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Closets
byDesign

The franchisee will operate a retail sales, manufacturing, and installation business selling closets,
garage cabinets and other home organizer systems within a designated territory. The total
investment necessary to begin operation of a Closets by Design franchise is $154,000 to $511,000
(not including real property). This includes $38,000 to $55,000 that must be paid to the franchisor or
an affiliate.

This disclosure document summarizes certain provisions of your franchise agreement and other
information in plain English. Read this disclosure document and all accompanying agreements
carefully. You must receive this disclosure document at least 14 calendar days before you sign a
binding agreement with, or make any payment to the franchisor or an affiliate in connection with the
proposed franchise sale. Note, however, that no government agency has verified the
information contained in this document.

You may wish to receive your disclosure document in another format that is more convenient for you.
To discuss the availability of disclosures in different formats, contact the Franchise Sales
Administrator at 13272 Garden Grove Blvd., Garden Grove, California 92843; (714) 890-5860.

The terms of your contract will govern your franchise relationship. Don’t rely on the disclosure
document alone to understand your contract. Read your entire contract carefully. Show your contract
and this disclosure document to an advisor, such as a lawyer or an accountant.

Buying a franchise is a complex investment. The information in this disclosure document can help
you make up your mind. More information on franchising, such as “A Consumer’s Guide to Buying a
Franchise,” which can help you understand how to use this disclosure document is available from
the Federal Trade Commission. You can contact the FTC at 1-877-FTC-HELP or by writing to the
FTC at 600 Pennsylvania Avenue, NW, Washington, DC 20580. You can also visit the FTC’s home
page at www.ftc.gov for additional information. Call your state agency or visit your public library for
other sources of information on franchising.

There may also be laws on franchising in your state. Ask your state agencies about them.
Issuance Date: April 30, 2026.



How to Use This Franchise Disclosure Document

Here are some questions you may be asking about buying a franchise and tips on

how to find more information:

QUESTION

WHERE TO FIND INFORMATION

How much can | earn?

Item 19 may give you information about outlet
sales, costs, profits or losses. You should also
try to obtain this information from others, like
current and former franchisees. You can find
their names and contact information in Item
20 or Exhibit C.

How much will | need to
invest?

Items 5 and 6 list fees you will be paying to
the franchisor or at the franchisor’s direction.
Item 7 lists the initial investment to open.
Item 8 describes the suppliers you must use.

Does the franchisor have
the financial ability to
provide support to my
business?

Item 21 or Exhibits B includes financial
statements. Review these statements
carefully.

Is the franchise system
stable, growing, or
shrinking?

Item 20 summarizes the recent history of the
number of company-owned and franchised
outlets.

Will my business be the only
Closets by Design business in
my area?

Item 12 and the “territory” provisions in the
franchise agreement describe whether the
franchisor and other franchisees can compete
with you.

Does the franchisor have
a troubled legal history?

ltems 3 and 4 tell you whether the franchisor
or its management have been involved in
material litigation or bankruptcy proceedings.

What’s it like to be a Closets
By Design franchisee?

Item 20 or Exhibit C lists current and
former franchisees. You can contact them
to ask about their experiences.

What else should | know?

These questions are only a few things you
should look for. Review all 23 Items and all
Exhibits in this disclosure document to better
understand this franchise opportunity. See
the table of contents.




What You Need To Know About Franchising Generally

Continuing responsibility to pay fees. You may have to pay royalties and other fees
even if you are losing money.

Business model can change. The franchise agreement may allow the franchisor to
change its manuals and business model without your consent. These changes may
require you to make additional investments in your franchise business or may harm your
franchise business.

Supplier _restrictions. You may have to buy or lease items from the franchisor or a
limited group of suppliers the franchisor designates. These items may be more expensive
than similar items you could buy on your own.

Operating restrictions. The franchise agreement may prohibit you from operating a
similar business during the term of the franchise. There are usually other restrictions.
Some examples may include controlling your location, your access to customers, what
you sell, how you market, and your hours of operation.

Competition from franchisor. Even if the franchise agreement grants you a territory,
the franchisor may have the right to compete with you in your territory.

Renewal. Your franchise agreement may not permit you to renew. Even if it does, you
may have to sign a new agreement with different terms and conditions in order to continue
to operate your franchise business.

When your franchise ends. The franchise agreement may prohibit you from operating
a similar business after your franchise ends even if you still have obligations to your
landlord or other creditors.

Some States Require Registration

Your state may have a franchise law, or other law, that requires franchisors to
register before offering or selling franchises in the state. Registration does not mean that
the state recommends the franchise or has verified the information in this document. To
find out if your state has a registration requirement, or to contact your state, use the
agency information in Exhibit F.

Your state also may have laws that require special disclosures or amendments be
made to your franchise agreement. If so, you should check the State Specific Addenda.
See the Table of Contents for the location of the State Specific Addenda.



Special Risks to Consider About This Franchise
Certain states require that the following risk(s) be highlighted:

1. Out-of-State Dispute Resolution. The franchise agreement requires you
to resolve disputes with the franchisor by litigation only in the State of
California. 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 the state, county and judicial district in which the franchisor’s principal
place of business is then located than in your own state.

2. Minimum Royalty Payments. You must make minimum royalty payments
or advertising contributions regardless of your sales levels. Your inability
to make these payments may result in termination of your franchise and
loss of your investment.

