SEA TOW SERVICES INTERNATIONAL, INC.

INFORMATION FOR PROSPECTIVE FRANCHISEES
REQUIRED BY THE FEDERAL TRADE COMMISSION

LL L2 2

TO PROTECT YOU, WE HAVE REQUIRED YOUR FRANCHISOR TO GIVE YOU THIS
INFORMATION. WE HAVE NOT CHECKED IT, AND DO NOT KNOW IF IT IS CORRECT. IT
SHOULD HELP YOU MAKE UP YOUR MIND. STUDY IT CAREFULLY. WHILE IT INCLUDES
SOME INFORMATION ABOUT YOUR CONTRACT, DO NOT RELY ON IT ALONE TO
UNDERSTAND YOUR CONTRACT. READ ALL OF YOUR CONTRACT CAREFULLY. BUYING A
FRANCHISE IS A COMPLICATED INVESTMENT. TAKE YOUR TIME TO DECIDE. IF POSSIBLE,
SHOW YOUR CONTRACT AND THIS INFORMATION TO AN ADVISOR, LIKE A LAWYER OR AN
ACCOUNTANT. IF YOU FIND ANYTHING YOU THINK MAY BE WRONG OR ANYTHING
IMPORTANT THAT HAS BEEN LEFT OUT, YOU SHOULD LET US KNOW ABOUT IT. IT MAY BE
AGAINST THE LAW,

THERE MAY ALSO BE LAWS ON FRANCHISING IN YOUR STATE. ASK YOUR STATE
AGENCIES ABOUT THEM.

FEDERAL TRADE COMMISSION
WASHINGTON, D.C, 20580
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ﬂ m FRANCHISE OFFERING CIRCULAR
® SEA TOW SERVICES INTERNATIONAL, INC.
- aNew York corporation
1560 Youngs Avenue

Southeold, New York 11971
631/765-3660

The franchise offered is for the right to own and operate a single “Sea Tow” marine services business,
consisting of all services provided in or via the water, including, without limitation, assistance, towing,
transportation and environmental services on a membership and non-membership basis, and the marketing of such
services.

The initial franchise fee for a franchise will range from $5,500 to $35,000 depending on the size of the
area, and in certain circumstances will also include a franchise membership valuation, where there is an existing
membership base and revenue. The estimated initial investment required for the establishment of a “Sea Tow”
franchise, including the initial franchise fee, is from $79,530 to $151,820 total investment, which is described more
fully in Item 7 of this Offering Circular.

RISK FACTORS:

1. THE FRANCHISE AGREEMENT PERMITS THE FRANCHISEE TO LITIGATE WITH THE
FRANCHISOR ONLY IN NEW YORK. OUT OF STATE LITIGATION MAY FORCE YOU TO
ACCEPT A LESS FAVORABLE SETTLEMENT FOR DISPUTES. IT MAY ALSO COST MORE TO
LITIGATE WITH THE FRANCHISOR IN NEW YORK THAN IN YOUR HOME STATE.

2. THE FRANCHISE AGREEMENT STATES THAT NEW YORK LAW GOVERNS THE AGREEMENT,
AND THIS LAW MAY NOT PROVIDE THE SAME PROTECTIONS AND BENEFITS AS LOCAL
LAW. YOU MAY WANT TO COMPARE THESE LAWS.

3. THERE MAY BE OTHER RISKS CONCERNING THIS FRANCHISE.

INFORMATION COMPARING FRANCHISORS IS AVAILABLE.  CALL THE STATE
ADMINISTRATOR LISTED ON EXHIBIT 1| OR YOUR PUBLIC LIBRARY FOR SOURCES OF
INFORMATION.

REGISTRATION OF THIS FRANCHISE WITH THE STATE DOES NOT MEAN THAT THE STATE
RECOMMENDS IT OR HAS VERIFIED THE INFORMATION IN THIS OFFERING CIRCULAR. IF YOU
LEARN THAT ANYTHING IN THIS OFFERING CIRCULAR 1S UNTRUE, CONTACT THE FEDERAL
TRADE COMMISSION AND THE APPROPRIATE STATE AGENCY LISTED IN EXHIBIT 1.

