Item 1
THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES

The franchisor is EQ3 Franchise Holdings, Inc., and will be referred to in this document
as “EQ3FH,” “we”, “us” or “our’. “You” is the franchisee or the person or legal entity (includes
a corporation, partnership, limited liability company or other entity) buying the franchise. We
will require you to establish and maintain a separate limited liability entity, for the sole purpose
of establishing, maintaining and operating the EQ3 Franchised Business and all associated
business. “You” also includes your direct and indirect, legal and beneficial owners. We call
them “principals”. We may also refer to our or your “Related Parties.” This term means each
person, association or entity who, or that, directly or indirectly or by or through one or more
intermediaries controls; is controlled by or is under common control with us or you.

EQ3FH is a Delaware corporation that was incorporated on October 14, 2003. EQ3FH
does business only under the name EQ3 Franchise Holdings, Inc. or under the trademark EQ3™.
Our principal business address in the United States is 220 South Elm Street, High Point, North
Carolina 27260. Our international home office is 55 Furniture Park, Winnipeg, Manitoba R26
1B9 Canada. Our international office is shared with all companies under common ownership
with us. Our agents for service of process are disclosed in Exhibit C.

Our Predecessors and Affiliates
We do not have any predecessors.

We are a wholly owned subsidiary of EQ3 Holdings, Inc. (“Holdings-US”), which is a
Delaware corporation incorporated on October 14, 2003. Holdings-US’s principal place of
business is also 220 South Elm Street, High Point, North Carolina 27260.

The EQ3 Store concept was created and initially developed by Palliser Furniture, Ltd., a
Canadian corporation (“PFL”), located at 55 Furniture Park, Winnipeg, Manitoba R26 1B9
Canada. PFL is the parent of Palliser Furniture Corporation, a North Dakota corporation
(“PFC”). PFC maintains its principal place of business at 192 Murdock Road, Troutman, North
Carolina 28166. PFC is the parent company of Holdings-US.

PFL licensed its EQ3™ trademark and the EQ3™ merchandising concept in the United
States to Holdings-US, which in turn has sublicensed the trademark and merchandising concept
to us for purposes of operating a franchise system (the “EQ3 Franchise System™) in the United
States. ‘

EQ3 Stores are also currently being franchised in Canada. The Canadian franchise system
is being operated by our affiliate EQ3 Franchise Holdings, Ltd. (“EQ3CAN"), located at 55
Furniture Park, Winnipeg, Manitoba R26 1B9 Canada. EQ3CAN is a Canadian corporation
under common ownership with us that has been licensed by its parent corporation, EQ3
Holdings, Ltd. (“Holdings-Can”) to franchise EQ3 Stores in Canada. (See Item 13.) PFL is the
parent company of Holdings-Can. Except for EQ3CAN, none of our other Related Parties have
offered or sold franchises in this or any other line of business.
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Our Business

Our sole business is the franchising of rights for the operation of EQ3 Stores in which
EQ3 Products and other approved products will be offered for retail sale by our franchisees. We
began offering franchises in August 2004. No other franchising has ever been conducted by us.
We do not operate businesses of the type being franchised to you. We have previously provided
consulting services to some EQ3 dealers set up by PFL. (See “Prior Business Experience”
below.) It is possible that Holdings-US or one of its Related Parties may operate retail stores in
the United States under the EQ3 trademark. We do not engage in other business activities and
have never offered franchises in any other line of business.

The Franchises We Offer

PFL developed and owns the rights to the retail furniture concept known as the EQ3
Store Program which is designed to enable the establishment and operation of an EQ3 Store for
retail sale of specified furniture products to the general public under the EQ3™ trademark. PFL
licensed to Holdings-US and we have acquired the right from Holdings-US to use the EQ3 Store
Program to develop, establish, operate and service EQ3 Stores under the EQ3™ trademark, and
to offer franchises to others. ‘

The EQ3 Store Program includes trademarks, advertising, publicity, training programs,
and other policies, procedures, techniques and requirements described in the Franchise
Agreement or the EQ3 Operations Manual. The EQ3 Store Program may be modified at our
discretion and franchisees must comply with the EQ3 Store Program as it exists.

