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1st Seven Days

The first week of employment that includes orientation, on-the-job training,
and performance feedback.

30 Day Foundation Surve

New team member satisfaction survey

911 Maintenance Request

Status assigned to a request for maintenance requiring immediate attention.

Administrative Inspection

In-house inspection of daily, weekly, and monthly restaurant management
team administrative duties.

Aloha Enterprise

Centralized point of sale data management system.

Annual Awards Banquet

Team member awards banquet conducted annually.

“A Player” The top 10% of the talent available in the market at that pay rate.
AT Safe Automated teller and security safe.
Comp Card Gift cards issued to guests for satisfaction or promotional reasons.

Connection Survey

Team member satisfaction survey

Controllable Cost

A certain portion of fixed costs and variable costs associated with running
the operation that can be controlled to a certain degree.

Convergent Marketing Plan

Comprehensive marketing strategy.

eAppraisal Web-based performance appraisal system through Halogen.
Eatec Food invoicing, inventory, reconciling, and analysis software.

eLearning Management System

Web-based learning and development system through Halogen.

(eLMS)

FISH Team member morale and motivation philosophy.

Food Borne lliness (FBI) Any iliness transmitted by consuming food or beverages.

Food Cost The direct costs attributable to the production of the goods sold.

Foundations

New team member orientation, including a culture class. This provides the
foundation for training and the 1st Seven Days.

Game Film

Film produced by a third party mystery shopping consultant used for training
and evaluation.

Game Film Consultants

Third party mystery shopping consultant.

Get Fit Company organized program encouraging team member fitness.
Group Meal A large take-out order for 10 or more people (Rudy’s).
Halogen eAppraisal and eLMS software development company.

Hazard Analysis and Pathogen Reduc-
tion (HAACP)

Formal food temperature control and safety program.

Hot Topic

Topic for training reinforcement or new skill introduction.

Hourly Team Member

Non-exempt team member working at hourly rate.

Individual Development Plan

Formal team member development program to encourage advancement.




Internal Web Site

Web site for managing and accessing comment logs, daily sales numbers,
maintenance and IT requests, the HRIS system, and performance manage-
ment system.

Kronos

Human Resources Information System.

Labor Cost

Team member wages, benefits, and taxes as a percentage of sales revenue.

Managing Partner

General manager with at least five years tenure that meets certain perfor-
mance criteria.

Non-Value Added (NVA)

Process or step that does not add value.

Operations Inspection

In-house inspection of the facilities, products and services.

Opinionmeter

Interactive satisfaction feedback survey devices, including touchscreen,
handheld PDA, mobile, and web, that provide real-time guest and team
member satisfaction feedback.

Perfect Food Cost

Forecasted food cost according to inventory, purchases and sales.

Performance Excellence Award (PEA)

Monthly award given to the top performing store.

Performance Improvement Plan (PIP)

Formal performance improvement development program.

Point of Sale (POS)

Cash register system.

Position Observation Checklist (POC)

Production and service team member skills observation.

Production Team Members

Production team members responsible for producing all food.

Product mix

Taking into account which products bring the most revenue, are the most
popular and which are less so

Process Improvement Communication
Form (PICF)

Form used to communicate process improvements from the top down.

Quickbooks Accounting software.
Replay Analyst Support team member position responsible for viewing camera footage and

measuring processes.

Roving Cashier

Cashier certified to work in any location for both restaurant concepts.

Roving Manager

Manager certified to work in any location for both restaurant concepts.

Salaried Team Member

Exempt team member working at salaried rate.

Scorecard

Position performance evaluation.

Service Team Members

Service team members responsible for serving guests.

Shift Meeting

Daily staff communication meeting.

Social Media

Media designed to be disseminated through social interaction, using highly
accessible and scalable publishing techniques. Social media uses web-
based technologies to transform and broadcast media monologues into
social media dialogues.

Tellermate

Electronic money counting system.




SplashMetrics Analytics application that works in tandem with major analytics engines and
social media platforms (such as Google Analytics, Twitter, etc.) to provide
customized, objectives-based metrics for marketing campaigns.

Strategic Planning Process (SPP) Process for developing and deploying the organizational strategic plan.

Strategic Objective (SO) Established objective for achieving the organizational strategic plan.

Systematic Process Improvement Annual review of key processes and systems by senior leadership.

Meeting (SPIM)

(TM) Team Member Employee of K&N Management.

Topgrading Recruiting, hiring, and team member development strategy.

(YF) Yearly Focus Company-wide improvement focus spanning 52 weeks.

Yearly Kick-Off Meeting Annual meeting to kick off the upcoming yearly focus.
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P.1 Organizational Description

K&N Management is the licensed developing entity for Ru-
dy’s "Country Store" and Bar-B-Q and the creator of Mighty
Fine Burgers, Fries and Shakes located in Austin, Texas.
Both concepts are classified as fast-casual restaurants.
Through its two excellent concepts, K&N Management
consistently delivers a fresh taste profile using high-quality
ingredients in products that are delivered quickly and accu-
rately by friendly team members in a clean environment.

K&N Management passionately believes in quality and
excellence which are evident throughout our operation.
We put quality first in our people, products, and facilities.
Consequently, through the use of performance excellence,
our restaurants outperform other fast-casual restaurants in
the market, creating higher guest satisfaction, profitability,
and sustainability. Mighty Fine Burgers, Fries and Shakes
has been open two years and is already a proven leader in
the fast-casual market. While most new concepts fail, $3.5
million per year in single-unit sales and very high guest sat-
isfaction during the first two years indicates Mighty Fine is
one of the best start-up fast-casual concepts in the nation.

Our growth and performance excellence model (Figure P.1)
has drawn organizations from the restaurant, business, and
retail industries to benchmark our service and operational
processes.

K&N Management was founded in 1993 by two business
partners, Ken Schiller and Brian Nolen. When they pur-
chased the rights to develop Rudy’s "Country Store" and
Bar-B-Q in the Austin, Texas area, their initial vision was
to become the preferred fast-casual restaurant in the local
community. They intended to achieve this goal by featur-
ing a limited menu driven by high quality food and speed
of service, thus focusing on doing a few things excellently
instead of many things just average. Between 1993 and
2005 K&N Management expanded from one to four Rudy’s
locations in the Austin market with average unit annual
sales exceeding $5.5 million (food and beverage only).

In December 2007, we developed and opened Mighty Fine
Burgers, Fries and Shakes, a fast-casual hamburger res-
taurant in north Austin, Texas. As a result of Mighty Fine’s
immediate success, two more locations were opened in the
Austin area in 2009. With the solid reputation of two high
performing concepts in the market, K&N Management has
become recognized as a leader in operational excellence
in the business community as well as a fast, friendly, and
clean dining experience by the general public.

P.1a Organizational Environment
P.1a(1) Products and Delivery Mechanisms
K&N Management operates two fast-casual restaurant

Figure P.1 K&N Management Performance Excellence Model
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concepts, featuring limited menus and walk-up counter ser-
vice. At both concepts guests have the option of dining in
or taking their meal with them (Figure P.2). A limited menu
and simplified service processes allow K&N Management
to better meet the key guest requirements (Figure P.5).

Rudy’s "Country Store" and Bar-B-Q is a barbecue res-
taurant with a convenience, or country store, and gas
station that features a limited menu and serves guests for
breakfast, lunch, and dinner. The country store, gas sta-
tion and car wash are considered value-added services
that do not greatly impact the bottom line of the operation.
Daily single-unit breakfast sales average $2,750.00 dur-
ing a four-hour period while most fast-casual breakfast

Figure P.2 Products & Delivery Mechanisms

Concept Product

Delivery

Mechanism

Rudy's "Country Breakfast » Counter Service

Store" & BBQ * Convenience
Store
* Group Meal
BBQ Lunch |+ Counter Service
& Dinner * Group Meal
Mighty Fine Burgers, |Lunch & » Counter Service

Fries & Shakes Dinner

restaurants rarely exceed that total the entire business day.
Rudy's breakfast, which K&N Management created, was
not part of the original Rudy's franchise concept, however
after seeing the tremendous success of our breakfast op-
erations, corporate Rudy's implemented our breakfast taco
program in their locations. K&N Management was also an
innovator for a turn-key take away program for groups of
ten or more people, called a Group Meal, which was also
later implemented by corporate Rudy's.

At Mighty Fine Burgers, Fries and Shakes dine-in and take-
out guests can choose from hamburgers, cheeseburgers,
fresh-cut crinkle fries, fresh-squeezed lemonade, hand-
dipped shakes, and a unique chopped chili dog.

The guests for Rudy's and Mighty Fine require a fresh taste
profile using high-quality ingredients in products that are
delivered quickly and accurately by friendly team members
in a clean environment (Figure P.5).

P.1a(2) Organizational Culture

Our organizational culture is passionately focused on guest
delight (Figure P.3). We are committed to delivering a
value-added experience for our guests through our people,
products, and atmosphere. Both concepts are recognized
as being excellent in every one of our key business driv-
ers. Expectations, behaviors, and performance standards
are communicated through the clearly defined mission,
vision, values, and key business drivers (Figure P.3). Our
core values encompass excellence, quality, integrity, and
relationships.

K&N's culture is initially communicated to team members
during the orientation process, called Foundations. This

©K&N Management

Figure P.3 Mission, Vision, Values, KBDs

Vision Statement

"To become world famous by delighting one guest at a time."

Mission Statement
"To guarantee that every guest is delighted because of me."

Key Business Drivers

Food Quality
Speed of Service
Cleanliness
Hospitality
Accuracy
People
Value

Core Values
Excellence

Quality
Integrity
Relationships

comprehensive session conducted at the corporate office
by certified Foundations Facilitators provides a solid foun-
dation for team members in order to effectively integrate
them into our culture. Guest delight culture is further com-
municated and implemented through continuous training,
coaching, and meetings.

One piece of our culture that has greatly contributed to
excellence in hospitality is our innovative adoption of the
philosophy from the best selling book FISH! A Remarkable
Way to Boost Morale and Improve Results by Stephen C.
Lundin. The concept focuses on systematically creating a
positive, fun, guest delight driven environment. We took the
philosophy to a higher level by making the “choose your at-
titude” aspect the central success point and the foundation
of the Building Blocks of FISH. The Building Blocks of FISH
(Figure P.4) and training the four steps in a way that team
members can apply them on a daily basis are the two main
factors in the long-term suc-
cess the company has had in
hospitality since incorporating
the philosophy into its culture.
Our core competencies are o14
those strategically important
capabilities listed in Figure
6.2, which enable us to excel
in achieving our mission, vi-
sion, and thus guest delight
and profitability . We excel in
people, food quality, speed
of service, accuracy, counter
service hospitality, cleanli-
ness, and profitability (Figure

Figure P.4 FISH
Building Blocks

Make Their
Day
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6.2). We use our core competencies to design and ex-
ecute work systems and key work processes that delight
the guest through meeting and exceeding their key guest
requirements.

P.1a(3) Workforce Profile

Employees, or team members, are typically 18-45 years
old, and come from Austin and the surrounding commu-
nities. Most entry-level team members hold high school
degrees or an equivalent, while managers and senior
leaders have undergone various levels of higher education.
We do employ team members at Mighty Fine while they
are attending high school, which allows them to gain early
work experience. Career development through succession
planning is available for team members who desire to grow
within the organization. Over forty percent of the current
salaried team members have been promoted from hourly
positions within the restaurants and fifty seven percent of
the existing general managers were originally hourly team
members. Most of our team members work directly in the
restaurants.

K&N Management employs over 400 team members
consisting of hourly and salaried team members that are
classified into five main categories: (1) senior leadership
team, (2) management team, (3) support team, (4) produc-
tion team, and (5) service team.

We engage team members (TM) in accomplishing our mis-
sion by selecting, training, developing, and compensating
TMs who follow processes and delight guests. The factors
that engage our team members are listed in Figure 5.2.
TM feedback is gathered through an online team member
comment log, engagement surveys, meeting surveys, a
monthly newsletter, and daily shift meetings.

We have superior human resources practices including
people selection, training, benefits, safety, and people
development processes. For fast-casual restaurants, we
are at or near the benchmark by providing full-time hourly
team members 90% paid comprehensive group benefits in
addition to a company matching 401(k) plan. We consider a
30-hour work week as full-time eligibility status for TMs to
participate in the group benefits program. This enables stu-
dents to attend school and maintain benefits. Other above
market benefits included are company owned vehicles

for senior leaders, general managers, and other key TMs,
plus 90% paid group benefits for eligible dependents of
salaried team members. Our human resources philosophy
encompasses doing what is right for our people in order to
retain engaged, experienced team members who delight
our guests. We employ non-union team members matching
the diverse Austin community and crossing a wide range of
demographics who work together as a team to delight our
guests.

P.1a(4) Technologies, Equipment and Facilities

K&N Management facilities include a corporate office, four
Rudy's "Country Store" and Bar-B-Q locations, and three
Mighty Fine Burgers, Fries, and Shakes locations.

The restaurant facilities have been carefully designed to be
easily accessed by guests, as well as being reliable, clean,

©K&N Management

versatile, and efficient. At Rudy’s, the taco line that produc-
es breakfast in the morning has been innovatively designed
to transform into the cutting line that produces barbecue for
our lunch and dinner guests. Both concepts feature exten-
sive stainless steel surfaces throughout the dining rooms
and kitchens, which is a highly durable and cleanable
material. Neither restaurant concept includes a drive-thru,
offering only walk-in service that results in a more stream-
lined, efficient service line that can easily be replicated in

a stand-alone or strip center facility. Both concepts feature
state-of-the-art technology including touch screen reg-
isters, web-based automated sales reporting, automatic
hand-wash sinks, and extensive camera systems.

Managers, support team members, and senior lead-

ers have instant communication through mobile devices.
We have developed an internal website for the entry and
tracking of sales, guest comments and complaints, team
member comments, and maintenance and IT requests.
When guest comments or complaints and team member
comments are submitted through the website, senior lead-
ers receive daily notification on their mobile devices.

To further improve the efficiency of the management

team, operations manuals, training materials, and required
forms are available through a server shared by all loca-
tions. Incorporating a high level of information technology
throughout the operation enables quick communication and
calibration between senior leaders and members of the
management team.

P.1a(5) Regulatory Environment

We adhere to state and federal employment guidelines in-
cluding Workers Compensation, EEO, OSHA, and FLSA in
addition to state and local food safety regulations. We hold
senior leaders, managers, and TMs accountable to ethical
and legal standards and remain committed to maintaining
our upstanding reputation as a sound organization with
high principles (Figure 1.11).

P.1b Organizational Relationships
P.1b(1) Organizational Structure

K&N Management is a privately held company that does
not have a formal board of directors. The two owners are
equal partners who closely adhere to a system of checks
and balances, each reporting back to the other (Figure
1.10). A team of seven directors reports directly to the
owners and acts as a board of advisors to the owners.
Senior leaders work closely with the management teams
to achieve organizational strategies and objectives. Fewer
levels of hierarchy have enabled senior leaders to person-
ally drive expectations which results in a more streamlined,
efficient communication process.

P.1b(2) Key Market Segments

The market for Rudy's and Mighty Fine consists of Austin,
Texas and its surrounding communities. The primary mar-
ket segment for Rudy's and Mighty Fine is the fast-casual
market, either dine-in or take-out. Both concepts appeal
to a wide range of guests from various demographics and
have become destination places for business travelers,

2010 Criteria for Performance Excellence iii



Figure P.5 Key Guest Requirements

cess. As a result, our supplier pricing
is among the best in the state. Other

Key Requirement Key Measure KBD supplier and vendor relationships
High Quality Guest satisfaction survey (Fig. 7.2-1) Food have been created to assist in build-
Ingredients & Fresh Food quality rating (Fig. 7.1-2) Quality ing and equipment design, product
Taste Profile Operations inspections (Fig. 7.1-1) or process innovation, and technol-
Quick Service Guest satisfaction survey (Fig. 7.2-4) | Speed of ogy implementation. Online ordering,
Line times (Rudy's only) (Fig. 7.1-5) Service meetings, and e-mail communication
Cashier efficiency (Fig. 7.1-7 and 7.1-8) are effective methods for commu-
Operations inspections (Fig. 7.1-1) nicating our product and delivery
Accuracy Guest satisfaction survey (Fig. 7.2-5) Value stan;lards_as w_eII as managing
Order accuracy (Fig. 7.1-6) relatlonshlps W'th suppllers. Fo_st_er—
- - - - - — ing supplier relationships and limiting
Friendly Service *  Guest sgtlsfagt|on survey (Fig. 7.2-2) Hospitality the number of key suppliers and
*  Game Film (Fig. 7.1-9) vendors has resulted in an economi-
*_Operations inspections (Fig. 7.1-1) cal, streamlined and efficient order,
Clean Environment |+  Operations inspections (Fig. 7.1-1) Cleanliness | delivery, and inventory process.
»  Guest satisfaction survey (Fig. 7.2-3)
+  Health department inspections (Fig. P.2 Organizational Chal-
7.1-3)
lenges

tourists, and other visitors.

The key requirements for our guests (Figure P.5) are sum-
marized as follows: a fresh taste profile using high-quality
ingredients in products that are delivered quickly and ac-
curately by friendly team members in a clean environment.
Our guests maintain a high degree of loyalty because we
consistently deliver our key guest requirements and key
business drivers in every transaction.

Rudy's and Mighty fine have only one guest or market
segment. The key guest requirements (KGRs) for Rudy's
and Mighty Fine are the same regardless of age, gender, or
market segment. Both concepts are designed to meet the
same KGRs. We identified the KGRs for Rudy's and con-
firmed they were the same for Mighty Fine guests, which
enables us to leverage our core competencies within both
concepts. Therefore, we stay true to our KBDs and KGRs
because they work. We are consistent with our products
and services and do not allow varying local and national
menu trends to distract us from consistently meeting and
exceeding KGRs at an outstanding level.

P.1b(3) Key Suppliers

We carefully select suppliers and vendors to partner with,
and require all vendors to comply with our standards and
product specifications. Key vendors receive an annual Key
Vendor Scorecard that provides them performance feed-
back as well as reinforces the communication of our core
values. Our key suppliers consist of food, beverage, equip-
ment, and IT vendors. We have an agreement with each
key vendor listing approved products with written specifica-
tions and acceptable substitutions. Incoming products do
not change without adequate testing that the change will
meet our key supply chain requirements of quality, yield
(when applicable), pricing, reliability, and guest approval.
Delivery days and times are specified for applicable ven-
dors.

We partnered with Sysco Foods, our primary food supplier,
to create an efficient, price-effective order and delivery pro-

©K&N Management

P.2a Competitive Environment
P.2a(1) Competitive Position

Rudy’s and Mighty Fine compete in the local Austin market
with other restaurants from major national chains as well as
single-unit operators. There are over 2,000 restaurants to
choose from in Austin. K&N creates a competitive advan-
tage in the market by focusing on our KBDs and continu-
ously improving our processes. Competitive factors in the
market include food quality, speed of service, accuracy,
friendly service, cleanliness, and our people (Figure 6.2).
Because we excel in these competitive factors, our sales
per unit are among the highest in the nation.

P.2a(2) Success Factors and Changes

The key factors that determine our success in exceeding
our KGRs are our core competencies (Figure 6.2) and pro-
cess excellence. The current economic downturn is a key
industry challenge affecting our competitive position. Many
restaurants have either struggled to remain open or have
been forced to close their operation. Data provided in 2009
by our primary supplier, Sysco Foods, shows that Rudy's
was down 1% in total purchasing as compared to other
restaurants in the market who were down 15.6%. In a direct
sales comparison, we do not know of another fast-casual
or full-service restaurant in the Austin market or the nation
that produces the same volume per square foot, exclusive
from food revenue, as our original Rudy's. We feel that our
unique restaurant concepts and continual focus on our key
business drivers have enabled us to maintain high sales

at Rudy's while growing the Mighty Fine concept. We are
one of the few organizations that has actually grown in a
depressed economy.

P.2a(3) Sources of Comparative Data

We are limited in gathering comparative data in that most
restaurants in our market are not publicly traded, thus the
data is not published. Various sources of comparative data
include the National Restaurant Association, the Texas
Restaurant Association, financial information from publicly

2010 Criteria for Performance Excellence iv



traded companies, published health department scores,

in addition to information shared by suppliers and other
restaurant operators with whom we have a professional
relationship. The Chamber of Commerce and banking insti-
tutions have provided valuable financial data.

P.2b Strategic Context

Strategic challenges are inherent in the restaurant business
and all operators are affected by the same threats to some
degree. Various challenges faced by K&N include effects

of the current economy, new competition, improving our
people development and communication processes, and
growing the Mighty Fine concept while maintaining focus
on operational excellence within Rudy's and Mighty Fine.
Our strategic planning process enables us to efficiently and
effectively allocate resources to address our strategic chal-
lenges.

In the midst of these challenges, we continue to utilize our
advantages (our core competencies and ability to deliver
on KGRs) by being one of the first fast-casual operations

in Austin to feature a premium, all-natural hamburger and
strategically positioning each of our locations. Another
strategic advantage is our superior ability to operate restau-
rants excellently, whether they be an existing franchise or
our own start-up concept.

P.2c Performance Improvement System

The mission, vision, values, KBDs, and KGRs drive senior
leadership decision-making and performance improvement.
Figure P.6 illustrates the process the SLT uses to promote a
culture of improvement. The SLT systematically uses a vari-
ety of data to identify performance improvement opportuni-
ties then applies our problem solving process (Figure 6.5)
to ensure the change will have a positive and sustainable
impact on our mission, vision, values, KBDs, and KGRs,
thus creating a win-win result for the organization and

our stakeholders. We then use structured organizational

meetings (Figure 1.4) to effectively deploy improvements to
team members and communicate performance measure-
ment (Figure 1.9).

