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CASTUS LOW CARB SUPERSTORES
FRANCHISE AGREEMENT

THIS FRANCHISE AGREEMENT (“Agreement”) is made this _  day of
20 _ by and between CASTUS LOW CARB SUPERSTORES, a California
corporation, with its principal place of business located at 9110 B Alcosta Blvd., Suite 205, San
Ramon, California, (hereinafter referred to as the “Franchisor’), and
(hereinafter referred to as the “Franchisee”).

RECITALS

A. Franchisor has made a substantial investment of money, time and effort to
develop certain techniques, plans, methods and systems for the uniform standards of distribution,
display, marketing and sale of low and/or controlled carbohydrate foods and supplements for the
weight and health conscious, diabetic or hypoglycemic individuals and to offer workshops and
consulting related to the use of such low and /or controlled carbohydrate foods and supplements,
through independent retail stores with unique décor, design, and operational characterisiics (the
“Castus System”).

B. Franchisor grants to qualified persons franchises to own and operate such retail
stores (each, a “Castus Store™) to sell products and services authorized and approved by the
Franchisor utilizing the Castus System and the Franchisor’s trademarks, trade names, service
marks, logos, and commercial symbols described in Schedule “A”, attached hereto and
incorporated by reference hereinafter (the “Proprietary Marks”).

C. Franchisor may, from time to time, disapprove current products offered for sale at
the Castus Stores or may approve other products or merchandise for sale in the Castus Stores. In
addition, Franchisor may at some time in the future license the marketing and/or the sale of
certain products, including without limitation, novelties, clothing, toys, or other merchandise at
the Castus Stores (collectively, “Additional Products™).

D. Franchisee has applied to the Franchisor for a franchise to operate a Castus Store
and such application has been approved by the Franchisor in reliance upon all representations
and statements made by the Franchisee to the Franchisor including, without limitation, the
financial resources of the Franchisce.

E. Franchisce understands and acknowledges the importance of the Franchisor’s
high and uniform standards of quality and service and the necessity of operating the Castus
Stores in conformity with the Franchisor’s standards and qualifications.

F. Franchisee has reviewed this Agreement, the Franchise Offering Circular, and
other materials related to the Franchisor’s Castus Store franchises and related matters and has
independently investigated and become familiar with the scope of the Castus System and
declares that it possesses the requisite knowledge and skill to operate a franchise.
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G. Franchisee represents that it has conducted any independent investigations it felt
necessary in evaluating it decision to apply to purchase a Castus Store franchise. Franchisee
recognizes: the business risks inherent in owning and operating a Castus Store franchise and that
the success of the Franchisee is dependent upon the Franchisee’s efforts.

H. Franchisee acknowledges that it has not received or relied upon any guarantee,
expressed or implied, as to the revenues, profits, or success of the Castus Store franchise
contemplated by this Agreement; and further acknowledges that there have been no
representations by the Franchisor or its agents, employees or representatives that are contrary or
in addition to the terms enunciated in this Agreement.

AGREEMENT

NOW THEREFORE, for and in consideration of the foregoing recitals, the mutual
promises and covenants herein contained, the receipt and sufficiency of which are hereby
acknowledged, Franchisor and Franchisee do hereby agree as follows:

1,00 GRANT OF FRANCHISE
1.01 Grant of Franchise.

a) This franchise is being granted based on the application, financial
statements and other documents submitted by Franchisee to the Franchisor prior to the execution
of this Agreement. Franchisee represents and warrants that those materials: (1) are accurate and
complete as of their respective dates and the date of this Agreement; and (2) do not omit the
statement of any material fact necessary to make them not misleading.

b) Subject to the terms and conditions of this Agreement and the
Franchisee’s continuing good faith performance under this Agreement, the Franchisor grants to
Franchisee: (i) the right to build and operate one (1) Castus Store and to use the Castus System at

~ the location described on Schedule B attached hereto and incorporated herein by reference (the

“Location™); (ii) the right to use such Proprietary Marks of the Franchisor as are now or may
hereafter be specifically designated by the Franchisor in writing for use with the Castus System
(as they may be changed, improved, and further developed from time to time) in conjunction
with the Castus Store, and (iii) the right to indicate to the public that the Castus Store is operated
as a part of, or a unit in, the Franchisor’s retail store chain.

