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PART I

Item 1. Business
Company Overview

The Company was incorporated under the laws of the State of Delaware in 1976 with the name IHOP Corp. Effective June 2, 2008, the

name of the company was changed to DineEquity, Inc. (the "Company," "we," "our" or "us"). Our common stock is listed on the New York
Stock Exchange and trades under the ticker symbol "DIN." Our principal executive offices are located at 450 North Brand Boulevard, Glendale,

California 91203-2306 and our telephone number is (818) 240-6055. Our internet address is www.dineequity.com.

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, amendments to those reports and other
filings with the Securities and Exchange Commission (the "SEC") are available free of charge through our website as soon as reasonably
practicable after such reports are electronically filed with, or furnished to, the SEC. The information contained on our website is not incorporated
into this Annual Report on Form 10-K. Further, the SEC maintains an internet site that contains reports, proxy and information statements and

other information regarding our filings at www.sec.gov. In addition, the public may read and copy the materials we file with the SEC at the
SEC's Public Reference Room at 100 F. Street, NE, Washington, D.C. 20549. Information regarding the operation of the Public Reference Room
may be obtained by calling the SEC.

We have a 52/53 week fiscal year that ends on the Sunday nearest to December 31 of each year. For convenience, we refer to all fiscal
years as ending on December 31 and all fiscal quarters as ending on March 31, June 30 and September 30 of the respective fiscal year. There
were 53 weeks in our 2009 fiscal year, which ended on January 3, 2010; the 2008 and 2007 fiscal years ended on December 28, 2008 and
December 30, 2007, respectively, and each contained 52 weeks.

Background

The first International House of Pancakes® ("IHOP") restaurant opened in 1958 in Toluca Lake, California. Since that time, the Company
or its predecessors have engaged in the development, operation and franchising of IHOP restaurants. In November 2007, we completed the
acquisition of Applebee's International, Inc. ("Applebee's"). We currently own, operate and franchise two restaurant concepts in the casual
dining and family dining categories: Applebee's Neighborhood Grill and Bar® and IHOP. References herein to Applebee's and IHOP restaurants
are to these two restaurant concepts, and, unless the context reflects otherwise, whether operated by franchisees, area licensees or the Company.
Retail sales at restaurants that are owned by franchisees and area licensees are not attributable to the Company. With over 3,400 franchised or
company-operated restaurants combined, we are the largest full-service restaurant company in the world.

This Annual Report on Form 10-K should be read in conjunction with the cautionary statements on page 28 under "Item 7. Management's
Discussion and Analysis of Financial Condition and Results of Operations. Forward Looking Statements."

Financial Information about Industry Segments

We identify our segments based on the organizational units used by management to monitor performance and make operating decisions.
Our segments, unchanged from prior years, are as follows: franchise operations, company restaurant operations, rental operations and financing
operations. Within each segment, as applicable, we operate two distinct restaurant concepts: Applebee's and IHOP.
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Applebee's

The franchise operations segment consists of 1,609 restaurants operated by Applebee's franchisees in the United States, one U.S. territory
and 15 countries outside of the United States. Franchise operations revenue consists primarily of franchise royalty revenues and the portion of
the franchise fees allocated to Applebee's intellectual property. Franchise operations expenses include pre-opening training expenses and other
franchise-related costs.

The company restaurant operations segment consists of 398 company-operated restaurants in the United States and one company-operated
restaurant in China. Company restaurant sales are retail sales at company-operated restaurants. Company restaurant expenses are operating
expenses at company-operated restaurants and include food, beverage (alcoholic and non-alcoholic), labor, benefits, utilities, rent and other
restaurant operating costs.

Rental operations activities are not currently a significant part of Applebee's business. Financing operations activities are not currently a
part of Applebee's business.

IHOP

The franchise operations segment consists of 1,443 restaurants operated by IHOP franchisees and area licensees in the United States, two
U.S. territories and two countries outside of the U.S. Franchise operations revenue consists primarily of franchise royalty revenues, sales of
proprietary products (primarily pancake and waffle dry-mixes), franchise advertising fees and the portion of the franchise fees allocated to IHOP
intellectual property. Franchise operations expenses include advertising expense, the cost of proprietary products, pre-opening training expenses
and other franchise-related costs.