Senior leaders conduct an annual Systematic Process
Improvement Meeting (SPIM) to review and evaluate key
processes and measures. Other elements of our perfor-
mance improvement system include systematic measure-
ment processes (Figure 1.9), the strategic planning process
(Figure 2.1), benchmarking, and applying the Malcolm
Baldrige criteria. The feedback report from the 2009
Progress Level Application for the Texas Award for Perfor-
mance Excellence provided an excellent source for learning
and improvement. The feedback from the site visit team

of examiners provided valuable, actionable improvement
opportunities and recommendations which were integrated
into our performance improvement system.

On the journey to achieve operational excellence and per-
fection, we benchmarked the business excellence model
of the previous Malcolm Baldrige Award recipient, Pal’s
Sudden Service. We have applied best practices from Pal’s
Sudden Service, In-N-Out Burger, Disney, The Ritz-Carlton,
and other valuable resources at various levels of the orga-
nization, resulting in continuous results-driven performance
improvement. K&N Management is a recipient of the 2010
Texas Award for Performance Excellence. Senior leaders
are utilizing the information from the examiner feedback
report to further improve processes in order to continue to
strive to higher levels of performance excellence. In 2010,
K&N Management was also selected as the number one
large employer in Austin, Texas by the American States-
man.

Figure P.6 Performance Improvement System

( DAIA ) ( R (" IMPROVEMENT )
COLLECTION EVALUATE & DEPLOYMENT
MISSION PEA Measurement ANALYZE PERFORMANCE Leadership
Process (Fig. 1.9) Organizational IMPROVEMENT deployment (Fig.
VISION Meetings (Fig. 1.4) Apply Problem 1.6)
Benchmarking Solving Process (Fig.
VALUES SPIM (Fig. 1.4) 6.5) Leadership
TM Improvement communication
KBDs Suggestions Performance Plan-Do-Check-Act (Fig. 1.7)
Measurement (Fig. Process (Fig. 6.4)
KGRs Guest Comments/ 1.9) Strategic planning
Complaints (Fig 2.1)

Stakeholders K&N
*Guests Management
GUEST DELIGHT RESULTS Wbl 2ex. Win-Win Results . *Profitability PERFORMANCE EXCELLENCE
*Suppliers *Growth
*Community *Sustainability
A\ /
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Category 1: Leadership
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1.1 Senior Leadership

1.1a Vision, Values, and Mission
1.1a(1) Setting and Deploying the Vision and Values

K&N Management is passionate about guest delight and
excellence, which is evident throughout our operation.

The senior leadership team (SLT) consists of two owners
and seven directors who are responsible for setting and
deploying the vision and values of the organization.

The mission, vision, and KBDs were originally set by a
group of senior leaders and managers as a result of a
benchmarking visit to Pal's Sudden Service in 2002. Our
vision reflects the passion for guest delight while our
mission statement defines the role of each team member in
achieving that vision. If team members guarantee that each
guest is delighted, we will be recognized world-wide as
being excellent in hospitality, processes, and performance.
The core values were set by senior leaders with input

from team members about what they felt was most
fundamentally important about our culture. Our passion

for guest delight is integrated into our values which are
thoroughly deployed throughout the organization.

Senior leaders refer to the mission, vision, values, and
KBDs throughout key leadership process deployment,
measurement, data analysis, evaluation, and performance
improvement (Figure 1.1). The mission, vision, values,

and KBDs are reviewed annually by the SLT during the
strategic planning workshop to decide if any changes
should be made.

Our commitment to excellence is evident in our people

selection and development processes, concept design,
and operational management. The mission, vision, values,
and KBDs are first deployed through the Foundations
session, then reinforced through training, shift meeting
communication, and performance appraisals. The first
flashcards in every set of training modules communicate
the key elements of our culture to TMs. During
Foundations, TMs receive a culture card that contains the
mission, vision, values, KBDs, and the Building Blocks of
FISH (Figure P.4).

Our mission, vision, and values are deployed to key
suppliers and guests in a variety of ways. The mission
and vision are printed on all business cards. Our guests
can easily view our mission, vision, values, and KBDs
posted on the walls of our restaurants, the Mighty Fine
website, and demonstrated through the attitudes of our
team members. Our values are communicated to our

key suppliers through a key vendor scorecard conducted
annually by the executive director. The criteria of the
scorecard essentially holds suppliers accountable to

our product and delivery standards. We require our
suppliers to provide us with product that meets our quality
specifications at the scheduled delivery time in order for
us to maintain our KBDs. Suppliers who do not meet the
standards of the vendor scorecard are replaced.

Figure 1.2 illustrates how senior leaders show their
commitment to support the core values of the organization
through personal action.

Figure 1.1 Leadership Performance Excellence

Mission
Vision
Core Values

Key Business Drivers

e )

Leadership Processes é )

Learning and Integration
through performance
improvement (Fig. P.6, Fig.
1.9), Strategic Planning (Fig. o

2.1) and SPIM (Fig. 1.4)

) (Fig. 1.7)

EVALUATION &
IMPROVEMENT

o Guest Delight culture and ethics
o Strategic planning (Fig. 2.1)

Leadership Improvement
Deployment Process (Fig. 1.6)

o Key Meeting Communication Process

Systematic Performance
Improvement (Fig. 1.9)

o Performance Improvement System
(Fig. P.6, Fig. 1.9)

Key Guest Requirements (P.5)

Systematic Performance
Measurement (Fig. 1.9)
through PEA Measurements

MEASUREMENT &
ANALYSIS

Organizational
Growth and
Sustainability
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Excellence

Guest Delight and
- Community Impact
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Figure 1.2 Senior Leadership Support of Values

Value Example of SLT Personal Action

Excellence .

One owner and two directors completed Quality-Texas Examiner training.
« SLT lead the effort to apply Baldrige principles within K&N Management.
*  Benchmarking best practices inside and outside the hospitality industry.
«  Sharing process excellence and operational information with others.

Quality »  Facilities design
*  Product standards
« Topgrading selection process

*  Cleanliness innovations (automatic hand wash sinks)
* Resources allocated to keep managers on the front line for maximum guest accessibility.

Integrity * Role model behavior
*  Team member comments

e On-time payment to suppliers, banks, and team members

Relationships e Team member picnic
*  Excellent benefits package
*  Team member awards

*  Community impact is the 2010 Yearly Focus
*  Team member contributions matched for Austin Habitat charity partner
*  Senior leaders donate time to community impact events

1.1a(2) Promoting Legal and Ethical Behavior

Senior leaders foster an organizational environment

that requires legal and ethical behavior by stressing the
organizational core value, relationships, and by using the
plan-do-check-act process (Figure 1.3) to define, review,
and enforce legal and ethical policies and processes. We
have adopted a zero-tolerance policy for any breaches
and established systems to both communicate and enforce
these policies and expectations. Open communication

is promoted through the online team member comment
log. Since TMs do not have to leave their name or
contact information, the online team member comment
log is a valid method to report legal and ethical violations
anonymously. New hires undergo background screening
and drug testing during the hiring process to make certain
we are hiring people with integrity. This also ensures

Figure 1.3 Process to Ensure
A Legal & Ethical Environment

Plan

Set policies, systems,
and processes.
Communicate in
training

Act

Identify and close
gaps to ensure future
compliance

Check

Do

Conduct audits,
reviews, and
observations to verify
compliance

Compare audits,
reviews, and
observations results to
policy or process.
Identify causes

©K&N Management

we are providing a safe environment for our TMs and
guests. TMs receive anti-harassment training during the
Foundations session and salaried TMs are required to
attend an anti-harassment class.

1.1a(3) Creating Sustainability

The SLT has created a sustainable organization through
establishing systems and processes (Figure P.1) that
enable us to operate both concepts at an excellent

level. Both concepts have great success by translating
our KGRs and KBDs to our key products and services.
Our operational excellence brings our guests back and
reinforces key elements of our guest delight culture. The
SLT directs a culture of operational excellence through
well-designed and operated processes. Through our
leaders and processes we have created an environment
of operational excellence through continual performance
improvement, a comprehensive leadership improvement
deployment process (Figure 1.6), and workforce learning
and development. As a result, we have seen organizational
growth in both good and bad economic conditions.

Communication/Agility: Meetings are key to
communicating our culture, current performance,

agility, performance improvements, strategic plan
accomplishments, and organization and workforce
learning. Figure 1.4 shows the different meeting types,
participants, purpose, and frequency. The analysis

and measurement of the short- and long-term strategic
objectives, operational process measurement, and
individual management team results comparisons also
guide organizational performance excellence and enable us
to make rapid adjustments.

Company-Wide Focus On Excellence: Senior leaders,
support team and management TMs participate in a

yearly kick-off meeting to introduce the goals for the
upcoming year and launch the next year's organizational
focus, referred to as the Yearly Focus (YF), and how it
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Figure 1.4 Organizational Meetings

Type Participants Purpose Frequency
Strategic Planning (SP) SLT + SWOT analysis Annual
General managers » Develop strategies
Non-industry consultant » Develop strategic objectives
Key support staff » Develop action items
Systematic Process Im- SLT * Review key work systems & processes Annual
provement (SPIM) » Review guest feedback channels
 Discuss leadership or responsibility
changes
* Review training systems
Yearly Kick-Off Meeting SLT » Deploy annual organizational goals Annual
Management team » Deploy Yearly Focus
Support team » Leadership learning & development
Trainers
Directors SLT * Review team member suggestions Biweekly
* Review guest feedback
» Determine process improvements
Owners SLT * Monthly SP review Monthly
General managers * Review store sales & store measures
Key support staff * Review company-specific focuses
» Deploy process improvements
General Managers Relevant directors » Review store sales & store measures Biweekly
General managers * Review company-specific focuses
* Deploy process improvements
Store Managers All directors (attend monthly) » Review store sales & store measures Weekly

General managers
Managers

* Review company-specific focuses
» Review store-specific focuses
» Deploy process improvements

Shift Meeting

General managers
Managers

Production team members
Service team members

» Deploy process improvements
 Daily event communication

* Review company-specific focuses
* Review store-specific focuses

Daily (each shift)

will be measured. The goal is to achieve organizational
excellence in this area over the next year, then maintain
the gains through defined methods of measurement. The

YF selection process is part of the annual SP process and

becomes a company-wide improvement
focus for the next 52 weeks. The YF

through learning. Through our online learning system, all
TMs have access to developmental books and videos,

managed by the training director. In addition, we conduct
workshops and host keynote speakers to further develop

Figure 1.5 Yearly Focus History

is a strategic objectl_ve or strategy that Yearly Focus T KBD

will have a substantial impact on team - — -

members and a profound impact on 2001 Speed of Service Line Times (Fig 7.1-5) Spegd of

competitiveness and culture which can Service

be accomplished within the year. The 2002 Perfect Food Food Quality Rating (Fig. 7.1-2) Food Quality

past yearly focuses are listed in Figure Quality

1.5 and are continually measured to 2003 Perfect Service Game Film (Fig. 7.1-9) Hospitality

ensure continued improvement in these 2004 Cleanliness Comp. Cleaning Inspections (Fig. | Cleanliness

areas. Figure 1.6 illustrates the senior 7.1-4)

Ieadershlp gnnual meeting process and 2005 People Scorecard Ratings (Fig. 7.4-12) People

the integration of the yearly focus and - _

strategic planning across the workforce. 2006 Topgrading % "A Players” (Fig. 7.4-13) People

Learning & Leadership Development: 2007 Process No. of Deployed Processes (Fig. | All KBDs

Performance improvement is a Improvement 7.5-10)

continuous focus accelerated by 2008 Coaching Manager on the Line (Fig. 7.5-4) | Speed,

workforce learning and leadership People

development. We have established an 2009 Culture of Pride Survey (Fig. 7.6-8) People

gffecltlve traTlngdprogram _and ;l)rom_ote 2010 Community Impact TM Engagement Survey People
evelopment and succession planning Volunteer Hours (Fig. 7.6-7)
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and enhance the personal skills of the SLT, managers, and
coaches. Group reading participation has also provided

us with an excellent channel for developing personal
leadership skills. For SLT development please see 1.2a(2).

Benchmarking: Senior leaders have fostered a culture

of excellence and innovation through benchmarking best
practices (Figure 4.4). To develop our Foundations session,
several senior leaders visited the Disney Institute. Many
benchmarked practices have been implemented as a result

of most of the managers visiting the 2001 Malcolm Baldrige
Award recipient, Pal's Sudden Service. The visit included a
tour of the Pal's operation and a comprehensive course at
the Pal's Business Excellence Institute. Other companies
we have benchmarked and adapted best practices include
The Ritz-Carlton, Kincaid's Hamburgers, and In-N-Out
Burger.

Succession Planning: The SLT has created a series of
levels that a TM can step through into management. Once

Figure 1.6 Leadership Improvement Deployment Process
Review SWOT
YES Internal & — Analysis
External Data
Improvements? YES Annual SP
Workshop
NO (Fig 2.1)
NO +
+ Prioritize & add to SLT Develop Develop
Review at next task list in priority Strategies [P  Strategic
annual SPIM or as order Objectives
needed through * ¢
Performance Data
Analysis Process Apply Problem Solving Determine Develop )
or PDCA processes Yearly Focus Action Items
Implement & confirm
improvement
Yearly Focus .
C . . Yearly Kick-Off
ommunication Meeting
Roll out & Roll out Yearly F Communicate Provide
implement Yearly oll out Yearly oc;s prior year learning &
Focus to team to management achievements development
support teams
members
_¢ Strategic Plan
Communication
Inspections Measurement
Coaching Charts
Process Audits o Mecting/
Specific YF-related measures whners Neeting, PR
P (Monthly SP Review
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a team member has shown initiative and capability, they
can be promoted to the role of coach, if selected by the
training director. Top performing coaches who desire to
move up are then assessed, interviewed, and selected to
become shift supervisors. This position gives the team
member some management responsibilities and allows the
SLT to assess their potential to become managers. This
process allows us to maintain not only the staffing level

of the management team, but also the effectiveness of
individual performance within those teams. The succession
planning process continues up to senior leadership. One
owner can replace the other and assume their duties or
delegate them to directors where appropriate. If a director
exits the organization, senior leaders determine if the
position can be filled internally through the development of
a general manager or support team member or externally.
A plan is in place to delegate the exiting director's
responsibilities through senior leaders cross-trained in
those areas and/or outsourcing. The succession plan

for senior leaders along with established processes and
systems ensures the sustainability of the leadership system
and the organization.

1.1b Communication and Organizational Performance
1.1b(1) Workforce Communication and Engagement
The SLT has established several avenues to effectively
communicate with and engage team members as

listed in Figure 1.4. Key decisions, short- and long-term

achievements, challenges, and goals are communicated
to the management team and training team through the

interactive meetings. Part of TM engagement includes
effectively communicating process improvements

(what and why) to team members through a Process
Improvement Communication Form (PICF) in order to keep
them committed to performing their jobs and accomplishing
our mission, vision, values, and KBDs. Improvements are
systematically implemented and communicated face-to-
face through meetings to ensure complete understanding
of the improvement. This interaction also allows for
questions and answers. Figure 1.7 illustrates how the
improvements are deployed downward through the
organization using the key meeting communication process
and then measured through the measurement inspection
process.

We reward performance excellence and recognize teams,
as well as, individual TM contributions. For example, each
month one owner and the general manager personally give
the "A Player of the Month Award" to the recipient at each
location. The SLT honors TM achievements through the
monthly newsletter and the annual awards banquet. The
purpose of the annual awards banquet is to recognize team
members who have received Game Film Awards, Service
Anniversaries, Attendance Awards, and other awards

for high performance excellence and guest delight. A
Performance Excellence Award (PEA) is given each month
to the store that had the best overall performance results

in several key areas. All TMs who work at the store that
receives the PEA are rewarded with complimentary meals
for the entire month. Figure 1.8 lists types of awards, who
is recognized, and the distribution frequency.

TM Comments/Suggestions .
Guest Complaints/Comments F'gure 1.7 KEY MEETING
AGENDA ITEM Measurement Inspection Results COMMUNICATION
PROCESS
DEVELOPMENT
BIWEEKLY
DIRECTORS DATA
MEETING “PICE
Meeting Agenda
AGENDA ITEM SP Review
DEPLOYMENT CWEEKLY WEEKLY STORE MONTHLY
GM MEETING | MANAGER OWNERS
MEETINGS MEETING
DAILY SHIFT
MEETINGS
\4 \ FORMS
AGENDA ITEM HOT TOPICS PROCESS COACHING Bgﬁsp:r';sc:::t‘;“
MEASU REMENT INSPECTION AUDITS CHARTS Coaching Charts
L
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Figure 1.8 Awards & Recognition

Award
Volunteering

Who

TMs with the highest
participation in commu-
nity impact events

Recognize TM length of Annual
service commitment
TM with best Game
Film Score in the com-
pany

The "A Player" TM for
each location

TMs with zero atten-
dance incidents

Frequency
Annual

Anniversary

Game Film Annual

"A Player" Monthly

Attendance Annual

Performance
Excellence (PEA)

Top performing location Monthly

1.1b(2) Process Improvement Deployment

Performance excellence is used to consistently achieve our
organizational mission of guest delight. The SLT effectively
manages the operation by measuring more process results
than our competitors, thus continually driving our business.
To create and balance value for guests and team members
we have designed a business model that is a win-win for
all stakeholders. We excel in providing guest delight and
meeting our KGRs. We then share our profits by providing
our TMs with an excellent benefits and compensation
package, work environment, and training and development
system. Meeting the needs of our stakeholders provides

maximum returns for the company, thus creating
organizational sustainability.

The organization has established a systematic
performance measurement process (first part of Figure 1.9)
to create an action-oriented, results-driven environment.
A system of measures reviews the daily operations of

the organization and how they impact guest delight, the
company core values, mission, vision, and KBDs. The
performance measurement process consists of KGR
supportive measures as illustrated in Figure 1.9. These
are the key performance results the SLT and managers
review that are systematically measured, analyzed, and
communicated across the organization. This system of
measures is used to create a win-win for the organization
and stakeholders by ensuring we consistently meet

KGRs through systematically measuring key operational
processes and people processes. Senior leaders directly
coach the management teams, driving them to continuous
improvement through utilizing the measurement process
as a developmental, ongoing process. Key measures and
processes are reviewed and evaluated annually during
SPIM.

1.2 Governance and Societal Responsibilities
1.2a Organizational Governance
1.2a(1) Key Governance Factors

K&N has established a defined governance process to
hold senior leaders and team members accountable for
performance excellence, integrity and ethical behavior.
Managers and directors are held accountable through

OPERATIONAL
PROCESSES
Sales growth
Operations inspections
Administrative inspections
Food cost controls
Labor cost controls

PEOPLE
PROCESSES
Game Film
Turnover
On time appraisals
Attendance

SYSTEMATIC PERFORMANCE MEASUREMENT

KGR PROCESSES

Comprehensive cleaning

Food quality rating
Manager on the line

Guest satisfaction survey

Figure 1.9 Systematic Performance
Improvement

inspections

PERFORMANCE
EXCELLENCE
MEASUREMENT PROCESS
(PEA)

Order accuracy

ratings
Cashier efficiency

EVALUATE/IMPROVE
PROCESSES & MEASURES

Annual Systematic
Process Improvement
Meeting

Process Improvement
Deployment &
Communication
(Fig. 1.6 and Fig. 1.7)

(SPIM)
Annual SPP (Fig. 2.1)

SYSTEMATIC PERFORMANCE IMPROVEMENT

Plan Do
Check Act
Process
(Fig. 6.4)

SIINS3Y NIAIMA Yiva

PEA results

Team member engagement &
Problem communication survey results
Solving
Process

(Fig. 6.5)

Team member improvement
suggestions

Benchmarking
Baldrige Criteria
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annual performance scorecard reviews and annual 360
assessments. The owners receive annual performance
feedback, coaching, and development through an outside
executive coach. TM engagement surveys (Connection)
also provide feedback concerning leadership, ethics, and
overall work environment, resulting in further accountability.

Both internal and external audits are conducted to ensure
management accountability. Fiscal meetings are internally
conducted each month by key senior leaders to review

the Profit and Loss statements in order to analyze fiscal
performance opportunities. Figure 1.10 outlines the
methods the SLT utilizes to ensure fiscal accountability
through a system of checks and balances. Internal reviews
are conducted annually by designated senior leaders

to ensure human resources process compliance and
determine the need for process improvements in those
areas. Internal and external reviews protect the interests of
our team members and our guests, in that the organization
takes measures to ensure sustainability through fiscal and

legal responsibility (see also P.1b).

1.2a(2) Evaluating Senior leaders

K&N has established a structured process for evaluating
senior leadership performance and leadership systems
which follows Figure 6.4. Key performance evaluation
processes are reviewed each year using the SPIM process
(Figure 1.4). The owners meet with each director, annually,
to review performance and set individual performance
goals. Directors are responsible for reporting actions and
accomplishments to the SLT biweekly through the SLT
task list. The team of seven directors serves as a de facto
governance board and holds senior leadership accountable
for performance excellence as well as personal leadership

effectiveness.

