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DECORATING DEN SYSTEMS, INC.
FRANCHISE AGREEMENT

THIS AGREEMENT ("Agreement") is entered into by and among
» Decorating Den Systems, Inc., a Missouri corporation (“DDSI”)

> The person(s), corporation, partnership or other entity listed in the Signature Page to
this Agreement (jointly and severally referred to as "Franchisee™); and,

> 1f a Regional Director has been appointed by DDSI for Franchisee's Territory, the
Regional Director is listed on the Signature Page to this Agreement ("Regional
Director").

Recitals:

"A. As a result of time, skill, effort and money, DDSI has developed and will manage and
supervise the "INTERIORS by Decorating Den System" and the “Marks” for the successful
marketing, sale and installation of draperies and drapery hardware, fabric, furniture, accessories,
decorative shades, wallpaper, carpet, and alt other related home fumishing merchandise, interior
decorating services, and labor ("INTERIORS by Decorating Den Products and Services"). The
term “Marks” means those proprietary marks registered or pending with the United States Patent
and Trademark Office, including without limitation “INTERIORS by Decorating Den™’, as well
as all common law trademarks and service marks, trade names, trade dress, logo types, 1n31gnias,
designs and other commercial symbols which DDSI now or hereafier is authorized to use and
does use or authorizes others to use.

B. DDSI has, by considerable expenditure, created a demand for INTERIORS by
Decorating Den Products and Services and has created substantial goodwill associated with the
Marks.

C. Franchisee desires to obtain a non-exclusive right to use the Marks in conjunction
with the operation of an interior decorating business and desires to obtain experience and know-
how with respect to the sale of INTERIORS by Decorating Den Products and Services and the
INTERIORS by Decorating Den System.

NOW, THEREFORE, the parties agree as follows:
1. GRANT OF RIGHT

1.1 DDSI hereby grants to Franchisee, and Franchisee hereby accepts, a non-exclusive
license and the right to use the Marks and INTERIORS by Decorating Den System in
conjunction with the sale of INTERIORS by Decorating Den Products and Services, and the
exclusive developmental and promotional rights only within the Zip Code(s) described on the
Signature Page of this Agreement (the "Terntory”).

1.2 The term "INTERIORS by Decorating Den System" shall mean a comprehensive
marketing and operational system prescribed by DDSI to be used in the conduct of the
franchised business, as set forth in this Agreement and the Policy and Procedure Manual, as
amended from time to time. The INTERIORS by Decorating Den System shall include,
among other things, the Marks and certain advertising, marketing and sales programs and
techniques, DDSI controlled telephone numbers, training programs and materials, artwork,
graphics, layouts, slogans, names, titles, text and other intellectual property that DDSI
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makes available to Franchisee. DDSI, in its sole discretion, may improve and/or change the
INTERIORS by Decorating Den System from time to time (including adding to, deleting or
modifying elements of the INTERIORS by Decorating Den System, establishing categories
or classifications of Franchisees and amending the Policy and Procedure Manual) for the
intended purpose of making the INTERIORS by Decorating Den System more effective,
efficient, economical or competitive; adapting to or taking advantage of competitive
conditions, opportunities, technology, materials or local marketing needs and conditions;
enhancing the reputation or public acceptance of the INTERIORS by Decorating Den
System; and/or better serving the public.

1.3 To maintain exclusive development and promotional rights to the Territory, Franchisee
shall meet a mimimum annual Gross Sales quota as follows:

Year One Year Two Year Three Year Four and Thereafter

$40,000 $80,000 $120,000 $160,000

For purposes of this Section 1.3, the term “year one” shall mean the initial twelve (12) full
calendar months after the month in which a franchise owner completes PDSS. The gross dollar
amounts in the chart are non-cumulative from year to year. In the event Franchisee fails to
achieve the applicable level of Gross Sales, DDSI may, at its option, terminate the exclusive
developmental and promotional rights granted in Section 1.1 of this Agreement. DDSI shall
advise Franchisee of this action by written notice. DDSI reserves the right to increase the sales
quotas once each year, but the adjustments may not exceed increases in the Consumer Price
Index for Urban Wage Eamners and Clerical Workers, U.S. City Average (1967=100); or, if such
information becomes unavailable, any similar index selected by DDSI, comparing the index as of
April 1 of the current year to the index on April 1 of the previous year (referred to in this
Agreement as the "CPI").

