ITEM 1 _
' THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES

THE COMPANY

Decorating Den Systems, Inc., a Missouri corporation, is the franchisor of the
“INTERIORS by Decorating Den®” franchise program described in this Offering Circular. The
franchisor will be referred to as “DDSI”, “we”, or “us”; and the person who buys the franchise will
be referred to as “you” throughout this Offering Circular. If you are a corporation, limited liability
company, partnership or other entity, "you" includes the owners of the entity. We do not do
business under any other name. Our headquarters are located at 8659 Commerce Drive, Easton
MD 21601; our telephone number is (410) 822-9001.

We are in the business of franchising mobile interior decorating businesses using the
"INTERIORS by Decorating Den System.” The INTERIORS by Decorating Den System, or the
“System,” features programs and methods for the retail marketing and sale of: custom draperies,
drapery hardware, decorative shades and other window treatments; fabric; furniture; accessories;
wallpaper; carpet and rugs; other home furnishing merchandise; interior decorating services;
installation services; and labor. These products and services are referred to collectively as the
"INTERIORS by Decorating Den Products and Services". The franchised business operates under
the "INTERIORS by Decorating Den" trademarks (the “Marks™}, as described in Item 13.

DECORATING DEN SYSTEMS, INC.'S HISTORY

DDSI, organized under Missouri law in 1969, operated under the name "International Drapery
Fashions, Inc." until December 22, 1971, when its name was changed to "American Drapery
Consultants, Inc." In March 1970, DDSI began franchising a custom drapery business offered
under the name of "Aero Drapery". DDSI began offering Decorating Den franchises in the spring
of 1974, primarily to those persons who were already experienced as Aero Drapery franchise
owners. On March 15, 1978, the company changed its name to Decorating Den Systems, Inc., and
we do not do business under any other name.

DDSI does not operate, and has never operated, company-owned retail outlets. DDSI has not
granted franchises in any other line of business and is not the successor to any previously existing
franchise sales operation. DDSI has not conducted business in any other line of business or offered
franchises in any other line of business, except as described in this Item 1.

A DESCRIPTION OF THE INTERIORS BY DECORATING DEN SYSTEM AND THE
FRANCHISE OFFERED

The System is a comprehensive program for the retail marketing and sale of: custom draperies,
drapery hardware, decorative shades and other window treatments; fabric; fumniture; accessories;
wallpaper; carpet and rugs; other home furnishing merchandise; interior decorating services;
instailation services; and labor. Retail sales are made by Franchisees, their trained employees or
third party contractors, who serve the customer in the customer's home or office on an appointment
basis. The System features a ColorVan® -- a specified vehicle to be used in your business
equipped with fabric, carpeting, wall coverings and other samples for presentation at the customer's
home or office. The ColorVan® vehicle displays the Marks, including the room icon, and serves
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as a highly visible advertisement of your services, You assist the customer in the selection of
fabrics, colors, window treatment design, furniture, accessories and carpet, and place product
orders with suppliers. You also arrange for qualified installers to perform the installation of
custom-made draperies, carpeting or other interior decorating products that require skilled
installation. There are no federal regulations specific to the industry in which you will operate, but
several states regulate some categories of home installation services. You should make further
inquiries regarding state laws that may apply to your business and laws that apply generally to all
businesses.

An INTERIORS by Decorating Den franchised business is highly specialized and thus requires
on-going training. We offer training in all aspects of the System, as described in more detail in
Item 11 of this Offering Circular. The franchised business does not require an investment in
inventory or a sewing workroom, because virtually all sales are made upon presentation of
samples. The finished product is generally manufactured or warehoused by its supplier. You
provide customer service in the customer's home or office using a ColorVan® vehicle to transport
the selection of samples and catalogs. Therefore, a retail location is typically not required.

The market for the services of an INTERIORS by Decorating Den franchised business is both
well developed and competitive. You must compete with a variety of interior decorating
professionals and a variety of vendors of competitive home furnishings services, The System
offers the unique competitive advantage to you of bringing samples and catalogs directly to the
customer's home or office.

We offer one primary type of franchise -- the INTERIORS by Decorating Den Franchise. The
Franchise includes the exclusive right to market your business in a specific territory ("Territory™),
typically one or more Zip Codes. Your specific Territory will be identified in your Franchise
Agreement,

We also offer through a separate offering circular a second type of franchise known as District
Developer. Only experienced INTERIORS by Decorating Den Franchisees qualify for this
Franchise.

INTERIORS BY DECORATING DEN FIELD MANAGERS

We have organized the country into a number of geographic regions and districts, which do not
overlap. We have appointed Regional Directors in some of these regions, Regional Managers in
some other regions, and District Developers in the districts. We refer to all three of these personnel
classifications collectively as “Field Managers.”