The owners use a third party executive coach who uses
structured interviews of direct reports and others, along
with appropriate established assessment tools, to provide
data-based feedback and improvement suggestions
related to their personal leadership and the leadership
system. The owners and directors work with the coach

to translate the assessment into written improvement
actions which are shared with the SLT. The improvement
actions have a systematic follow-up process that utilizes
accountability partners to ensure they stay on track. Having
an accountability partner is part of the process to support
and ensure senior leaders carry out their leadership
development actions.

Each year at SPIM (Figure 1.4), the SLT reviews leadership
positions and determines any required changes or changes
in responsibilities.

1.2b Legal and Ethical Behavior

1.2b(1) Addressing Societal Impact

The SLT addresses adverse impacts on society due

to factors concerning our products through prevention
measures based on internal health inspections, external
health department inspections, food safety and sanitation
training, and a hazard analysis and pathogen reduction
program (HAACP).

Internal Health Inspections: K&N Management utilizes
a third party contractor to conduct a minimum of three
internal inspections of our products and facilities each
week. As a result, Rudy's and Mighty Fine locations
achieve high city health inspection scores.

Figure 1.10 Fiscal Checks & Balances

Check
Annual Audit

Fiscal Responsibility
401K

Balance
* Finance director reconciles statements quarterly

Bank Statements
ment

Owners receive unopened state-

* One owner reviews line-by-line

Financial Control Funds can only be transferred
between K&N accounts by the

finance director

» Finance director reconciles bank accounts weekly

Payroll/Labor Tracked weekly on the GM
agenda to eliminate possible

discrepancies

* Reconciled weekly

Daily Cash Handling Tracked weekly on the GM

* Reconciled daily

review

agenda
ERISA - benefits CPA firm conducts an annual » 5500 filed by experts

audit « Annual report reviewed by the finance director
Cash Flow Profit & Loss reviewed monthly * Key senior leaders conduct monthly money meetings
Accounting CPA firm conducts an annual » Key senior leaders conduct monthly money meetings

Owner reviews each statement
line-by-line

Corporate Credit Cards

« Card holders sign an agreement
» Corporate credit card policy

Large Expenditures

owners' signatures

Checks over $7,500 require both

» Owners have to both agree to large expenditures
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Food Safety & Sanitation Training: At least Figure 1.11 Examples of Legal & Ethical Compliance
one member of the management team at Compliance  Measure Outcome Goal

%aac:a;eeséaeur:taprta?r:;[re\;]C(Ijaiscigcar? 5:;\:,_62’"]‘00(1 Food Safety Health inspection Figure 7.1-3 | 90+ score
production and service TMs are required to be FLSA Wage & Hour Audit | Figure 7.6-4 | O violations
food-handler certified by the city. Workplace OSHA Figure 7.6-4 | O violations
HAACP: Our restaurants maintain an HAACP, Safety

monitored daily. A date rotation system is followed Anti- EEOC Complaints Figure 7.6-4 | 0 complaints
for all prepared items. A food borne iliness (FBI) Harassment

complaint process is followed to quickly address Waste City inspections Figure 7.6-4 | 0 violations
any issues should they arise. If a manager receives | Management

a complaint regarding a potential FBI, they obtain Fiscal RS Figure 7.6-4 | 0 violations

all necessary information and log it on the internal
website. The SLT receives notification on their
mobile devices, enabling them to respond quickly.

We anticipate public concerns with current and future
products and operations through a third party risk
management company, Specialty Risk Management
(SRM), and our partnership with our main food supplier,
Sysco. SRM sends early information regarding possible
product recalls or other safety concerns. Early notification
provides K&N the opportunity to plan and prepare for
possible concerns. For example, SRM provided early 1.2¢ Social Responsibilities
information concerning the tomato recall which allowed
us to work with Sysco to ensure we were receiving safe
product. Figure 1.11 lists examples of our key ethical
compliance processes and measures for achieving
regulatory and legal requirements. Figure 1.12 lists
examples of our key processes, measures, and goals for
preventing operational risks.

with by the SLT. A board-certified attorney is available for
consultation should the need arise. Figure 1.13 illustrates
the processes developed to minimize risks associated
with breaches in ethical and legal behavior. The SLT
communicates and monitors social responsibilities by
ensuring that all public and personal safety and sanitation
guidelines are adhered to through the training and
measurement processes.

1.2c (1) Environmental Responsibilities

K&N promotes care for the environment through recycling
efforts. We recycle glass bottles and the locations with

the capabilities also recycle cardboard. Grease traps are
properly rendered and collected by an approved vendor. As
a recycling incentive, our cups are designed to be multi-use
instead of single-use. We actively participate in the Keep

1.2b(2) Promoting and Ensuring Ethical Behavior Austin Beautiful campaign by adopting and maintaining
K&N always considers the community, team members, the cleanliness of two local streets. Senior leaders review
and guests in order to create a win-win for stakeholders. changes in laws, regulations, products, markets, and

We have established policies and processes to ensure population trends during our annual SP process. We

legal and ethical behavior of our TMs. Establishing are aligned with the global awareness of recycling and
ethical HR processes has resulted in an environment of developed a specific recycling strategic action item under
mutual respect and engagement. TMs can anonymously the 2010 Yearly Focus, community impact. The first action

submit employment-related complaints through the online plan under the recycling strategic action item included
comment log. Breaches of ethical behavior are rapidly dealt

Figure 1.12 Examples of Minimizing Risks

Objective Description Preventative Controls Measure

Team Team member * Non-slip shoes required » Major incidents

Member Safety | accidents and on- |+ Safety training * Ops. inspections
the-job injuries * In-house maintenance team to ensure facilities are safe and

equipment functions properly
» Security systems and cameras
« Internal inspections of facilities

Food Safety Preventing con- » Food safety certification for all service & production team » Major incidents
tamination of food members * Comp. cleaning
& beverages » Comprehensive cleaning inspections inspections
* Time & Temperature charts * Ops. inspections
+ HAACP + BOH audits
* Gloves required
Guest Safety Guest accidents * In-house maintenance team to ensure facilities are safe and |+ Major incidents
and injuries equipment functions properly + Comp. cleaning
* Internal inspections of facilities inspections
+ Security systems and cameras » Ops. inspections
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a benchmarking trip to Burgerville, a

Figure 1.13 Examples of Processes Ensuring Ethical Behavior

recycling leader in the industry. Group Description Process Measure
To ensure we are supporting our social Team Theft, - Background checks Major
responsibilities we have established Members | harassment, « Selection process incidents
ethical labor practices and sound people illegal behavior Orientation (Foundations)

processes that include providing excellent Security cameras

health insurance, flexible scheduling, and Communicating expectations

a good environment for our team members Anti-harassment training

to learn to be responsible employees. We [ gyppliers | Kickbacks, Vendor scorecard Major
have an in-house chaplain that Serves price changing, |« Supplier audits incidents
our workforce and helps them deal with substitutions Communicating expectations

problems they face inside or outside of Product specs

the organization. We will continue to be a S Theft Background checks Major
supporter of the community by staying a Leaders | harassment, Anti-harassment training incidents
successful business due to our excellent illegal Regulatory reporting

continue to be a good employer, delight ignoring legal |+ Internal reviews

our guests, support our community, and requirements + Communicating expectations

pay our taxes.

1.2c (2) Support of Key Communities

The key communities we support are those surrounding
our restaurant concepts. The company’s support of key
communities is a direct reflection of the values established
by the SLT. K&N has partnered with the Austin chapter

of Habitat For Humanity as our charity partner. TMs are
encouraged to give to Austin Habitat through payroll
deductions or a one-time online gift. We are committed

to giving back to the local community through our
involvement in charitable donations and events (Figures
7.6-6 and 7.6-7). We monitor and measure community
support through TM total volunteer hours and total
donation dollars. A donation website allows members of
the community to efficiently submit requests for donations
which are reviewed by the owners. Requests can include
food donations, discounts, or gift cards; we do not fulfill
cash requests. The owners use a donation process when

Category 2: Strategic Planning

2.1 Strategy Development
2.1a Strategy Development Process

2.1a(1) and 2.1a(2) Key Strategic Process (Figure 2.1)

K&N has established an effective, formal process to
conduct strategic planning as shown in Figure 2.1. An SP
workshop is conducted annually and is facilitated by an
expert that is outside of the industry. The key participants
in the SPP and the workshop are senior leaders, general
managers, and key support team members. The first three
steps in the strategic planning process encompass the
development of the organizational SP. We develop the SP
using the following key process steps:

Step 1: Analyze Data (SPP participants)

« Determine the internal and external data needed for

SP. The specific list of data used in the SPP is shown

in Figure. 2.1. This includes a review of the mission,
vision, values, and KBDs.

©K&N Management

deciding to grant a request.

The SLT is in concert with our workforce to promote
community impact in 2010 by personally heading
community impact events. Each location organizes a
company-wide event and team members from all locations
are given the opportunity to volunteer to serve at these
events. The owners serve as leaders on community
boards and donate their time to provide education and
consultation to local business owners who have selected
K&N Management to benchmark. In addition to the
community involvement of senior leaders, team members
are encouraged to model the behavior of the owners by
participating in community impact events.

KN
“Thetece 'V”“"'E:F

»  Assign specific senior leaders or key support team
members to collect and analyze the data.

»  Specific senior leaders are responsible for preparing
a report of the data with analysis that is reported on
during the SPP workshop.

»  The group then draws strategic implications from
each data source.

*  Conduct a SWOT analysis of the organization's
strengths, weaknesses, opportunities, and threats.

»  The current state of our long-term sustainability and
vulnerabilities is discussed, as well as what strategic
changes are needed to minimize any future risks
related to long-term sustainability.

Step 2: Develop Strategies (SPP participants)

» Define the key directions to best position K&N to be
competitively excellent now and in the future. One
to four strategies are developed based on the data
and analysis. For each strategy selected, the group

2010 Criteria for Performance Excellence 9




Figure 2.1 K&N Management Strategic Planning Process (SPP)

Internal Data
- Mission, vision, values, KBDs STRATEGY

- Core competencies External Data
- Strategic advantages/challenges DEVELOPMENT - Guest satisfaction

- Life cycle of operations - Guest complaints

- Measurement inspection data (Figure 1.7) - Shifts in technology

- Key quest requirements - Shifts in market & products

- KBD measures SWOT - Shifts in preferences and population
- Fiscal reviews ANALYSIS - Changes in laws & regulations
- Sales data - Sales projection

- Financial data - HR strategic issues

-HR data - Opportunities for innovation
- SPIM review - Expansion plans

- Assess execution of 2009 SP - Competitors' moves

- SP evaluation

- Entrance/exit of competitors
- (apital availability
- Sustainability

SPP SYSTEMATIC

EVALUATION & e STEP2
Analyze Data
IMPROVEMENT ’
(includes ability to | % . 'Meai?‘gop o
execute) nnually tvaluate -Target
Improve SPP
-Team

STEP7 STEP3

RESOURCES

Monthly SPP Review Develop Strategic Objectives
- Plan Adequate People - Measures
-On Plan/On Results Money -Target
- If Off Plan - Why? Action -Team

STEP 6 STEP 4
Implement Develop Action Items
- Action Plans }L\:at:n Plans
- Yearly Focus STEPS -
— -Measures
Determine Yearly Focus /

- Action Plans

-Team STRATEGY

-Measures DEPLOYMENT
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determines a team leader, measures, baseline data,
three-year target, and one-year target.

Step 3: Develop strategic objectives (SPP participants)

*  The group determines the best way to accomplish
each strategy. One to four strategic objectives
(SO) are developed for each strategy: team leader,
measures, baseline data, three year target, and one
year target.

The SPP effectively identifies blind spots by reviewing

a broad range of internal and external data, including
forecasts and projections by experts. Having a formal SP
workshop is value-added in that it includes experience

in all aspects of K&N from at least three levels in the
organization. An added benefit is the expert outside of the
industry to make sure the right questions are asked and
interpreted from multiple view points, including outside
K&N. Major shifts in technology, markets, products, guest
preferences, competition, and regulatory environment

are addressed by reviewing external data during SWOT
analysis portion of the SPP (Figure 2.1). We have
determined our core competencies to be those areas where
K&N has great expertise (Figure 6.2). These are key factors
to accomplishing our mission, vision, and KBDs, as well

as creating a competitive advantage. Core competencies,
strategic challenges, and strategic advantages (see
Organizational Profile) are confirmed or revised during

the SP workshop based on the data presented and the
experience and knowledge of the workshop participants.

The SLT has set the long-term time horizon for the SP at
three years. Three years is considered the longest period of
time where there is enough stability in the external factors
to make planning useful, but long enough to accomplish
significant breakthrough changes. The short-term time
horizon is set at one year because it corresponds with

the time frame in which other management functions

are measured while providing enough time to achieve
significant results. The SPP sets both one- and three-year
targets for strategies and strategic objectives. SPIM review
covers the entire SPP, including execution, and thus, our
ability to execute the SP is systematically evaluated and
improved.

2.1b Strategic Objectives
2.1b(1) Key Strategic Objectives

The timetable for accomplishing strategic objectives is
three years. There are one-year and three-year targets for
each strategy and strategic objective.

2.1b(2) Addressing Strategic Challenges & Advantages

Strategic challenges are identified in the annual SPP.
There is at least one strategic objective that will address
each of the strategic challenges. The SP shows a list of
what strategic advantages and core competencies we are
utilizing to maximize the effect of our SOs. Many of the
SOs and action items (Al) are very innovative in nature to
achieve the benchmark levels of excellence being both
achieved and sought by K&N.

We have established a three-year and a one-year planning

©K&N Management

horizon for the strategies and SOs. This planning horizon
ensures there is a good balance between addressing
short-term challenges and longer-term opportunities.

All of the strategies, SOs, and Als address the best
methods for K&N to obtain competitive excellence and
long-term sustainability, thus providing a win-win for all
stakeholders involved—our guests (excellence in meeting
KGRs), team members (great place to work with good job
security), owners (excellence in everything we do, profits,
appreciation of assets), suppliers (reliable customer who
pays bills), and the community (strong, stable, growing
employer who contributes and pays taxes).

2.2 Strategy Deployment
2.2a Action Plan Development and Deployment
2.2a(1) Key Short- and Long-Term Action Plans

The third level of deployment is action items (Al), each of
which has action plans (AP). The SP proactively addresses
key planned changes to products and markets through
plans for the growth and expansion of each of the two
concepts.

2.2a(2) Developing and Deploying Action Plans

Figure 2.1 illustrates the deployment process for the
organizational strategic plan, SOs, and Als. Based on the
data plus the experience and knowledge of the participants
in the SP workshop, the Als that will best accomplish

each SO are developed and deployed to teams and team
leaders. The participants in the developing and deploying
of Als are senior leaders, general managers, and key
support TMs which ensures good alignment, buy-in, and
resources. This process ensures all parties are heard and
issues are addressed. APs are developed, accordingly,

to accomplish each Al. APs deploy the actions needed to
all who need to be involved, including suppliers and key
partners as needed. Resources needed to accomplish the
Als are confirmed by the owners, who participated in the
workshop. The SLT is committed to sustaining the results
once they are obtained by ensuring the results are built into
the process standards, measures, audits, and training. The
deployment (including evaluating and improving the SPP)
process is as follows:

Step 4: Develop Als & APs (SPP participants)

» |dentify the best way to accomplish each SO.

»  Develop one to four Als per SO.

» Determine and develop the following for each Al:
team and team leader, measure (as appropriate), and
AP (Who, What, When) for each Al.

Step 5: Yearly Focus (YF) (SPP participants

« Thisis an SO that will personally involve or impact
many team members, address the mission, vision,
values, KBDs, and/or KGRs. This is a K&N innovative
step in our SPP.

* The YF is a strategic culture changing process. Each
YF will have a lasting impact on the culture and the way
business is conducted within K&N. The YF is part of the
organizational SP, thus it is selected based on data and
analysis, but also has special emphasis on the factors
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listed above. In order to make the YF a company-
wide focus for the next 52 weeks, there is only one YF
per year which is linked, aligned, and integrated with
the KGRs, KBDs, and other SOs. Als and APs are
developed and resourced for the YF and the progress
is reviewed during the SP reviews.

Step 6: Implement (action item team

The Al teams practice good project management and
change management skills, use the process design/
redesign process (Figure 6.1) or the problem solving
process (Figure 6.5) and follow their APs and make
adjustments as needed to effectively accomplish their
goals. In order to take advantage of knowledge learned,
externally as well as internally, the teams benchmark other
restaurants and other industries to ensure the best possible
processes are implemented. External consultants and
experts help, as appropriate, by providing advice. External
research and best practices aid in bringing state-of-the-art
learning to the improvement being made.

Step 7: SPP Review (SPP participants and Al teams)
The SPP participants conduct monthly reviews of the Als
and YF designed around world-class review practices
learned from Deming Prize winning companies. These
practices help keep the reviews both effective and efficient.
Each Al team's project plan is reviewed to ensure it is the
best available path, is capable of achieving its targets, has
multiple actions per month, and is properly staffed, funded,
and supported by management.

In the monthly owners meeting, each Al team leader
reports if they are “on plan” (meaning that all actions in the
action plan scheduled to be accomplished by the review
meeting were accomplished) and are “on target” (meaning
the results expected by the review meeting are being
achieved). If off plan or target, the SPP participants ask
“‘why” two to five times to determine the cause and create
the right corrective/preventative actions to get the Al team
back on plan. This is typically done prior to the meeting, but
sometimes takes place during the meeting. The emphasis
is on working together and getting the Al teams the help
needed to stay on track. If APs are on plan and on target,
the SPP participants look for ways to reinforce the Al

team by recognizing outstanding efforts they have made.
Knowledge learned about how to keep Als on plan are
shared between teams.

Step 8: Annual Evaluation and Improvement of the SPP
Process (SPP participants and action item teams)

As part of the SPIM, the SPP participants, Al teams,

and a non-industry consultant review the SPP annually

to determine how it needs to be revised to make it more
effective and efficient. Facts and data are gathered by the
executive director regarding how well the process worked
and where the problems are. Some of the data sources
used include interviews with the process participants,

the success rate of how well strategies, SOs, and Als
were accomplished, reviewing external literature, and
benchmarking. Recommendations are agreed to and
implemented at the next SP review. The effectiveness of
changes are evaluated during a SPP review meeting.

©K&N Management

2.2a(3) Ensuring Financial Resources

The owners, who are the final authority to commit the
financial resources, lead the SP workshop. They authorize
the resources the teams request to accomplish their
assigned SOs and Als based on the benefits of the change,
the risk, the knowledge that the best approaches are

being used based on research and benchmarking the best
practices, and that the change fits with the culture. As seen
in Figure 2.1, steps three through seven interact with the
K&N resources. During the SP workshop and subsequent
monthly review sessions, an interactive "catch-ball" process
occurs to balance the resources needed for the SOs,

Als, APs, and the YF, as well as the specific "hows" and
targets related to those objectives, items, and plans. This
assures that the resources are spent where they will give
the best strategic return. The owners also participate in
each of the SP reviews, so they are up to date on status,
changes, and the reasons for the changes. They are aware
of all substantial financial obligations and, therefore, make
SPP resource decisions knowing the impact on other
obligations. In many cases, resource changes can be
approved during the review meetings since the owners are
present. To assess and manage any risks associated with
the plan, changes in the plan, the environment surrounding
the SPP, or the underlying assumptions associated with the
plans, potential risks are considered during the approval
process for the strategies, SOs, and Als. Any updates to
risks and financial return are considered during the SPP
review.

2.2a(4) Modifying and Adjusting APs

We establish and modify Als through the monthly SP
review process. Any changes that will be needed to the SP
will be considered during this review. Approval of changes
and corrective actions can happen very rapidly, since the
owners participate in the SP reviews and provide final
approval for any significant changes that are made to the
SP, including changes in resources. The owners consider
changes to the plan that are necessary and well-supported.
The SP review participants represent various aspects of the
business, providing a good measure of protection against
risks because many different viewpoints are in the room
and are part of the decision-making process.

2.2a(5) Key Human Resource (HR) Plans

The SP includes key supporting HR plans required to
accomplish short- and long-term action plans. The impact
of each SO and Al on the workforce and leadership is
considered during the SP workshop, by the HR director,
by each strategy, SO, and Al team, and during the SP
reviews. HR plans are established to ensure the people
capability required by the SP is in place when needed.
Processes such as Topgrading [5.2a(2)] and workforce
development (5.1b), working in conjunction with the SPP,
maximizes potential and minimizes adverse impact on the
existing workforce. For example, almost half of the SOs
require a higher level of TM performance and, therefore,
the HR objective and process around establishing more
"A Players", is a high priority and receives high priority
attention and resources.
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2.2a(6) Key Performance Measures

The SP includes key performance measures for tracking
the strategies. The measures are well aligned with

the mission, vision, KBDs, and KGRs, thus reinforcing
organizational alignment and direction. Since the
strategies and SOs cover major areas of the mission,
vision, KBDs, and KGRs, the strategy and SO measures
are well deployed to cover all key deployment areas and
stakeholders over both the short and long term.

2.2b Performance Projection

The SP includes key performance measures of
performance projections for strategies and SOs for both
the short-term (one year) and the longer-term (three years)
Key projections for competitors are also evaluated on

the 2010 SP. Competitor projections are also shown for

1 and 3 years when appropriate. Projections are based

on the impact of the SP, industry knowledge, knowledge

of competitors and their actions, the analysis of historical

Category 3: Guest Focus

trends, and available published data and benchmark
comparisons. There are no projected performance gaps
against competitors because we are already the best

in many areas important to our KBDs. The operational
excellence strategy and other plans aggressively drive K&N
towards pursuing ever higher levels of excellence focused
in those areas that are most important to meet and exceed
KGRs and achieve sustained business profitability and

growth.