The company restaurant operations segment consists of 12 company-operated restaurants in the United States and one restaurant reacquired
from a franchisee that was operated by IHOP on a temporary basis until refranchised on January 4, 2010. Company restaurant sales are retail
sales at company-operated restaurants. Company restaurant expenses are operating expenses at company-operated restaurants and include food,
beverage, labor, benefits, utilities, rent and other restaurant operating costs.

Rental operations revenue includes revenue from operating leases and interest income from direct financing leases. Rental operations
expenses are costs of operating leases and interest expense on capital leases on franchisee-operated restaurants. Currently, the rental operations
revenue and expenses are substantially generated by IHOP.

Financing operations revenue consists of the portion of franchise fees not allocated to IHOP intellectual property, sales of equipment, as
well as interest income from the financing of franchise fees and equipment leases. Financing expenses are primarily the cost of restaurant
equipment.

Financial information for our four operating segments for the last three fiscal years is set forth in Note 22, Segment Reporting, of the Notes
to the Consolidated Financial Statements included in this Annual Report on Form 10-K. Revenue derived from all foreign countries, in the
aggregate, comprises less than 5% of total consolidated revenue.

Restaurant Concepts
Applebee's

We develop, franchise and operate restaurants in the bar and grill segment of the casual dining category of the restaurant industry under the
name "Applebee's Neighborhood Grill & Bar." With 2,008 system-wide restaurants as of December 31, 2009, Applebee's Neighborhood Grill &
Bar is the largest casual dining concept in the world, in terms of number of restaurants and market share. As of December 31, 2009, franchisees
operated 1,609 of these restaurants and 399 restaurants were
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company-operated. The restaurants were located in 49 states, 16 countries outside of the United States and one U.S. territory.

Each Applebee's restaurant is designed as an attractive, friendly, neighborhood establishment featuring high quality, moderately-priced
food, alcoholic and non-alcoholic beverage items, table service and a comfortable atmosphere. Applebee's restaurants appeal to a wide range of
customers including young adults, senior citizens and families with children.

Franchising

Generally, franchise arrangements consist of a development agreement and separate franchise agreements for each franchised restaurant.
Development agreements grant to the franchise developer the exclusive right to develop Applebee's restaurants in a designated geographical area
over a specified period of time. The term of a domestic development agreement is generally 20 years. The development agreements typically
provide for an initial development schedule of one to five years as agreed upon by the Company and the franchisee. At or shortly prior to the
completion of the initial development schedule or any subsequent supplemental development schedule, the Company and the franchisee
generally execute supplemental development schedules providing for the development of additional Applebee's restaurants in the franchise
developer's exclusive territory.

Prior to the opening of each new Applebee's restaurant, the franchisee and the Company enter into a separate franchise agreement for that
restaurant. Our standard Applebee's franchise agreement provides for an initial term of 20 years and permits renewal for up to an additional
20 years upon payment of an additional franchise fee. Our current standard Applebee's franchise arrangement calls for an initial franchisee fee of
$35,000 and a royalty fee equal to 4% of the restaurant's monthly net sales. We have agreements with a majority of our franchisees for
Applebee's restaurants opened before January 1, 2000, which provide for royalty rates of 4% and extend the initial term of the franchise
agreements until 2020. The terms, royalties and advertising fees under a limited number of franchise agreements and other franchise fees under
older development agreements vary from the currently offered arrangements.

We currently require domestic franchisees of Applebee's restaurants to contribute 2.75% of their gross sales to a national advertising fund
and to spend at least 1% of their gross sales on local marketing and promotional activities. Under most Applebee's franchise agreements, we
have the ability to increase the amount of the required combined contribution to the national advertising fund and the amount required to be
spent on local marketing and promotional activities to a maximum of 5% of gross sales.

We are pursuing a strategy that transitions from our current 80% franchised system to an approximately 98% franchised system. In order to
accomplish this strategy we plan to franchise substantially all of the company-operated Applebee's restaurants while retaining restaurants in one
company market in Kansas City. This heavily franchised business model is expected to require less capital investment, improve margins, and
reduce the volatility of cash flow performance over time.

We currently have 73 franchise groups, including 31 international franchisees. We have generally selected franchisees that are experienced
multi-unit restaurant operators. Many franchisees have operated or concurrently operate other restaurant concepts. Our franchisees operate
Applebee's restaurants in 49 states in the United States, 15 countries outside of the United States and one U.S. territory. We have assigned
development rights to the vast majority of domestic areas in all states except Hawaii and the company-operated markets.