Effective Date:
FOR USE IN THE STATE OF CALIFORNIA ONLY

Sea Tow/ufoc-31




TABLE OF CONTENTS

11 00, 15 1

THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES.....o.voororeoeeeereeesesrecsoseirecsnnenes 1

ITEM 2.ootuneitorssssasnsssasnsssssmssssstanossesmossssasossstasssssssersssssssssstenoss sson assssssstaossssmossstsonsssssssssssenosssssonssssasssasessss 2

BUSINESS EXPERIENCE ......ocvoooeeoeeemseeseseseeeeseseeses e sesesseseeessessessesssessosessssesesscnmeseseesensesssres 2

ITEM 3uircecriesssesssnossssesssnosssssststostasssssssesssisssissssstaensssntassssssssssssssssssstassatssisstasssssssassssssssssasssssasessssssostanee 2

DLITIGATION oottt sse e see st ee st e e e s e e e sessssssesesseeses s 2

ITEM Guucnrcressessssassesssmsenssssssssssssssssssssessssssstsssessssesssiossassssseosassstssssssassssssssssssssnsssaensesasossissssssassssssssssases 4

BANKRUPTCY ......ooveesieeerereeeesscresseseseeses et sssasessessesesssssesessassssssssssessnesssasesssssesessssessassosssnas 4

ITEM 5Suounctisrisnseissesssnessssssssesssssssssssssssssssssssssessisssas iessssssssasssssstsssstssonsissastssonsissassessassssassasossissssssnsssssensss 4

INTTIAL FRANCHISE FEE........ooiiomoirieieseeseseeeess et sesssessaesssssssossessssass s essss st sssasessasssssssssasssons 4

ITEM 6 vvuvveerenceraseesssesssnssssasassssessessessssasssssssssssssrssssssssssasessssasssssassasssssssssssssssssssssssassasasasessssssnssssssnsasasenssnanss 5

OTHER FEES ... oot eees e v eee e seeeeeeeesis e saesss s s sttt ss s st csas st s s st aene 5

ITEM 7 ouirisismsismmsssssssssssssssssssisssssmons sssostisssissssssssssssssssatssssssssesissessisssssssesssssessssossissessssonsisssssssossismassssssssses 8

INITIAL INVESTMENT «.ooooreveeeeeesneieeeseesesessessesessenessssmsessesssssssessessessessessessssesseseosessesssssssnes 8

ITEM 8..ucveurvusensesnssmssosssssssssnssssossssmssssssessensssmsssssssssssssestsassstssssssasasssssssssss sibissssssassssessaresssssss sesssessssassnes 10

RESTRICTIONS ON SOURCES OF PRODUCTS AND SERVICES .........oooevomnreeirresreeessreens 10

ITEM 9.ccvtvesssvenissnsensssassessssssssssssasssssssassstsssssasssssstsssasssssesssssssssasssassssassssmsssssssssssssssassssssosssssossesssessssssnoses 11

FRANCHISEE’S OBLIGATIONS .......oeeoeeeeeeeteeseeesesiaoss st sassssesassesssssess st sess s s ess st sesss s 11

TTEIVL L0 auieiiciiiireisorsnniniessosrenserssioresnansesesssrersentarssssrestasssssrersanssssssesssassssiassssssssssansssssaasssses sessassnsesssnssarnsanpars 12

FINANCING ..ot ecos e s e s s ses s eses st sssesess s seseas et asemsens s ansss e 12

ITEM 11 ooourcerereesessinsssesassssssnsssasssssssssssiosssssssssuonsasensssessassssssssssssstassatsssastassstassasssssstsssssssestsssntasssssseses 12

FRANCHISOR’S OBLIGATIONS .....oivurecomirerecsssessssesssssesssiesessessossssssssssosesssssessssssssssesssssssns 12

ITEM 12 coonivionnsnisssssssisssssssssssssisssssasssnnssssnsissuoss assastsssisenssssnsssstsssssasssstssessasssssensstssasssensssssassisns stesmasssens 16

TERRITORY ..coovrovooevvooeseeesesssveessseesssssesaesesemeessssnssssesassesesssseesms et semesset s seeemsaseesensmsoeesseesensosse 16

ITEM 13...ouenirevsrmsenssrssossessssmsnossensssasssssssensssaressenas evuoesseseeARS SRR AR RS SE AR AR bRe s e RR e Rae SRR R RO RS 17

TRADEMARKS .....oovcvorervcseisveeoss oo ssseeesossesssssssssessssessossssasssssssasossensossesesseeemseeeeremseeeeeesseerenseeee 17