&
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3.1 Guest Engagement
3.1a Product Offerings and Guest Support
3.1a(1) Identifying Product Offerings

K&N identifies product offerings by aligning our business
model and core competencies with our KGRs. We have
identified the key components of our concepts (Figure
6.2) that meet the KGRs (Figure P.5) and can be univer-
sally applied to new products or services. The plan-
do-check-act process we use to identify and innovate
product or service offerings is illustrated in Figure 3.1.
We have various guest listening methods (Figure 3.6)
that are utilized as applicable during the product offer-
ing identification process.

An example of identifying innovative products at Ru-
dy's is the breakfast taco product offering. In-house
breakfast was not part of the original franchise. Prior

to 2001, Rudy's Austin featured a limited menu that
included breakfast products supplied by a vendor. In
2001, to attract new guests to the Rudy's concept as
well as improve the taste profile and quality for exist-
ing breakfast guests, K&N developed an in-house
breakfast program in order to improve the consistency
and quality of our breakfast tacos. The new in-house
breakfast program ensured our products were produced
quickly using ingredients that met our quality specifica-
tions. We innovatively designed a process that uses

the same kitchen and front line used for barbecue. The
line design meant team members could rapidly produce
tacos in large quantities to quickly satisfy the speed and
quality demands of our guests. Consequently, breakfast
taco sales increased 91.17% in 2002.

©K&N Management

An example of identifying innovative service at Rudy's is
the Group Meal pavilion. To expand the relationships of
existing Rudy's guests and attract new large take-out busi-
ness, K&N designed the Group Meal pick up area. In 2007

Figure 3.1 Product Offering Identification Process

~

Market Analysis
Identify a market need that is
consistent with our core
competencies and provides
ability to leverage existing
strengths

Evaluate
Evaluate and refine the
process and product features

PICF Process

Process Execution/
Process Improvement
Deploy process, follow up,
and measure compliance

(Figure 6.1)
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we built pick up pavilions to Figure 3.2 Concept Design & Development

accommodate and expedite the el Ty s A& CEAiT0)) Product/Service Identification and Innovation

order pick up process. When Factors Process Elements
a guest arrives to pick up their

) Product » Restaurant trade shows & publications
order they park in a reserved . Test kitchen
parking area, walk into the « Test kitchen feedback
covered pavilion, and pick up « Benchmarking burger concepts
the phone to let a team mem- Kitchen design + Restaurant trade shows & publications
ber know they have arrived. A + Knowledge transferred from K&N
TM loads their packaged order + Test/modify kitchen design at test kitchen
in their vehicle, checking off Equipment Restaurant trade shows & publications

items on their checklist. This
seamless process significantly
increased Group Meal sales

Knowledge transferred from K&N
Test/modify kitchen design at test kitchen
Equipment supplier-partner advice

by delight?ng the gL_'eSt with Product delivery to « Benchmarking burger concepts

our attention to their KGRs of guest + Knowledge & core competencies transferred from K&N
hO.Sp'ta“ty and speed of service  [Ggvs * Knowledge & core competencies transferred from K&N

(Figure P.5).

An example of how K&N identi- _ . senior leaders to identify the product menu, test the prod-
ﬂgd an innovative, new co_ncept_|s through Mighty Fine ucts, and tweak recipes with feedback from team mem-
(Figure 3.2). The owners identified the need to create a bers, suppliers, and guests. The result was the best new
new concept in order to promote organizational growth. restaurant concept start-ups with sustainable food sales
After conducting industry research, senior leaders identi- per square foot; better than almost all existing hamburger

fied the burger market to attract new guests and grow the restaurants.
organization for the following reasons:

% The core competencies of K&N could easily be trans- 3-1a(2) Key Support Mechanisms

ferred to a premium hamburger concept. We determined our key guest support mechanisms
% Industry trends indicated a premium hamburger con-  (KGSM) and their requirements to support the use of our
cept would meet shifts in guest preferences. products and services (Figure 3.3) based on meeting the
# We wanted to be one of the first fast-casual opera- KGRs, KBDs, guest feedback, and benchmarks. The in-
tors in Austin to feature a premium hamburger. store KGSMs for each concept were determined by the

time and accuracy requirements to ensure the appropri-
ate communication channel response. We systematically
review and refine the KGSMs for both concepts during
the annual SPIM as part of the evaluation and improve-
ment process (Figure 6.4). The KGSM requirements are
quick and accurate order placement, personal interaction,
friendly service, and to be able to seek information, ask
questions, make comments, and quickly get answers.

Once senior leaders identified the product offering for
Mighty Fine, a strategy was developed to design, build, and
open the new concept. Part of the design process included
identifying the first location that was strategically positioned
in Austin. This is the same process used to develop the
breakfast taco program at Rudy's (Figure 6.1). Based on
the concept and data, the same KGRs (Figure P.5) applied
to the new Mighty Fine concept. The test kitchen enabled

Figure 3.3 Key Guest Support Mechanisms

Support Mechanism Guest Requirements Key User Main Use
Mechanism Availability
Phone - answering Business hours * Quick response-Rudy's Current or » Ask questions
» Accurate information potential guests » Seek directions
* Submit comment or
complaint
Phone - ordering Business hours » Accurate order (Group Meals/ All guests * Place Group Meal
(Rudy's only) large taco orders)-Rudy's orders or large taco
» Friendly interaction orders
Counter service Business hours » Order placed quickly and accu- All guests » Order product
rately * Replace product
* Friendly, personal interaction * Submit comment or
complaint
Website 24 hours/365 » Accurate information Current or » Seek information
days  Easily navigated potential guests * Submit comment or
complaint
Social media 24 hours/365 » Accurate information Current or » Seek information
days » Easily accessed potential guests * Submit feedback
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The KGSMs that enable guests to seek information about
Rudy's include phone and website. Large take-out orders
for ten or more people (Group Meals) can be placed with a
country store cashier over the phone. All other orders are
placed face-to-face with a friendly cashier at the barbecue
counter. Mighty Fine guests can access information con-
cerning hours of operation via the website or an automated
answering service. All orders are placed face-to-face with
a friendly cashier at the burger counter. We do not accept
phone orders at Mighty Fine in order to minimize the wait
time for in-house guests as well as preserve food quality.
While we might sell more burgers in the short-term, we
would sacrifice long-term sales due to inconsistency in
speed of service and quality. We are not willing to sacrifice
any KGRs for short-term financial gain.

We designed a user-friendly website for the Mighty Fine
concept that features video clips of our team members in
action in order to create a more enhanced web experience
for our guests. Guests for the Rudy's concept can access
our menu information and location directions through a cor-
porate Rudy's website created for all of the Rudy's concept
locations.

The KGSM requirements are the same for all guests at
Rudy's and Mighty Fine. We communicate with our guests
through several channels, enabling guests from varying
ages and genders to access our information using their
preferred communication channel and provide us feed-
back. Our KGSM requirements are built into the training
process and deployed to team members through the job
requirements, training, coaching, and communication. Our
systematic performance measurements (Figure 1.9) verify
the KGSM requirements and address any opportunities. If
something does not meet the KGRs we correct it quickly.

3.1a(3) Keeping Approaches Current

To keep our approaches used for identifying and innovating
product offerings and for providing guest support cur-

rent with business needs and directions we evaluate and
improve these approaches annually at the SPIM. To keep
approaches used for identifying and innovating product
offerings current, the R&D director collects internal infor-
mation related to how well the approaches worked during
the last year, benchmarks best practices inside and outside
the industry (Figure 4.4), and collects and analyzes data
related to product sales mix both inside and outside K&N.
From this information, the R&D director recommends to the
SLT at SPIM any needed changes in the approaches.

To keep approaches related to guest support current

with business needs and directions, the executive direc-
tor analyzes data related to complaints, internal informa-
tion related to the support process, and benchmarks best
practices inside and outside the industry (Figure 4.4). This
method is used to determine if any changes are required
in approaches to guest support for seeking information
and conducting business with K&N. If changes are needed
in the approaches, they are recommended to the SLT at
SPIM for their consideration. Changes in approaches that
are approved are then assigned to an SLT member to fol-
low through by incorporating the change into processes,
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standards, and training, then reporting progress and results
as part of the biweekly directors meeting.

3.1b Building a Guest Culture
3.1b (1) Guest Experience and Engagement

Providing guest delight is the central focus of our guest
service culture. We want to create raving fans by strength-
ening loyalty and enhancing word of mouth advertising
through guest delight. Our TMs are coached and em-
powered to guarantee guest delight through hospitality,
speed of service, accuracy, and superior food quality. One
key aspect of creating an experience for our guests and
encouraging guest engagement is through our innovative
modification during benchmarking. The FISH philosophy
has made a large impact on guest delight. We modified the
four steps outlined in the book and created our own Build-
ing Blocks of FISH (Figure P.4). Our TMs and managers
follow the four building blocks on a daily basis, beginning
with choosing a positive attitude. We measure FISH and
hospitality through Game Films, guest satisfaction surveys,
and TM performance scorecards.

The workforce performance management system is
designed to measure our guest delight processes using
coaching charts, performance scorecards, and Game
Films. Game Films allow us to measure our guest delight
processes through the eyes and perspective of the guest.
Shift meetings, a FISH board in the restaurants, Game
Films, job performance scorecards, and in-store FISH
meetings also provide feedback and reinforce to each TM
our guest delight culture and keep guest delight expecta-
tions fresh with TMs [see 5.1a(3) for more details].

Our Systematic Performance Improvement Process (Figure
1.9) is a systematic process for gathering and assessing
the results of the performance measures and making need-
ed process changes to enhance our guest delight culture.
Part of the Topgrading selection process involves hiring
TMs and leaders who are predisposed to be passionate
about service and will follow our processes to delight our
guests. Some of the awards and recognitions (Figure 1.8)
specifically address key elements of our guest delight
culture. As an innovative practice to ensure a consistently
outstanding guest experience and build relationships is the
positioning of managers on the guest-side of the line dur-
ing peak business. This enables the manager to maximize
their accessibility, interact with guests, build guest relation-
ships, answer any questions, quickly spot and react to flow
and other issues to assure speed, and assess and coach
TMs on hospitality and speed. [See 5.1b(1) for how the
workforce and leadership development system reinforces
the guest delight culture.]

3.1b (2) Managing Guest Relationships

In order to build relationships with our guests and create
raving fans, we identify each guest to Rudy’s as either a
rookie or a repeat guest. Rookies receive a hearty wel-
come before their cashier provides samples of our signa-
ture items, explains the menu step-by-step, and clarifies
the ordering process. Repeat guests are welcomed back
and given samples of items they might not have tried on
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previous visits. Mighty Fine has its own method of provid-
ing guests with personal service by labeling each individual
guest’s order with their first name. Parties with more than
one person do not have to sort through the order because
each individual guest receives their meal packed in their
own bag. All completed orders are called out to the guest
to be picked up on the line where they are greeted by the
friendly face of a TM.

Other ways in which we build guest relationships and cre-
ate raving fans at Rudy's is by greeting guests as they walk
through the door, recognizing loyal guests, and maintain-
ing our KGRs of cleanliness and sanitation at high levels.
Because clean facilities are a very important requirement
for our guests, restrooms are inspected and attended to by
a TM every fifteen minutes according to a checklist that is
posted for guests to see.

We focus on consistently achieving operational excellence
to build a loyal guest base and attract new guests by our
reputation in the community and through innovative adver-
tising.

We have an advantage to building guest relationships in
that we have numerous opportunities to interact with and
delight our guests throughout their visit. There are at least
seven key touch points during the guest's experience that
involve our KGRs and our TMs (Figure 3.5). These touch
points are the key opportunities to optimize the guest expe-
rience by meeting or exceeding their KGRs. The charts in
Results Items 7.2 and 7.3 show the results of how effective
our practices have been in the area of creating guest satis-
faction (overall and by each KGR) and loyalty.

1. Arrival

Clean parking lot &
entrance

7. Feedback

Guest leaves feedback
through different
channels

2. Acknowledgement

Guest greeted at the
door (Rudy’s) or counter

6. Departure 3. Assistance

Team member says
good-bye to the guest
(Rudy’s)

5. Consume 4, Purchase

Cashier accurately
completes order &
thanks the guest

Guest eats in-store or
takes it with them

3.1b (3) Maintaining Guest-Focused Approaches

To keep our approaches focused on creating a guest
delight culture and building long-term relationships with
our guests and creating raving fans, we continually evalu-
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Cashier walks guest
through the order

ate our KBDs to ensure they are properly aligned with our
KGRs. As part of the annual SPIM, senior leaders review
existing approaches for creating a guest-focused culture
and building guest relationships by reviewing internal

data, benchmarking best practices inside and outside the
industry, and studying books, research, and publications.
The goal is to determine if there are any changes that need
to be recommended regarding keeping our approaches

to fostering a guest-focused culture and building guest
relationships current with business needs and direction.
Changes in approaches that are approved are then as-
signed to an SLT member to follow through by incorporat-
ing the change into processes, standards, and training,
then reporting progress and results as part of the biweekly
directors meeting. The effectiveness of any changes imple-
mented is evaluated as part of the next annual review of
these processes or sooner if possible as part of the actual
implementation of these changes.

3.2 Voice of the Guest

3.2a Guest Listening
3.2a(1) Listening Methods

We have many channels for receiving feedback from
guests (including face-to-face) to obtain actionable infor-
mation as shown in Figure 3.6. Our listening methods are
easily accessible from each segment of the population and
cover all guests who are able to pick from the various com-
munication channels. Our listening methods are designed
to vary based on the individual guest and their needs by al-
lowing options for access across the entire guest life cycle.
Each response to a complaint or comment is individu-
alized based on the complaint or comment made and
the guest's personality. Every comment or complaint
is heard or read and appropriately acted upon (Fig-
ures 3.6, 3.7).

KGSMs are accessible in-store, during the key touch
points, and from the guest's home or place of busi-
ness. These KGSMs are always actively available to
all guests and are applicable throughout the entire
life-cycle of the guest whether it be single visit or that
of our long-term, repeat guests. Guests can enter
complaints or comments via the Rudy’s or Mighty

Fine website, on comment cards located in-store, or
verbal in-store and phone feedback. Comments and
complaints are entered on the guest comment and
complaint log on our internal web site. Guest feedback
receives personal attention, accordingly, at either the
store or corporate level (Figure 3.7). Comments and
complaints can then be searched by location, type, or
particular product or service involved. Social media
feedback is reviewed during the directors meeting
with comments and complaints from the internal guest
comment log.

Listening methods vary across the life cycle of the
guest. We have the opportunity to listen to our guests at
multiple touch points as shown in Figure 3.5. Guests re-
ceive face-to-face interaction while in-store which enables
them to place their order, complete their transaction, and
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Figure 3.6 Listening Methods

Feedback Input Responder Feedback Output
Guest Sat. Survey SLT reviews Communicate results monthly in owners meeting
Game Film Training director & | GMs communicate and coach results to team member
GMs review
Replay analyst SLT reviews Communicate results weekly on general manager meeting agenda
Comment card Store level Entered in comment log—corporate responds when appropriate (Figure 3.7)
Verbal in-house Store level Manager responds and enters in comment log—corporate takes further action when
appropriate (Figure 3.7)
Phone in-house Store level Manager enters in comment log—corporate responds (Figure 3.7)
Corporate
Website Corporate E-mail, phone, written response—entered in comment log (Figure 3.7)
Online 3™ party reviews | SLT reviews Communicate reviews through meetings and The Pride
Social media PR specialist & Communicate reviews through meetings and The Pride
SLT review

Figure 3.7 Guest Onlin
Guest submits

online feedback

TM coaching &
feedback

1.Gapin
compliance

issue

3. Gap requiring
significant
resources to
close

SPIM review & add
to SPP

Verify if comp card is
to be issued &
amount

Send letter &
comp card

receive quick resolution to complaints. Once they leave the
store we listen to our guests by phone, through the internet
and mail. We follow up to feedback in-person in the res-
taurants through the managers positioning themselves on
the guest-side of the line. This allows guests and manag-
ers to easily talk to each other, determine the guest's level
of satisfaction, and build relationships. This provides an
excellent opportunity for guests to give feedback in that
they do not have to search for a manager, thus any issues
can be promptly resolved. Managers are required to spend
a percentage of their time on the service line depending
on the time of the day. The replay analyst watches video

©K&N Management 2010 Criteria for

e Feedback Process

Complaint or
comment?

Email response
to guest

Complaint

Food Quality

Enterin
comment log
(Fig. 3.9)

Is the complaint
related to a KGR?

Provide
feedback to
team. Send High
Five when
appropriate

Email response
to guest

Review online
feedback response
process in annual
SPIM

Enter complaint
in comment log
(Fig, 3.9)

footage and determines if this goal was met. Results of
measuring managers on the line are communicated to the
general managers weekly (Figure 3.8).

3.2a(2) Listening to Competitor Guests

K&N has identified the following systematic methods for
listening to former guests, potential guests, and those of
our competitors to identify strengths and opportunities:
* Key questions from our guest satisfaction survey that
ask how we compare to our competitors.
“* Senior leaders shop competitors from the perspec-
tive of a guest using the same food quality assess-
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Figure 3.8 Process to Ensure

Act

Identify, communicate,
and close gaps to
ensure future
compliance

Check

Compare audits to
policy or process

Manager-On-The-Line Compliance

Plan

Set policy for
positioning the
manager on the guest-
side of the line for
maximum accessibility

Do

Audit time managers
spend on the guest-
side of the line

through the replay
analyst

ment tools used internally and compare the results to
our concepts.

* A 3" party, neutral mystery shopping company
conducts formal shops, annually, at competitors and
ours. This enables us to compare and contrast the
objective scores

* 3party restaurant web reviews (Yelp, Chowhound,
Urban Spoon) also provide objective feedback relat-
ing our products and services to our competitors.

All KGSMs that take place outside of the store (online,

verbal phone, 3 party web reviews) are also available to
former or potential guests.

During the design and development process of the Mighty
Fine menu we listened to the voices of potential guests
through vendors, family and friends (Figure 3.1). Once
a week for the four months leading up to the opening of
Mighty Fine, we operated a test kitchen and invited poten-
tial guests to eat for free in exchange for their objective
feedback.
3.2a(3) Managing Complaints
The purpose of our complaint management process is to:
* Promptly and effectively resolve the complaint to
restore and maintain guest satisfaction.
#* Prevent reoccurrence through analysis, feedback,
coaching and training.
* Revise processes to design out errors.

In order to minimize dissatisfaction and ensure all com-
ments and complaints are handled quickly and effectively,
we have established different methods to manage guest
complaints according to the listening method (in-person,
phone, web). After the guest complaint has been respond-
ed to their satisfaction, we enter the complaint in the log
data base, which is categorized and analyzed to find the
rood cause and determine opportunities to prevent future
problems by improving our processes. Figure 3.9 illustrates
our comprehensive guest complaint management system.
Figures 4.5 and 1.9 shows the larger data analysis process
with which the analysis of complaints and comments fol-

Figure 3.9 Guest Complaint Management System

Phone C

Verbal
feedback

Complaint or
comment?

In-store _>

received

Complaint

v

Phone
Complaint

Is guest
satisfied?

NO =i

Comment .>

Provide coaching &

Guest Complaint
Management
System

Aggregate, analyze, and review
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DATA COLLECTED directors meetlng and owners
meeting

feedback to team
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S34
I_°—|
c m
50
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2 [}

Guest complaint and
comment process

reviewed in annual
SPIM
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lows and is an element of.

The food service industry demands fast resolution to guest
dissatisfaction. Most of our complaints are submitted while
the guest is still in the store, thus we have implemented

a process to quickly handle and satisfy guest complaints
when submitted at the store level. Verbal in-store com-
ments and complaints are largely handled by TMs and
managers who are trained and empowered to delight the
guest through hospitality and quality control. In-house com-
plaints are processed initially by TMs by replacing product
that does not satisfy the guest. TMs are fully trained on
guest delight during training and are coached to personally
take ownership of any guest complaint and resolve it based
on verbal and non-verbal cues from the guest. Manag-

ers are able to determine how satisfied the guest is with
the complaint resolution through follow-up table visits and
conversation with the guest. Managers can offer refunds or
complimentary cards to guests who are not 100% delighted
with their product replacement. This guest confidence
recovery mechanism ensures that most complaints are
resolved at the store-level. Comments or complaints that
are submitted by guests on the external website, e-mail, or
phone are responded to by a senior leader or key support
TM via phone, e-mail, or letter using an assured process
(Figure 3.9)

Complaints about products that are not due to an internal
error are conveyed to suppliers or other partners, as ap-
propriate. Mobile device natification enables senior lead-
ers to quickly identify problems with supplier products. A
senior leader will follow up with the supplier to troubleshoot
the problem, correct the situation, and conduct an analysis
to find the root cause (Figure 6.5) to see if any supplier or
K&N process needs to be changed to prevent future occur-
rences.

Our internal web site features a sorting mechanism that
allows us to track comments and complaints by

item, name, guest name, location, and date. At any
time we can look up the number of comments or

capture overall satisfaction with our KGRs and guest loy-
alty. The surveys are short and take less than five minutes
to complete. Another important feature of the tablet device
is that it is wireless and connected to the 3" party survey
supplier's server. The tablet is handed to the guest with the
survey loaded on it, the guest sends in the survey results
to the survey supplier's computer server, clears the tablet,
then hands the tablet back to our manager. Therefore,
none of our managers can see or influence the results.