Franchisees will get a license to operate one Franchised Business using the EQ3 Store
Program and the Trademark within a defined territory at approved premises.

We will be the supplier of EQ3 Products to our franchisees. We or our Related Parties
will also supply you with other goods you may purchase for your operation of the EQ3 store (the
“Related Products™). In doing so, we will initially rely upon the supply experience of PFC and
PFL. Both of those companies have a lengthy history of supplying furniture to retailers,
including the supply of EQ3 Products to numerous non-franchise retailers or distributors in the
United States and Canada. PFL and PFC intend to continue supplying EQ3 Products to retailers
and distributors authorized to distribute EQ3 Products outside of the EQ3 Franchise System
(“EQ3 Distributors”). PFL has established EQ3 “In-Store Galleries” for EQ3 Products with
some EQ3 Distributors, consisting of floor space in a retail furniture store, department store or
multi-line retailer dedicated to EQ3 Products. Your rights and PFL’s obligations regarding EQ3

In-Store Galleries are discussed 1n Items 12 and 13.

Franchises Offered by Our Affiliate

EQ3CAN commenced offering franchises for EQ3FH Stores in Canada in October, 2003.
As of the date of this Offering Circular, there are 2 stores being operated as franchises in Canada.
There are also 2 stores being operated as EQ3 Stores under siupply agreements or unwritten
arrangements with PFL, some of which may be offered the opportunity to convert to the
franchise program.
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Prior Business Experience

PFL has been in the business of manufacturing furniture and related items for over 60
years. In addition to the EQ3 Products discussed in this Offering Circular, PFL has and will
continue to manufacture furniture and related items under its mark “Palliser” and other brands in
various channels of distribution within and outside your Territory.

The EQ3 Store Program was first developed by PFL. It was the original intention of PFL
to have dedicated dealer relationships throughout Canada and the United States. The first EQ3
Store in the United States pursuant to an arrangement with PFL opened in December, 2002 in
Grand Rapids, Michigan. There is no written agreement with PFL defining the status of that
store, but it has been in continuous operation as a dealer of EQ3 Products under the EQ3™
trademark since its opening. The second U.S. EQ3 Store opened in the San Francisco area in
Tune 2003 as a dealer of EQ3 Products under a Product Supply Agreement between the owners
of the store and PFL. The third EQ3 Store in the U.S. opened in October 2003 in New York
City, the fourth U.S. EQ3 Store opened in October 2003 in Torrance, California, the fifth U.S.
EQ3 Store opened in November 2004 in North Carolina, a sixth U.S. EQ3 Store opened in July
2004 in Virginia, and a seventh store opened in December 2005 in Burbank, California. All of
these stores were opened by independent dealers, except the Torrance store which was opened by
one of our affiliates. The Torrance store has been managed since July 2005 by the dealer that
opened the Burbank store, and the San Francisco dealer opened another store in Emeryville,
California. Like the Michigan store, there is no written agreement with PFL defining the status
of either the New York City, Torrance, North Carolina, Virginia or Burbank stores. We
provided consulting services to some of these EQ3 Stores after we were organized. However,
PFL originally intended that the New York, North Carolina and Virginia area stores would
operate in a manner similar to the San Francisco and Michigan stores. The New York City store
converted to an In-Store Gallery in June 7004. We have offered some of these existing EQ3
Store dealers an opportunity to become a franchisee without the payment of an initial franchise

fee.

EQ3 Retail Holdings, Ltd., a Canadian company under common ownership with us, has
been operating a corporate store in Winnipeg, Manitoba, Canada since November, 2001. EQ3
Retail Holdings, Ltd. opened other corporate stores in Yaletown, British Columbia in May, 2004,
in Polo Park, Winnipeg, Mauitoba in January 2005, and in Calgary, Alberta in April 2005. The
Valetown store is now being managed by another party. These are the only furniture stores
operated by any of our related companies. EQ3 Retail Holdings, Ltd. may open additional EQ3
Stores in Canada in the future, and plans to open a store in Calgary, Alberta within the next
several months. Also, if is possible that one of our related companies may in the future operate
one or more corporate EQ3 Stores in the United States, inside or outside your Territory.