ITEM .o ssssessisssssissnsississssssssisess ssssstssstassstsssessssessssesssssessssasessstasssssssas aesassssasssssssssssassanessssens 18

PATENTS, COPYRIGHTS AND PROPRIETARY INFORMATION ......coovvrnevemrearecreescennane. 18

ITEM 15 .cuueieueesstmncssssssssssssssassrsssssssssssssssssssssasssssrasssasssssssasssssassssasosssmesssssesssssesssnesssusssssessssssassesassssensssenns 19
OBLIGATIONS TO PARTICIPATE IN THE ACTUAL OPERATION OF THE FRANCHISE

BUSINESS ....ovveeomvevorecsresesstoessesssoessesessesssssssseeessssesssasssssassssessasessssssssmsessesesossensssesssassosssmsssenee 19

ITEM 16..cuuceueseirmsssssssssssssssssssmsssansssssnssssosssssmsssassssssnssssssssssassssasssssssassassassessasesssassssassssassssssssssssssssessanens 19




RESTRICTIONS ON WHAT THE FRANCHISEE MAY SELL........cccovuvrieinnnerenerenseneseenens 19

ITEM 17 st sas s b sasas bt sasd bbb s s s s e R8s S0 0000 P4 RO RSO eSS RS RSB RS e RO RO A n RS 20
RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION............ccocvvenn.e. 20
ITEM I8 rcccsecninresninisiessiesiseessesiesasiorssssssssossasssssssass srors s sastssassessosstsnsensenessassosenssssssssorosssraonses 21
PUBLIC FIGURES ...ttt cesm sttt et et sen st ens s s ssnssnssnsrets 21
ITEM 19 ciiintinnirerirereissssssrssssesssisasassassesssassssssesesssssas s sissss stss s 100448 14044400404 sasns sessnssasrasesesssassassaarsorests 21
EARNINGS CLAIMS ..o b st b s bbb bbb ns 21
ITEM 20 . icrnerenrrsnsissannimmssmsiieisimsiomensionsississisisssnssssnssssossssesesssassssstss issss sasssssssssrens ssesssssassssassensensens 21
LIST OF QUTLETS .....oovitii ettt bttt smesnrns et seesrans 21
ITEM 21 ... vasmssnssnssssnsnins e sassetess s s snsdostsbosashabssbssssosassssnenssssns sasesasassssansas esssressensonsansesasnssnsse 24
FINANCIAL STATEMENTS L..ooo et rae s s st ras st bsn e 24
ITEM 22 ..ooeentissiesniississississssistieermessssnsas ses s s resesha0a 0410000000 1000010 0000400004000 80 44040 demnsasassssnnsesanenssoransnes 24
CONTRACTS ...t et s e s et st pe et s b e s b ensnne 24
ITEM 23 ..o rirvnivirninimrmnssissnisisssnsmssiisststssiestsssssssissasissessssssasmsssasssssssssssnsssasssssssenssssasronsssassassanssssbessssssasenses 24
RECEIPT ..ottt et e e s bepa st s e e e ae s s asnnans 24

EXHIBIT l‘ AGENTS FOR SERVICE OF PROCESS/STATE ADMINISTRATORS
EXHIBIT 2 STATE ADDENDUM

EXHIBIT 3 FRANCHISE AGREEMENT

EXHIBIT 4 TABLE OF CONTENTS OF OPERATIONS MANUAL

EXHIBIT 5 LIST OF FRANCHISEES

EXHIBIT 6 FINANCIAL STATEMENTS

RECEIPT

Sea Tow/ufoc-31 i



ITEM1
THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES

The Franchisor is SEA TOW SERVICES INTERNATIONAL, INC. For ease of reference, SEA TOW
SERVICES INTERNATIONAL, INC. will be referred to as “we,” “us” or “Sea Tow,” which is the name that you
will be trading under. We will refer to the persen or entity who buys the franchise as “you™ throughout the Offering
Circular. 1f you are a corporation, certain provisions of the agreement also apply to your owners and will be noted.

Our agents for service of process are disclosed in Exhibit 1.
The Franchisor

We are a New York corporation established on September 3, 1983. Our franchisees will do business as
“Sea Tow” with a descriptive indicator of geographical location. Our principal address is 1560 Youngs Avenue,
Southold, New York 11971 and our telephone number is (631) 765-3660. We have no affiliates or predecessors.