Each location has its own tablet device and managers are
responsible for coordinating the completion of a minimum
number of surveys each day. There are three main survey
types: Overall Guest Satisfaction, Competitor Comparison,
and Relative Importance to KGRs. Managers use a ran-
domized survey process to invite guests to provide their
feedback with the survey box and give them a discount
card in return. Surveys are conducted throughout the day
around the main meal periods. Take-out guests are re-
ferred to www.opinionmeter.com where they can complete
the survey online at their convenience. The questions for
all three guest surveys are based on the KGRs (Figure
P.5), overall satisfaction, and loyalty, assuring the data is
both actionable and relevant to their key buying decisions.
These web-based guest satisfaction surveys provide real-
time data that is available once the guest has completed
the survey. Results are viewed and managed from the
survey provider's web site. The aggregated data is sys-
tematically reviewed using the guest survey data analysis
process (Figure 3.10). Data is analyzed and reported back
by location and by KBD and is part of the monthly PEA
results. Guest delight and satisfaction determination is also
supplemented by the number of loyal, repeat guests.

Our main indicators of guest engagement are repeat
guests and our raving fans who rate us in overall satis-
faction a 5 out of 5. Our raving fans are not just satisfied
guests, but are guests who are engaged advocates of

Figure 3.10 Guest Survey Data Analysis

complaints we have received on a particular menu

item. Logging guest comments and complaints on
the internal web site enables the SLT to efficiently
track all actionable guest feedback. The aggregat-
ed and analyzed the complaint data (Figure 4.5)

Calendar for guest
survey schedule
developed by R&D
Director

R&D Director
informs stores
when to
administer survey
schedule

MOD follows the
survey schedule
process to
randomly select
guests

Guests complete
surveys

is reviewed the SLT during the biweekly directors

meeting to determine performance improvement

opportunities (Figure 1.7, 1.9)

3.2b Guest Satisfaction Determination
3.2b(1) Determining Guest Satisfaction

As part of a continuous improvement process, we
have researched and benchmarked (Figure 4.4) to

Monthly numbers
aggregated and
sorted by store

Data reported to Monthly data
aggregated

and sorted by KBD

Results integrated
into monthly
PEA

find the best guest survey tool to fit our business

and guest needs. We utilize the guest satisfaction
survey as a reliable resource for measuring our
success in aligning our KBDs with our KGRs. We

Yearly competitive
comparison survey
results reported

Yearly guest
satisfaction
survey results
reported for the

Yearly KGR &
KBD Importance
results reported

Survey process
evaluated
annually during

determine guest satisfaction using an innovative during the SPP for the SPP SPIM
. . SPpP
(for the restaurant industry) survey PC device and
online satisfaction surveys. The survey tablet PC
is a mobile electronic device that is designed to
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Rudy's and Mighty Fine. To supplement and correlate with
our direct measures of guest satisfaction, dissatisfaction,
and guest engagement is innovatively being measured
through social media activity using a marketing analytical
tool. This tool will allow us to measure guest engagement
through monitoring social media websites.

3.2b(2) Guest Satisfaction with Competitors

We utilize the competitor comparison survey on the sur-
vey tablet PC, annual mystery shopping comparisons,

and 3™ party restaurant web reviews as systematic ways
to obtain information regarding the relative satisfaction of
our guests compared to our competitors. The comparative
guest satisfaction and loyalty data can also be analyzed
using graphical and statistical data analysis to determine
significant trends, comparisons, and patterns. The data is
used to drive further inquiry and improvement projects. The
surveys can be analyzed by descriptors (time of day, age,
male/female, etc.), as well as by satisfaction overall and by
the KGRs. The information is used to identify areas where
we are doing well and those where we can competitively
improve. Improvement opportunities identified are ad-
dressed by senior leaders during SPIM (Figure 1.4).

3.2b(3) Determining Guest Dissatisfaction

We have several systematic measures of guest dissatisfac-
tion. The same methods for managing complaints [3.2a(3)]
are also used to determine guest dissatisfaction. Guest
dissatisfaction measures can be obtained from in-store ver-
bal feedback, verbal phone feedback, web site complaints,
3" party restaurant web reviews, comment cards, and the
guest satisfaction survey. A rating of 1 or 2 on satisfaction
surveys are indicators of guest dissatisfaction. A rating of
"worse" on the competitor comparison survey would also
be a systematic indication of guest dissatisfaction. The dis-
satisfaction data is actionable in most cases because it in-
volves a guest having a negative impression of something
important to that guest. Managers or TMs respond imme-
diately to comments that are made in the store and corpo-
rate rapidly to complaints that are conveyed after the fact.
Data is collected, analyzed, and then the performance data
analysis process (Fig. 4.5) is used to determine the appro-
priate action in the performance improvement process.

We also determine dissatisfaction through the use of Game
Film to capture the guest experience and improve our
coaching process. Each month locations receive Game
Films that visually show the guest's experience. The TM
watches and scores their own film followed by coaching
from their GM. Filming from the guest's perspective has
been invaluable in training guest delight and process com-
pliance to TMs.

3.2c Analysis and Use of Guest Data
3.2¢c(1) Identifying Current and Future Segments

We use guest data to identify current and future segments
through market analysis on shifts in demographics, chang-
ing requirements and preferences as part of the annual SP
SWOT analysis. We also utilize guest satisfaction survey
measures to identify trends or drifts in satisfaction. Guest
counts and product sales mix are also reliable indica-
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tors. Since the market analysis data includes the Austin
area population, it includes all people that are or could be
guests of K&N or our competitors. Refer to 3.1a(1) for how
we determine which guest or guest segments to target for
current and future products.

3.2¢(2) Use of Data to Identify Guest Expectations

K&N focuses on doing a few things, but doing them excel-
lently. We have determined that a limited menu of high-
quality products served quickly by friendly team members
in a clean environment exceeds our guests' requirements
because our KGRs are so basic and appeal to almost all
guests of fast-casual restaurants. We review market and
data from various sources to identify shifts in guest expec-
tations and KGRs. Our three main survey types [3.2b(1)]
help us to systematically and rapidly detect changes in
KGRs, expectations, or relationship decisions. "Relative
Importance to KGRs" survey results tells us directly from
the guests if their requirements are shifting. Our competi-
tor comparison helps us to identify relationship-related
decisions and our overall guest satisfaction survey gives
us their real-time rating of how we are doing related to the
factors most important to their buying decision.

3.2¢(3) Use of Data to Improve Marketing

Our targeted market or customer segment includes anyone
in the Austin area who eats barbecue and hamburgers.
Refer to 3.1a(1) to see in detail how we use marketing-
related data. 3.1b(1) and 3.1b(2) show how we use data to
ensure a positive guest experience and guest-centered
culture. We analyze and correlate our production and
guest satisfaction data to determine any associations,
strongly related variables, and predictive models that might
be useful to target and drive improvement or innovation.
We study trade magazines, business publications, and
books as well as probe suppliers for market intelligence.
We also subscribe to a unique, innovative service that
searches the internet for any information on us or our
competitors. We retain a public relations firm to advise and
consult with regarding media opportunities to promote our
brands. With the recent explosion of social media, K&N
has partnered with a firm to align all advertising and public
relations efforts while using an analytical tool, to measure
the success of marketing efforts. We also partnered with
an advertising agency to make sure our marketing efforts
are both creative and cutting edge. We use information
provided by our advertising agency to improve marketing
and appeal to changing population demographics.

3.2c(4) Keeping Guest Listening Current

The SLT keeps approaches for guest listening,
determination of guest satisfaction, dissatisfaction, and
engagement, as well as the use of data current with our
KBDs and KGRs by reviewing these approaches in the
SPIM (Figure 1.4). Any changes recommended based on
these annual reviews are assigned to a member of the
SLT to follow up on and review progress and results at
the directors meeting. The results of these recommended
changes are reviewed as part of the improvement effort.
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Category 4: Measurement, Analysis, and

Knowledge Management

41 Measurement, Analysis, and Improvement
of Organizational Performance

41a Performance Measurement

41a(1) Performance Data Collection and Measures

K&N has created a consistent, systematic approach to
analyzing and using organizational performance measures.
Using the performance measures identification process
(Figure 4.1), we have determined exactly which data to
collect, how to integrate it, and how to measure it based on
what is truly important to our organization, our KBDs, and
KGRs (Figure 4.2).

Data for tracking daily operations and overall organizational
performance is collected from a variety of sources includ-
ing measurement inspections, daily sales data, HR data,
order accuracy results, line times, guest and TM feedback,
and operational labor and food cost analyses (Figure 4.2).
Each location is held accountable to the same perfor-
mance measures, thus ensuring reliability and calibration
among the management teams.

The three main software systems used to collect and
integrate data include Aloha Enterprise (automated point of
sale system), Eatec (food costing and inventory), and Kro-
nos (HR information). The data is then summarized, usually
in a computer data base. The summary devices are three
servers that are triple redundant and local comput-

ers. Display/communication and analysis mechanisms
include internal website, the innovative instant mobile

allowing them to quickly aid in determining the best solution
to fill the position as necessary.

Primary supplier food and beverage invoices are auto-
matically posted by our suppliers to our food costing and
inventory software application, Eatec. Aloha posts product
mix and sales data to Eatec on a weekly basis and, sub-
sequently, the software reconciles purchases to sales,
producing precise food cost projections and comparisons.
Managers are responsible for directly entering any product
transfers between locations. At the end of the fiscal period
Eatec computes the overall food cost following the month
end physical inventory. Results are reviewed with the assis-
tant general managers within one week of the period end,
expediting the feedback process in order to quickly address
any variances, challenges, or process breakdown.

We partnered with Kronos to implement a reliable, efficient
human resources information system. Kronos pulls labor
information daily and then tracks it weekly. At any time

a member of the management team or SLT can access
Kronos through the security-enabled internal website to re-
view data related to labor hours, scheduling and overtime.
This allows managers to tightly control labor and compare
weekly labor costs to the same week’s costs from the
previous year. Overtime and total labor costs are updated
each week on the general manager meeting agenda.

Figure 4.1 Performance Measures
Identification Process

device notification, and Quickbooks. Another major e
collecting, aligning, and integrating of data occurs as
the data is collected for the organizational meetings

(Fig. 1.4), particularly the general managers meeting.
The key data collected is shown in Category 7 and
listed in Figure P.5 (Key Guest Requirements), Figure
1.9 (Systematic Performance Improvement), the K&N
2010 Strategic Plan, and Figure 6.3 (Key Work Pro-
cesses).

One of our most useful resources to review collected,
integrated, and aligned data is the general manager
meeting agenda form. This agenda form allows us

to view the key operational performance criteria in a
single, concise report and efficiently distribute perfor-
mance results to the management teams. Sales data
is collected from our automated point of sale system,
Aloha Enterprise. Sales numbers, customer count,
product mix, and financial information is automatically
generated on a daily basis and transmitted to the cor-
porate office each night. In addition, closing managers
submit daily sales information on the internal website
nightly which notifies senior leaders’ mobile devices,
thus keeping them informed of the latest sales data.
Shift labor shortages are also entered on the internal
website and assigned senior leaders are notified, thus
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Figure 4.2 Performance Measurement Process

Key Guest Requirements

Data Collected
* Daily numbers
* Food cost
* Labor cost
* Order accuracy
*Line times
* Operationsinspections
*HR data
*TM & guest feedback

Data Alignment
* Directors meeting (Fig.
1.4) agenda
* General manager

* Improvement
meeting agenda (Fig.

opportunities

Key Business Drivers

Measurement inspection scores are tracked by the cor-
porate office and evaluated weekly by the SLT and the
general managers. Each location is measured using the
same criteria on an inspection checklist, holding all stores
accountable to the same operational performance criteria.
All performance data is available to the SLT and members
of the management team through the general manager
meeting agenda which is distributed to each manager and
shared on the corporate server. Figure 4.3 illustrates the
key performance measures according to short-and long-
term financial measures. These are segmented according
to daily operations and overall organizational performance.
Each measure is analyzed through the performance mea-
sure identification process (Figure 4.1) to determine fre-
quency. The frequency varies based on use: daily, weekly,
monthly, quarterly, or annual performance results commu-
nication, and improvement action requirements.

Data is used to support organizational decision making and
innovation by using real-time data, analyzing trends, con-
ducting competitor and industry comparisons, comparing
locations within each K&N concept, and viewing compari-
sons from year to year. Data is integrated into PEA and
tracked on control charts.

4.1a(2) Key Comparative Data
We are able to compare key data with highly competitive

Figure 4.3 Short-and Long-Term Performance Measures

Key Guest Requirements

Short-Term Measures
«  Guest satisfaction

Food quality

Order accuracy

TM satisfaction

Sales growth
Profitability
Guest satisfaction
Turnover

inancial Growth'\$§

Integrated Actions

* Results communicated
* Resources allocated

14) identified(Fig. 1.9)

* Store manager meeting * Coaching/feedback/
agenda (Fig. 1.4) compliments conveyed
* Databases/computers (Fig. 4.5)

Long-Term Measures

local fast casual restaurants in Austin, best com-
petitor (inside or outside of Austin), and national
chains using our benchmarking process (Figure
4.4). In the case of Mighty Fine, the comparison
restaurant meets all three classifications (local,
best, and national). Rudy’s comparisons include
three different restaurants. Many of our key
measures are unique to K&N. We are innovators
in the industry with our inspection process in that
there are no other known fast-casual restaurant
concepts that have implemented such a compre-
hensive measurement process. These innova-
tions include operations inspections, administra-
tive inspections, free food assessments (FFAS),
daily line times, and food quality ratings. We are
able to evaluate comparative data for speed of
service, guest satisfaction, city health department
scores, restaurant publications, as well as local
and national restaurant associations. We are continuing to
improve our comparative data collection methods through
third party consultants.

41a(3) Keeping Performance Measurement System
Current

Performance measurement systems are kept current and
aligned with our business needs through the strategic
planning process and the YF process during which mea-
sures are added or adjusted to measure current strategic
directions. Senior leaders review our existing measures in
SPIM (Figure 1.4) and then throughout the year as needed
in order to determine if the measurements require improve-
ment. New measures implemented as part of the YF are
continually assessed to ensure value and accuracy. An
important aspect of the YF process involves maintaining
the gains through continued process excellence. The Line
Time process that started in 2001 is still followed every
single day, although the line standards have been im-
proved along with the form used to record the line times. To
ensure our performance measurement system is sensitive
to sudden organizational or external changes we review
performance weekly through the general manager meeting
agenda. Additional performance reviews and SP reviews
are conducted monthly in the owners meeting.

41b Performance Analysis and Review

We review organizational performance and
capabilities frequently to support learning and
performance improvement. Data is reviewed
biweekly in the general managers meeting
and monthly in the owners meeting (Figure
1.4). Once collected, all data is integrated into
the general manager meeting agenda, PEA,
and into Quickbooks for accounting review as
indicated in Figure 4.5. Performance data is

Turnover
Daily sales
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Community impact
Cash flow
Strategic Plan execution

& Stability

Key Business Drivers

analyzed and reviewed in the biweekly general
manager meetings and monthly owners meet-
ing with the SLT. Each GM is accountable for
researching performance gaps and doing trend
analysis regarding sales, labor data, inspection
scores, order accuracy results, and line times
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Figure 4.4 Benchmarking Process

Re-calibrate
benchmarks

before the meeting, thereby identifying opportunities and
challenges. Appropriate performance data is communicat-
ed at the store level through store manager meetings and
shift meetings (Figure 1.4).

One of the main methods for ensuring the conclusions
based on the data analysis are valid is by cross-referencing
data to see a larger pattern of data and determining if all
data sources are moving in a direction consistent with the
conclusion. Performance measures and progress related

to the organizational strategic plan are reviewed in the
monthly owners meeting during the SP review (Figure 2.1).
Occasionally new performance measures will be added in
order to achieve SOs. Senior leaders utilize performance
data related to conduct gap analysis and trend analysis
(Figure 4.5) in order to assess our ability to respond to
changes or potential changes in KGRs (Figure P.5). At a
deeper level, data mining techniques are utilized in evaluat-
ing the relationships between and within guest satisfaction,
HR, and operational data. The purpose of the analysis is
to understand the interrelationships of the metrics that can
help direct innovation and improvement initiatives.

41c Performance Improvement

Performance measures are reviewed during SPIM to

drive action from the review findings into opportunities for
innovation. Measures must be aligned with and support
KBDs and KGRs (Figure 4.3). Measures that are no longer
effective or supportive are dropped and new measures are
added based on strategic objective action items. We use
the plan-do-check-act process (Figure 6.4) to identify per-
formance gaps and address them through team member
coaching or the process design/redesign process (Figure
6.1). Performance gaps that require significant resources
are identified and addressed through the strategic planning
process and during SPIM (Figure 1.4). Priorities and oppor-
tunities are deployed to suppliers through the key vendor
scorecard.

4.2 Management of Information, Knowledge,
and Information Technology

4.2a Data, Information, and Knowledge Management
4.2a(1) Data Reliability, Security, and Accuracy

IT systems and processes are designed to ensure the ac-
curacy, integrity, timeliness, and

Data integrated Data

Performance

agenda form

/

Data reviewed in
GM meeting and
owners meeting

l YES

PEA (Fig. 1.9)

significant

resources to
close

Figure 4.5 Performance
Analysis Process

g ——— into GM meeting —§» integrated into—P integrated into

1. Gap in
compliance

GM meeting
agenda NO Performance
discussed gap? >
with teams
YES

3. Gap requiring

security of organizational data,
information, and knowledge.

Accuracy: The IT department
regularly evaluates all hardware
and software systems to ensure
the accuracy and reliability of in-
formation. At several points data is
cross-referenced to guarantee the
validity of information (Figure 4.2,
Figure 4.5). To ensure financial ac-
curacy, daily financial reconciliation
is aided by the use of a Tellermate
machine that accurately weighs
money, expediting the process

for balancing cash drawers and
deposits. Deposits are manually
entered in Aloha Enterprise and
the totals are immediately recon-
ciled with sales and discounts,
thus quickly identifying any cash
shortage or surplus. Deposits are
then cross-referenced with bank
statements in Quickbooks to verify

Data

Quickbooks

TM coaching &

feedback

SPIM review & add
to SPP (Fig. 1.4,
2.1)
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accuracy. The data collection process and frequency, au-

dits and evaluation of performance measures (SPIM), and
rewarding team members that find errors ensure the accu-
racy of organizational data, information, and knowledge.

Integrity and Reliability: Systems are password protected
to ensure integrity. Performance data is cross-referenced
and collected by different team members who do not have
a reason to influence the data results. Support TMs are
responsible for auditing administrative processes indepen-
dently from the restaurants, therefore, they lack motivation
for altering or manipulating data.

Timeliness: The aggregation of data, information, and
knowledge has a deadline. Weekly numbers and measures
are input and ready to review at the store manager meet-
ings every Tuesday. Deadlines must be met in order to re-
view measures to identify improvement opportunities. Input
tasks are assigned to back-up support team members as
appropriate.

Security and Confidentiality: \We deal with confidential
data concerning both our guests and our TMs. Strict proto-
col has been created to ensure the security of confidential
data. Computer access is protected by secure login and
passwords. At the corporate level, all personnel records
and guest payment records are maintained in locked files.
File keys are issued only to TMs who have security access.
Salaried TMs sign a confidentiality agreement during orien-
tation and the HR director audits the agreements to ensure
all signed documents are accounted for. At the restaurant
level, the manager offices in the restaurants are kept
locked at all times and personnel information
is securely transmitted to the corporate office.
These processes reduce the likelihood of theft
of confidential information and provide secure
knowledge and information management.

4.2a(2) Data Availability and Accessibility

DATA

to ensure understanding and alignment of strategic goals.
Data is communicated through selected, appropriate chan-
nels including the newsletter, the internal website, e-mail,
and face-to-face delivery. Links are set up on the internal
website home page to direct managers and senior leaders
to all HR applications. Workforce knowledge in the form of
personnel information, timekeeping, payroll, and benefits
are all stored and managed through Kronos. Managers
have access restricted to the TMs in their location. Access
to Kronos is password protected in order to maintain confi-
dentiality and security.

4.2a(3) Managing Organizational Data

K&N has a formal IT department consisting of an IT direc-
tor and a systems administrator who are dedicated to de-
veloping and managing all hardware and software systems.
The IT director follows the benchmarking process (Figure
4.4) to research best practices in hardware and software
systems. We created an internal website which enabled
the SLT and management teams to easily view sales data,
guest comments, and labor numbers. Shortcuts to Aloha
Enterprise and Kronos were established to allow senior
leaders and other managers to quickly access operational
and other HR information. We manage organizational data
through databases which are accessible through our inter-
nal website and mobile device notification and communica-
tion. The internal website enables managers and senior
leaders to access all information and applications required
to run the organization. Workforce knowledge and informa-
tion are collected and transferred through TM learning and

Figure 4.6 Data Management

LOCATION ACCESSIBLE BY

K&N has implemented a system of storing files
on a highly available server which allows each
location to easily access the general manager

meeting agenda, the strategic plan, opera-
tions manuals, and other forms needed during

daily operations. Key updates are deployed

throughout the meeting process (Figure 1.7).
The addition of store-shared files allows for
zero lag-time between process updates in the
operations manual and communicating the
updates to team members.