As of December 31, 2009, there were 1,470 domestic franchise restaurants. During 2009, 18 domestic franchise restaurants opened, 25
domestic franchise restaurants closed and seven company-operated restaurants were franchised.
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International Franchising

We continue to pursue franchising of the Applebee's concept as the primary method of international expansion. To this end we seek
qualified franchisees that possess the resources needed to open multiple restaurants in each territory and are familiar with the specific local
business environment in which they propose to develop and operate Applebee's restaurants. We currently are focusing on international
franchising primarily in Canada, Mexico, Central and South America, and the Mediterranean/Middle East. We currently have 31 international
franchisees. As of December 31, 2009, these franchisees operated 139 Applebee's restaurants. During 2009, 15 new international franchise
restaurants were opened while four international franchise restaurants were closed. The success of further international expansion will depend
on, among other things, local acceptance of the Applebee's concept and menu offerings and our ability to attract qualified franchisees and
operating personnel. Our franchisees must comply with the regulatory requirements of the local jurisdictions.

We work closely with our international franchisees to develop and implement the Applebee's system outside the United States, recognizing
commercial, cultural and dietary diversity. Differences in tastes and cultural norms and standards mean we need to be flexible and pragmatic
regarding many elements of the Applebee's system, including menu, restaurant design, restaurant operations, training, marketing, purchasing and
financing.

Franchise Operations

We continuously monitor franchise restaurant operations, principally through our Franchise Area Directors and our Directors of Franchise
Operations. Company and third-party representatives make both scheduled and unannounced inspections of restaurants to ensure that only
approved products are in use and that our prescribed operations practices and procedures are being followed. We have the right to terminate a
franchise agreement if a franchisee does not operate and maintain a restaurant in accordance with our requirements. We also monitor the
financial health of our franchisees through business and financial reviews.

We maintain a Franchise Business Council which provides input about operations, marketing, product development and other aspects of
restaurants for the purpose of improving the franchise system. As of December 31, 2009, the Franchise Business Council consisted of eight
franchisee representatives and three members of our senior management team. One franchisee representative, the founder of Applebee's, is a
member for life. The other franchisee representatives are elected by franchisees to staggered two-year terms. The Franchise Business Council is
also responsible for the appointment of members to advisory committees related to marketing, restaurant operations, information technology and
product development.

Company-Operated Restaurants

Historically, company-operated Applebee's restaurants have been clustered in targeted markets to increase consumer awareness and
convenience and enable us to take advantage of operational, distribution and advertising efficiencies. We plan to continue to execute our
strategy, initiated in 2008, of transitioning to an approximately 98% franchised system. The timing of completing this transition is subject to
numerous variables, including qualifications of the prospective buyers, the economic climate in general and credit markets in particular, and the
attainment of satisfactory valuations for each transaction.

In 2009, we franchised seven company-owned restaurants in the New Mexico market, bringing the total number of company-operated
restaurants that have been franchised to 110 since the transition process was begun in 2008.

6




Edgar Filing: DineEquity, Inc - Form 10-K

Table of Contents

As of December 31, 2009, our company-operated Applebee's restaurants were located in the following areas:

Area

New England (includes Maine, Massachusetts, New Hampshire, New York, Rhode Island and Vermont) 71
Detroit/Southern Michigan 65
Minneapolis/St. Paul, Minnesota 63
Virginia 59
St. Louis, Missouri/Illinois 57
Kansas City, Missouri/Kansas 34
Washington, D.C. (includes Maryland and Virginia) 30
Central Missouri/Kansas/Arkansas 12
Memphis, Tennessee

Shanghai, China 1

399

Restaurant Development

We make the design specifications for a typical restaurant available to franchisees, and we retain the right to prohibit or modify the use of
any set of plans. Each franchisee is responsible for selecting the site for each restaurant within its territory. We may assist franchisees in
selecting appropriate sites, and any selection made by a franchisee is subject to our approval. We also conduct a physical inspection, review any
proposed lease or purchase agreement and make available to franchisees demographic and other studies.

Future Restaurant Development

There are currently 36 development agreements in place covering the entire United States (except Hawaii) and 15 development agreements
calling for restaurant development in foreign countries. As noted above, we are in the process of franchising the majority of our domestic
company-operated restaurants. In conjunction with the franchising of these restaurants, we expect to enter into development agreements with the
new franchisees setting forth requirements for additional development in each market.