Our founder, Joseph J. Frohnhoefer, has been in this business since 1983, He has been our President since
inception. We are a membership system consisting of licensees who have offered services similar to those being
offered by you. We will offer a conversion program to these licensees to convert them to franchisees once our
registration is approved by the New York State Department of Law (“Conversion Program”). The licensees who do
not convert will continue to operate under their existing license agreements until those license agreements expire or
are terminated, under their terms.

Mr. Frohnhoefer is an investor in a company known as Sea Spill Services International, Inc. (“SS81),
which licenses marine spill control and cleanup services under the trademark “Sea Spill”. Some of $850’s licensees
are also licensees under our current licensing structure, and these SSSI licenses will continue until expiration or
termination, or until that licensee converts under the Conversion Program. We will administer the SSSI program,
under exclusive license from SSSI.

The Business of the Franchisor

We have created a system that enables franchisees to offer and provide the delivery of 24 hour on the water
marine assistance, transportation and environmental services on a membership and non-membership basis. You will
have the ability to offer memberships in the “Sea Tow” System. Your members will call upon you to provide the
services that each of our franchisees will provide and you must respond accordingly. These services may include
marine towing, soft ungrounding, prop disentanglement, jump start, fuel drop, and minor on-site repair services.
You will also supply salvage services and related environmental services and may also offer other marine services
such as line handling, operating marine taxi services, construction support and other vessel-based marine services
appropriate for the type of vessel(s) operated. We do not operate a business of the type being franchised.

The franchise grants you the right to own and operate a “Sea Tow” business (the “Franchised Business™)
and offer all of the services which comprise the System. In addition, you are granted an exclusive right to use and
display the Proprietary Marks and trade names and to use the Sea Tow Know How and copyrighted materials in a
defined geographical location called an Area of Responsibility or “AQR.”

Prior Franchise Experience of Franchisor

We have never offered franchises before. But, since 1983, we have offered licenses for the operation of the
Sea Tow business in various geographical areas. These licenses are not franchises, as was determined by the New
York State Department of Law in 1989,

We have not offered franchises in any other lines of business, and will be selling franchises for the first
time when this Offering Circular has been registered.
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Competition and Market

You will compete with other companies offering similar marine services, including NBOA, Vessel Assist
and Boat/US.

The market for on the water marine assistance is all waters navigable by recreational small private craft in
the U.S. and internationally, The service is seasonal in some areas due to weather and is offered primarily to
boaters.

Industry Specific Laws

The marine assistance services supplied by you are regulated by the U.S. Coast Guard and the Department
of Transportation (“DOT”). You must be Coast Guard licensed and have the required Assistance Towing, CPR,
First Aid and Radar endorsements on your Coast Guard license, and you must also meet DOT law regarding
mandatory drug testing. You are obligated to participate in the “Sea Spill” program, unless you qualify for a
“grandfathered” exception to this program. This program is administered by us and requires you to be in
compliance with OSHA guidelines concerning the qualification of your personnel to respond to local spills as a
result of sinking, salvage or other spill conditions, or to assist in any regionally significant environmental event.
You have the option of becoming qualified and listed for participation in the Sea Spill United States Coast Guard
Basic Ordering Agreement (“BOA”).

ITEM 2
BUSINESS EXPERIENCE

Chairman, Chief Executive Officer and Director: Joseph | He has been our President, Chief Executive Officer and
J. Frohnhoefer Director since inception in 1983.

President, Operations: Keith ). Cummings He is our President, Operations formerly Vice President,

: Operations since June 2001. From December 1994 to
June 2001 he was a Supervisor with Dayton T. Brown,
Inc. in Bohemia, New York.

Vice President: Georgia Frohnhoefer Has been our Vice President since inception in 1983.
Controller: James Foley Has been our Controller since June 1998, Prior to this

he was the Finance/Personnel Manager at the Plum
Island Animal Disease Center from 1993 through 1996
and Controller/Office Manager for J. Tortorella
Construction from 1996 1o 1998.

Director of Franchise Development: Tim Wilson He is our Director of Franchise Development, and was
our National Corporate Representative since joining Sea
Tow in July 2002. From 2000 to July 2002, he was
Regional Editor of Sport Fishing Report Magazine in
Southport, North Carolina. From April 1998 to August
2000, he was the Captain for a Sea Tow Franchise in
Wrightsville, North Carolina.