c) The Franchisor shall not own, operate nor grant a franchise for a Castus
Store within the area surrounding the Location comprised of the area determined solely by the
Franchisor based on a demographic survey of such area designated as the “Territory;” provided,
however, the Franchisor may own or operate, or grant franchises or licenses for others to operate
one or more Castus Store anywhere outside the Territory (regardless whether such location is
within the area targeted by Franchisee’s advertising of the Castus Store) on such terms and
conditions as the Franchisor deems appropriate.

d) Franchisee specifically acknowledges that HNC (an affiliate of
Franchisor) may sell similar products, via the internet, as are distributed through the Castus
Stores. Therefore, Franchisor reserves to itself, its subsidiaries, affiliates or designees, the right
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to sell such products through the internet in the Territory in an effort to promote the Proprietary
Marks.

1.02 Other Retail Stores.

Franchisee understands that the Franchisor may operate franchise retail stores other than
Castus Stores. Franchisee agrees that the Franchisor may do so at any location, including
locations within the Territory, provided that such retail stores are not operated under the names
“Castus Low Carb Superstores” “Castus” or similar trade names, Franchisee further
acknowledges and agrees that this franchise is solely for the Location and affords Franchisee no
rights in any additional franchise to be operated at any other location. Neither this Agreement
nor the franchise issued hereunder obligates the Franchisor in any way to sell or issue any other
franchise.

1.03  Acceptance of Franchise; Use of Premises.

a) Franchisee agrees to diligently develop and operate its Castus Store and to
promote diligently the interests of the Castus System for the term of this Agreement and any
renewal thereof. Franchisee accepts said grant and franchise and agrees to construct, maintain
and operate the Castus Store only at the Location, and in accordance with (i) the Franchisor’s
plans and specifications, (ii) the Castus System, (iii) the Confidential Operations Manual, (iv)
other manuals and procedures as may be included in the Castus System and revised from time to
time, and {v) the terms and conditions of this Agreement.

b) Franchisee agrees to use the Castus Store and the premises upon which it
is located (“Franchised Retail Store Premises”) solely for the operation of the Castus Store and
purposes designated in this Agreement and for no other purpose.

1.04  Franchisor Services.

a) The Franchisor agrees to provide Franchisee with the following materials
and services for its Castus Store:
1) upon Franchisee’s request, written guidelines for site selection;
2) generic plans, drawings and specifications for the Castus Store and
its related facilities,
3) generic layouts and specifications for fixtures, furnishings, interior

design and decor, signs and equipment for the Castus System;

4) such pre-opening assistance as the Franchisor may, in its
discretion, deem necessary for Franchisee to meet Castus System standards;

5) a pre-opening management training program and such other
training at such locations and for such periods as may be designated by the Franchisor from time
to time in the Confidential Operations Manual, subject to Section to 5.03 of this Agreement,;

6) on-site opening assistance for the Castus Store, if determined by
the Franchisor to be necessary;

7 one (1) copy of the Confidential Operations Manual (a registered
copy of which is delivered concurrently with the execution hereof and loaned to Franchisee for
the term hereof), and such additions and modifications thereto as the Franchisor may issue from
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time to time, in its discretion (the Franchisor may require payment of its then-current
replacement fee for replacing copies of the Confidential Operations Manual);

8) a sample of the Franchisor’s standardized chart of accounts and
format for Franchisee’s statement of earnings and balance sheet, to be used by Franchisee for
reporting to the Franchisor; and

9) the Castus marketing and advertising program(s), as described
herein.

NEITHER THE FRANCHISOR’S ACCEPTANCE OF THE LOCATION NOR
ANY INFORMATION COMMUNICATED TO FRANCHISEE REGARDING
THE FRANCHISOR’S SITE SELECTION CRITERIA FOR CASTUS STORE
SHALL CONSTITUTE A WARRANTY OR REPRESENTATION OF ANY
KIND, EXPRESS OR IMPLIED, AS TO THE SUITABILITY OF THE
LOCATION FOR A CASTUS STORES OR FOR ANY OTHER PURPOSE.
THE FRANCHISOR’S ACCEPTANCE OF THE PROPOSED SITE MERELY
SIGNIFIES THAT IT IS WILLING TO GRANT A FRANCHISE FOR A
CASTUS STORE FOR SUCH LOCATION. THE FRANCHISOR IS NOT
RESPONSIBLE FOR THE FAILURE OF THE LOCATION TO MEET
FRANCHISEE’S EXPECTATIONS AS TO POTENTIAL REVENUES.
FRANCHISEE’S DECISION TO OPERATE A CASTUS STORE AT THE
LOCATION IS BASED SOLELY ON FRANCHISEE’S INDEPENDENT
INVESTIGATION OF THE SUITABILITY OF THE LOCATION FOR A
CASTUS STORE.