General Market/Competition

The market in North America for contemporary furniture products and accessories like
those we offer is developing. Your target age group is the 25-45 age group, with good
penetration in the 18-25 and 46+ age groups. Your target market from a price stand point is
upper introductory to the mid-price point market. You will face competition from local retailers
selling products similar to ours as well as from regional and national contemporary furniture
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retailers, in either the introductory or mid-price point market, including Ikea, Plummers, Crate &
Barrel, Restoration Hardware and Bo Concepts. You may also face competition from entities
that sell competing products via the Internet.

Depending on the location of your EQ3 Store, you may face competition from one or
more EQ3 Distributors with In-Store Galleries. In addition, as of the date of this Offering
Circular, the dealers” EQ3 Stores discussed above are currently being supplied EQ3 Products by
PFL or PFC. You may also face competition from us or from affiliates or third parties who may
be selling EQ3 Products through catalog sales or over the Internet.

Regulations

Our franchisees are subject to the following types of regulations in addition to laws
applicable to business generally in your state: retailer licensing laws, which vary by state and
sometimes by county or municipality, and privacy requirements. You may need other specific
types of licenses required by the jurisdictions in which you will operate. Check with your lawyer
to learn about specific laws applicable to your business.

Agreements You will Execute for the Franchise

To obtain a franchise, you will first submit to us an Application for Franchise Award
(Exhibit D). If we allow you to se¢ the EQ3 Operations Manual before you sign a Franchise
Agreement, you will have to sign a Confidentiality Agreement (Exhibit E). If your Application
is approved, you will execute the Franchise Agreement (Exhibit F), Appointment of
Agent/Power of Attorney (Schedule J to Exhibit F), Conditional Assignment of Telephone
Number, Telephone Listings and Internet Presence (Schedule K to Exhibit F), the Product
Supply Agreement (Exhibit H), a Security Agreement (ExhibitI), and an Entity Profile
(Exhibit J). If we are willing to grant to you the right to obtain franchises for additional EQ3
Stores in your Territory, you will also execute the Additional Outlets Rider (Schedule C to
Exhibit F). After you execute the Security Agreement, the Security Agreement authorizes us 1o
file a UCC-1 Financing Statement in the form attached to Exhibit I. You will also have to
execute the Franchisee Disclosure Questionnaire (Exhibit K) and Receipt of Franchise Related
Documents (Exhibit L). All of your owners, officers, managers, employees and others who
have access to our confidential information will have to sign an All Hands Confidentiality
Agreement (Schedule N to Exhibit F).

Principal’s Obligations

If you are an entity, your principals must sign the Guaranty and Indemnification
Covenant attached as Schedule I to the Franchise Agreement (Exhibit F). This Guaranty will
also impose confidentiality obligations. All principals must also sign the Principals’
Acknowledgement following the signature lines of the Franchise Agreement each agreeing to
accept and be bound by their specific rights and duties in the Franchise Agreement.
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Ttem 2
BUSINESS EXPERIENCE

Our officers, directors and executives and employees who will have management
responsibility regarding the franchises offered to you are described below.

President and Director: Peter Tielmann

Mr. Tielmann has been EQ3FH’s President and a Director since its inception in October 2003.
In addition to his duties with EQ3FH, Mr. Tielmann has been PFL’s Senior Vice President-EQ3
since September 2003, and President of EQ3CAN since its inception in October 2003. He was
also PFL’s Senior Vice President - Imports from.September 2003 to March 2005. Mr. Tielmann
joined PFL in January 1999, and was the Director of Corporate Marketing from December 1999
to November 2000 and was Vice President of Marketing and Business Development from
November 2000 to September 2003. He works from PLF’s offices in Winnipeg, Manitoba,
Canada.