1.4 The promotional rights described above encompass all forms of advertising and
promotion for new customers which can reasonably be restricted to the Territory, including, but
not limited to, direct mailings, door leaflets, and localized signs. It further includes any customer
leads obtained through group advertising and pooled, centralized telephone arrangements in
which Franchisee participates, or as specified in the Policy and Procedure Manual(s). In the
event the U.S. Postal Service alters the boundary or number of any assigned Zip Code,
Franchisee will keep the same geographic boundaries as shown in the territory map
accompanying this Agreement. It is the map accompanying this Agreement at the date of
execution that shall set forth the legal boundaries for the Territory under this Agreement. The
Franchisee agrees not to solicit sales or actively promote its franchised business outside of the
Territory or within territories similarly assigned to other INTERIORS by Decorating Den-
Franchisees. The developmental rights described above include hiring independently contracted
decorators in order to develop the franchised business within the Territory.

1.5 DDSI and Regional Director agree to use Reasonable Business Judgment in the exercise
of their respective rights, obligations and discretion under this Agreement, except where
otherwise provided in this Agreement. “Reasonable Business Judgment” means that DDSI’s or
Regional Director’s determination shall prevail even in cases where other alternatives are also
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reasonable so long as DDSI and Regional Director intend to benefit or act in a way that could
benefit the INTERIORS by Decorating Den System by, among other things, enhancing the value
of the Marks, increasing customer satisfaction, or minimizing possible customer brand
confusion. Franchisee recognizes and agrees that the long-term goals of the INTERIORS by
Decorating Den System, and the long-term interests of DDSI, the Regional Director, Franchisee
and all franchisees, taken together, require that DDSI and Regional Director have the latitude to
exercise Reasonable Business Judgment.

2. TERM AND RENEWAL
2.1 Initial Term.

Except as otherwise provided in this Agreement, the initial term of this Agreement shall
be for a period of ten (10} years from the date hereof (the "Initial Term").

2.2 Renewal,

This Agreement shall be renewed for additional ten (10) year terms, unless (i) DDSI
and Reg1onal Director, on the one hand, or (ii) Franchisee, on the other, delivers to the other
notice in writing of its intent not to renew not less than seven {7) months before explrauon of the
term. The following conditions must be met prior to each renewal:

a.  Franchisee shall, at Franchisee's sole expense conform the ColorVan® to DDSI's
then current specifications; :

b.  Franchisee shall not be in default of any provision of this Agreement or any other
agreement between Franchisee, DDSI and/or Regional Director, and have substantially and
timely complied with all of the terms and conditions of this Agreement and such other
agreements during the terms thereof;

¢.  Franchisee shall have satisfied all monetary obligations owed by Franchisee to
DDSI or Regional Director and their subsidiaries and-affiliates pursuant to this Agreement and
any other agreement between Franchisee and DDSI and/or Regional Director or their subsidiaries
or affiliates, and shall have timely met those obligations throughout the terms thereof;

d.  Franchisee shall execute DDSI's then-current form of Franchise Agreement for
the renewal term stated herein, which agreement shall supersede this Agreement in all respects,
and the terms of which may differ from the terms of this Agreement and may include, without
limitation, a higher Service Fee, NMF Fee, and other fees. There is no fee charged by DDSI or
Regional Director for a renewal of this Agreement;

e.  Franchisee shall execute a release, in form and content prescribed by DDSI, of
any and all claims of Franchisee, of whatever nature or kind, against DDSI and Regional
Director and their respective shareholders, officers, employee, agents, subsidiaries and affiliates,
successors and assigns, including without limitation claims arising under this Agreement and any
other agreement between Franchisee and DDSI and/or Regional Director or their subsidiaries or
affiliates, and under any federal, state, and local laws, rules, and ordinances; and

f.  Franchisce shall meet and be in compliance with DDSI's then- current
qualification and training requirements.
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3. INITIAL AND CONTINUING FEES
3.1 Initial Franchise Fee.