ITEM 3
LITIGATION

Maresco, Inc., et al v. Sea Tow Services International, Inc., Joseph Frohnhoefer, Georgia Frohnhoefer and
Stein & Associates, P.C., Supreme Court of the State of New York, County of New York (604932/01). This action
was commenced on October 23, 2001 by a group of prospective licensees seeking to halt further sales of franchises,
an accounting, a declaratory judgment, rescission, violation of the New York State Franchise Sales Act, Connecticut
Unfair Trade Practices Act, Massachusetts Unfair Trade Practices Act, and other claims. The Plaintiffs are seeking
unspecified monetary damages. Defendants have interposed a general denial of all claims, raised numerous
affirmative defenses and interposed significant counterclaims against each plaintiff. A settlement agreement was
entered into by all of the parties to this litigation on December 14, 2001 (“Settlement”). The Settlement dismissed
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the entire action, including all counterclaims, with prejudice; the parties agreed to disband the association that was
formed by the plaintiffs; each plaintiff paid a nominal sum of money to defendants as reimbursement for costs and
fees incurred in defending the action; and plaintiffs agreed to withdraw all complaints previously made to any state
regulatory agency. We received $75,000 as part of the overall settlement of this action.

Franchisor takes great pains to protect the rights that it licenses from encroachment by others.
Accordingly, from time to time, we have been involved in litigation, generally with competitors who have sought to
deprive customers of their rightful cheice of service providers. Such competitors often respond responding to VHF
calls (on the marine radio) hailing “Sea Tow.” Cases we have been party to are as follows:

Sea Tow Services International, Inc. and Sea Tow Services of Central New Jersey, Inc. v. Island Boat
Enterprises, Inc. d/b/a Island Boat Towing, and Randy J. Drackwicz, 94-4145 (GEB) (U.S.D.Ct. District of New
Jersey); filed 1994, in which Franchisor sued defendants for, among other things, trademark infringement through
the misappropriation of the Franchisor’s rights, resulting in a final judgment granting a permanent injunction against
the infringing defendants, entered September 1997, thereby ending the case.

Sea Tow Services International, Inc. v. Sea Tow Services Western Long Island Sound, Inc. and Peter
Stegemann, CV-85-3589 (U.S.D.Ct., E.D.N.Y.); filed 1985, in which Franchisor sued defendants for, among other
things, trademark infringement through the misappropriation of the Franchisor’s rights, resulting in a Consent
Decree against the defendants enjoining their infringement, signed by the defendants upon their consent and entered
January 1986, thereby ending the case.

Sea Tow Services International, Inc. v. John Ives, Shaun Ives, Linda Ives, Kevin Ives individually and hves
Maritime Operations, CV-89-1676 (US.D.Ct., ED.N.Y.); filed 1989 in which Franchisor sued defendants for,
among other things, trademark infringement through the misappropriation of the Franchisor’s rights, resulting in an
injunction on consent against the defendants, signed by the defendants upon their consent and entered October 1989,
thereby ending the case.

Sea Tow Services International, Inc. v. John D. Andrews Harbor Ready Marine, Inc. Seatow, Inc., Sea Tow
Services of Rhode Island, Inc. C.A. CV89-2480 (U.S.D.Ct, E.D.N.Y.); filed 1990 in ‘which Franchisor sued
defendants for, among other things, trademark infringement through the misappropriation of the Franchisor’s rights,
resulting in a permanent injunction on consent against the defendants, signed by the defendants upon their consent
and entered June 1990, thereby ending the case.

Sea Tow Services International, Inc. v. Donald B. Rich, Southeastern Marine Towing, and Sea Tow
Southeastern Connecticut, Inc,, CV 89-2481 (U.S.D.Ct,, E.D.N.Y.), filed 1989 in which Franchisor sued defendants
for, among other things, trademark infringement through the misappropriation of the Franchisor’s rights, resulting in
a permanent injunction on consent against the defendants, signed by the defendants upon their consent and entered
June 1990, thereby ending the case.