Vice President and Director: Arthur DeFehr

Mr. DeFehr has been EQ3FH’s Vice President and a Director since its inception in October
2003. In addition to his position with EQ3FH, Mr. DeFehr has served as EQ3CAN’s Vice
President since its inception in October 2003. Mr. DeFehr has been with PFL since 1967,
serving as its President since December 1985, and becoming its Chief Executive Officer (while
retaining the Presidency) in February 1996. He works from Winnipeg, Manitoba, Canada.

Secretary/Treasurer and Director: J. Reginald [Reg] Kliewer

Mr. Kliewer has served as EQ3FH’s Secretary and Treasurer and a Director since its inception in
October 2003. Mr. Kliewer has been EQ3CAN’s Secretary and Treasurer since its inception in
October 2003 and also has served as PFL’s Senior Vice President of Finance since March 2002.
Mr. Kliewer joined PFL in May 1991, and was its Vice-President of Finance from that date to
March 2002. He works from Winnipeg, Manitoba, Canada.

Director of Corporate Affairs; Manager of Corporate Services for PFL: Diane Dawiskiba

Ms. Dawiskiba has served as Manager of Corporate Services for PFL since October 1999 and in
that capacity is responsible for EQ3’s franchise program. She also has been Director of
Corporate Affairs for EQ3FH and our affiliate, EQ3 Franchise Holdings, Ltd. since October
2003. She works from Winnipeg, Manitoba, Canada.

Controller for PFL: Willie Janzen

Mr. Janzen has been the Controller of the EQ3 division of PFL since September 2003. From
September 2002 to August 2003, he was Controller, Sales and Marketing for PFL. From August
2000 to August 2002, he was Controller, Upholstery Group Division of PFL. He works from
Winnipeg, Manitoba, Canada.
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Sales Manager - EQ3 for PFL: Nathan Dick

Mr. Dick has been the Sales Manager - EQ3 for PFL since April 2003. From October 2002 to
April 2003 he was PFL’s Merchandising Manager - EQ3. From January 2001 to October 2002,
he was PFL’s Administrative Manager - EQ3. From March 2000 to January 2001, he was PFL’s
Market Research Coordinator. From April 1999 to March 2000, he was a Product Analyst for
PFL. He works from Winnipeg, Manitoba, Canada.

Item 3
LITIGATION

No litigation is required to be disclosed in this Offering Circular.

Item 4
BANKRUPTCY

No person previously identified in Items 1 and 2 of this Offering Circular has been
involved as a debtor in proceedings under the United States Bankruptcy Code required to be
disclosed in this Item.

Item 5
INITIAL FRANCHISE FEE

Initial Franchise Fee

Franchisees must pay an initial franchise fee of $25,000 (the “Initial Franchise Fee”) in 2
installments. The first $5,000 installment of the Initial Franchise Fee is a down payment which
must be paid with the submission of your Application for a Franchise Award. If you request it,
we will send you an Application approximately 10 business days after your receipt of this
Offering Circular. If your Application is approved, you must pay us the balance of the Initial
Franchise Fee (3520,000) when you execute the Franchise Agreement. We may offer some
qualified franchisees the opportunity to pay the Initial Franchise Fee in installments. (See Item
10.) If your Application is denied or if you choose not to enter into the Franchise Agreement
after providing your down payment and initial document submissions to us, we will return
$3,000 of your down payment, but will retain the other $2,000 of the down payment to cover our
administrative and legal costs.

If you enter into a Franchise Agreement, both you and EQ3FH will have the option to
terminate the Franchise Agreement if a suitable site to establish your EQ3 Store is not approved
by us within 150 days from the execution of the Franchise Agreement. If the option is exercised
and you fully comply with the conditions of termination, we will refund $10,000 of the Initial
Franchise Fee to you, but will retain the other $15,000 in consideration of the time, effort and
expenses incurred by us during our relationship with you.

Except as provided above, the Initial Franchise Fee is not refundable.
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We may offer some existing EQ3 Store dealers the opportunity to become franchisees
without the payment of an Initial Franchise Fee.