200 TERM

201  If Franchisee owns the Franchised Retail Store Premises:

a) Franchisee represents and warrants to Franchisor that Franchisee owns the
Franchised Retail Store Premises;

b) Franchisee agrees that it shall notify Franchisor in writing of any change
regarding its ownership of the Franchised Retail Store Premises; and

c) Unless previously terminated pursuant to the terms of this Agreement, the
term of the franchise granted herein shall be ten (10) years commencing on the date that the
Castus Store opens for business as reported by Franchisee in accordance with the terms of this
Agreement and as reflected on the Franchisor’s records (the “Opening Date”);

OR

2.02  If Franchisee leases the Franchised Retail Store Premises:

a) Franchisee represents and warrants to Franchisor that Franchisee leases or
subleases the Franchised Retail Store Premises pursuant to a lease or sublease agreement dated
as of , 20__, of which Franchisee has provided Franchisor with a true and accurate

copy (together with any modifications or renewals thereof, the “Lease”);
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b) Franchisee further represents and warrants to Franchisor that the Lease

commencement date is , the Lease expiration date is and
the Lease provides for ( ) option periods of ( } years each;
c) Franchisee shall promptly provide Franchisor with copies of any material

modifications of the Lease;

d) Franchisee shall cause the Lease to contain: (i) a provision that allows
Franchisee and Franchisor to fulfill the requirements of Section 11.02 and 11.03; and (ii) a
provision that grants the Franchisor the right, but not obligation, to assume the lease from the
Franchisee, if the Franchisee’s Franchise Agreement is terminated for any reason. The Lease
must also state that, should the Franchisor decide to assume the Franchisee’s Lease, then the
Franchisor shall not be obligated to pay any monies due to the Landlord from the Franchisee, as
such costs shall be the sole responsibility of Franchisee. The assignment clause of Franchisee’s
Lease with Landlord must clearly state that the Franchisor can assume the Lease on the same
terms and under the same conditions as the Franchisee.

€) Unless previously terminated pursuant to the terms of this Agreement, the
term of the franchise granted herein shall be ten (10) years (the term shall be a maximum of
twenty (20) years if Franchisee qualifies and elects to exercise its options to renew, described
below) commencing on the Opening Date, provided, however, that Franchisee agrees that it shall
not open the Castus Store for business prior to the Lease commencement date and the term of
this Agreement shall not extend beyond the expiration of Franchisee’s Lease.

2.03  Options to Renew.

a) Franchisee may, at its option, renew this Agreement for two (2) five (5)
year option terms; however, Franchisee’s exercise of its renewal option terms shall not extend
the term of this franchise beyond the expiration of the Franchisee’s Lease. In addition, in order
to exercise its renewal option terms, Franchisee must satisfy all of the following conditions:

1) Franchisee must give the Franchisor written notice of its election to
renew no less than six (6) months, nor more than nine (9) months, prior to the end of the then-
current term;

2) At the time when notice is given and at the end of the then-current
term, (a) Franchisee must not have been in default of: (i) any provision of this Agreement in the
last 12 months, or (ii) any other agreement between Franchisee or any of its affiliates and the
Franchisor or any of the Franchisor’s affiliates, and (b) Franchisee and all of its affiliates shall
have substantially complied with the terms and conditions of all such agreements during the
initial and any prior renewal term(s) of this Agreement,

3) Franchisee and all of its affiliates shall have satisfied all monetary
obligations owed by them to the Franchisor, its subsidiaries and affiliates prior to renewal, and
have timely met all such obligations throughout the initial and all prior renewal terms of this
Agreement; '

4) Franchisee shall provide such financial information regarding
Franchisee as the Franchisor reasonably may request;

5) Franchisee (and its owners) must execute the Franchisor’s then-
current standard form renewal franchise agreement (including personal guarantees and other
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attachments), which may contain terms and conditions substantially different from those set forth
herein, including, without limitation, increased mandatory fees and advertising expenditures;

