliance with the ADA’s requirements could
delay or prevent the development of, or renovations to, restaurants in certain locations, as well as add to the cost of
such development or renovation.
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Each company that manufactures, supplies or sells our products is subject to regulation by federal agencies and to
licensing and regulation by state and local health, sanitation, safety and other departments. Difficulties or failures by
these companies in obtaining the required licenses or approvals could adversely affect our revenue that is generated
from these companies.

Alcoholic beverage control regulations require each restaurant that sells such products to apply to a state authority
and, in certain locations, county and municipal authorities, for a license or permit to sell alcoholic beverages on the
premises. Typically, licenses must be renewed annually and may be revoked or suspended for cause at any time.
Alcoholic beverage control regulations relate to numerous aspects of the daily operations of the restaurants, including
minimum age of customers and employees, hours of operation, advertising, wholesale purchasing, inventory control
and handling, storage and dispensing of alcoholic beverages. At March 30, 2008, we offered beer or wine coolers for
sale in two of our existing Company-operated restaurants. Each of these restaurants has current alcoholic beverage
licenses permitting the sale of these beverages. We have never had an alcoholic beverage license revoked.

We may be subject in certain states to "dram-shop" statutes, which generally provide a person injured by an
intoxicated person the right to recover damages from an establishment which wrongfully served alcoholic beverages
to such person. We carry liquor liability coverage as part of our existing comprehensive general liability insurance and
have never been named as a defendant in a lawsuit involving "dram-shop" statutes.

The Sarbanes-Oxley Act of 2002 and rules promulgated thereunder by the SEC and the Nasdaq Stock Market have
imposed substantial new or enhanced regulations and disclosure requirements in the areas of corporate governance
(including director independence, director selection and audit, corporate governance and compensation committee
responsibilities), equity compensation plans, auditor independence, pre-approval of auditor fees and services and
disclosure and internal control procedures. Nathan’s first became subject to Section 404 of the Sarbanes-Oxley Act of
2002 beginning with our fiscal year ending in March 2008. We are committed to industry best practices in these areas.

We believe that we operate in substantial compliance with applicable laws and regulations governing our operations,
including the FTC Rule and state franchise laws.

Employees

At March 30, 2008, we had 215 employees, 41 of whom were corporate management and administrative employees,
26 of whom were restaurant managers and 148 of whom were hourly full-time and part-time food-service employees.
We may also employ as many as 200 seasonal employees during the summer months. Food-service employees at four
locations are currently represented by Local 1102 RWSDU UFCW AFL-CIO, CLC, Retail, Wholesale and
Depa