Opening Inventory of EQ3 Products

You must purchase an opening inventory of EQ3™ Products from us. We estimate that
the initial order will be for between $120,000 and $150,000. (See Item 7.) If you qualify, we
will provide you with 30 days credit for your initial order of EQ3™ Products. (See Items 7 and
10.) The payment for the initial order is not refundable. ' ‘

-

Implementation Services

You must use our millwork, design, merchandising and on-site training services at your
EQ3 Store to develop and open the store (“Implementation Services”). These implementation
services are estimated to be between $7 to $10 per square foot, depending upon the size,
complexity and condition of your store and local labor rates because cach job is different,
estimated at $35,000 to 50,000 for a 5,000 square foot store, $52,500 to $75,000 for a 7,500
square foot store, and $70,000 to $100,000 for a 10,000 square foot store. Implementation
services for small stores may be closer to the $11 per square foot figure, and Implementation
Services for merchandising will be significantly less for any additional EQ3 Stores you may
open. After we have agreed upon an acceptable location for the EQ3 Store in the Territory, we
will prepare a quotation for Implementation Services for the location listing the required goods
and services and estimated costs and deliver it to you. We have the discretion to request
prepayment by you of the Implementation Services. Otherwise, invoices for certain goods
included in the Implementation Services will be sent on shipment and payable 30 days after the
date of invoice. We will invoice you for the rest of the Implementation Services upon
completion, also payable 30 days after the date of invoice. The payment for Implement Services
is not refundable.

Computer Hardware and Point of Sales System

We will also provide you with our required hardware and version of Point of Sales
(“POS”) software and will arrange for installation of the POS software and hardware network at
your cost and payable on your receipt of our invoice (See Items 7, 8 and 11), the cost of which
will be $25,000 to $35,000, and you must pay the first month’s Technical Support Fee, which is
$200 or greater. (See Item 6.) These payments are not refundable.

[Balance of page left intentionally blank}
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Name of Fee!”

Rovalty Fee

Annual License Fee for
Software

Technical Support Fee for
Software

Ad Fund Fee

Additional Advertising
Expenditu:es(‘)

Ongoing Product
Purchases of EQ3
Products and Related
Products

Transfer Fee
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Ttem 6
OTHER FEES

Amount or Formula

You have the choice of
paying either 3% of the
monthly Gross Revenues®
of your EQ3 Store, or a
fixed amount per calendar
quarter depending on
whether this is your first
store ($5,000), second
store ($2,500), or a third or
subsequent store ($1,250).

$4,800 per year (payable
monthly)

$2,400 minimum per
franchise per year plus
applicable taxes.”

Up to 1% of your annual
Gross Revenues.?

Total of 6% of your annual
QGross Revenues.?

Qur wholesale price for
franchisees CIF on receipt
of orders, less applicable
discounts and incentives.
We estimate that the
average EQ3 Store will
purchase about $80,000 of
these products per month.

$10,000 for third party
transfer; $2,000 for
Related Party transfer.

Due Date

Payable monthly by the
15th day of the following
month if you elect monthly
royalties, or by the 15 day
of the first month
following the calendar
quarter if you elect quarter
payments.

Payable monthly by the
due date set by the
software vendor

Payable monthly by the
15" day of each month.

Payable quarterly within
30 days of end of quarter.

(Note 4)

Net 30 days after invoice
(on shipment) unless
financed; may require
payment before delivery if
your credit is not in good
standing.

At time of initiation of
transfer process. '

Remarks

Monthly records required
by the Franchise
Agreement must be
submitted with payment.
(See Item 9.)

(See Items 5,7, 8, 9 and
11)

(See Items 5,8, 9 and 11.)

‘When Advertising Fund is
instituted. See Item 11 for
a description of the use of
this fee.

No later than the 15th day
of each quarter, you must
provide us with copies of
all advertisements and an
accounting of all monies
expended during the
previous quarter.

30 days notice of price
increases for EQ3
Products.

Franchisee assets and the
principals' interests may
not be transferred without
our prior written approval
subject to conditions. (See
Ttem 9.}
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Name of Fee'V

Renewal Fee

Interest on Overdue
Amounts

Fees on Default and
Indemnity

Audit Charge

Expense reimbursement
under the Security
Agreement

Indemnification

Catalogs
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Amount or Formula

First Renewal $3,500
Second Renewal: $5,000.