3. Spouse Liability. Your spouse must sign a document that makes your
spouse liable for all financial obligation under the franchise agreement
even though your spouse has no ownership interest in the franchise. This
guaranty will place both your and your spouse’s martial and personal
assets, perhaps including your house, at risk if your franchise fails.

Certain states may require other risks to be highlighted. Check the “State Specific
Addenda’ (if any) to see whether your state requires other risks to be highlighted.
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ITEM 1: THE FRANCHISOR, AND ANY PARENTS, PREDECESSORS, AND AFFILIATES

In this franchise disclosure document, “CBDF”, “we” or “us” means CBD Franchising, Inc., the
franchisor. “You” means the person who buys the Closets By Design franchise, and each
equity owner of the franchisee entity. If you are a corporation, limited liability company (“LLC”)
or other legal entity, “you” includes each of your owners, who will sign as a party and will also
sign a Guarantee of the Franchise Agreement (see Exhibit 5 to the Franchise Agreement).

Franchisor, Parent, Predecessors and Affiliates

CBDF'’s principal and corporate business address is 13272 Garden Grove Blvd., Garden
Grove, California 92843. Our telephone number is (714) 890-5860.

CBDF does business under the name “Closets By Design®.” CBDF is a California corporation
that was organized on March 31, 2001, the same date that CBDF acquired the assets
(including a license to the trademarks) of its predecessor Closets By Design Franchising, LLC
(“CBD-LLC”), a California limited liability company that was located at 13151 South Western
Avenue, Gardena, California 90249 and that had been selling Closets By Design franchises
since January 1998. Several of the original CBD-LLC franchises were purchased by its
affiliated company, Closet By Design, Inc., a California corporation (“CBDI”), which has
operated them as company-owned outlets since April 2001 and licenses the trademarks to
CBDF. The other franchises of CBD-LLC were assigned to CBDF on March 31, 2001. CBD-
LLC no longer exists, and it never operated businesses of the type being franchised.

Our affiliate, Closets By Design, Inc., a California corporation with its principal address at 3860
Capitol Ave, Whittier, CA, 90601, has licensed us the right to use the Proprietary Marks and
other intellectual property and to sublicense them to our franchisees in an intellectual property
agreement dated as of April 12, 2001.

Since June 2001, CBDF has been offering franchises (“Franchises”) for the operation of retail
outlets (“Outlets”) selling, manufacturing, and installing closets, home/office organizers and
related products (collectively, “Organizers”) by independent operators throughout the United
States. CBDF does not operate businesses of the type being franchised.

Our parent company is Home Organizers, Inc. (“HOI”). The principal business address of HOI
is 3860 Capitol Avenue, Whittier, California 90601.

HOI also owns Closet World, Inc. (“CWI”), a company that owns and operates retail outlets that
sell, manufacture, and install Organizers under the brand name “Closet World” as well as
other affiliates operating under a variety of brand names. CWI may also generate Leads for
franchisees of prospective customers seeking closet organization services. The principal
business address of CWI is 3860 Capitol Avenue, Whittier, California 90601. CWI and other
HOI owned affiliates are not engaged in franchising and do not provide goods or services to
Closets By Design franchisees.

Our affiliate, Four Season Marketing, LLC (“Four Season”), a California limited liability
company, with its principal address at C/O Reeder McCreary, LLP, 11766 Wilshire Blvd, Suite
1470, Los Angeles, CA 90025, provides us with marketing, advertising, creative content, and
content management services for the benefit of our franchisees, who pay us directly for such
services.

Agent for Service of Process

Our agents for service of process in the states whose franchise laws require us to name a state
agency as agent for service are shown on Exhibit F.
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The Business We Offer

The market for Organizers consists of homeowners and small businesses desiring to remodel
closets, garages and other work spaces. The market is developing. Sales are not seasonal.
The Franchise is a license for an initial term of 5 years (renewable for additional 5-year terms)
permitting you to operate a location (“Location”) that offers Organizers under an assumed
name containing service marks owned by CBDF. You may only use the Closets By Design
service marks on the Internet as we specifically authorize in our confidential Operations
Manual (the “Confidential Manual”), or otherwise in writing. All Closets By Design franchisees
will compete with other closet and home organizer retail stores, chains and other closet,
home/office organizer retailers offering products comparable to the Organizers.

Applicable Regulations

You may be required to have a validly issued state contractor’s license to operate a Closets By
Design franchise in your state (please see Exhibit E to this disclosure document). We do not
represent that you will have the ability to procure any required license, permit, certificate or
other governmental authorization that may be necessary or required for you to carry out the
activities contemplated by the Franchise Agreement.

In addition, the laws, rules and regulations which apply to businesses in general will affect
you.

Prior Experience

CBDF does not do business under any other name. CBDF has not offered franchise
agreements under a separate disclosure document. Our affiliated corporation, CBDI has
directly operated Closets By Design businesses since 2001, at the following locations at
13151 South Western Avenue, Gardena, California; 1335 Park Center Drive, Vista, California;
and 8383 Capwell Drive, Oakland, California. CBDF does not engage in business activities
other than operating Closets By Design showrooms and selling and servicing Closets By
Design franchises. Neither CBDF nor CBDI has offered franchises in other lines of business.

ITEM 2: BUSINESS EXPERIENCE
Chairman and CEO: Frank Melkonian.

Mr. Melkonian has been the Chairman and CEO of CBDF since 2007. He has also served as
the Chairman and CEO of HOI, based in Whittier, California, since 2001 and as the Founder
and CEO of CWI since 1991.