Real-time data is available to senior lead-

ers and managers through Aloha Enterprise
and Kronos. Data is accessible according to
established security levels per position and
responsibility (Figure 4.6). Server files and
software applications are password protected
and must be cleared through the IT depart-
ment. This virtually eliminates the possibility
of someone viewing or securing information
that they are not authorized to receive. Sales
data and inspection scores are communicated
to team members during daily shift meetings
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Profit and loss state-
ment

Sales numbers Web site Management team
Support team
SLT
Guest comments Web site Management team
Newsletter Support team
SLT
Team member com- | Web site SLT
ments Newsletter
Financial data Quickbooks Owners
Bank statements Finance director
Profitability Quickbooks SLT

General managers

HR/Payroll data Kronos Payroll & Benefits
SLT
Timekeeping Kronos Managers - their store only
SLT
Payroll & Benefits
Labor cost Quickbooks Managers
GM meeting Agenda SLT
Support team
Food cost Eatec SLT
Quickbooks Managers
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development processes (Figure 5.2). Engaged TMs trans-
fer their knowledge for improving work or other processes
directly to their manager or indirectly through the TM
comment log. Comments are reviewed by the SLT in the
directors meeting. Innovative ideas that are implemented
are rewarded accordingly and the TM is also recognized
for their contribution in the newsletter.

Knowledge is transferred to and from suppliers via the ven-
dor scorecard, e-mail, and phone communication, where
appropriate. Knowledge is transferred to and from guests
via the external website, e-mail, and phone communica-
tion, where appropriate. Relevant supplier and guest ideas
are reviewed during the directors meeting.

Senior leaders use the benchmarking process (Figure 4.4),
review TM, supplier, and guest ideas to rapidly identify,
share, and implement improvements and best practices.

The SP is accessible to the SLT, management teams, and
support teams through the shared server [see Step 1 of
2.1a(1) and SPP in Figure 2.1].

4.2b Managing IT Resources and Technology
4.2b(1) Ensuring Hardware and Software Reliability

Hardware and software systems have been researched,
tested, and purchased for the right specifications to be
reliable, secure, and user-friendly with minimal time spent
by managers performing calculations, data entry, and
paperwork. Scheduled testing is performed to ensure
hardware and software are performing adequately. IT
systems have been designed to be easily diagnosed and
maintained. Three corporate servers are utilized to ensure
systems are reliably accessible. In the event one server
fails, another server can take over in a matter of minutes,
avoiding any significant down time. A differential data back
up is performed on a nightly basis on the corporate servers
and a full-back up is executed once a week. This process
guarantees the retrieval of any lost data for a three-week
period. Aloha, Eatec and Kronos were selected for their
capability and because the applications allow us to control
the data on our own servers. This eliminates the possibility
of being negatively affected by the reliability of a 3™ party
server. All files and documents within the restaurants and
the corporate office are saved to shared folders on the
corporate server, protecting information from accidentally
being deleted by an end-user. Should data be lost, it can
quickly be retrieved from a back-up.

4.2b(2) Emergency Readiness

With two dedicated, capable IT team members, there is al-
ways at least one person available to address and resolve
hardware, software or communication issues. One IT team
member is designated as on-call after hours and posted
daily on the internal website. If an IT problem occurs in the
restaurant after hours, the manager can quickly identify
who to call. Processes for managing circumstances when
hardware or software are not functioning are outlined in the
operations manual and communicated to managers and
TMs.

In the event of a severe weather emergency, restaurant
data is uploaded every fifteen minutes to Aloha Enterprise,
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protecting our sales data in any event. If time permits, IT
requests them to shut systems down, completely power-
ing them off. When available, IT does this remotely for
them. If any systems are damaged, they are repaired, if
recoverable, or replaced. The goal is to get any devices
operable as fast as possible. If a server is unrecover-
able, it is replaced, Aloha is loaded on the new one, and
the data is reloaded onto it, thus we are up and running
quickly. We have servers in storage that can be used in the
case of such an event. Even a total local data loss would
not prevent us from accessing the sales data from Aloha
Enterprise. At the corporate level, in the event of an emer-
gency, IT shuts down the system completely. The room
that houses the servers is ideal for any severe weather or
fire event. There are no windows and the back wall is a
fire wall. The small footprint of the room allows for it to be
structurally stable. The server itself is on wheels and can
be quickly disconnected and rolled out should there be a
problem in the room.

4.2b(3) Keeping Information Mechanisms Current

The IT department annually evaluates current hardware
and software systems, identifies any performance gaps,
researches new technology, benchmarks IT best practices
(Figure 4.4), and determines which technological improve-
ments would best align with KBDs and KGRs. Recom-
mended changes are reviewed by the SLT during SPIM.
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Category 5: Workforce Focus !éecg';!

5.1 Workforce Engagement
5.1a Workforce Enrichment

5.1a(1) Key Factor of Workforce Satisfaction

K&N Management utilizes a systematic process for identi-
fying factors that affect team member engagement and sat-
isfaction (Figure 5.1). We created engagement/satisfaction
surveys to determine our TM satisfaction level. New TMs
complete a 1st Day survey and then a 30-Day Foundations
survey after 30 days on board, and existing TMs complete
a Connection survey to measure engagement/satisfaction.
The factors in the engagement/satisfaction survey were de-
termined through industry and non-industry benchmarking,
and researching the Gallup Q12 poll. Gallup's employee
engagement study, which resulted in the Q12 survey, is
based on more than 30 years of in-depth behavioral eco-
nomic research involving more than 12 million employees
from various industries. The questions capture TM engage-
ment information concerning hiring, training, leadership,
and communication effectiveness. The questions measure
the factors that are fundamental to overall job satisfaction
and apply to each segment of the workforce. The survey
results are reviewed by the SLT and any existing gaps
identified are deployed per Figure 4.5 (Performance Data
Analysis Process) to coaching, process improvement, SPP,
or SPIM.

Figure 5.1 Process for Identifying
TM Engagement and Satisfaction Factors
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5.1a(2) Organizational Culture

Our KBD, people, is a critical component to achieving our
organizational mission of providing guest delight. The pri-
mary responsibility of our TMs is to guarantee guest delight
by providing exceptional service. Through our best-in-class
selection, onboarding, training, and coaching practices,
team members are aligned to the company’s mission, vi-
sion, values, KBDs, and strategic direction, thus creating
an environment which exceeds our guests' expectations.
Our PEA measurement (Figure 1.9) and key meeting com-
munication process (Figure 1.7) ensure TMs are continually
calibrated to processes and performance standards.

TMs buy in to our guest delight culture and are highly
motivated to follow our processes and delight our guests
beginning with the Foundations session which was mod-
eled after the world-class employee orientation process
from The Ritz-Carlton. We foster an organizational culture
that is characterized by open communication, high perfor-
mance work, and workforce engagement through stream-
lined TM selection processes, onboarding, training, and
coaching (Figure 5.2). Through excellent communication of
our culture in the Foundations session, complete integra-
tion of the FISH philosophy, and training and coaching the
importance of KGRs, we ensure our people have effective,
systematic processes in a culture which motivates TMs to
delight our guests. Core values, coaching, and store-level
PEA and other recognitions keep the culture focused on
quality and excellence.

K&N has an established open door communication policy
deployed to TMs through the Policy Handbook. The TM
comment log serves as an excellent avenue for team
members to voice their concerns in a non-threatening
manner. TM comments go directly (and anonymously

if desired) to senior leaders' mobile devices, therefore
any personnel issues can be promptly addressed and
resolved. Positioning managers on the line provides ac-
cessibility to TMs for quick communication and problem
resolution.

Both concepts attract a diverse workforce due to their
above-market benefits, compensation, fun atmosphere,
and flexible scheduling. Our workforce mirrors the di-
verse workforce of Austin and our teams are comprised
of various age groups, cultures, and demographics which
provide the organization with innovative ideas. K&N ben-
efits from our diverse workforce through the use of their
innovative suggestions. TMs submit diverse ideas via the
TM comment log and suggestions are discussed in the
directors meeting. ldeas that benefit the organization are
given monetary compensation and recognition.

5.1a(3) Workforce Performance Management

Our workforce performance management system sup-
ports high performance work and workforce engage-
ment by establishing, training, measuring, and evaluating
people processes, work processes, and work flow to al-
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Figure 5.2 Team Member
Engagement/Satisfaction

Processes
SELECTION ONBOARDING
TM referral program Foundations session
Topgrading interview Culture class
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low TMs to meet our KGRs at a consistently high level and
delight our guests (Figure 5.3). TM performance standards
are established in the Foundations session and on-the-

job training, then reinforced through coaching. We have
designed a workforce performance management system
based on day-to-day coaching in order to maximize TM
performance. Daily coaching charts are effective in improv-
ing performance while semi-annual performance scorecard
appraisals are effective in measuring performance.

Rewards. Recognition, and Incentives: Our workforce
performance management system considers compensa-

tion, reward, recognition, and incentive programs by basing
people development decisions on individual job perfor-
mance instead of length of service. "A Players" are reward-
ed and recognized for outstanding performance through
awards, compensation, promotion, and the monthly news-
letter. Managers are compensated additionally through the
manager bonus program. The measurement inspection
process affects the PEA results and the manager bonus,
which is distributed to reward operational excellence. In
addition to the awards listed in Figure 1.8, Figure 5.4 lists
additional team member rewards, recognition, and perfor-
mance incentives.

Performance Measurement: TM performance expecta-
tions are measured by position scorecards and coach-
ing charts, as well as through Game Film Consultants.
TMs are held accountable to the same core responsibili-

ties regarding attendance, attitude, teamwork, and other
performance-related behaviors. Each position scorecard
has a Position Observation Checklist (POC) that includes

a demonstration and observation section. The manager
observes specific skills throughout the team member’s shift
and then the team member demonstrates they have an
understanding of their key work processes. TMs receive a
POC after 30 days onboard and then every six months.

Reinforcing a Guest Focus: All processes are directed
toward a focus on guest delight. The manager bonus
program, performance excellence award (PEA), Game
Films, performance scorecards, POCs, coaching charts,
and replay analyst results contain measurements of our
KBDs and KGRs to continually reinforce a guest delight
focus. The performance appraisal process and monthly SP
reviews aid in maintaining focus on our SOs. The Game
Films provided by Reality Based Group are reliable re-
sources for measuring TM performance in terms of guest
focus because the film allows the cashier to visually see
the level of service they gave to the guest. TMs are mea-
sured on the four steps of FISH and process execution.
Each film is scored on guest delight criteria which holds
TMs accountable to the same performance measurement.

5.1b Workforce and Leader Development
5.1b(1) Learning and Development System
We have designed an effective learning and develop-

Figure 5.4 Rewards, Recognition & Incentives

Reward, Recognition & Eligible Team Members Given By Frequency
Incentive
High 5 Cards Production Manager Ongoing
Service
Free Food for PEA Production & service TMs of winning store Senior leaders Monthly
Company Picnic All K&N Annually
Awards Banquet "A Player" award Senior leaders Annually
Attendance award
Game Film award
Service anniversaries
Volunteering
FISH Meetings All General manager Annually
Trainer Outings Trainers Training director Annually
Managers
Birthday Certificate Production & service TMs K&N Ongoing
Community Impact events All K&N Ongoing
Referral Bonus Managers K&N Ongoing
Support
Production
Service
Master Cutter Production - BBQ Cutters R&D director Annually
Free Food Managers K&N Per shift
Senior Leaders
Support
Half-price Food Production & service TMs K&N Per shift
Tuition Assistance All K&N Ongoing
Bingo - safety program Production & service TMs General manager Ongoing
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ment system (Figure 5.2) that not only teaches TMs how
to do their job, but also coaches them to focus on KGRs.
Topgrading selects people who will be successful ("A Play-
ers") at delighting guests and following processes. Our
Foundations class and training indoctrinates our new TMs
in our culture, KBDs, and KGRs.

Core Competencies, Strategic Challenges and Action
Plans: Specific job training teaches the core competen-

cies and other skills each person needs to do the job and
delight guests. Coaching and feedback processes refine
those skills to the "A Player" potential is transformed into
habits that make them successful in following our pro-
cesses and delighting guests. Core competencies are
reviewed to keep them current and strategic challenges are
addressed during the annual SP workshop and SP process
(Figure 2.1). When processes are changed to better ad-
dress strategic challenges, they are communicated to TMs
(PICF, Hot Topics, shift meetings) and turned into sustain-
able behavior change through training and coaching.

Organizational Performance Improvement and Innova-
tion: Within our development process, both organizational

performance improvement and innovation are addressed.
GMs and senior leaders are trained on how to apply prob-
lem solving to analyze data, find trends and determine root
causes (Figures 6.4 and 6.5). TMs and managers are given
the opportunity to suggest improvements by submitting
ideas for innovations and improvements through the TM
comment log or by directly telling their supervisor. Senior
leaders, managers, support staff, and trainers have at-
tended a formal Baldrige Criteria workshop to further accel-
erate organizational performance improvement skills. Our
approaches promote a learning culture seen in Figures 6.4
and 6.5 as well as shift manager training in 5.1a(4).

Ethics and Ethical Business Practices: Core values and
ethical expectations are communicated during Founda-
tions and reinforced through training, coaching (Figure 5.2),
and through the positive role models of their managers
and peers. Anti-harassment training is provided to all team
members and managers. A company chaplain conducts
weekly site visits to communicate and reinforce ethical
practices to support an ethical work environment. We use
the Halogen €360 performance review to measure man-
agers according to how they promote an environment of
mutual respect.

Breadth and Depth of Learning Opportunities: Our
learning and development system also provides develop-

ment and advancement opportunities for TMs who want to
advance past the basic job training. Our training system is
designed to prepare new TMs to delight our guests, as well
as provide them with the skills they can further develop
inside K&N or outside, depending on their personal career
path. A turnkey performance management and learning de-
velopment software program helps us address both short-
term training and long-term development needs. Learning
opportunities are provided through cross-training, tuition
assistance, and developmental books and DVDs assigned
through Halogen eLMS. Senior leaders, managers, support
staff, and trainers have the opportunity to learn through
keynote speakers at the yearly kick-off meeting. There
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are many learning opportunities for all TMs. For example,
cross-training on additional jobs provides a powerful learn-
ing opportunity as well as internal development to advance
to shift manager or higher (Figure 7.4-10). Trainers are
provided additional learning opportunities through coach-
ing workshops conducted by the training director. Senior
leader development occurs through the executive coaching
process, benchmarking process, and through attending
outside workshops and seminars.

5.1b(2) Workforce Learning

Needs and Desires for Learning: We use a turnkey
performance management software, Halogen. Halogen

eAppraisal, €360, and eLMS link workforce performance
management, training, and development. This innovative
approach to aligning development and performance mea-
surement provides advanced reporting features, allowing
for quick access to individual and group performance re-
sults. TMs can access Halogen eLMS and assign them-
selves additional learning and development by checking
out books and DVDs from the corporate library. Learning
and development can also be assigned through Halogen
by the TMs supervisor during the performance scorecard
process to address performance gaps or take advantage
of developmental opportunities. Systematic follow-up and
deployment is assigned and the TM and their supervisor
are prompted by Halogen.

Our training program has been designed to produce effec-
tively trained, knowledgeable and productive TMs. Train-
ing materials are frequently reviewed by senior leaders,
managers, and TMs to keep information current. Training
materials have been created with input from the restau-
rants and are designed to not only be well-organized and
informative, but produce a high rate of knowledge retention
as well. Our goal is to provide excellent training and career
development for our TMs that they can use to grow within
K&N Management or take their skills with them as they fol-
low their career paths.

Production and service TM training is focused on learning
the necessary work skills to accomplish the KBDs. Train-
ing for the production and service positions consists of
flashcard tutorials, videos, on-the-job training with a certi-
fied coach, and skills testing. We encourage TMs to learn
different responsibilities within the organization through
cross-training. Cross-training enables TMs to learn multiple
positions to gain knowledge in multiple service and produc-
tion areas, thus increasing their performance, flexibility,
and overall effectiveness. TMs receive at least 38 hours

of structured, on-the-job training with designated, certi-
fied trainers, or coaches. This level of training is far more
than most fast-casual restaurants provide (Figure 7.4-19)
in @a much more effective format. There are designated
coaches in each location who have been selected through
an interview process. Coaches are required to attend a
Foundations class, complete projects, and read assigned
books on coaching. Educational and classroom training
consists of various flashcard tutorials, videos, written tests,
and demonstration tests. Required skills are validated on a
training checklist to ensure the TM is perfectly capable of
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completing key job responsibilities before working a station
alone.

Transfer Of Knowledge: Knowledge from the best known
practices for each job, which includes knowledge from
current and departing TMs, managers, or support TMs

are transferred during our structured training and coach-
ing process. Our training processes are where we put

our best-proven practices and how we assure they will be
systematically transferred to all current and future TMs and
managers. For example, the SLT has created structured,
on-the-job training modules for the different levels of man-
agement. Restaurant managers are required to complete

a comprehensive ten-week training program consisting of
individual training modules that include training checklists,
flashcards, written tests, demonstration tests, and weekly
projects. During training the manager in training (MIT)
learns the responsibilities of each position and completes
training with three weeks dedicated to shadowing the open-
ing and closing managers. The MIT meets weekly with the
training director to discuss their progress, review training
materials and projects, and address any training needs or
concerns. Training for roving managers, assistant general
managers, and general managers consists of a minimum of
four weeks of hands-on training with current TMs in those
positions. Exit surveys are conducted to ensure valuable
knowledge does not walk out when a TM leaves.

Reinforcement of New Knowledge and Skills: To ad-
dress the reinforcement of new knowledge and skills on

the job, the SLT implemented coaching charts and a Hot
Topics section in the daily shift meetings to communicate
focus points and process improvements (Figure 1.7), thus
thoroughly reinforcing new knowledge and skills. The
purpose of the Hot Topics section is to "over learn” either

a new process or reinforce a current process by coaching
that topic repeatedly for two to six weeks and coaching
charts are utilized to check off the retention of the new skill
or process. This process guarantees that each Hot Topic is
a primary focus for a minimum of fourteen shifts, ensuring
knowledge retention. The Hot Topics are determined as a
result of identifying opportunities through the performance
measurement process. Hot Topics are also included on the
coaching charts which give managers the opportunity to
visually verify TM knowledge and reinforce training daily.

TMs receive POCs at the end of training to ensure they
can perform the job to standard. TMs receive a perfor-
mance scorecard appraisal after thirty days of employment
and then every six months thereafter. Scorecard results
are entered in Halogen eappraisal and tracked by the HR
director. Managers receive a position scorecard and a 360°
performance appraisal each year. The scorecard mea-
sures the manager's performance in clearly defined core
competencies and core responsibilities, while the 360°
appraisal measures the manager's impact on the TMs at
their particular location. The scores are entered in Halogen
eAppraisal and reviewed by the executive director and the
HR director. TM coaching and support is available on an
on-going basis through certified coaches, shift leaders,
shift supervisors, and managers.
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5.1b(3) Evaluating Learning and Development System
Effectiveness

The SLT determines the effectiveness of our learning
system through job scorecards, coaching charts, guest
feedback, Game Films, and operations inspections as
illustrated in Figure 5.3. The SLT reviews results and any
performance gaps are identified and training solutions are
determined and implemented. The training director reviews
the learning and development systems to determine if they
still efficient, streamlined, best-in-class, and user-friendly.
Potential changes in learning and development systems
are identified through researching trends and benchmark-
ing best practices. Senior leaders review the data during
SPIM (Figure 1.4) and determine which potential changes
would have the greatest impact on developing our people
to optimize performance and guest delight. Approved
changes are assigned to the training director or another
SLT member and the implementation progress is reviewed
at the directors meetings. Each improvement has its own
measure of effectiveness which is tracked through surveys,
coaching charts, or other channels as appropriate.

5.1b(4) Career Progression

We offer TMs the opportunity to advance through training
and development. Cashiers have the opportunity to work
with the teams of other locations as well as to gain knowl-
edge and experience in both restaurant concepts through
the roving cashier position. Roving cashiers have been
fully trained to work in any of the Rudy’s and Mighty Fine
locations allowing them the opportunity to develop their
skills. To provide a systematic path for high-potential TMs
to make the leap from hourly position to management, we
have created an introductory level shift supervisor posi-
tion. This position is almost exclusively reserved for internal
career progression (Figure 7.4-10). This is an excellent
path for TMs to progress into management while learning
the basics of coaching, problem solving, quality control,
process improvement, and performance measurement.
Shift supervisors receive six weeks of structured training
and are often promoted to restaurant manager within six to
twelve months of completing shift supervisor training.

Through our coaching and development processes we pro-
vide hourly TMs who are driven by performance excellence
the opportunity to naturally progress from production and
service positions into management at their own pace. We
have established a performance-based promotion process
that rewards "A Players" who possess the drive to succeed,
regardless of employment tenure. Our succession planning
process allows us to promote from within, thus providing
effective training and development for our upper-level man-
agement positions. An established plan has been created
for all management positions and includes ensuring we
have a senior leadership succession plan (see 1.1a(3))

to ensure a smooth transition if any member of the SLT
should leave or shift to a new role. The results of our suc-
cession planning process are listed in Figure 7.4-10.