Interest after the due date
at the lesser of Bank of
America’s ptime rate of
interest for  Charlotte,
North Carolina plus 5%, or
the maximum amount of
interest allowed by
applicable law.

Attorney’s fees, costs and
interest.

Cost of Audit.

Expenses when we are
performing your duties,
plus interest at 15% or the
maximum allowed by
applicable law.

Our and our Related
Parties’ liability, claims,
damages (including
consequential), losses and
expenses, including
attorney’s fees.

You can choose from
among 3 payment options.
(See Note 5)

Due Date

At time of renewal.

As accrued.

On demand, as incurred.

On Billing.

On demand.

As Incurred.

{See Note 5)

Remarks

Franchisee must comply
with conditions of Section
13 of the Franchise

Agreement. (See Items 9
-and 17.)

Applies to all amounts due
to us and our Related
Parties.

Paid in addition to other
payments to us.

If audit reveals under
payment of 5% or mote of
Royalty Fee or
Advertising Fees or
records are unavailable at
time of audit.

Applies if you fail to
perform your duties under
the Security Agreement.

Arising out of your breach,
your business or activities,
operation of your EQ3
Store, your or your agents’
servants’, employees’,
contractees’, or customers’
acts or omissions,
including claims for
property damage, injury or
death, excluding claims
regarding defective EQ3
Products, misleading POP
or advertising we provide.

You will need to purchase

catalogs for your
Franchised Business.
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Notes:

All fees are imposed by and payable to EQ3FH except for the majority of your advertising expenditures
(exchuding the Ad Fund Fee), which you will pay directly to the vendors and media outlets. All fees
payable to us are non-refundable. ‘

“Gross Revenues” is defined in the Franchise Agreement as “the entire amount of the actual sales price,
whether for cash, credit or otherwise, of all sales of goods and services, including without limitation
extended warranty packages and revenue derived from delivery and installation services performed by you
and all other revenue derived in respect of the Franchised Business, and all other receipts whatsoever from
all business conducted upon or originating from the Premises, including the proceeds from any business
interruption insurance received with respect to the Franchise, excluding taxes collected and paid to the
appropriate taxing authority, refundable deposits until they become non-refundable and revenues collected
for installation or delivery services if performed by a third party, and any Internet sales. Each charge or
sale upon installment or credit shall be treated as a sale for the full price during the reporting period in
which the charge or sale is delivered, regardless of the time when you receive payment (whether full or
partial).”

The minimum required payment provides for 24 hours annually at the current minimum hourly rate of
$100, plus applicable taxes. At a minimum you will be billed $200 monthly. Any usage over 24 hours
annually will be billed at the then current hourly rate. We are permitted by the Franchise Agreement to
make reasonable increases to the hourly rate. '

In addition to your Ad Fund Fee (which is payable to us), you must participate locally in national
advertising campaigns initiated by us and also conduct your own local advertising campaigns. These
expenditures must total at least 6% of the annua! Gross Revenue of your EQ3 Store. (See Item 7 - Note
10.) The majority of these advertising expenditures will be paid to local vendors and media outlets (on the
terms negotiated by you); however, you may be requested to purchase advertising materials from us {at
cost) for the national coordinated campaigns.

You will have to commit for your orders of catalogs (5,000 minimum) at least 4 weeks prior to shipping.
You can choose from among 3 payment options:

Option A

Al) Quantity 5,000 - $10,750 landed ($2.15 per catalog)

A2) Buy 10,000 get 5,000 free. Total cost $21,500 ($1.43 per catalog)
A3) Buy 16,000 get 9,000 free. Total cost $34,400 ($1.38 per catalog)
Ad) Buy 24,000 get 16,000 free. Total cost $51,600 ($1.29 per catalog)

QOption B

Select quantity from Al, A2, A3 or A4 above.

Half the order ships by Qctober 30, payment due in 30 days from shipment.
Half the order ships at end of December, payment due in 30 days from shipment.
Pricing: Option plus 8% premium

-10-
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