President and Director: Gerald “Jerry” Egner.

Mr. Egner was named President of CBDF in 2001. Also, he serves as a member of the Board
of Directors of HOI (since August 2009).

Chief Financial Officer, Secretary, Treasurer and Director: Gerard A. Thompson.

Mr. Thompson joined CBDF as Chief Financial Officer, Secretary, Treasurer and Director in
November 2005. He also serves as Senior Vice President, Chief Financial Officer and Director
of HOI, and Chief Financial Officer, Secretary and Treasurer for CWI and all other wholly-
owned subsidiaries of HOI (since November 2005).

Director of Franchise Development: Michael J. Watorski

Mr. Watorski joined CBDF as its Director of Franchise Development in May 2024. Prior to
joining CBDF, Mr. Watorski was unemployed in Hallandale Beach, Florida from September
2023 to April 2024. Before that, Mr. Watorski served as Vice President of Franchise
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Engagement, Franchise Business Consultant and Regional Sales Manager for Smash
Franchise Partners in Carmel, Indiana from January 2021 to August 2023.

ITEM 3: LITIGATION
Pending Litigation.

The Stow Company v. Home Organizers Inc., Closets By Design Inc., and CBD Franchising,
Inc. (U.S. District Court, Western District of Michigan, Case No. 1:25-cv-00814-RJJ-SJB)

On July 22, 2025, The Stow Company ("Stow"), a Michigan corporation, filed a Complaint in
the U.S. District Court, Western District of Michigan against Home Organizers, Inc., Closets
By Design, Inc., and CBDF (the "CBD Parties"). Stow's Second Amended Complaint asserts
causes of action for: 1) Federal Unfair Competition under 15 U.S.C. § 1125(a); 2) Federal
Trademark Infringement under 15 U.S.C. § 1114; 3) Violation of the Michigan Consumer
Protection Act (MCL 445.901 et seq.); and 4) Michigan Common-Law Unfair Competition.
Stow alleges that the CBD Parties deliberately incorporated Stow's federally registered
INSPIRED CLOSETS® and EASYCLOSETS® trademarks into the headlines of paid Google
search advertisements to divert consumers searching for Stow's products and services.
Stow seeks injunctive relief, an accounting of Defendants' profits, actual damages (up to
treble damages for willful conduct), attorneys' fees, and costs under the Lanham Act.

The CBD Parties deny all claims. The CBD Parties maintain that the phrases at issue were
descriptive in nature and were auto-generated by Google's Dynamic Search Ad platform as
part of a national advertising campaign, not specifically targeted at Michigan. The CBD
Parties' primary defense is descriptive fair use under 15 U.S.C. § 1115(b)(4), as the ad
headlines used phrases such as "Custom Inspired Closet Design" and "Organize With Easy
Closets," which describe qualities of closet design services and were not used as source
identifiers. The CBD Parties further contend that the complained-of advertising generated
only 12 estimated leads nationwide over seven months, with only 1 lead in the relevant
Michigan geographic market, and that none of these leads has been connected to any actual
lost sale by Stow.

Upon receiving Stow's cease-and-desist letter on July 22, 2025, CBDF promptly restricted
the complained-of phrases from its Google Ads campaign, and CBD Parties' counsel
confirmed this remediation in writing on August 6, 2025. On August 27, 2025, the CBD
Parties filed a Motion to Dismiss for Lack of Personal Jurisdiction. Rather than opposing the
motion, Stow filed an Amended Complaint. The CBD Parties then filed a renewed Motion to
Dismiss. On November 14, 2025, the Court denied the CBD Parties' Motion to Dismiss
without prejudice to refiling after discovery, and dismissed Stow's state-law claims without
prejudice, declining to exercise supplemental jurisdiction. On December 29, 2025, Stow filed
a Second Amended Complaint reasserting the Lanham Act claims and adding state law
claims under diversity jurisdiction. On January 12, 2026, the CBD Parties filed their Answer
to the Second Amended Complaint, denying all claims and raising eighteen affirmative
defenses, including lack of personal jurisdiction, descriptive fair use, nominative fair use, no
likelihood of confusion, lack of secondary meaning, and no willful infringement.

Discovery is ongoing, with a completion deadline of July 15, 2026. Dispositive motions are
due August 31, 2026.
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Casablanca Design Center v. Closets by Design, CBD Franchising, Inc., and Frank
Melkonian (U.S. District Court, Central District of California, Case No. 2:23-cv-02155)

On March 22, 2023, Casablanca Design Center, Inc. (“Casablanca”), an affiliate of the One
Doors defendants in the case of CBD Franchising, Inc. v. Central Jersey Doors & Closets,
LLC et al. immediately discussed below, filed a complaint in the U.S. District Court, Central
District of California (the “Civil Action”) against Closets By Design, Inc., CBDF and our
Chairman and CEO, Frank Melkonian, (collectively, the “Defendants”) alleging false
advertising and contributory false advertising under the Lanham Act. After filing a Motion to
Dismiss Casablanca’s complaint, Casablanca prepared and filed a First Amended
Complaint asserting the following causes of action: 1) false advertising; 2) contributory false
advertising; and, 3) RICO Act violations. Casablanca’s claims arise out of Closets By Design,
Inc. and CBDF’s advertising programs and allege that the entities’ advertising is false and
misleading. On January 29, 2024, the Court granted in part CBDF’s Motion to Dismiss
dismissing the RICO claim. Casablanca filed a Second Amended Complaint on April 10,
2024.