In 2010, we expect franchisees to open a total of approximately 30 new Applebee's franchise restaurants. We currently do not plan to open
any domestic company-operated restaurants. The following table represents Applebee's restaurant development commitments for 2010 and 2011.
We have disclosed development commitments for only a two-year period as the Applebee's development agreements generally provide for a
series of two-year development commitments after the initial development period.

Contractual
Opening of
Restaurants by
Year
2010 2011
Domestic development agreements 19 16
International development agreements 14 9

Total 33 25
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The actual number of openings may differ from both our expectations and development commitments due to various factors, including
economic conditions, franchisee access to capital, and the impact of currency fluctuations on our international franchisees. The timing of new
restaurant openings may also be affected by various factors including weather-related and other construction delays and difficulties in obtaining
regulatory approvals.

Composition of Franchise System

The number of restaurants held by an individual franchisee ranges from one to 205 restaurants. The table below sets forth information
regarding the number of Applebee's restaurants owned by domestic franchisees as of December 31, 2009 as well as the total number of
restaurants falling into each of the listed ownership ranges.

Franchisees Restaurants

Percent Percent
Number of Restaurants Held by Franchisee Number of Total Number of Total
One to Ten 10 24% 60 4%
Eleven to Twenty-Five 13 31% 246 17%
Twenty-Six to Fifty 10 24% 378 26%
Fifty-One to One Hundred 7 17% 478 33%
One Hundred-One and over 2 5% 308 21%
Total(a) 42 100% 1,470 100%

(@)

Percentages may not add due to rounding.

There were 31 international franchisees with 139 restaurants open as of December 31, 2009. All of these franchisees had fewer than 23
restaurants open as of December 31, 2009. In addition, three international franchisees had not yet opened a restaurant as of December 31, 2009.

Menu

Applebee's restaurants offer a diverse menu of high quality, moderately-priced food and beverage items consisting of traditional favorites
and signature dishes. The restaurants feature a broad selection of entrees as well as appetizers, salads, sandwiches, specialty drinks and desserts.
All Applebee's restaurants offer beer, wine, liquor and premium specialty drinks.

During 2004, Applebee's began a five-year exclusive strategic alliance with Weight Watchers International, Inc. to offer Weight Watchers®
branded menu items to our guests. At the conclusion of the exclusive agreement the parties entered into a new, non-exclusive endorsement
agreement which became effective in January 5, 2009. Under the new agreement, Applebee's and participating franchisees pay Weight Watchers
aroyalty equal to 2.5% of the proceeds from the sale of Weight Watchers endorsed items on the Applebee's menu. The initial term of the
agreement was for one year and has been extended through at least December 2010.

Marketing and Advertising

Applebee's has historically concentrated its advertising and marketing efforts primarily on food-specific promotions, as well as on Weight
Watchers, Carside To Go and other Applebee's branded messaging. Our advertising and marketing includes national, regional and local
expenditures, utilizing primarily television, radio, direct mail and print media, as well as alternative channels such as the Internet, product
placements and the use of third-party retailers to market our gift cards. For the year ended December 31, 2009, approximately 4% of Applebee's
company restaurant sales were allocated for marketing activities. This amount includes contributions to the national advertising fund,
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which develops and funds the national promotions and the development of television and radio commercials and print advertising materials. We
focus the remainder of our company-operated restaurant marketing expenditures on local marketing in areas with company-operated restaurants.

We currently require domestic franchisees of Applebee's restaurants to contribute 2.75% of their gross sales to the national advertising fund
and to spend at least 1% of their gross sales on local marketing and promotional activities. Under the current Applebee's franchise agreements,
we have the ability to increase the amount of the required combined contribution to the national advertising fund and the amount required to be
spent on local marketing and promotional activities to a maximum of 5% of gross sales.

Supply Chain

Maintaining high food quality, system-wide consistency and availability is the central focus of our supply chain program. We establish
quality standards for products used in the restaurants, and we maintain a list of approved suppliers and distributors from which we and our
franchisees must select. We periodically review the quality of the products served in our domestic restaurants in an effort to ensure compliance
with these standards. Due to cultural and regulatory differences, we may have different requirements for restaurants opened outside of the United
States. In February 2009, we announced the formation of Centralized Supply Chain Services, LLC ("CSCS" or the "Co-op"), an independent
purchasing cooperative, to manage procurement activities for domestic Applebee's and IHOP restaurants choosing to join the cooperative (see
"Purchasing Cooperative" below).