Sea Tow Services International, Inc. v. William Braillard, Blanche Braillard, Marine Recovery Services,
Marine Associates, Inc., Marine Recovery Services, Inc. and Marine Services, Inc., 92 Civ. 3744 (US.D.Ct,,
S5.D.N.Y.); filed 1992 in which Franchisor sued defendants for, among other things, trademark infringement through
the misappropriation of the Franchisor’s rights, resulting in a final order on consent, including an injunction against
defendants’ continued infringement, signed by the defendants upon their consent and entered January 1993 thereby
ending the case.

Sea Tow Services International, Inc. and City Island Marine Towing Inc. v. Sound Tow Co., Kenneth
Graefe and Daniel Cavaluzzi, 92 Civ. 5302 (U.S.D.Ct,, S.D.N.Y.}; filed 1992 in which Franchisor sued defendants
for, among other things, trademark infringement through the misappropriation of the Franchisor’s rights, resulting in
a judgment on consent including an injunction against defendants’ continued infringement, signed by the defendants
upon their consent and entered March 1993, thereby ending the case.

Sea Tow Services of Great South Bay, Inc. v. Sea Tow Services International, Inc., Index No. §7-18066

{Supreme Court, State of New York, County of Suffolk); filed 1987, in which Franchisor counterclaimed against
defendants for, among ather things, trademark infringement through the misappropriation of the Franchisor’s rights,
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resulting in an order setting forth a permanent injunction on consent against plaintiff®s continued infringement,
signed by the defendants upon their consent, and dismissing all other claims, together with full releases entered
September 1993, thereby ending the case.

Offshore Marine Towing, Inc. v. Coastal Towing & Salvage, Inc., et al. and Sea Tow Services
International, Inc., et al., Civil Action No. 96-11414(13) CACE (Cir. Ct., 17th Judicial Circuit Broward County,
Florida, Judge Moe); filed 1996, in which Franchisor sued defendants for, among other things, trademark
infringement through the misappropriation of the Franchisor’s rights, resulting in an order granting a temporary
injunction against the Offshore parties from the bench on October 6, 1999, entered March 2000, affirmed on appeal,
778 So. 2d 510 (4™ D.C.A.) February 2001. The case is ongoing with respect to issues that relate to the Offshore
parties and the local franchisee’s rules of operation.

Offshore Marine Towing, Inc. v. Sea Tow Services International, Inc., et al., 778 So. 2d 510 (4* D.C.A);
filed 2000 with the U.S. Patent and Trademark Office, by a competitor against us seeking cancellation of the marks.
The Board has already denied Offshore’s motion to disqualify counsel. Since that matter has already been litigated
and lost by the competitor in the action referenced immediately above in Florida, we have moved to dismiss and our
motion is currently pending.

Frohnhoefer v. Lee County Marine Services Inc., 99-920 CA-WCM (20" Judicia! Circuit, Lee County,
Florida); filed 1999. This action involved an ownership dispute over a licensee in Lee County, Florida, including a
claim by Joseph J. Frohnhoefer, the President and CEO of the Franchisor and his son against a terminated licensee.
The case was settled and disposed of, with a small financial gain. The settlement, entered in or about November
2001, involved the payment to the Frohnhoefers of less than $10,000, and otherwise a complete dismissal of all
claims and counterclaims, with prejudice and with releases, thereby ending the case.

Pontin d/b/a Spirit Towing v. Sea Tow Services International, Inc., et al,, CA-K-01-1111 (16*' Judicial
Circuit, Monroe Cty, Key West Division, Florida, 2001). This action involves a border dispute between adjoining
licensees who each contend that a small region is within each of their respective areas of operation. This case will
have no impact on the Franchisor’s business, and the outcome will only impact the boarder between the two
licensees. We have recently been served papers in connection with this matter and intend to defend ourselves
vigorously. :

Other than the preceding 13 actions, no litigation is required to be disclosed in this Offering Circular.

ITEM 4
BANKRUPTCY

No person 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 required to be disclosed in this Item.

ITEM S
INITIAL FRANCHISE FEE

You must pay us an Initial Franchise Fee that will vary depending upon your geographic location and
whether you are participating in the Conversion Program or are a new franchisee entering our system for the first
time. The breakdown of territories has been based on the number of cases actually reported, length of boating
season, number of registered vessels, and population in season. The initial franchisee fee is not refundable in whole
or in part. The initial franchise fee is used in part for working capital and in part as profit. The initial franchise fee
is set forth below:

Territory Converting Franchisee New Franchisee
A $ 5,000 $35,000
B $ 5,000 $22,500
C $ 5,000 $15,000
D $ 5,000 $10,000
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E N/A £ 5,500

In areas that have an existing membership base you may be asked to pay, in addition to the Initial Franchise
Fee, an amount up to the amount calculated as the franchise membership valuation, which is implicated when there
is already a pre-existing membership base in the geographical AOR that is being franchised to you. This amount is
between 380 and $120 per member.