On May 1, 2024, the Defendants filed a Motion to Dismiss Casablanca’s Second Amended
Complaint as to the RICO claims. On November 8, 2024, the Court granted the Defendants’
Motion to Dismiss Casablanca’s Second Amended Complaint and dismissed Casablanca’s
RICO claims, without leave to amend. On November 22, 2024, Casablanca filed a Motion
for Reconsideration regarding the Court’s ruling. On January 6, 2025, the Defendants filed
their Opposition to Casablanca’s Motion for Reconsideration. The Court has not yet ruled
on the Motion for Reconsideration.

On October 18, 2024, the Defendants filed a Counterclaim against Casablanca, One Day
Doors & Closets, Inc. and One Day Enterprises, LLC (collectively, “Counter-Defendants”)
for 1) False Advertising; 2) Unfair Competition; and, 3) False advertising. The Counterclaim
arises out of the Counter-Defendants online advertising programs and alleges that the
advertising is false and misleading. On January 10, 2025, the Counter-Defendants filed an
Answer to the Counterclaim denying the claims.

On October 21, 2025, the District Court granted, in part, Defendants’ Motion for Terminating
and Evidentiary Sanctions against Casablanca because Casablanca failed to produce
documents and answer interrogatories which were requested by Defendants. This will
severely limit Casablanca’s ability to prove their case because Casablanca will be unable to
offer any evidence other than the limited documents and responses which had been
produced. The Court also awarded Defendants $79,163 in sanctions which was paid by
Casablanca.

Discovery is now complete and trial is set for November 10, 2026.

CBD Franchising, Inc. v. Central Jersey Doors & Closets, LLC: Mary Conway; William
Conway; One Day Doors & Closets, Inc., and One Day Enterprises, LLC

(Los Angeles Superior Court Case No. 22STCV13457)
(Court of Appeal, 2" Appellate District Case No. B342711)

On July 5, 2017, CBDF filed a complaint in New Jersey Superior Court, Chancery Division
against the Defendants, former franchisees and a third-party dealer, for breach of contract,
intentional interference with contract, and other related claims as a result of a violation of a
non-competition covenant. In response to CBDF’s complaint, the third-party dealer, One Day
Doors & Closets, Inc. and One Day Enterprises, LLC, doing business as One Day Doors and
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Closets (“One Day Doors”), asserted counterclaims against CBDF for malicious abuse of
process and tortious interference with contract. The Court granted CBDF’s Motion for a
Preliminary Injunction and issued a Consent Order, prohibiting Mary and William Conway and
Central Jersey Doors & Closets, LLC (collectively, the “Conway Defendants”) from violating
the non-competition covenant. The Court subsequently issued an Enforcement Order and
Contempt Order finding that the Conway Defendants violated the Preliminary Injunction by
continuing to breach the non-competition covenant and subsequently doing any business with
One Day Doors and Closets, Inc. after the Court ordered the Conway Defendants to cease all
business activities with One Day Doors and Closets, Inc. as a result of repeated violations of
the Preliminary Injunction. It was revealed during the discovery process that One Day Doors
assisted the Conway Defendants in violating the non-competition covenant, Preliminary
Injunction and Enforcement Order.

On April 14, 2020, the Court granted a Motion to Strike the Conway Defendants’ Answer
and entered default against the Conway Defendants. Shortly thereafter, the Conway
Defendants filed a motion to vacate the entry of default on June 26, 2020, which CBDF
opposed.

On July 23, 2021, the Court granted the Conway Defendants’ Motion to Set Aside the Default.
Thereafter, the Court heard motions to dismiss the First Amended Complaint filed by the
Conway Defendants and One Day Doors. The Court granted the Motions to Dismiss, in part,
finding that New Jersey was no longer the proper venue for this litigation (although it was a
proper venue at the inception of the case), and ordered CBDF to file the litigation in California.
CBDF received notice of the Court’s Order on March 22, 2022 and filed this California action
against the Defendants on May 21, 2022, alleging breach of written contract; breach of
implied duty of good faith and fair dealing; tortious interference with contractual relations and
unlawful business practices. CBDF is seeking damages in an amount exceeding
$1,575,401.68. On October 7, 2022, CBDF filed notices of Entry of Default against the
Conway Defendants. One Day Doors answered CBDF’s complaint on October 17, 2022. On
February 9, 2024, the One Day Defendants filed a Motion for Summary Judgment. CBDF
filed its opposition to One Day Defendants’ Motion for Summary Judgment on March 26,
2024. On May 9, 2024 the Court granted the One Day Defendants Motion for Summary
Judgment.

On November 21. 2024, CBDF filed a Notice of Appeal. CBDF believes that the Court erred
in dismissing the claims against the One Day Defendants and will aggressively pursue the
appeal.

On February 5, 2025, CBDF’s default judgment against the Conway Defendants was denied
without prejudice pending the outcome of the appeal.

Briefing on the appeal is complete and oral argument should be set in the coming months.
Concluded Litigation.