Purchasing Cooperative

In February 2009, CSCS, an independent cooperative entity, was formed to operate as a purchasing cooperative for the operators of
Applebee's and IHOP domestic restaurants. The Company has appointed CSCS as the sole authorized purchasing organization and purchasing
agent for goods, equipment and distribution services for Applebee's and IHOP restaurants in the United States. The Company (as a restaurant
operator) is a member of CSCS and has committed to purchase substantially all goods, equipment and distribution services for
company-operated restaurants through the CSCS supply chain program. CSCS combines the purchasing volume for goods, equipment and
distribution services within and across the Applebee's and IHOP concepts. Its mission is to achieve for its members the benefit of continuously
available goods, equipment and distribution services in adequate quantities at the lowest possible sustainable prices. The operations of CSCS are
funded by a separately stated administrative fee added to a product (or set of products) purchased by operators. As of December 31, 2009, 100%
of Applebee's franchise restaurants and over 95% of IHOP franchise restaurants are members of CSCS.

We believe the larger scale provided by combining the supply chain requirements of both brands will provide continuing cost savings and
efficiencies while helping to ensure compliance with Company quality and safety standards. We also believe that the Co-op will result in closer
alignment of interests and a stronger relationship with the franchise community.

IHOP

We develop, franchise and operate restaurants in the family dining category of the restaurant industry under the names "IHOP" and
"International House of Pancakes." As of December 31, 2009, there were a total of 1,456 IHOP restaurants of which 1,279 were subject to
franchise agreements, 164 were subject to area license agreements and 13 were company-operated restaurants. Franchisees and area licensees are
independent third parties who are licensed by us to operate their restaurants using our trademarks, operating systems and methods and offer a
broad range of entrees, appetizers, desserts and non-alcoholic beverages specified by IHOP, including our award-winning pancakes. We own
and

10
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operate ten IHOP restaurants in the Cincinnati market primarily for testing new menu items and operational or procedural systems and for other
research and development purposes. We also operate two IHOP Café restaurants, a new, non-traditional format currently under evaluation for
possible additional development. In addition we may also operate, from time to time on a temporary basis until refranchised, [IHOP restaurants
that we reacquire for a variety of reasons from IHOP franchisees. IHOP restaurants are located in all 50 states of the United States, in the District
of Columbia, and internationally in Canada, Mexico, Puerto Rico and the U.S. Virgin Islands.

[HOP restaurants feature full table service and high quality, moderately priced food and beverage offerings in an attractive and comfortable
atmosphere. Although the restaurants are best known for their award-winning pancakes, omelets and other breakfast specialties, [HOP
restaurants offer a variety of lunch, dinner and snack items as well. IHOP restaurants are open throughout the day and evening hours, and many
operate 24 hours a day.

Franchising

Franchising activities include both company-financed and franchisee-financed development. For clarity of presentation, the discussion
below is separated between those activities specific to the Company's business model as it was in effect prior to 2003 (referred to as the Previous
Business Model) and those adopted in January 2003 (referred to as the Current Business Model). As discussed in greater detail below, under the
Previous Business Model the Company developed a substantial majority of all IHOP restaurants with the intention of leasing them to
franchisees. Under the Current Business Model substantially all new IHOP restaurants are developed by franchise developers with the intention
of operating them as franchised restaurants.

Current Business Model

Under our Current Business Model, a potential franchisee first negotiates and enters into a single-store development agreement or a
multi-store development agreement with the Company and, upon completion of a prescribed approval procedure, is primarily responsible for the
development and financing of one or more new IHOP franchised restaurants. In general, we do not provide any financing with respect to the
franchise fee or otherwise under the Current Business Model. The franchise developer uses its own capital and financial resources along with
third-party financial sources arranged for by the franchise developer to purchase or lease a restaurant site, build and equip the business and fund
its working capital needs. The principal terms of the franchise agreements entered into under the Previous Business Model and the Current
Business Model, including the franchise royalties and the franchise advertising fees, are substantially the same except with respect to the terms
relating to the franchise fee. Of the 1,443 IHOP restaurants subject to franchise and area license agreements as of December 31, 2009, a total of
347 operate under the Current Business Model.