In consideration of the rights and privileges granted to Franchisee herein and the initial
services to be rendered and material to be provided by DDSI and Field Manager, Franchisee
shall pay to DDSI and Regional Director the sum of Twenty-Nine Thousand, Nine Hundred
Dollars ($29,900.00), (hereinafter referred to as the "Initial Franchise Fee"). If you are a veteran
of the United States armed forces, and qualify under the VetFran program the Initial Franchise
Fee shall be Twenty-Six Thousand, Nine Hundred Dollars ($26,900.00). The Initial Franchise
Fee is payable at the time of the execution of this Agreement by one of the payment methods
described below, shall be deemed earned in full, and is non-refundable.

3.2 Payment Methods.

The Initial Franchise Fee shall be paid in full upbn the execution of this Agreement by
certified or cashier's check or other check acceptable to DDSI and the Regional Director.

3.3 Service Fees.

a. In addition to the Initial Franchise Fee, Franchisee shall pay to DDSI or Regional
Director a recurring service fee ("Service Fee"), equal to and calculated as a specified percentage of
Gross Sales (as defined below). Service Fees shall be reported and paid as set forth in Section 7 of
this Agreement. The Service Fee shall be Nine Percent (9%) of Gross Sales and may be reduced
below Nine Percent (9%) as set forth on the table below.

b.  The Service Fee percentage will be reduced below nine percent 9% as follows:

CUMULATIVE GROSS SERVICE FEE
SALES (on which Service PERCENTAGE
Fees have been paid) '
$0 - 1,000,000 9%

$1,000,001 - 2,000,000 8%
OVER $2,000,000 7% Permanently

The Service Fee percentages are based on cumulative Gross Sales on which Service Fees have
been paid over the life of the Agreement, including all renewal terms. The amount of Gross
Sales required to cause a reduction in Service Fee percentage may be increased by DDSI once
each calendar year, but such increase may not exceed the increases in the Consumer Price
Index for the immediately preceding calendar year.

3.4 National Marketing Fund Contribution.

a.  Franchisee shall pay to DDSI a recurring advertising and marketing fee (the
"NMF Fee") equal to Four Percent (4%) of Gross Sales, calculated weekly, then at the end of
each calendar month. If the total NMF Fees are less than the One Hundred Dollar ($100.00)
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monthly minimum (the “Monthly NMF Minimum”), the Franchisee shall pay the difference by
the last day of the month. DDSI shall maintain the NMF fees in the National Marketing Fund.
The NMF Fees are non-refundable. The NMF Fees so collected shall be placed in the Decorating
Den National Marketing Fund Trust and will be segregated from other funds of DDSL

b. The monies accumulated in the NMF shall be spent on national, regional, or local
media, advertising or other marketing techniques or programs designed to communicate the
services of INTERIORS by Decorating Den franchisees to the public. In addition, these funds
may also be expended for market research and development, test or target marketing, the
conducting of surveys, creative and production costs, reimbursement to DDSI for reasonable
accounting, administrative and legal expenses associated with the NMF, internal expenses
incurred in connection with the operation of the DDSI advertising department, or for other
purposes deemed appropriate to enhance and promote the general recognition of the
INTERIORS by Decorating Den System and the Marks.

c.  The specific use of the NMF for the purposes set forth herein shall be determined
and budgeted by DDSI with the advice of the Decorating Den Franchise Owners Board of
Advisors, called The Leadership Council. The parties hereby acknowledge and understand that
funds of the NMF may be expended in any territory (national, regional, or local) without any
requirement that expenditures of the Fund be apportioned in relation to the amount of
contributions made by Franchisee.