Corlis Vernon v. Closets by Design, Inc. and CBD Franchising, INC. (U.S. District Court,
Western District of Washington, Case No. 2:23-cv-01180-JNW)

On August 7, 2023, Corlis Vernon (“Vernon”), the customer of a franchisee, filed a complaint
in the United States District Court, Western District of Washington (the “Civil Action”) against
Closets By Design, Inc., and Home Organizers Inc. (collectively, “Defendants”). Vernon’s
class action Civil Action asserts causes of action for: 1) violation of the Washington
Consumer Protection Act; 2) breach of contract; 3) breach of express warranty; 4) breach of
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implied warranty; 5) quasi-contract/unjust enrichment; 6) negligent misrepresentation; and
7) intentional misrepresentation.

On October 13, 2023, Vernon filed an amended complaint (“First Amended Complaint”)
which is styled as a class action against Closets By Design, Inc., and CBD Franchising, Inc
thus dismissing Home Organizers, Inc. The First Amended Complaint asserts causes of
action for: 1) Violation of the Washington Consumer Protection Act; 2) Breach of Contract;
3) Breach of Express Warranty; 4) Quasi-Contract/Unjust Enrichment; 5) Negligent
Misrepresentation; 6) Intentional Misrepresentation; 7) Civil Conspiracy; and 8) Aiding and
Abetting.

Plaintiff's First Amended Complaint seeks the following relief: an order certifying a class; a
judgment in favor of Plaintiff and the proposed class in the class action; damages, treble
damages, and punitive damages where applicable; restitution; rescission; disgorgement,
and other just equitable relief; pre and post judgment interest; an injunction prohibiting
Defendants’ alleged “deceptive conduct”, as allowed by law; reasonable attorneys’ fees and
costs, as allowed by law; and any additional relief that the Court deems reasonable and just.

The case was settled for $327,384 and dismissed on June 16, 2025.

CBD Franchising, Inc. v. Van Alstyne, et al. United States District Court for the Central District
of California

(U.S. District Court, Central District of California, Case No. 8:20-cv-01491-JVS-DFM)

On August 11, 2020, CBDF filed a Complaint in the U.S. District Court, Central District of
California against the principals of CBDF’s former Portland, Oregon franchise, Michael and
Stephanie Van Alstyne (the “Van Alstynes”) (the “Civil Action”). CBDF’s Complaint asserts
causes of action for 1) Breach of Written Agreement [Franchise Agreement]; 2) Breach of
Written Agreement [Guarantor Agreement]; 3) Quantum Meruit; 4) Money Had and Received;
5) Open Book Account; and 6) Conversion. CBDF’s Complaint sought $250,620.51 in
monetary damages and an order compelling the Van Alstynes to return all property belonging
to CBDF in their possession to CBDF, in addition to its attorneys’ fees. CBDF’s claims against
the Van Alstynes arose out of their abandonment of the CBDF Portland franchise, retention
of customer deposits, failure to make payment to CBDF on past due royalties, and other
breaches of the operative Franchise Agreement and Guarantor Agreement. On September 3,
2020, the Van Alstynes filed a Chapter 7 Voluntary Bankruptcy Petition in the United States
Bankruptcy Court, District Court of Oregon, thereby staying the civil litigation pursuant to 11
U.S.C. § 362. CBDF timely filed a proof of claim in the U.S. Bankruptcy Court for the District
of Oregon. CBDF recovered $127,605.86 on its proof of claim. The Bankruptcy Proceeding
has since been discharged and closed. Accordingly, CBDF dismissed the Civil Action on
March 3, 2022.

CBD Franchising, Inc. v. Frank Dres, Wilhelm Dres, 9209011 Canada Inc., 10277959
Canada Inc. (U.S. District Court, Central District of California, Case No. 8:22-cv-00313-ADS).

On February 28, 2022, CBDF filed a Complaint in the U.S. District Court, Central District of
California (the ‘Civil Action”) against the franchisees and principals of CBDF’s former Montreal,
Canada franchise, 9208011 Canada Inc., 10277959 Canada Inc., Frank Dres and Wilhelm
Dres (the “Defendants”). CBDF’s Complaint asserted causes of action for 1) Breach of Written
Agreement [Franchise Agreement]; 2) Breach of Written Agreement [Guarantor Agreement];
3) Quantum Meruit; 4) Money Had and Received; and 5) Open Book Account. CBDF sought
$172,597.82 in monetary damages in addition to its attorneys’ fees and costs.
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CBDF’s claims against the Defendants arose out of Defendants’ failure to make payment to
CBDF on past due royalties, and other breaches of the operative Franchise Agreement and
Guarantor Agreement. Defendants filed a Cross-Complaint alleging the following: (i)
intentional interference with prospective business advantage; (ii) negligent interference with
prospective business advantage; (iii) breach of contract; and (iv) breach of the implied
covenant of good faith and fair dealing. The Cross-Complaint sought damages in an amount
to be proven at trial; interest at the maximum rate allowed by law; costs of suit incurred
therein; and any other relief as the Court deemed just and proper.

CBDF filed a Motion for Summary Judgment on October 24, 2024. Defendants filed their
Opposition to the Motion for Summary Judgment on November 7, 2024. Before the Court ruled
on the Motion for Summary Judgment, the Parties reached a conditional settlement as to all
claims, whereby Defendants Frank Dres and Wilhelm Dres agreed to pay CBDF $320,000 in a
series of scheduled payments, the last of which was made on April 10, 2025. Following the
last settlement payment, the parties filed a Joint Stipulation for Dismissal of the entire action
with prejudice on April 14, 2025. On April 16, 2025, the Court filed its order closing the case
per the parties’ Joint Stipulation.