The revenues received by the Company from a typical franchise development arrangement under the Current Business Model include (a) (i)
a location fee equal to $15,000 upon execution of a single-store development agreement or (ii) a development fee equal to $20,000 for each
[HOP restaurant that the franchisee contracts to develop upon execution of a multi-store development agreement; (b) a franchise fee equal to
(1) $50,000 (against which the $15,000 location fee will be credited) for a restaurant developed under a single-store development agreement or
(ii) $40,000 (against which the $20,000 development fee will be credited) for each restaurant developed under a multi-store development
agreement, in each case paid upon execution of the franchise agreement; (c) franchise royalties equal to 4.5% of weekly gross sales; (d) revenue
from the sale of pancake and waffle dry-mixes; and (e) franchise advertising fees. The franchise agreements generally provide for advertising
fees comprised of (i) a local advertising fee generally equal to 2.0% of weekly gross sales under the franchise agreement, which was typically
used to cover the cost of local media purchases and other local advertising expenses incurred by a local advertising cooperative, and (ii) a
national advertising fee

10
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equal to 1.0% of weekly gross sales under the franchise agreement. Area licensees are generally required to pay lesser amounts toward
advertising. Beginning in 2005, the Company and the IHOP franchisees agreed to reallocate portions of the local advertising fees to purchase
national broadcast, syndication and cable television time in order to reach our target audience more frequently and more cost effectively (see
"Marketing and Advertising").

Previous Business Model

IHOP franchised restaurants established prior to 2003 under our Previous Business Model were generally developed by the Company. The
Company was involved in all aspects of the development and financing of the restaurants. Under the Previous Business Model, the Company
typically identified and leased or purchased the restaurant sites for new company-developed IHOP restaurants, built and equipped the restaurants
and then franchised them to franchisees. In addition, IHOP typically financed as much as 80% of the franchise fee for periods ranging from five
to eight years and leased the restaurant and equipment to the franchisee over a 25-year period. Of the 1,443 IHOP restaurants subject to franchise
and area license agreements as of December 31, 2009, a total of 1,096 operate under the Previous Business Model.

The revenues received from a restaurant franchised under the Previous Business Model include: (a) the franchise fee, a portion of which
(typically 20%) was paid upon execution of the franchise agreement; (b) interest income from the financing arrangements for the unpaid portion
of the franchise fee under the franchise notes; (c) franchise royalties typically equal to 4.5% of weekly gross sales; (d) lease or sublease rents for
the restaurant property and building; (e) rent under an equipment lease; (f) revenues from the sale of pancake and waffle dry-mixes; and
(g) franchise advertising fees as described above.

In a few instances we have agreed to accept reduced royalties and/or lease payments from franchisees or have provided other
accommodations to franchisees for specified periods of time in order to assist them in either establishing or reinvigorating their businesses.

From time to time we will reacquire restaurants developed under the Previous Business Model from a franchisee that is struggling to fulfill
its financial obligations or is otherwise in default of its agreements with the Company. In most cases we have been able to refranchise these
restaurants to new franchisees fairly quickly. Where that is not the case, we typically operate the reacquired restaurant pending refranchising.
These reacquired restaurants may require investments in remodeling and rehabilitation before they can be refranchised. As a consequence, our
reacquired restaurants frequently incur operating losses for some period of time. Where appropriate, we may negotiate modified payment terms
or agree to other accommodations with franchisees to assist them to rehabilitate these restaurants.

Area License Agreements and International Franchise Agreements

We have entered into three long-term area license agreements covering the state of Florida and certain counties in the state of Georgia and
the province of British Columbia, Canada. As of December 31, 2009, the area licensees for the state of Florida and certain counties in Georgia
operated or sub-franchised a total of 152 IHOP restaurants, and the area licensees for the province of British Columbia, Canada operated or
sub-franchised a total of 12 IHOP restaurants. The area license agreements provide for royalties ranging from 0.5% to 2.0% of gross sales and
advertising fees equal to 0.25% of gross sales. The area license agreements provide the licensees with the right to develop new IHOP restaurants
in their respective territories. We also derive revenues from the sale of proprietary products to these area licensees and in certain instances their
sub-franchisees. We treat the revenues from our area licensees as franchise operations revenues for financial reporting purposes.
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Franchise Operations

[HOP's Operations Department is charged with ensuring that high operational standards are met at all times by our franchisees. Operating
standards have been developed in consultation with franchisees and are detailed in the "IHOP Manual of Standard Operating Procedures." Due
to cultural and regulatory differences we may have different requirements for restaurants opened outside of the United States.