In a number of the regions we have licensed Regional Directors to offer and sell
INTERIORS by Decorating Den franchises and to provide certain services to all franchisees
located in the Region. The services provided include assistance with start-up, education and
training, management and other business assistance, and collection of payments. If you will be
located in a region for which we have licensed a Regional Director to offer franchises, you will
sign a “three-party” Franchise Agreement. A three-party Franchise Agreement will be signed by
you, the Regional Director, and DDSI. Where we have not appointed a Regional Director, the
Franchise Agreement will be executed by you and us. -
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In some regions we have licensed Regional Managers or District Developers to provide start-
up, education and training, and management and other business assistance to the franchisees in the
region or district. Regional Managers and District Developers are not licensed to offer or sell
franchises. Regional Managers and District Developers are not a party to other franchisees’
Franchise Agreements in their regions or districts.

In this Offering Circular, where we refer to the “Field Manager” performing services, the
reference encompasses Regional Directors, Regional Managers and District Developers, whereas a
reference to “Regional Director” refers specifically to that office.

If we have appointed a Regional Director, a Regional Manager, or a District Developer for the
area that includes your Territory, you will find additional disclosure information about that Field
Manager at Exhibit A. ‘

ITEM 2
BUSINESS EXPERIENCE

Chairman of the Board and Director of Internatmnal Division: JAMES S. BUGG

Mr. Bugg has served as Chalrman of Decorating Den Systems, Inc. and Director of DIDSI's
International Operations since September, 1994. From 1985 to the present he has served as a
member of the Board of Directors; from 1985 until September 1994, Mr. Bugg served as DDSI
President and Chief Operating Officer. He currently serves as Chairman of the Yellow Ribbon
Fund, Inc., a non-profit, charitable organization committed to organizing community support for
our injured service men and women. Mr. Bugg is also a past Chairman of the International
Franchise Association,

Vice President, Director of Design and Director: CAROL DONAYRE BUGG, AS.LD.

Mrs. Bugg has served as Director of Design since February, 1988, and as a member of the
DDSI Board of Directors since 1988. In late May 1985, Mrs. Bugg incorporated Decorating
Systems-National Capitol, Inc, an INTERIORS by Decorating Den Region, of which she is the
president. Mrs. Bugg is an accomplished author and lecturer. Her books include Divine Design, a
tribute to DDSI’s 25" Anniversary, and Smart & Simple Decorating, published by Time/LIFE Inc.
in 1999, and Creating Great Guestrooms, published in 2005, She has lectured at the Smithsonian
and taught decorating classes for Mount Vernon College and Montgomery Wards. Mrs. Bugg
received her formal training at the International Institute of Interior Design in Washington, D.C.
and the Parsons School of Design in Paris.

President and Chief Executive Officer: JAMES S. BUGG, JR.

Before joining DDSI, Mr. Bugg was the regional marketing director for Decorating Den
National Capitol Region from October 1984 to November 1986. Mr. Bugg joined DDSI as
Assistant Franchise Director in November 1986. In 1989, Mr. Bugg was promoted to Vice
President of Franchise Sales. He was promoted to Vice President of Operations on November 1,
1991. In July of 1993 he was promoted to Executive Vice President and Chief Operating Officer.
On September 1, 1994, Mr. Bugg was promoted to President and Chief Executive Officer of
Decorating Den Systems, Inc. Mr. Bugg is also a Director of DDSI. Mr. Bugg holds a B.S.
degree from the University of Maryland. In 1993 he completed the “Program for Management
Development” at Harvard Business School.
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Executive Vice President & Chief Operating Officer: JAMES B. DEERIN, JR.

Before joining DDSI in April of 1998, Mr. Deerin was a Managing Director and General
Counsel of JHM Capital Management, an investment management subsidiary of John Hancock
Mutual Life Insurance Company from January 1989 until April 1998. He is a graduate of George
Washington University Law School and The Citadel.

Chief Financial Officer, Treasurer: BRUCE B. BOWERS

Mr. Bowers joined DDSI in July, 1978 as Chief Financial Officer. Mr. Bowers has also
served as the Trustee for the Decorating Den National Marketing Fund Trust and the Decorating
Den Merchandising Incentive Fund Trust since their formation in 1984. He received his Masters
degree from the University of Illinois and his CPA certificate in 1961. Prior to joining DDS], he
worked as an auditor for the firm Peat, Marwick, Mitchell and as a project manager for Blue Cross
— Blue Shieid.