The territories are defined based on the market potential of an area. In determining the market potential of
an area, we analyze numerous factors, including the number of boats registered in the area, the length of the boating
season, current competition and boat traffic. General guidelines for the territories are as follows:

Territory A — metropolitan areas with large boating population and year-round boating season.

Territory B — metropolitan areas with seasonal boating or medium-sized markets with year-round
boating season.

Territory C — small markets with coastal access,
Territory D — inland lakes and rivers.

Territory E — area encompassing multiple, small inland lakes and rivers where services are
provided primarily via the roadway rather than via the waterway

The Initial Franchise Fee (and any additional franchise membership valuation) is payable on signing the
Franchise Agreement. On written application by vou, and upon demonstration of a financial need and by providing
adequate collateral, we will allow a payout of the Initial Franchise Fee over five years at an interest rate of 12.5%
per annum. This payment schedule will be evidenced by a personally executed promissory note.

In addition, before opening your business, you are required to undergo mandatory training, for which you
pay for your expenses, purchase membership software from us, the cost of which is $75, and remit an amount of
$5,000, or $400 per month for 13 months, which will be placed in an escrow amount by us for the purpose of paying
(if necessary) the Franchisee’s business debts during the off-season. This amount will be refunded to you, with
interest, after 3 years.

We intend to offer rescission to each non-converting franchisee to whom we sold a franchise since our
initial registration with the New York State Department of Law.

In the States of Minnesota only, we will defer the payment of the Initial Franchise Fee and any other
initial payment until all of our material pre-opening obligations have been satisfled. The Initial Franchise
Fee is deferred until you open your business and it is operating. However, you must execute the Franchise
Agreement prior to looking for a site or beginning training.

ITEM 6
OTHER FEES
Name of Fee Amount Due Date Remark
Royalty Fee (1}(2) 2% - 5.5% of Net Gross Paid on the 10th day of the | The term “Net Gross
Revenue for the month they month for Net Gross Revenue™” means Gross
are generated Revenue generated during | Revenue minus
the previous month Membership Fees, RTF
A $50 service charge will be Income and taxes actually
assessed if this fee is not paid paid by you.
within the specified time.
Royalty Fee is determined
by Net Gross Revenue;
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Up to $100,000: 5.5%

$100,001-$250,000: 4.5%
$250,001-5300,000: 4.5%
$300,001-$400,000: 3.5%
$400,001-$500,000: 3.5%
$500,001-$600,000: 2.5%
$600,001-$700,000: 2.5%
$700,001-$800,000: 2.5%
$800,001-$900,000: 2,0%
$900,000 and up: 2.0%

Membership Fee

Territory A:
1-200 members: $31.25

201-400 members: $29.50
401-800 members: $27.50
801-1,600 members: $25
1,601-3,200 members: $22.50
3,201-6,400 members: $19.50
6,401-9,600 members: $18.75
9,601+ members; $18

Territory B:

1-100 members: $31.25
101-200 members: $29.50
201-400 members: $27.50
401-800 members: $25
801-1,600 members: $22.50
1,601-3,200 members: $19.50
3,201-4,800 members: $18.75
4,801+ members: $18

All membership fees are
due within 10 days of
receipt of membership.

Membership Fee
(Continued)

Termritory C:

1-50 members: $31.25
51-100 members: $25.50
101-200 members: $27.50
201-400 members: $25
401-800 members: $22.50
801-1,600 members; $19.50
1,601-2,400 members: $18.75
2,401+ members: $18

Territory D:

1-25 membets: $31.25
26-50 members: $29.50
51-100 members: $27.50
101-200 members: $25
201-400 members: $22.50
401-800 members: $19.50
801-1,200 members: $18.75
1,201+ members: $18

Territory E:
1-25 members: $31.25

26-50 members: $29.50
51-100 members: $27.50
101-200 members: $25
201-400 members: $22.50
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