6) Franchisee and each of its owners shall execute a general release,
in a form satisfactory to the Franchisor, of any and all claims Franchisee may have as of the date
of execution of the renewal unit franchise agreement, or arising from an event or events which
occurred prior to such date, against the Franchisor and its officers, directors, shareholders and
employees, in their corporate and individual capacities, including, without limitation, claims
arising under federal, state and local laws, rules and ordinances;

7 Franchisee shall present evidence satisfactory to the Franchisor
that Franchisee has the right to remain in possession of the Franchised Retail Store Premises for
the duration of the renewal term;

8) Franchisee shall complete, or provide for, such renovation and
modemization of the Castus Store and Franchised Retail Store Premises as the Franchisor may
reasonably require, including, without limitation, such remodeling (including structural
modifications), redecoration, repair and replacement of fixtures, furniture, signs and equipment,
as may be necessary both to reflect the then-current public image required by the Franchisor of
new Franchisees and to ensure the presentation of the Proprietary Marks consistent with such
image, ,

9) Franchisee shall reimburse the Franchisor for all costs and
expenses incurred by it in connection with the renewal of the franchise up to a maximum of
$5,000.00 including, without limitation, all administrative and legal costs incurred in preparation
and review of documentation; and

10) Franchisee, at its cost, will have satisfied the training requirements
for new Franchisees as of the date of such renewal.

b) The Franchisor may, at its option and in its sole discretion, conditionally
accept Franchisee’s exercise of its renewal option pending Franchisee’s satisfaction of the
conditions set forth in Section 2.03(a). In such event, Franchisee agrees to execute the
Franchisor’s then-current standard form renewal franchise agreement pursuant to Section
2.03(a)(5), which agreement may provide for a term of a duration substantially shorter than the
renewal term provided for in this Agreement and which may grant to Franchisor the right to
terminate the same immediately upon notice to Franchisee.

3.00 PREMISES AND EQUIPMENT
301 Site Selection of Castus Store.

a) Franchisee shall select a Territory upon the execution of this Agreement.
As soon as possible thereafter but no later than 30 days after execution of this Agreement,
Franchisee must select and propose a potential location for Franchisee’s Castus Store within your
Territory. Franchisor will consult with Franchisee about the site selection criteria and the
guidelines for choosing a site when Franchisee signs its Franchise Agreement, including, the
following: (a) population density; (b) traffic patterns, ease of ingress and egress; (¢} visibility;
(d) adequate parking available; (¢) market saturation and whether the demographics of the area
include the potential for walk-in traffic, local advertising impact, and prospective customers for
the products in proportion to the local population; and (f) zoning. These factors are considered
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and balanced against the cost of operating the franchise in that area, with monthly rental
obligations being one of the most significant financial strains. Franchisees shall submit potential
site locations to Franchisor for review and if satisfactory, for acceptance. Franchisor will accept
or reject the proposed site based on Franchisor’s evaluation of this information and Franchisor’s
own on-site inspection and evaluation, if Franchisor desires, in its sole discretion, to conduct
such inspections and evaluations. In the event that the Franchisee desires to relocate its Castus
Store within the Territory and during the term of this Franchise Agreement, Franchisee must
request Franchisor’s consent to such relocation, in writing, and in compliance with this Section
3.01(a).

b)  In addition, under the terms of the Area Development Agreement, if
Franchisee enters into one, it is the Franchisee’s obligation to select proposed sites for each of its
Castus Stores within the Development Area.

c) Franchisor will review and, if appropriate, approve the proposed site
location and size of the Castus Store and the terms of the proposed lease or purchase agreement
for the Castus Store and notify Franchisee of our approval or disapproval of the proposed site
location and/or the proposed lease terms or purchase agreement for the Castus Store within ten
(10) business days after you provide us with sufficient information necessary for us to make such
determination.