3.5 Gross Sales.

The term "Gross Sales," as used in this Agreement, shall be defined as the aggregate
gross amount of all revenues from whatever source derived billed in Franchisee's retail sales
orders, either oral or written, including any installation fees, freight, or other items billed to
the customer, less only sales tax, discounts, cancellations or returns allowed. In addition,
Gross Sales includes all sales made by decorators, employees or independent contractors
whose sales are placed through the Franchisee. "Personal Sales", as defined in the Franchisee
Policy and Procedure Mariual, are not included in Gross Sales.
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4. OBLIGATIONS OF DDSI AND FIELD MANAGER

4.1 Role of Field Manager.

The term “Field Managers” refers collectively to Regional Directors, Regional
Managers and District Developers appointed by DDSI.  If a Field Manager has been appointed
for the Territory, the Field Manager, with the assistance of DDSI, will provide the services
described in this Agreement. If no Field Manager has been appointed, DDSI will provide the
services and references to “Field Manager” in this Agreement shall have no effect.

4.2 Additional Role of Regional Director.

If DDSI has appointed a Regional Director for the Territory, the Regional Director shall
be a third party to this Agreement and shall provide the sérvices to Franchisee as set forth herein.
DDSI reserves the right to appoint a Regional Director and to include an appointed Regional
Director as a party to this Agreement at any time during the Agreement term or any renewal
term. '

4.3 DDSI and Field Manager Services.

a. DDSI and/or Field Manager shall make available to Franchisee training in
decorating, marketing, operations, management, and finance, and shall provide instruction for the
set up, commencement and continuation of Franchisee's franchised business. The ultimate form,
content and extent of the training, programs, and assistance shall be determined by DDSI and
Field Manager, but shall include the following;

(1) Loan of a Policy and Procedure Manual to Franchisee during the term of this
Agreement, and providing sales and training aids deemed advisable by DDSI and Field
Manager from time to time. DDSI shall provide, from time to time, updated
information and revisions to the Policy and Procedure Manual as new and improved
methods, systems, and procedures are adopted.

(i)  Provide mandatory basic training at the Professional Decorating and Sales School
("PDSS") relating to INTERIORS by Decorating Den Products and Services and the
INTERIORS by Decorating Den System. All basic training shall be provided at
locations to be determined by DDSI or Field Manager. The tuition cost of PDSS is
included in the Initial Franchise Fee, but Franchisee shall pay all travel, lodging, meals,
and daily hving expenses incurred to attend the training.

(i) Make available optional "Lifestyle University" training on a continuing basis.
Lifestyle University's continuing education program provides Franchisee with education
in product knowledge, lifestyle design, sales and marketing, and business management.
Franchisee will be charged a fee that, at the time of execution of this Agreement ranges
from $75 to $150 per day, and may change. This fee covers the costs of the trainer,
instruction materials and manuals, training room and meals or refreshments. Franchisee
shali pay for all travel, lodging and daily living expenses incurred in attending Lifestyle
University training. This training shall be conducted by experienced, qualified
mstructors chosen by DDSI and/or Field Manager.

(iv) Make available additiona, optional training in areas which may include, without
limitation, advanced window product design, measuring and sales technigues,
bookkeeping, and introductory instruction for products offered by DDSI. Fees charged
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for the optional training and costs must be borne by Franchisee, as described in Section
4.2.a.(ii1), above.

(v) Provide an initial supply of INTERIORS by Decorating Den product samples.
Additional samples and supplies may be obtained at Franchisee's expense.

(vi) Provide advertising assistance, planning and programs for promotional pieces,
including seasonal and special promotions, layouts for newspapers and
recommendations for their use. Franchisee shall pay DDSI for materials and media
actually used by Franchisee. The cost of these materials and media is not included in -
the NMF Fees described in Section 3.4, above.