Other than the above actions, there is no litigation that must be disclosed in this ltem.

ITEM 4: BANKRUPTCY
No bankruptcy is required to be disclosed in this Item.

ITEM 5: INITIAL FEES

All Closets By Design franchisees pay a lump sum initial franchise fee of $20,000 (the “Initial
Franchise Fee”). The Initial Franchise Fee is due and payable when you sign the Franchise
Agreement. If you have owned and operated a similar organizer business for 12 months
before you join the Closets By Design system, CBDF may provide you with a re-identification
allowance. CBDF does not offer any financing of the Initial Franchise Fee and there are no
refunds under any circumstances. In the previous fiscal year (i.e., 2025), no franchisees paid
a reduced Initial Franchise Fee.

In addition to the Initial Franchise Fee, all Closets By Design franchisees pay a lump sum
Territory Fee equal to the greater of (i) $18,000 or (ii) $1,000 for each increment or
portion of 10,000 households in the Territory (typically not to exceed 350,000 households).
The Territory Fee is due and payable when you sign the Franchise Agreement. CBDF may
offer financing of the Territory Fee in certain situations (see ltem 10). There are no refunds
of the Territory Fee under any circumstances.

If you are purchasing an unoccupied developed market area, you may be required to pay a
market development fee (“Market Development Fee”) in addition to the Initial Franchise Fee
and Territory Fee. The Market Development Fee will vary drastically based on a number of
qualitative factors, including, without limitation: (i) the size of the market area and (ii) the
extent of development of the subject market area. The amount of the Market Development
Fee and the terms upon which the Market Development Fee are payable are individually
negotiated. CBDF may permit you to finance a portion of the Market Development Fee on a
case-by-case basis. The Market Development Fee is not refundable under any
circumstances. Last year (i.e. 2025), we charged Market Development Fees ranging from
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$15,380.00 - $270,000.00, however, the Market Development Fee that you and we
negotiate may exceed what we charged last year.

CBDF is a member of the International Franchise Association and participates in IFA’s
VetFran Program, which provides special financial incentives to qualified veterans. As part
of this program, CBDF is offering a 10% discount on its initial franchise fee for qualified
honorably discharged veterans.

The Initial Franchise Fee constitutes part of our general operating funds and will be used as
such in our discretion.

You pay us or our affiliates no other fees or payments for services or goods before your

Outlet opens.

ITEM 6: OTHER FEES

Type Of Fee Amount Due Date Remarks
Continuing For New Franchisees: | On or before the 5" day of Gross Revenues include all
Royalty The greater of (i) each calendar month after revenues from the franchised
7.25% of your the calendar month in which | Location (whether received in cash,
previous month’s Gross Revenues were in services, in kind, from barter
Gross Revenues, or received. While the final and/or exchange, on credit, or
(ii) the “Minimum Continuing Royalty is otherwise) but do not include
Royalty” of $3,000 per | calculated monthly, we will documented refunds, chargebacks,
month. make weekly withdrawals credits and allowances to customers
For Existing from your acco.unt in an or sa_les_or use ta)fes. YOL_J owe
Franchisees Entering amount we estlmate to be Cont_lnumg Royalties beglnnmg_ with
into a Renewal that week’s portion of the the first calendar mqnth f(_)llowmg
Franchise Agreement: monthly Continuing Royalty. the calendar month in which the
) date you open falls. See Note 1.
The greater of (i) 7% - T(_) the extc_ent necessary, we o . _
7.25% of your will reconcile the Wegkly For existing franchisees, enterlng.
p-revious month’s amounts we have withdrawn | into a Renewal Agreerr_len_t, we will
Gross Revenues: or with the month’s actual phase in the new Continuing
(il the “Minimum’ Continuing Royalty due on or | Royalty. During the first year of tI'_1e
Royalty” of $3,000 per before the 5" day of each Renewal Agre_em_ent term, you will
month. (See ’ calendar month.? pay us a Contlnw_ng Royalty equal
Remar-ks) to the greater of (i) 7% of your
previous month’s Gross Revenues
or (ii) the “Minimum Royalty” of
$3,000 per month for. Thereafter,
you will pay a Continuing Royalty
equal to the greater of (i) 7.25% of
your previous month’s Gross
Revenues or (ii) the “Minimum
Royalty” of $3,000 per month for
the remainder of the Renewal
Term.
Required You must spend the Periodically during each See footnote 3 for your Required
Advertising total amount month. On or before January | Advertising Expenditures. If you
Expenditures described in footnote | 15" of each year during the | operate 2 contiguous Territories
3 on contributions to term of the Franchise under separate Franchise
the National Agreement (or at other times | Agreements, then we will use the
Promotion and CBDF specifies), you must household count for each Territory
Protection Fund (see | submit verification reports to assess your compliance with
below) and local and receipts respecting local | these requirements. See Note 3.
advertising of the
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Type Of Fee

Amount

Due Date

Remarks

Franchised Business
in each Territory you
operate.

advertising expenditures.

National
Promotion and
Protection Fund

National Promotion
and Protection Fund
Contribution of 2.25%
of monthly Gross
Revenues for calendar
year 2026, 2.50% of
your monthly Gross
Revenues for calendar
year 2027, and 2.75%
of your monthly Gross
Revenues for calendar
year 2028 and
thereafter, unless
otherwise modified in
accordance with the
Franchise Agreement.
This fee is included in
the Required
Advertising
Expenditures
described above and
in footnote 3 below.