We highly value good franchisor/franchisee relations and strive to maintain positive working relationships with our franchisees. We
sponsor the IHOP Franchise Board of Advisors, an elected body of IHOP franchisees formed to advise and assist IHOP management with
respect to a broad range of matters relating to the operation of IHOP restaurants. The group meets with IHOP management at least three times a
year to discuss operational issues, marketing matters, development and construction issues, information technology and many other topics. In
February 2009, we announced the formation of CSCS, an independent purchasing cooperative to manage all procurement activities for domestic
Applebee's and IHOP restaurants choosing to join the cooperative (see "Purchasing Cooperative" on page 9).

Company-Operated Restaurants

Company-operated IHOP restaurants are essentially comprised of our [HOP-owned restaurants in the Cincinnati, Ohio market. In addition,
from time to time, restaurants developed by us under the Previous Business Model are returned by franchisees to us and may be operated by the
Company for an indefinite period until they are refranchised. As of December 31, 2009, there were a total of 13 company-operated restaurants,
10 of which were located in the Cincinnati market, two of which were IHOP Cafés and one was a former franchise restaurant being operated
temporarily that was refranchised in January 2010.

We utilize the company-operated restaurants in the Cincinnati market to facilitate the testing of new building types and remodel designs,
new products and equipment, new operational procedures, and new marketing, brand and design elements.

Restaurant Development

The Current Business Model relies on franchisees to obtain their own financing to develop IHOP restaurants. We review and approve the
franchisees' proposed sites but do not contribute capital or become the franchisees' landlord. Under the Current Business Model, substantially all
new IHOP restaurants are financed and developed by franchisees or area licensees. In 2009, our franchisees and area licensees financed and
developed 75 new restaurants and we developed one company-operated IHOP Café restaurant. We currently do not intend to build additional
traditional IHOP restaurants in the Cincinnati market.

New IHOP restaurants are only developed after a stringent site selection process. All restaurant development is approved by the Franchise
Review Committee comprised of senior management. We expect our franchisees to add restaurants to the IHOP system in major markets where
we already have a core guest base. We believe that concentrating growth in existing markets allows us to achieve economies of scale in our
supervisory and advertising functions. We also look to have our franchisees strategically add restaurants in new markets in which we currently
have no presence or our presence is limited.

Future Restaurant Development

In 2009, IHOP entered into 13 franchise development agreements. As of December 31, 2009, we had signed commitments from franchisees
to build 254 IHOP restaurants over the next eight years plus
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options for an additional 103 restaurants. This number includes 16 restaurants under single-store development agreements, 266 restaurants under
multi-store development agreements and 75 restaurants under international development agreements.

In 2010, we expect to open a total of 60 to 70 new IHOP restaurants, including 50 to 55 franchise restaurants, three to four area license
restaurants in Florida and seven to 11 restaurants outside the U.S. or in non-traditional channels.

The following table represents our [HOP restaurant development commitments, including options, as of December 31, 2009:

Contractual Openings of
Restaurants by Year

Number of Signed
Agreements at 2013 and
12/31/09 2010 2011 2012 thereafter  Total
Single-store development agreements 16 12 4 16
Multi-store development agreements 72 57 49 34 126 266
International development agreements 6 7 6 3 59 75
Total 94 76 59 37 185 357

The actual number of openings in any period may differ from both our expectations and the number of signed commitments. Historically,
the actual number of restaurants developed in a particular year has been less than the total number committed to be developed due to various
factors including weather-related delays, other construction delays, difficulties in obtaining timely regulatory approvals and various economic
factors.

Composition of Franchise System

The number of restaurants held by an individual franchisee ranges from one to 58 restaurants. The table below sets forth information
regarding the number of IHOP restaurants owned by domestic franchisees as of December 31, 2009 as well as the total number of restaurants
falling into each of the listed ranges.

Franchisees Restaurants
Percent of Percent of
Number of Restaurants Held by Franchisee Number Total Number Total
One 181 50% 181 14%
Two to Five 121 34% 337 26%
Six to Ten 31
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