Senior Vice President, Retail Operations: JOANNE NORTH

Mrs. North began her career with Decorating Den in 1977. She has been involved in a
variety of managerial positions with DDSI at our headquarters office. Managerial positions held by
her include: accounting, merchandising and training. In 1980 she purchased an
INTERIORS by Decorating Den franchise. In 1985 she became co-owner with Sue Pelley and
Regional Director of the Indiana/Tllinois region, making it the number one region for 15 years, and
she was appointed regional Vice President. In September, 2000 she became DDSI’s Vice President
of Franchise Services and Support, and since May 1, 2004 she has served as Senior Vice President,
Retail Operations.

Vice President, Franchise Development: GARY L. MATTSON

Mr. Mattson joined DDSI as National Marketing Director on August 1, 1998 and was
subsequently promoted to Vice President of Franchise Development. From August 1997 to May
1998 he was Vice President of Franchise Licensing for Money Mailer, Inc. in Garden Grove,
California. He served as Executive Vice President of General Business Serv1ces and EK. Williams
& Co from October 1994 to March 1997 in Waco, Texas.

National Spokesperson: SUE PELLEY

Mrs. Pelley joined Decorating Den in 1974. She has held a varniety of positions, including
Vice President of Communications, Senior Vice President of Retail Sales and Regional Director in
Indiana and Illinois with JoAnne North, In August of 2000 she became the full time National
Spokesperson, appearing in design shows on HGTV, speaking at home shows, and conducting
design seminars.

Director of Training and Education: DALE S. BRUSS

In Qctober 1988, Mrs. Bruss was named Decorating Den's Divisional Coordinator for the
Northeast U.S. In July 1989 she was appointed Training Manager and subsequently, Director of
Training and Education in September 1991, Prior to joining DDSI, Mrs. Bruss held account
executive positions with Aero Draperies and Carole Fabrics, serving customers in Maryland,
Virginia and North Carolina. Earlier in her career, Mrs. Bruss held management positions with
retail companies, Minnesota Fabrics and the May Company Department Stores.
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Vice President, Program Development: KEVIN V. ATKINSON

Mr. Atkinson joined DDSI in 1986 as a junior accountant. He became an accountant, and
then was promoted to Director of Administration in 1990. Mr. Atkinson left DDSI in January,
1995 and from then until December, 1999 was CEO of Atkinson & Webb, Inc., an insurance
agency in Mclean, VA specializing in insurance for franchise businesses. From December, 1999
to August, 2002 he was employed by Alliances Abroad, Inc. in Washington, D.C. as Senior
Director of Sales and Marketing. He rejoined DDSI in August, 2002 as Vice President, Program
Development. He is also involved in sales and marketing of INTERIORS by Decorating Den
franchises.

Regional Directors/Regional Managers/District Developers

In certain instances, DDSI has appointed Regional Directors, Regional Managers and
District Developers who undertake certain responsibilities for services provided to you in their
geographical regions, as discussed in Item 1. The principal occupation and business experience
during the last five years of the Regional Director, Regional Manager or District Developer for the
Region(s) covered by this Offering Circular are set forth in Exhibit A to this Offering Circular.

Franchise Salespersons and Brokers

DDSI or the Regional Director has a number of franchise salespersons and/or brokers
registered to sell INTERIORS by Decorating Den franchises. The function of the franchise
salesperson or broker is to qualify and screen prospective candidates for the System. The franchise
salespersons or brokers, if any, who are authorized to operate in this state are set forth in Exhibit G
to this Offering Circular if required.

ITEM 3

LITIGATION
1. Pending Litigation and Arbitration Proceedings

a. Pending Lepal Proceedings

None.

b. Pending Arbitration Cases

None.

Other than the 7 resolved cases described in Exhibit J, no litigation is required to be
disclosed in this Offering Circular.
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ITEM 4
BANKRUPTCY

No officer or director of DDSI or its affiliated corporations previously identified in Items 1
or 2 of this Offering Circular has been involved as a debtor in proceedings under the U.S.
Bankruptcy Code so as to require disclosure in this ftem 4,

If we have appointed a Field Manager for a region that includes your Territory, you will -
find additional disclosure information about that Field Manager at Exhibit A.
ITEM 5
INITIAL FRANCHISE FEE

The Initial Franchise Fee for an INTERIORS by Decorating Den Franchise is $29,900.

DDSI is a member of the International Franchise Association and participates in the IFA’s
VetFran program. We offer a reduced Initial Franchise Fee of $26,900 for veterans of the
United States armed forces who meet the requirements of the VetFran program. Details about
applicant qualifications for this program are available on request.

The Initial Franchise Fee must be paid in full at the time you sign the Franchise
Agreement; it is fully earned when we sign the Franchise Agreement, and is not refundable.

The Initial Franchise Fee is'uniform as to all new franchises now being offered by DDSI,

However, the amount of the Initial Franchise Fee has changed over time, and, therefore, not all
Franchisees currently in the system have paid the same Initial Franchise Fee,
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