On or before the 5 day of
each calendar month after
the calendar month in which
Gross Revenues were
received. While the final
National Promotion and
Protection Fund Contribution
is calculated monthly, we will
make weekly withdrawals
from your account in an
amount we estimate to be
that week’s portion of the
monthly National Promotion
and Protection Fund
Contribution. To the extent
necessary, we will reconcile
the weekly amounts we have
withdrawn with the month’s
actual National Promotion
and Protection Fund
Contribution due on or before
the 5" day of each calendar
month.

These fees are used for the national
promotion, enhancement and
protection (including if necessary
attorneys’ fees) of the Closets By
Design system, the trademarks,
goodwill and reputation of CBDF.
They are not used for new franchise
sales expenses. See Iltem 11. See
Note 1 and Note 2.

Maintenance
Fee

upon your receipt of our
invoice.

Software $300 annual lease Payable quarterly promptly You will be leasing the proprietary
License Fee payment upon your receipt of our Closets By Design management
invoice. system software (“CBD Manager
Software”). See Note 1 and Note 2.
Software $225 each month Payable quarterly promptly You will receive periodic upgrades to

the CBD Manager Software
Program. See Note 2.

Technology
Fee

Currently none, but
can be instituted as
high as one percent
(1%) of Gross
Revenue

Payable upon the same date
as the Continuing Royalty

If we develop new, modified, or
additional digital or other
technological applications for use by
the Franchised Business, or if we
provide upgraded or new software or
hardware which we specify for use
with at the Franchised Business, we
reserve the right to charge, and you
agree to pay, a monthly Technology
Fee to us in an amount to be
determined from time to time by us.
The Technology Fee will either be
an absolute dollar amount/cent
amount per customer transaction or
a percentage of your Gross
Revenues of the previous month, but
in no event will be greater than one
percent (1.0%) of Gross Revenues
of the previous month. The
Technology Fee will be
commensurate with the expenses
we or our affiliates incur in providing
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Type Of Fee

Amount

Due Date

Remarks

upgraded or new technology to you.

Purchase of
Proprietary
Products

At our then-current
rates (See Note 4
below).

As CBDF or affiliate requires.

If we develop proprietary products,
you must purchase such products
from us or our affiliates. See Item 8.

Merchandise
Cost

As invoiced by us or
3rd party vendor

Upon receiving invoice

We may provide certain
merchandising materials to you such
as branded memorabilia and other
brand-relevant merchandise. We or
our third-party vendor will invoice
you for reasonable costs for such
materials, plus the cost of shipping
and insurance. Upon reasonable
request, we will furnish you with
documentation of those costs.

Late Payment

5% of the delinquent

Immediately upon CBDF’s

Interest is payable at an annual

Charge amount plus interest demand for payment percentage rate (“APR”) of 18% or
the maximum APR allowed by law,
whichever is less. See Note 1 and
Note 2.

AIM Sales Our then-current fee As CBDF or affiliate requires. | You are required to use our AIM

Management which shall not exceed (Account Interaction Manager) sales

Portal Fee $25 per user per management portal in connection

month with the operation of your Business.
Currently, we do not charge you a
fee for the use of this portal, but we
reserve the right to do so. If we elect
to impose a fee for your use of our
AIM sales management portal, you
will be required to pay the fee in
Column 2.

Late Reporting | $250 Immediately upon CBDF’s This fee will accrue 7 days after the

Charge demand for payment subject monthly report is due.

Late Quarterly $500 Immediately upon CBDF’s This fee will accrue 30 days

Financial demand for payment following the date the subject

Statement quarterly financial statement is due.

Charge

Transfer Fee (if
transferee is
identified by a
third-party
broker)

The greater of: 2% of
the sales price or
$8,500.

Before completion of transfer.

You must also reimburse us for the
reasonable costs we incur in
connection with the requested
transfer (including, the review,
approval and memorialization of
same). Additionally, must pay to your
third-party broker all fees due in
connection with the transfer. There is
no charge if your franchise is
transferred to a corporation that you
control, or to another Principal, or to
a family member. You must also
sign a General Release in the form
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Type Of Fee

Amount

Due Date

Remarks

of Exhibit 7 to your Franchise
Agreement. See Note 5.

Transfer Fee (if
transferee is
identified by
CBDF)

$8,500, plus the
greater of: $40,000 or

10% of the sales price.

Before completion of transfer.

In addition to paying us the transfer
fee, you will also be required to
reimburse us for any reasonable
costs we incur in connection with
your request (including the review,
approval and memorialization of
same). There is no charge if your
franchise is transferred to a
corporation that you control, or to
another Principal, or to a family
member. You must also sign a
General Release in the form of
Exhibit 7 to your Franchise
Agreement. See Note 1 and Note 5.

Transfer
Notification Fee

1% of the sales price

Immediately upon CBDF’s

demand for payment

This fee is only payabile if you
engage a broker or prospective
buyer without first notifying us of
your desire to sell your franchise.