5.1c Assessment of Workforce Engagement
5.1¢c(1) Measuring Workforce Engagement
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As a result of our TM engagement/satisfaction processes
(Figure 5.2), TMs are in a state of self-control in relation
to their job responsibilities. This means they know the
standards, have the skills to check to see if the process
output meets the standards, and are empowered to
correct it or stop the product unless it meets 100% of the
standards. The key measures of workforce engagement
include audits, Game Films, POCs, and other measures
that assess whether TMs are fully following the processes
and delighting guests every time. TMs are trained on our
culture, our processes, and their role in providing guest
delight. TMs are engaged to delight our guests through
our work and people processes, the FISH philosophy, and
a guest delight centered work environment. We asses
TM engagement by tracking and reviewing the following
measures:

New TM engagement/satisfaction surveys

Existing TM engagement/satisfaction surveys
Productivity (cashier efficiency)

Absenteeism

Internal promotions

Scorecards, coaching charts, Game Film, replay
analyst, guest satisfaction (Figure 5.3)

Exit surveys (Exit)

Turnover rates

Accidents and workers compensation data

TM suggestions

Data from the TM survey results is segmented by
workforce group and by concept then reviewed by senior
leaders. Besides the TM engagement/satisfaction surveys,
TM feedback, and training and development, another
resource to assess TM engagement/satisfaction is the
attitude of our TMs and the overwhelming response of
guest delight. Our guests become raving fans because

of the focus our TMs place on our KGRs. Our TMs enjoy

>
>
>
>
*
*

*
e
e
e

working in a fun, energetic environment and for a company
that is driven in their pursuit of excellence. We conduct
satisfaction surveys for existing TMs to capture data
concerning their overall job satisfaction.

Another resource used to measure engagement/
satisfaction is the online TM comment log. This allows

TMs to anonymously voice their opinions about K&N, their
work environment, and leadership. Figure 5.5 illustrates the
detailed process for responding to TM comments.

TM retention is also an indicator of engagement/
satisfaction that we measure consistently. Senior leaders
review turnover on a monthly basis. Through excellent
people processes we have among the lowest turnover
rates in the industry. TMs who are voluntarily leaving are
invited to complete an online exit survey. We analyze
various HR data to look for relationships between HR-
related measures to help us assess and improve our
engagement processes, HR systems, policies, and
practices.

5.1¢(2) Linking Workforce Engagement to Results

Many of the workforce engagement findings are linked

to business results since they directly impact KGRs and
KBDs. They either impact the accuracy, speed of service,
hospitality, cleanliness (scorecards, Game Film, guest
satisfaction surveys) or costs (productivity, turnover,
absenteeism), and thus are seen in the overall business
results in Item 7.3. HR data is reviewed during the routine
meetings in Figure 1.4, including the SP workshop, to
identify trends in strategic strengths and challenges. We
systematically identify opportunities to improve our HR
processes through SPIM (Figure 1.4).

5.2 Workforce Environment
5.2a Workforce Capability and Capacity
5.2a(1) Workforce

Figure 5.5 Team Member Comment
Log Response Process
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general manager align needs and capabilities. Weekly
schedules are audited by the executive director to verify
adequate coverage. The SLT reviews guest complaints,
measurement inspection scores, and special event or
holiday requirements to make adjustments to staffing
needs. Shift shortages are entered on the internal website
by the manager. The manager denotes whether they were
able to cover the shift internally or if they need to have

the position filled by a roving cashier or TM from another
location. The SLT is instantly notified on their mobile
devices and provides support accordingly.

Workforce Capability: This is identified through training
and developing the skills necessary to produce high
quality products served quickly and accurately by friendly
team members in a clean environment. Mastered skills
are checked off training checklists and TMs are required
to complete certification training for key functions.
Required certifications are tracked and managed through
Kronos. Halogen eLMS manages TM learning, skills, and
certifications. Refer to 5.1b(1) and b(2) for more details on
development processes.

5.2a(2) Workforce Recruiting, Hiring, and Placing

We use the Topgrading process to select our people.
This best in class interview process helps us hire the
best candidates that will become engaged "A Players"
who follow our processes and delight our guests. All
eligible manager and support team candidates complete
a thorough career history form, an introductory meeting
with the Topgrading director, and then complete an
online work, personality, and performance profile. If the
candidate is a potential fit they then undergo a two-hour
tandem Topgrading interview followed by an in-store
observation day. The Topgrading process is also applied
to the selection of service and hourly TMs. We retain new
TMs through a carefully designed onboarding process
and inserting them into a culture where they can achieve
excellence in their jobs (Figure 5.2).

To ensure our workforce represents the diverse ideas,
cultures, and thinking of our hiring and guest community
we hire from within the community surrounding our stores.
Our workforce consists of various ages, genders, and
races and is a representative sample of the community.
We rely on the structured Topgrading interview process

to hire diverse individuals with great attitudes, different
talents, and skills to compliment our workforce. As a result,
our TMs work well with each other and have the capability
to cross gender, age, language, and cultural barriers. The
Topgrading process aids in selecting the best people for
us and does not allow the interviewer to impose their own
values or prejudices into the hiring process.

5.2a(3) Managing and Organizing Our Workforce

Both concepts have well-defined positions that are
responsible for the service and production processes.

All positions are in a state of self-control, meaning they
understand the performance expectations and have control
over the quality for the products and services that leave
their position. TMs are cross-trained and learn different
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positions after mastering the job skills of their starting
position. This creates a certain level of flexibility in that
TMs from different departments can step up and offer
assistance when needed to guarantee we are serving high
quality food in a fast, clean, and friendly environment. At
least two managers are scheduled for most shifts and are
responsible for directing and systematically coaching the
staff, as well as supervising process execution.

A properly trained, fully staffed restaurant with HR
processes, measures, and reinforcement (Figure 5.2)
directed at meeting KBDs and KGRs, plus a SPP that
addresses strategic challenges ensure that we reinforce

a guest focus by exceeding guest expectations and
delivering our KBDs. A capable, cross-trained workforce
that is adequately staffed also provides the required human
resources to address changing business conditions. The
roving cashiers and managers, able to work in all or most
locations, also help meet immediate changing conditions. If
changing conditions require long-term, major adjustments,
then this is done through our HR processes.

5.2a(4) Preparing for Changing Workforce Needs

Communication is essential to prepare our workforce

for changing organizational needs. Team members
receive information regarding organizational performance
and process improvements through several channels.
Daily shift meetings are conducted in the restaurant to
communicate corporate as well as store-level focus points,
training points, and other important topics that affect

the stores. Process improvements are rolled out to TMs
through the PICF that answers the questions most TMs
want to know about an improvement. The PICF describes
the old process, the new process, the steps involved,
how it will affect TMs, and how the improvement will make
us better. We have found that answering these questions
in a concise format alleviates most doubt and hesitation up
front.

We minimize the need for future workforce reductions
through proper (not over) staffing and cross-training

to maximize flexibility and agility, staffing and hiring
according to projected labor hours to prevent over-
staffing, and focusing on operational excellence to ensure
organizational sustainability. We prepare for and handle
seasonal or economic fluctuations in business volume
through forecasting and scheduling based on historical
trends. These fluctuations dictate an increase or decrease
in workforce capacity. Typically a higher number of TMs
are required during the summer months and a lower
number during the winter months. Because we offer flexible
scheduling, we appeal to a large number of students
whose availability tends to match the workforce capacity
fluctuations. Another reason to be excellent at guest
satisfaction and meeting KGRs is that we maximize the
number of guests who are repeat guests which helps to
ensure job growth and organizational sustainability.

5.2b Workforce Climate
5.2b(1) Workforce Health, Safety, and Security
We ensure the safety, security, and well-being of TMs
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Figure 5.6 Workplace Safety & Security Indicators

Indicator Prevention Measure
Burn Heat-safe gloves Number of burns
Cut Cut-proof gloves Number of cuts

Knife handling policy
Slip, Trip or Fall | Slip resistant shoes | Number of falls
Back Strain Partner lifting Number of strains
Lifting training
Theft or Prevention training Number of
Robbery Camera system security
Security system incidents
AT Safe
Parking lot cameras

by remaining proactive versus reactive. Numerous

safety and security measures have been implemented,
including cameras, panic buttons, and state-of-the-art

fire and security monitoring systems. Team members
receive training on the location of panic buttons as part of
onboarding. The same safety and security processes apply
to both concepts.

A process for properly handling accidents has been clearly
defined and communicated in the Safety Handbook. We
enter all accidents and incidents in Kronos, including
those requiring minor first aid which is beyond what OSHA
requires to be recorded. The SLT reviews accidents,
identifies trends, and modifies processes accordingly to
eliminate the root causes of future accidents. Figure 5.6
illustrates the indicators and measures for workplace safety
and security. Our goal is to have zero to minimal incidents
each year. Our safety evaluation and learning process
shows our commitment to continually improving the health
and safety of our team members.

In addition to implementing security equipment, the
Austin Police Department (APD) provides a robbery

and theft prevention training class. The APD conducts
mock robberies at our locations, providing managers
with invaluable training in emergency situations. There
is a constant presence of uniformed police, firefighters,
and emergency assistance, in our restaurants due to the
discounts we offer them when dining-in. These measures
are indicative of our determination to provide a safe and
secure environment for TMs and guests. In fifteen years
there have not been any security incidents due to our
comprehensive security system and security processes.

5.2b(2) Workforce Support

K&N provides one of the best benefits packages in the
industry. We offer 90% paid comprehensive group health
insurance to all full-time TMs who average a minimum

of thirty hours worked per week. Policies concerning
harassment and discrimination are deployed to team
members in the Policy Handbook. TMs receive sexual
harassment prevention training during the Foundations
session and anti-harassment training is also added to the
daily shift meeting topics throughout the year. Our people
are key to achieving our key business drivers and key
guest requirements, therefore, we treat our team members
like we want them to treat our guests.

Figure 5.7 Team Member Benefits Plan
Benefit Plan Who is Eligible?

Group Medical (PPO) 90% paid + Salaried TMs and eligible dependents

* FT Hourly TMs - dependent coverage is available
Group Dental 90% paid » Salaried team members and eligible dependents
TM Assistance In-house chaplain program + All team members and dependents
Life Insurance 100% paid * All FT team members

401K

3% company matching

All team members 21 years old with 1 year of service

Short- and Long-term Dis-
ability

100% paid

All FT team members

Accidental Death & Dis-
memberment

100% paid

All FT team members

Voluntary Life (2 plans)

Supplemental term life insur-
ance plan

Salaried team members
Hourly team members

PTO

Paid Time Off

All FT team members

Company Vehicle

Company vehicle including
gas and weekly car wash

Senior leaders
GMs and AGMs
Key support team members

Manager Bonus

Monthly bonus awarded for
achieving goals

Salaried team members

Flexible Spending Account

Pre-tax contribution for health
or dependent care

All FT team members
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Category 6: Process Management ,!é,m;g';!:

6.1 Work Systems must consider when determining to keep key work systems

6.1a Work Systems Design internal or external are:
* DFC (desirable, feasible, and capable)?

6.1a(1) Internal and External Work Systems % s it consistent with brand image?
By allocating time and resources to developing, measuring, % Can it meet key guest requireme.nts?
analyzing, and learning how to execute our processes to a % Do we risk trade secret information?

high level of performance, K&N has proven to be a leader
in the restaurant industry. Achieving our KGRs depends on
our ability to consistently execute production and service
processes, while our ability to grow and achieve organiza-
tional sustainability depends on how well we execute our
business and operational processes. We have established
a structured process for designing and innovating overall
work systems. The process used for designing and rede-
signing processes is illustrated in Figure 6.1. Factors we

Specific factors to determine if a process will be internal or
external to K&N Management include:

* Cost-benefit analysis

* Isita commodity?

% Can we control the quality of product?
A key feature of our work systems and processes is that
they are easy to replicate and measure with each individual
location being held accountable to the same criteria. In our

Figure 6.1 Process Design/Redesign Process

4, Equipment Capability Requirements

1. Test Single Product

Does it meet specs? PCsze tt|m(te
Support originality? roductivity
o e Cost/benefit

Map basic procedure

Y

5. Equipment Selection
Research technology
Innovative use of new/existing technology
Consider org. knowledge, agility, flexibility
Any equipment modifications?

2.Forecast Demand
Translate into station flow
volume

3.In-House Expertise Cost/benefit
TM improvement Product
suggestions Outcome +

Equipment
Outcome

10. Operation Procedures
Setup
Operations
Standards - measures, controls,
self-control
Org. knowledge
TM suggestions
Shut down
(Cleanup
Maintenance

11. Map/
Document Process

6. Workstation Design
Space
Flow
Org. knowledge

Operation
12.Train relevant Outcome
team members

7. Workforce Capability
Processes
Required skills/knowledge
Develop training

13. Replicate to
applicable areas

9. Process Efficiency
Line balancing
Removing NVA work

14. Process 15. Evaluate/

Operation Improve . ) Workf
Measure to specs Process Design/ 8. Quall‘Fy Requirements o(:; coon|-1cee
Audits Redesign through SPIM Pilot & refine
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environment our team members serve our guests face-
to-face, therefore work systems are clearly defined and
trained which enables our staff to consistently create mem-
orable interactions. Our guests require high-quality food
served quickly and accurately by friendly team members in
a clean environment. This requires our team members to
know and follow the processes required to do their jobs. In
order to be effective, work processes are implemented with
clearly defined requirements and measurements which

are reviewed during SPIM with input from guests and team
members.

6.1a(2) Core Competencies

Our organizational core competencies are aligned with
our core work processes and are determined according to
their impact on our KBDs. We excel in people, food quality,
speed of service, hospitality, cleanliness, and profitability.
We use our core competencies to design and execute
work systems and key work processes that delight guests
through meeting and exceeding their key guest require-
ments. Figure 6.2 lists our core competencies and their
requirements. The requirements for all core work process-

es are that they enable us to consistently delight the guest
in addition to contributing to organizational sustainability.
Team members are empowered to guarantee guest delight
and to contribute to our overall success by practicing qual-
ity control and submitting ideas on how to better achieve
our KBDs and KGRs.

6.1b Key Work Processes

6.1b(1) Key Work Processes

Key work processes contribute to delivering value to
guests, profitability, organizational success, and sus-
tainability by meeting the KGRs and KBDs. Key work
processes are key contributors to guest delight, loyalty,
profitability, and sustained operations. Key work processes
are designed to enable our team members to serve quality
product to our guests in a fast, friendly, and clean environ-
ment and enable our management teams to successfully
run their operation on a daily basis while performing re-
quired administrative functions efficiently. They enable our
corporate support team to support strategic planning, other
support services, and reconcile all financial and HR func-

Figure 6.2 Core Competencies and Core Processes

Core Competency Core Processes

People » Topgrading selection
» Foundations

* On-the-job training
» Coaching charts

* POCs

» Scorecards

Requirements

Team members are hired, trained, and developed ac-
cording to established people processes.

Food quality * Recipe production

» Cooking

+ Kitchen sanitation

» Food safety process

* Food quality rating process

Products are produced according to established pro-
cesses and food safety requirements.

Speed of service * Line time process

» Managers on the line

* 2-minute goal - Rudy's tacos
» 2-minute goal - Mighty Fine

Order taking and packaging processes are followed
to ensure orders are fast.

Accuracy » Expo checks all bags
» To-Go pad process

Order taking and packaging processes are followed
to ensure orders are accurate.

» Restroom checklists
» Busser checklists
» Overnight cleaning crew

Counter service - hos- |+ Script Team members choose a positive attitude and follow
pitality * FISH service processes to ensure guest delight.
Cleanliness  Cleaning inspections Facilities are cleaned and maintained on a daily ba-

sis to provide a clean environment for team members
and guests.

Profitability * Recipe adherence Operational financial process adherence in order to
 Par levels & ordering accuracy capitalize on other core competencies and maximize
* Inventory control profitability.
+ Daily administrative processes
 Labor & scheduling processes
+ Controllable cost control
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Figure 6.3 Key Work Processes

Key Work Process Key Requirements Key Measures

Production High quality ingredients » Operations inspections (Fig. 7.1-1)
» Food quality rating (Fig. 7.1-2)
» Overall guest satisfaction (Fig. 7.2-6)

Quick » Overall guest satisfaction (Fig. 7.2-6)

Accurate * Order accuracy (Fig. 7.1-6)
» Overall guest satisfaction (Fig. 7.2-6)

Clean » Operations inspections (Fig. 7.1-1)
+ Overall guest satisfaction (Fig. 7.2-6)
» Health department score (Fig. 7.1-3)

Recipe and production process adherence » Operations inspections (Fig. 7.1-1)
» Process audits (Fig. 7.5-9)
Service Friendly service » Operations inspections (Fig. 7.1-1)

» Overall guest satisfaction (Fig. 7.2-6)
* Game Films (Figure 7.1-9)

Quick » Operations inspections (Fig. 7.1-1)

» Overall guest satisfaction (Fig. 7.2-6)
» Cashier efficiency (Fig. 7.1-7/7.1-8)

* Line times-Rudy's only (Fig. 7.1-5)

Accurate » Operations inspections (Fig. 7.1-1)

» Overall guest satisfaction (Fig. 7.2-6)
Service process adherence » Operations inspections (Fig. 7.1-1)

* Process audits (Fig. 7.5-8)
Clean » Operations inspections (Fig. 7.1-1)

» Overall guest satisfaction (Fig. 7.2-6)
Cash control + Cash discrepancy (Fig. 7.5-5)

Operations People development » Scorecard ratings (Fig. 7.4-12)

» Turnover (Fig. 7.4-1 through 7.4-5)

+ Length of service (Fig. 7.4-9)

* % "A Players" (Fig. 7.4-13)

Cost control » Labor as % of sales (Fig. 7.4-17/7.4-18)
* Food as % of sales (Fig. 7.5-1/7.5-2)

» Food cost variance (Fig. 7.5-3)

Process compliance » Process audits (Fig. 7.5-8/7.5-9)

* Manager on the line (Fig. 7.5-4)

+ To go pad results (Fig. 7.5-6)

» Operations inspections (Fig. 7.1-1)

Guest delight focus » Overall guest satisfaction (Fig. 7.2-6)
* % of returning guests (Fig. 7.2-9)
» Ratio of complaints to transactions (Fig. 7.2-10)

Proper staffing » Number of shifts fully staffed (Fig. 7.4-15)
Administrative Cost effective maintenance » Maintenance cost (Fig. 7.5-7)
Support People effectiveness « Scorecard ratings (Fig. 7.4-12)

» Turnover (Fig. 7.4-1 through 7.4-5)

» Absentee rate (Fig. 7.4-14)

* % "A Players" (Fig. 7.4-13)

» TM satisfaction (Fig. 7.4-6 through 7.4-8)
» Overall guest satisfaction (Fig. 7.2-6)

Effective work process design * Line times-Rudy's only (Fig. 7.1-5)
» Cashier efficiency (Fig. 7.1-7/7.1-8)
+ EBITDA (Fig. 7.3-6/ 7.3-7)

» Gross profit (Fig. 7.3-3/7.3-4)

» Operations inspections (Fig. 7.1-1)

Supplier reliability and pricing » Food Cost (Fig. 7.5-1/Fig. 7.5-2)
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tions accurately. Key work processes are categorized as
production, service, operations management, and adminis-
trative support as outlined in Figure 6.3.

6.1b(2) Key Work Process Key Requirements

Key work process requirements (Figure 6.3) are deter-
mined by what is necessary to meet the key product
requirements that in turn satisfy the KGRs and create guest
delight, repeat business, and profitability. Senior leaders
review processes to confirm that our processes, products,
and services are exceeding our guests' expectations. Our
operational success is determined by the ability of our TMs
to execute work processes consistently and effectively on a
day-to-day basis.

6.1c Emergency Readiness

We take a proactive approach to emergency readiness. We
have fully developed plans for an entire range of emer-
gencies that we might be faced with and have our TMs
and managers trained to execute those plans if required.
The team member Safety Handbook outlines emergency
preparedness procedures. For specifics on IT emergency
readiness refer to 4.2b(2). For example, TMs are trained in
how to handle power outages, weather emergencies, water
outages, register issues, TM accidents, and guest acci-
dents. TMs are instructed during training on where to go in
the event of a fire or a tornado, depending on the location
they work. To reinforce emergency readiness, these topics
are rotated in daily shift meetings throughout the year. To
proactively handle situations to prevent the outbreak of
illnesses, K&N created a flu shot reimbursement policy to
encourage TMs to get their seasonal flu shots. Due to a
recent outbreak of H1IN1, we have included this vaccine in
our flu shot reimbursement policy. Sick TMs are encour-
aged to stay home to recuperate in order to prevent other
TMs from getting sick. To assist with emergencies, we
have a fully-staffed maintenance team and IT team that al-
ways have a member on call. Whenever possible, our work
systems and processes are designed to prevent threats
rather than just react to them.

6.2 Work Process Design
6.2a Work Process Design

We apply the same method (Figure 6.1) to design work
systems and work processes. To determine whether to
incorporate new technology, we first evaluate whether it fits
with our business model and design, and if it will improve
our ability to achieve our KBDs and KGRs. Organizational
knowledge is incorporated into work processes by using
the process design/redesign process which systematically
guides us through a number of decisions including appro-
priately designing in best-practices (Figure 6.1: boxes 5, 6,
and 10). Organizational knowledge is also incorporated into
process design through the TM suggestion process. The
in-house expertise from the team members who perform
the processes on a daily basis is a valuable resource (Fig-
ure 6.1 boxes 3 and 10). The restaurant industry experienc-
es seasonal fluctuations, thus we design work processes
to meet varying levels of demand. Cycle time (Figure 6.1
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boxes 4, 5, 6, and 10), productivity (box 9), and cost control
are factors (boxes 5, 10, 13) considered during the design/
redesign process (Figure 6.1). Service and production work
processes are designed to provide guest delight while max-
imizing profits. We allot the appropriate human resources
to ensure our KGRs are met. Kitchen workflow design and
established product par-levels, and cooking processes are
critical to providing our guests high quality food quickly.
Positioning, staffing, training, and service processes allow
our TMs to exceed the hospitality expectations of guests.