3.02  Construction of Castus Store.

a) The Castus System is used in freestanding retail stores, interior mall or
outdoor in-line locations and other structures. The Location franchised herein is a
. The Franchisor shall furnish to Franchisee one (1)
copy of a preliminary site layout, a set of generic plans and specifications for a standard Castus
Store of the type specified in this subsection, and a list of and layout for standardized furnishings
and equipment for the specified type of retail store.

b) Franchisee at its expense shall have: (i) the generic plans and
specifications adapted as necessary to construct and operate the Castus Store on the Franchised
Retail Store Premises, and (ii) such adapted plans including the final site layout stamped by an
architect licensed by the state where the Castus Store will be located. Any such adaptations and
all plans, specifications and layouts other than those furnished by the Franchisor must be
approved in writing by the Franchisor prior to the Franchisee’s obtaining permits, construction
bids or commencing construction. The Franchisor’s approval shall signify only its acceptance of
the appearance of the retail store building, and shall not signify that the approved plans or
specifications comply with applicable codes. Such approval shall not result in any liability of the
Franchisor to Franchisee. Franchisee agrees to indemnify the Franchisor against claims of
liability relating to such approval as provided in Section 9 of this Agreement.

c) Layout and plans and specifications, prepared or approved by the
Franchisor, shall not thereafter be changed or modified without the Franchisor’s prior written
consent. Before commencing any construction of the Castus Store, Franchisee shall furnish to
the Franchisor a letter certifying that ail required permits and certifications required for the
lawful construction and operation of the Castus Store have been obtained and all other
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requirements for its lawful construction and operation have been met, including, without
limitation, zoning, access, signage, fire, health and safety requirements.

d) Construction of the building and improvements shall begin as soon as
possible after the Franchisor furnishes or approves the site layout, plans and specifications (the .
“Approval Date”). The building and improvements shall be constructed in strict compliance
with the plans and specifications and shall be completed within nine (9) months after the
Approval Date. The Franchisor, in its discretion, may inspect the construction at all reasonable
times. At least thirty (30) days in advance of the Castus Store’s projected Opening Date,
Franchisee shall, by written notice, request the Franchisor to perform its final inspection,
Franchisee shall open the Castus Store for business as soon after completion of the building and
installation of furnishings and equipment as is reasonably possible, but in no event before the
Franchisor’s final inspection is performed and written approval is given.

“¢) If the Castus Store is damaged or rendered totally or partially unusable as
a retail store by fire or other casualty, Franchisee shall repair or restore the Castus Store to its
former condition within a reasonable time, not to exceed six (6) months after the date of the fire
or casualty. The proceeds of all insurance carried by Franchisee covering the Franchised Retail
Store Premises shall be applied to the cost of repairing or restoring the Castus Store, and
Franchisee shall pay the balance, if any, of such costs. If, in the Franchisor’s reasonable
judgment, the damage or destruction is of such an extent that it is feasible for the Franchisee,
without incurring substantial expense additional to the insurance proceeds, to repair or
reconstruct the Castus Store in accordance with the then-standard Castus layout and decor
specifications, the Franchisor may require the Franchisee to repair or reconstruct the Castus Store
in accordance with those specifications. Notwithstanding the foregoing, Franchisee may
terminate this Agreement, provided that Franchisee shall have notified the Franchisor in writing
of its election to terminate no later than thirty (30) days following the casualty if: (i) the Castus
Store is rendered totally or significantly unusable as a retail store by fire or other casualty within
the two (2) years immediately preceding the date of expiration of the term of this Agreement,
and (ii) Franchisee cannot reasonably repair or restore the Castus Store to its former condition.

3.03  Purchase and Installation of Equipment and Furnishings.

a) Franchisee shall purchase and install and use in and about the Franchised
Retail Store Premises such items and only such items of equipment {including, without
limitation, fixtures, furnishings, interior and exterior signage, electronic cash registers, software
and computers) and other personal property (collectively, the “Equipment”) as are designated by
the Franchisor from time to time as Approved Brands on the Franchisor’s required Equipment
and Furnishings List in the Confidential Operations Manual, or which otherwise have been
approved by the Franchisor in writing and which strictly conform to the appearance, uniform
standards and specifications of the Franchisor and the Castus System as established from time to
time. The Franchisor’s specifications and standards for such Equipment shall be provided to
Franchisee upon written request. If Franchisee desires to purchase or install any item not so
listed or approved, Franchisce or the supplier of such item shall submit to the Franchisor a
written request for approval of the item. The Franchisor shall have the right to require, among
other things, that a sample of the item be delivered (or otherwise be made available in a manner
acceptable to the Franchisor), either to the Franchisor or its designee for review, inspection and
testing prior to acting on the request for approval. A charge not to exceed the cost of the review,
inspection and testing shall be paid to the Franchisor by Franchisee or by the item’s supplier.
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