(vil) Assistance in opening accounts with selected preferred suppliers.

'b.  The location and scheduling of the services described in this Section 4.3 shall be
at the discretion of DDSI and/or Field Manager.

5. FRANCHISEE'S OBLIGATIONS
5.1 Franchisee Orgarization.

- a..  In the event Franchisee is a corporation, limited liability company (“LLC”) or a
partnership, Franchisee represents, warrants, and covenants that:

(1)  All of the stockholders, LLC members or partnérs of Franchisee shall execute the
Certification and Guaranty attached to this Agreement as Exhibit 2.

(11y If Franchisee is a corporation or LLC, Franchisee shall maintain at all times a
current list of voting securities in Franchisee. If Franchisee is a partnership, Franchisee
shall maintain at all times a current list of all owners of an interest in the partnership. In
the event there is a change in such ownership, Franchisee shall provide such
information to DDSI within five (5) days subsequent to any such change, and shall
execute any documents deemed necessary by DDSI in order to reflect such changes,
including without limitation execution by the new owners of a Certification and
Guaranty.

(11) In the event that any officer or director of Franchisee shall cease to serve as such
or any individual shall be elected as an officer or director of Franchisee subsequent to
the execution of this Agreement, Franchisee shall provide DDSI with notice thereof
within five (5) days subsequent to any such change.

b.  Franchisee acknowledges and agrees that the representations, warranties, and
covenants set forth above in Section 5.1(a), above, are continuing obligations of Franchisee and
that any failure to comply with such representations, warranties and covenants shall constltute an
event of default under Section 9 of this Agreement.

c.  If Franchisee is a corporation, LLC, partnership, or is composed of more than one
individual, one shareholder or partner shall own more than a fifty percent (50%) interest in
Franchisee, or a majority interest in the franchise business, and that shareholder, partner or
individual shall be designated to make all decisions for Franchisee. The designee will have the
authority to cast the deciding vote on all Franchisee decisions of any type, where a decision is
required. Notice to the designee will be notice to all parties involved or associated with
Franchisee.
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5.2 Promotion; Operations.

Franchisee shall use its best efforts to promote actively the sale of INTERIORS by
Decorating Den Products and Services, and to maintain and extend, whenever possible, excellent
INTERIORS by Decorating Den business relations, goodwill, and reputation with customers,
suppliers, and others.

Franchisee shall operate the franchised business in accordance with the Policy and
Procedure Manual. DDSI shall have the right to modify the Policy and Procedure Manual at
any time by the addition, deletion or other modification of the provisions thereof. DDSI
agrees that although such modifications to the Policy and Procedure Manual may be
material in that they may have an effect on the operation of the franchised business, they
may not conflict with or materially alter the terms of this Agreement. All such additions,
deletions or modifications shall be effective (i) five business days after DDSI has deposited
notification to Franchisee with the United States Postal Service properly addressed, or (ii)
the next business day after verified receipt by Franchisee of electronic mail notification, or
(iii) the next business day after notification is posted on DecoNet.

All additions, deletions or modifications to the Policy and Procedure Manual shall
be equally applicable to all similarly situated Franchisees. The Policy and Procedure
Manual, as modified or amended from time to time, shall not alter Franchisee's
fundamental status and rights under this Agreement. As meodified from time to time, the
Policy and Procedure Manual shall be deemed to be an integral part of this Agreement and
references to the Policy and Procedure Manual made in this Agreement, or in any
amendments or exhibits hereto, shall be deemed to mean the Policy and Procedure Manual,
as amended from time to time,

If DDSI produces a printed version of the Policy and Procedure Manual, DDSI shall
lend to Franchisee at no additional charge one copy of the Policy and Procedure Manual.
All copies of the Policy and Procedure Manual shall at all times remain the sole,
confidential and trade secret property of DDSI. Upon the expiration or termination of this
Agreement for any reason whatsoever, Franchisee shall immediately return all printed
copies of the Policy and Procedure Manual to DDSI. Except as specifically permitted by
DDSI, at no time may Franchisee, or its employees or agents, make, or cause to be made,
any copies or reproductions of all or any portion of the Policy and Procedure Manual or
disclose the terms thereof to any other person except employees and agents of Franchisee
when required in the operation of the Franchised Business.