6.2b Work Process Management
6.2b(1) Managing Work Processes

Work processes are implemented during the training pro-
cess (Figure 6.1 box 12). TMs are provided the coaching,
materials, equipment, and support required to consistently
execute work processes. Work processes are deployed
through new team member training and shift meeting
communication for existing TMs. Team members know
and understand the process standards and are trained to
perform tasks to meet the process standards using the ap-
proved production or service processes. Each operation is
designed so the team member is in a state of self-control,
meaning they know the standards, have the skills to check
to see if the process output meets the standards, and are
empowered to correct it or stop the product unless it meets
100% of the standards.

Guests provide feedback if our products and services do
not meet their expectations. This feedback is used to cor-
rect the product or service (Figure 3.9 Complaint Manage-
ment Process). We use measures to control the process
output using visual standards that allow team members to
see if standards are being met. The prep TMs check por-
tion weights to visually compare the product to standards.
Each process is designed so the process requirements are
translated to operational steps which are a set of behav-
iors and methods that if they are performed to standard
will result in the product meeting standards. Following the
process steps and the associated behaviors and meth-
ods, along with visual standards, provides the TM a set of
in-process controls. In most work processes there are in-
process indicators if the process is performing to standard.
Many of these indicators are visual or audible. For exam-
ple, if the fries do not look like the right color coming out of
the fryer, etc., there are in-process corrective steps the TM
performs to correct or throw out the product.

6.2b(2) Work Process Cost Control

K&N applied lean principles in order to remove non-value
added steps to ensure errors are not made, passed on, and
/or repeated. Self-control is built into each job so the TM
knows the standard for their product or service, if they are
meeting the standard, and how to correct or not pass on
product that does not fully meet standard. The day-to-day
operation of work processes is measured and controlled
through measurement processes, including inspections
and audits (Figure 1.9). Other methods to help ensure the
correct product gets to the guest include:

* Mighty Fine—QC position checks every burger to the

guest's order before wrapping.
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Mighty Fine—Expo position checks every bag to
ensure accuracy.

Rudy's & Mighty Fine—Cashier reads back
order to guest to verify it is complete.
Rudy's—TMs use a triple-check system to verify
accuracy on Group Meal orders.
Rudy's—Cashier checks items off of a to-go pad
before placing them in the to-go bag.

6.2c Work Process Improvement

Work process improvements are identified using our
key measures to collect data from operations inspec-
tions, process audits, as well as TM and guest feed-
back (Figure 1.9). There are three paths for improve-
ment in the performance analysis process (Figure 4.5):
* Compliance gaps—given to managers for
coaching.
Process gaps—R&D director coordinates using
either the process design/redesign process (Fig-
ure 6.1) or the problem solving process (Figure
6.5).
Gap requiring significant resources to close—
considered during the SPP review (Figure 2.1
Step 1).
Senior leaders use a systematic process improve-
ment process during SPIM (Figure 1.4) based on the
plan-do-check-act cycle (Figure 6.4) to evaluate and
improve the major work systems, work processes,
support systems, and management processes (Fig-
ure 6.1 box 15). To integrate organizational learning
and innovation, our work process improvements and

*

lessons learned are shared with other locations by ensur-

ing that once a process change is accepted, the standard
is changed, and is rolled out to all

Figure 6.4 Systemat

ic Process

Improvement Process
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effective

applicable locations (Figure 6.1
box 13). The approved change is
required and not optional. Once
implemented, we audit the new

Identify process
improvement
opportunity

IMPLEMENT
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Figure 6.5 Problem Solving Process

standard and correct discrepan-
cies.

When the cause of a problem is
not known, we apply a problem
solving process illustrated in Fig-
ure 6.5. Applying this disciplined
processes determines the root
cause and the solution addresses
the root cause rather than a symp-
tom of the problem. This address-
es the problem at its source and
helps to prevent the problem from
reoccurring for the same cause.
The problem solving process has
assisted us in reducing variability
in processes across the organiza-
tion, improving our production and
service processes, and achieving
better performance.
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Category 7: Results

&
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7.1 Product Outcomes

Our guests require high quality products served quickly
and accurately by friendly team members in a clean
environment. The key measures of product and service
performance for the KGRs (Figure P.5) are shown in
Figures 7.1-1 through 7.1-9. We are better than our best
competitor in all the KGRs. This is easily seen in Figure
7.1-6 Order Accuracy and 7.1-3 Health Department
Inspections where direct comparative data to our best
competitor is available. The uniqueness of our other
innovative measures makes direct benchmarking difficult.
Therefore, we have gone right to the source, the guest,
since they are the final judges related to satisfaction,
repeat business, and buying decisions. In Figures 7.2-1
through 7.1-6, Guest Satisfaction Results, you see a direct
comparison of Rudy’s and Mighty Fine Guest Satisfaction
with the satisfaction that our best competitors' guests

have for them. For each KGR and overall rating, Rudy’s
and Mighty Fine guest satisfaction were higher. In our
comparative guest survey (Figures 7.2-11 and 7.2-12),
comparative questions about each key guest requirement
are asked. Rudy’s and Mighty Fine were best in every KGR
by a large margin.

A third confirmation source of K&N’s competitive excellence
in meeting the KGRs better than our competition is the

Figure 7.1-2 Rudy's Food Quality Rating

0.5

g

B For comparison data see Figures 7.2-1 and 7.2-10 (Food Quality Rating) B

2008 baseline 2009 YTD 2010

unit sales for both concepts. (Figures 7.3-1 and 7.3-2).
This shows that the average unit sales for Rudy’s and
Mighty Fine exceeds those of our best competitor. These
comparisons come directly from the guest. The competitive
comparisons for Rudy’s include the best fast casual BBQ
competitor (inside or outside of Austin), the local competitor
(best competitor within Austin), and the national competitor
(one of the best national chains). The competitive
comparison for Mighty Fine is the best competitor, which
happens to be both local and part of a national chain.

Figure 7.1-1 Operations Inspections
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For comparison data see Figures 7.2-5, 7.2-10, 7.2-11 (Overall Rating)
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Figure 7.1-3 Health Department Inspections
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7.1-4 Comprehensive Cleaning Inspections
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For comparison data see Figures 7.2-3, 7.2-10, 7.2-11 (Cleanliness Rating)
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Figure 7.1-5 Rudy's Line Times Out
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For comparison data see Figures 7.2-4 and 7.2-10(Quick Service Rating)
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Figure 7.1-6 Order Accuracy
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Figure 7.1-8 Rudy's Cashier Efficiency
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Figure 7.1-9 Game Film Results
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For comparison data see Figures 7.2-2, 7.2-10, 7.2-11 (Friendly Service Rating)
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7.2 Guest-Focused Outcomes

7.2a(1) Guest Satisfaction

As mentioned in the Item 7.1 write up, Figure 7.2-1-7.2-6
show that Rudy’s and Mighty Fine have higher satisfaction
levels than the satisfaction levels of the best competitor for
each of the KGRs and overall satisfaction. Figure 7.2-7
indicates the most popular 3™ party restaurant review web
sites rate Rudy's and Mighty Fine favorable against our
competitors. Figures 7.2-11 and 7.2-12 show that when the
guest directly compares Rudy’s and Mighty Fine to a similar
restaurant they last visited, both Rudy’s and Mighty Fine

are considered Better or Much Better by an overwhelming
majority of the guests. We also have very low levels of dis-
satisfaction and very high levels of loyalty as represented
by repeat business and high levels of desire to return. This
is confirmed by the benchmark levels of unit sales and
profitability shown in Item 7.3.

7.2a(2) Guest Relationship Building

Figure 7.2-9 is a valid measure of our current level of guest
relationship building. This figure indicates that over 97% of
our guests will return to Rudy's and over 96% will return to

Mighty Fine. This success rate is due to our continual focus

Figure 7.2-1 Food Quality Rating
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Figure 7.2-2 Hospitality Rating

" Mighty Fine

® Mighty Fine 4.40
"Rudy's
4.40 ®Rudy's 430 Best Competitor
0 Best Competitor 4.20
4.10
4.20
4.00
4.10 3.90
2009 2010 2009 2010
For comparison data see Figures 7.2-11 and 7.2-12 For comparison data see Figures 7.2-11 and 7.2-12
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on meeting and exceeding our KGRs. Figures 7.2-11 and
7.2-12 contain results from our guest comparison survey.
The survey asks guests to directly compare their experi-
ence at Rudy's or Mighty Fine to the last similar restaurant
they visited. This information provides objective compara-
tive data for obtaining guest satisfaction relative to our
competitors based on our KGRs. The results indicate our
guests are much more satisfied with their experience at
Rudy's and Mighty Fine than with a similar competitor.

Figure 7.2-3 Cleanliness Rating
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Figure 7.2-10 Guest to Complaint Ratio
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Figure 7.2-12 Mighty Fine Competitor Comparison

Survey Results
100%

90%

"Food Quality
®Friendly Service

70%

Quick Service |

60%
" Cleanliness

50% " Overall

40%

30%

20%

10%

0%

Better Equalto Worse

7.3 Financial and Market Outcomes

7.3a(1) Financial Performance

We have maintained a steady pattern of sales growth
(Figures 7.3-1 and 7.3-2). This is attributed to our ability
to consistently deliver our KGRs. Figures 7.3-1 and 7.3-2
indicate we are outperforming our competitors including
our best competitor. Work processes have provided a
structured approach to monitoring and achieving our two
biggest costs, food cost (Figures 7.5-1—7.5-2) and labor
costs (Figures 7.4-17 and 7.4-18), thus achieving gross
profit margin goals (Figure 7.3-3 and 7.3-4) as shown.

Figure 7.3-1 Rudy's Average Unit Sales
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Figure 7.2-11 Rudy's Competitor Comparison
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Financial goals are clearly outlined and communicated

to GMs through food cost analysis and labor analysis.
Operating excellently through tight inventory controls,
security cameras, thorough training processes, and cross-
training ensures labor and food cost goals are consistently
met. This is evident in the continuing rise in our gross
profit margin which shows organizational profitability and
sustainability.

7.3a(2) Market Performance

Our successful growth history, expansion, and sound
financial processes promote organizational sustainability.
Our success is due to concept design, operational
excellence, and focus on KGRs. We have expanded our
operation by designing a new concept and opening three
locations, while at the same time paying down debt as
indicated in the debt to equity ratio (Figure 7.3-5). We
accomplished this, even during the current economic
downturn, by focusing on operational excellence. We have
continued to gain our share of the Austin market (Figure
7.3-10) through two successful concepts, operating at

an excellent level, and an outstanding reputation in the
community. Both concepts produce more food sales per
square foot and serve more guests per square foot than our
competitors, including our best competitor (Figures 7.3-8
and 7.3-9). We accomplish this by continually meeting and
exceeding our KGRs.

Figure 7.3-2 Mighty Fine Average Unit Sales
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Figure 7.3-3 Rudy's Gross Profit Figure 7.3-4 Mighty Fine Gross Profit
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7.4 Workforce-Focused Outcomes

7.4a(1) Workforce Engagement and Satisfaction

Our TMs are very satisfied and engaged, as indicated

by the TM survey results both after 30 days (Figure 7.4-6
to 7.4-7) and for all TMs (Figure 7.4-8). Other indicators
include our lower than industry average turnover by all
TM classifications (Figure 7.4-1 to 7.4-5), and Length of
Service (Figure 7.4-9.). It is significant that in Figure 7.4-
6 and 7.4-7, all eleven factors are at high and improving
levels. These factors are the basis of strong engagement
as they are based on the well researched Gallup Q12
engagement questions. Additional indicators of high levels

of engagement are shown in Figures 7.4-10; 7.4-11; 7.4-12;
7.4-14;7.4-16; 7.4-17; 7.4-18. Our TMs have remarkably
low absenteeism, receive training in multiple jobs, are
productive, perform well, and work safely. Figure 7.4-19
shows very favorable comparable data applicable to areas
of address within 7.4.

7.4a(2) Leader Development

Our commitment to training and development results in
lower turnover and higher guest satisfaction. In addition
to providing resources for training hours, we also invest
in the personal and career development of managers and
TMs. Allocating a higher amount of resources for training
and development has produced capable and productive

Figure 7.4-1 Production TM Turnover Rate
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Figure 7.4-5 Senior Leader Turnover Rate

18%

16% - -
S
- -y
14% ~»
»
»

~»

12% N S

10%
8% —"K&N
= = =Industry|

6%
% &

2%

1% 2007 2008 2009

Figure 7.4-6 Team Member30-Day Foundations Survey

5.0=
Strongly
Agree

Al | | | |

I have the necessary equipment and supplies to do
my job well.

The Key Business Drivers were thoroughly defined to
= e —
|
After training | felt capable to meet performance )
Policies and improvements are positively ’ est2010
communicated from all levels. w "2009
| .
2008
)

I know what my supervisor expects from me m
J

I had a clear ding of my job
prior to my first day of work

©K&N Management

2010 Criteria for Performance Excellence 44



Figure 7.4-7 Team Member30-Day Foundations Survey Figure 7.4-8 TM Satisfaction: | would recommend
K&N as a great place to work.
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through leader development and succession planning "
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Figure 7.4-13 Percent of "A Players" Figure 7.4-14 Absentee Rate
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Figure 7.4-19 Employer Comparison Survey 7.5 Process Effectiveness Outcomes

7.5a(1) Work Systems Performance

Food cost is a key performance measurement that
indicates the effectiveness of our production and
operational work systems (Figures 7.5-1 and 7.5-2). We
operate excellently through our work process design,
process audits, and performance measurement process
(Figure 1.9). Figure 7.5-11 shows high levels of workplace
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B S A O 7.5-9) are key indicators of our operational performance of
key work processes. They drive high performance in KGRs
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Figure 7.5-1 Rudy's Food Cost as a Percent of Sales

Figure 7.5-2 Mighty Fine Food Cost
as a Percent of Sales

39.0% 30.0%
37.0% 29.0% L]
- a» a»
L N N N J
-— ey 28.0%
3s.0% \- - e o> ™ e \
33.0% — 27.0% “—Mighty Fine 1
~#-Best Competitor
31.0% 26.0%
29.0% 25.0%
Rudy's
= = =Local Competitor
27.0% = = ~Best Competitor 24.0%
= = ~National Chain
25.0% 23.0%
2005 2006 2007 2008 2009 est2010 2008 2009 est2010
. . . ' .
Figure 7.5-3 Rudy's Food Cost Variance Figure 7.5-4 Rudy's Manager on the Line
6 100%
90% 1
-
5 - ey = 80%
Rudy's
o [ |m=Bestc 70% 1 Rudy's
== =Goal
r 60% = ==Benchmark
: M s0%
40%
2
30%
20%
1
10%
C X X X ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ )
0 0%
2005 2006 2007 2008 2009 est 2010 2008 2009 est2010
Figure 7.5-5 Cash Discrepancy Figure 7.5-6 Rudy's To Go Pad Results
$2,500 2005 100.0%
=2006
2007 90.0%
$2,000 —ECD
#2009 80.0% |
" est2010
70.0%
$1,500 =
60.0%
$1,000 50.0% ——Rudy's
**t* Goal
40.0%
$500
30.0%
$0 20.0%
10.0%
Mighty Fine 0.0%
2008 2009 YTD 2010
Figure 7.5-7 Maintenance Cost Figure 7.5-8 Mighty Fine BOH Process Audits
120.0%
3.00%
110.0%
2.50% 100.0%
- - o o &
- - o e ee
- e g ™ 90.0% {
2.00%
80.0%
1.50% % oo
=—Mighty Fine
60.0% == =Goal
1.00%
—— Rudy's 50.0%
== =Local Competitor
== =Best Comparison 40.0%
0.50%
= = ~National Chain
30.0%
== Mighty Fine
0.00% 20.0%
2005 2006 2007 2008 2009 est 2010 2009 est2010

©K&N Management

2010 Criteria for Performance Excellence

47




Figure 7.5-9 Process Audit Scores

Figure 7.5-10 Cumulative Number of Deployed
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and KBDs. Figure 7.5-10 shows the number of processes
deployed since 2005. Our process measurement results
indicate our success in achieving our core competencies,
KGRs, and KBDs.

7.6 Leadership Outcomes
7.6a(1) Strategy Results

We have established an effective SP process. Strategic
objectives and time-oriented action items are reviewed
monthly during the owners meeting. Figures 7.6-1 and 7.6-
2 show the results of the current SP. Figure 7.6-3 shows
current and on-going YF results.

7.6a(2) Fiscal Accountability

Fiscal accountability is guided by the finance director who
partners with an independent public accounting firm to
conduct annual financial reviews. K&N is 100% compliant
with all laws and regulations under the IRS, TNRCC,
ERISA, and other government agencies (see Figure 7.6-
4). There have been no organizational fiscal violations or
infractions in the past fifteen years.

7.6a(3) Regulatory and Legal Compliance

Our restaurant concepts serve as role models in the indus-
try due to our outstanding health inspection scores (Figure
7.1-3) and commitment to providing a clean environment
for our guests. Audits are conducted to verify that all laws
governing wages, overtime, workplace safety, and equal
opportunity are strictly adhered to (Figure 7.6-4). K&N
Management has implemented a zero tolerance attitude to

©K&N Management

Key Measure Results On-Target
Sales Fig. 7.3-1/2 | YES
EBITDA Fig. 7.3-6/7 | YES
Guest satisfaction Fig. 7.2-5 YES

Strategic Objective 2 - Growth & Expansion
EBITDA Fig. 7.3-6/7 | YES
Market Share Fig. 7.3-10 YES

Strategic Objective 3 - Community Impact
Volunteer hours Fig. 7.6-7 YES

Strategic Objective 4 - Convergent Marketing
Sales 7.3-1/2 YES
SplashMetrics N/A YES

handle violations of any company ethical practices policy.
As a result, there have been no accusations of legal or ethi-
cal breaches in fifteen years.

7.6a(4) Ethical Behavior

Ethical behavior is directed and monitored by the SLT. The
owners have established an environment based on honest
and ethical behavior through training, communication, and
role model behavior (Figure 7.6-5). There have never been
any accusations or citations for unethical behavior on the
part of the owners. The results in Figure 7.6-8 indicate

Figure 7.6-2 Strategic Action Plans Accomplished

100%

70%

60%

2005 2006 2007 2008 2009 est2010
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Figure 7.6-3 Yearly Focus Results Figure 7.6-4 Compliance Audit Outcomes
Strategic Measure Results Goal Met (Good Citizenship) Violations or Findings
Objectives Type 2005 | 2006 [2007 [2008 | 2009
2001 Speed of Line Times 7.1-5 Yes FLSA 0 0 0 0 1
Service Workplace Safety/ 0 0 0 0 0
2002 Perfect Food Qual. |[7.1-2 Yes OSHA
] [ N B OB LN

erfec ame Film - es - -
Service C.lty Inspec.:tlons 0 0 0 0 0
2004 Cleanliness | Comp. 7.1-4 Yes Fiscal Audits 0 0 0 0 0
Clean. ERISA 0 0 0 0 0
Inspections HR Audits (major/ 0/6 |[0/3 |0/4 [0/3 |0/2
2005 People Scorecard 7.4-11 Yes minor)
Ratings Safety Audit na |nfa |nfa |2 1
2006 Topgrading | % "A 7.4-12 Yes
Players" Figure 7.6-5 Ethical Behavior Measures
2007 Process # of 7.5-10, Yes Type 2005 (2006 |2007 |2008 (2009
Improvement Deployed  |7.5-9 Background 100% | 100% | 100% | 100% | 100%
Processes Checks
2008 Coaching | Manageron |7.5-4 Yes Sexual Harass- (0% [0% [0% |100% [100%
the Line ment Training
2009 Culture of | TM Survey | 7.6-6 Yes % of TMs who 100% | 100% |100% | 100% | 100%
Pride receive required
food safety
courses
Figure 7.6-6 K&N Charitable Contributions . Figure 7.6-7 Team Member Volunteer Hours
$300,000.00 1600 Y
ﬂ /
$250,000.00 1400
$200,000.00 K . /
s / 1000 /
s100,00000 // i / @
$50,000.00 ' 200 !-'/
s0.00 ° 2008 2009 2010

Overall, | think my
organization is highly ethical.

I have confidence in the
leadership of K& N
Management.

1am proud to work for K&N
Mangement.

0%
10% 209,
30%
40%  g5qop
60% 7095

1)

Baldrige Winner
"K&N 2010
"K&N 2009

7.6-8 Team Member Pride Survey

1 agree with the direction the
company is headed.

80%
90%  1009%

team members regard us as an ethical employer
that they are proud to work for.

7.6a(5) Societal Responsibilities

Our good citizenship is evident through our
community involvement (Figure 7.6-6 and 7.6-7).
We support numerous charitable organizations.
While most companies were forced to downsize
in 2009, we added over 100 jobs in the Austin
market. Our business results prove that our work
processes are properly aligned with our mission,
vision, values, and key business drivers. We will
continue to be a supporter of the community by
remaining a successful employer through our
excellent business model. K&N Management will
continue to be a good employer, delight our guests,
and support our community.

©K&N Management
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