5.3 Use, Display and Ownership of the Marks.

a.  Franchisee shall use only the Marks designated by DDSI and shall use them only
in the manner authorized and permitted by DDSI. Any unauthorized use of the Marks shall
constitute an infringement of DDSI's rights and an event of default under this Agreement in
accordance with Section 9.

b. Franchisee shall use the Marks only for the operation of the INTERIORS by
Decorating Den business franchised hereunder or in advertising related to the Franchise, and
only during the term of this Agreement. Franchisee expressly agrees to cease use of the Marks
after the termination or expiration of this Agreement and shall take appropriate action to remove
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the Marks from Franchisee's ColorVan® vehicle and to cancel any advertising relating to
Franchisee's use of the Marks, including yellow pages listings.

¢.  During the term of this Agreement, Franchisee shall identify itself as the owner of
the franchised business in conjunction with any use of the Marks, including, but not limited to,
use on invoices, order forms, receipts, contracts, stationery, and business cards. Franchisee shall
not use the Marks to incur any obligation or indebtedness on behalf of DDSI. Franchisee shall
not use the Marks as part of its corporate or other legal name. Franchisee shall comply with
DDSI instructions in filing and maintaining the requisite trade name or fictitious name
registrations, and shall execute any documents deemed necessary by DDSI to obtain protection
for the Marks or to maintain their continued validity and enforceability.

d.  Franchisee shall immediately notify DDSI of any infringement of the Marks or
challenge to its use of any of the Marks or claim by any person of any rights in any of the Marks.
Franchisee and Franchisee's principals agree that they will not communicate with any person
other than DDSI and DDSI's counsel in connection with any such infringement, challenge, or
claim. DDSI shall have sole discretion to take such action as it deems appropriate and the right
to exclusively control any litigation, or Patent and Trademark Office or other proceeding arising
out of any infringement, challenge, or claim, or otherwise relating to any of the Marks.
Franchisee agrees to execute any and all instruments and documents, render such assistance, and
do such acts and things as may, in the opinion of DDSI, maintain DDSI's interests in any such
litigation or Patent and Trademark Office or other proceeding, or to otherwise protect and
maintain DDSTI's interest in the Marks.

e,  Franchisee expressly understands and acknowledges that:

(i) DDSI is the owner of the Marks with exclusive rights to use and license the
Marks;

(i1) = Franchisee shall not directly or indirectly contest the validity of the Marks;

(iii) Franchisee's use of the Marks pursuant to this Agreement does not give
Franchisee any ownership or other interest in or to the Marks, except the license granted
by this Agreement. Any and all goodwill arising from Franchisee's use of the Marks in
its franchised operation under this Agreement shall inure solely and exclusively to the
owner of the Marks, and upon the expiration or termination of this Agreement and the
license herein granted, no monetary amount shall be assigned as attributable to any
goodwill associated with Franchisee's use of the System or the Marks;

(iv) The right and license of the Marks granted hereunder to Franchisee is
nonexclusive, and DDSI thus has and retains the right to grant other licenses for use of
the Marks, in addition to those licenses already granted to existing Franchisees, and the
right to develop and establish other systems using the Marks or other names or marks,
and to grant licenses or Franchises thereto without providing any rights therein to
Franchisee;

(v) DDSI reserves the right to add or substitute different Marks for use in identifying
the System and the business operating thereunder if DDSI's currently owned Marks no
longer can be used, or if DDSI, in its sole discretion, determines that the addition or
substitution of different Marks will be beneficial to the System. In such event DDSI
may require Franchisee at Franchisee's sole expense to discontinue or modify
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