Additional $1,000 per person per | Before completion of initial Initial training is provided to your
Training day, plus CBDF’s training. General Manager at no additional
travel, lodging and charge. Additional attendees,
living expenses including replacement General
Managers, pay this fee. See Note 1.
Additional On- $ 750 for the 15t day At completion of additional You may request additional on-site
Site Training and $500 for each on-site assistance. training and assistance after you

and Assistance

additional day

open your Franchise business, or we
may (in our sole discretion)
determine that you require additional
on-site assistance. If we elect to
provide you with additional on-site
assistance, whether in response to
your request or based on our
determination, you must pay us the
costs of transportation, food and
lodging for each such person we
provide in addition to the fee set
forth in Column 2. See Note 1.

Annual
Conference,
Regional
Meetings

Up to $1,500 per
attendee.

Upon demand

CBDF may charge you a fee for
attending the annual conference or
applicable regional meetings.
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Type Of Fee

Amount

Due Date

Remarks

Leads

Up to 120% of the
then-current system
average cost per lead.

When you accept the Lead

If CBDF, CWI (or another CBDF
affiliate) or another Closets By
Design franchisee receives any
Leads from customers in your
Territory, you will receive the first
offer for them. If you accept the
Lead, you must pay CBDF or the
franchisee up to 120% of the then-
current system average cost per
lead. For Leads generated or
obtained using funds collected by
the Closets By Design National
Promotion and Protection Fund, you
must pay the fee to the Fund. See
Item 12.

Out of Market
Development
Fee

25% of the Gross
Revenue you obtain
from the extra
territorial transaction

Promptly after receipt of
Gross Revenues

If you sell Closets By Design
services or products outside your
Territory without CBDF’s written
consent, then you must pay the
other franchisee whose territory you
are selling in, or to CBDF (if the
territory in which you sell is not
franchised), an out of market
development fee.

Replacement
Manual

$5,000

On demand.

If you lose or destroy the
Confidential Manual, we may charge
you for the loan of a replacement
Confidential Manual.

Management
Fee

8% of Gross
Revenues during the
period of time we or
our representative
manages your
Franchised Business
on your behalf, plus
the in connection with
our (or our designee’s)
operation of the
Franchised Business

As incurred.

The Management Fee will only be
due to us if (a) you are in material
default under your Franchise
Agreement and fail to timely cure
such default; and/or (b) we exercise
our right to temporarily operate your
Franchised Business in an effort to
assist in getting the operations of the

Franchised Business back into
compliance with the Franchise
Agreement and System standards.

Taxes

Promptly when due

You must pay us all taxes we pay
(except for our corporate income
taxes) because of (i) services or
goods we furnish to you, or (ii) the
Initial Franchise Fee, Renewal Fee,
Territory Fee, Continuing Royalties,
National Promotion and Protection
Fund Contributions or Software
Maintenance Fees you pay.

Audit’

10% interest on under
payment?

Within 30 days after billing.

If our audit finds Gross Revenues
were understated by 5% or it takes 8
or more hours to organize your
records, you must pay the entire cost
of the audit.
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Type Of Fee

Amount

Due Date

Remarks

Renewal Fee

$5,000

When you sign the new
Franchise Agreement.

You must also sign a General
Release in the form of Exhibit 6 to
your Franchise Agreement. See
Note 1.

Late Fee

5% of amount due

As incurred.

This late fee is payable if you fail to
timely pay any amount owed to us
or if such amount is not available
from withdrawal from your account
when due.

Interest

Lesser of: (i) 18% or
(ii) the maximum APR
permitted by law

As incurred.

Interest will accrue if you fail to
timely pay any amount owed to us
or if such amount is not available
from withdrawal from your account

when due.

Notes:

(1) All fees and other payments (except the local advertising portion of your Required Advertising
Expenditures, Leads from other franchisees and out of market development fees paid to other
franchisees) are uniformly imposed by and are payable to CBDF. All fees and other payments are
non-refundable. CBDF may adjust any fixed fee or other non-percentage monetary amount payable
by you under the Franchise Agreement or any related Agreements in accordance with the increase in
the annual average of the Consumer Price Index for All Urban Consumers, published by the Bureau
of Labor Statistics of the United States Department of Labor (“CPI”), or the highest similar future index
if these figures become unavailable, over the previous 12 months upon at least 30 days written notice
to you. You must pay all fees and other amounts due to us and/or our Affiliates under the Franchise
Agreement solely through electronic funds transfer (“EFT”), either via (i) our EFT payment program
(“EFT Program”) or (ii) an EFT payment system administered by a third-party payment provider we
designate from time to time (each an “Approved Payment Provider”), unless we otherwise require in
writing.

(2) If payment is late or not available for withdrawal from your account, you must pay a late fee of 5%
of the amount due, plus interest at an APR of 18% or the maximum APR allowed by law, whichever
is less. Interest begins from the date of underpayment.

(3) Beginning two weeks before the date you must open your franchised Business (the “Advertising
Date”) and throughout the term of the Franchise Agreement, you must (for each Territory you operate)
expend each month on local advertising for your franchised Business and National Promotional and
Protection Fund Contributions (see chart below) a sum not less than the greater of: (i) the minimum
monthly advertising expenditure applicable to your franchised Business specified on the table below
and on Exhibit 1-A to the Franchise Agreement; (ii) 16% of your previous calendar year's Gross
Revenues if the Gross Revenues were less than $2 million, 14% of your previous calendar year’s
Gross Revenues if the Gross Revenues were between $2 million and $7 million, or 12% of your
previous calendar year’s Gross Revenues if the Gross Revenues exceeded $7 million, in each instance
divided by 12 or, (iii) an amount equal to your previous calendar year’s total advertising expenditures
multiplied by 108% and divided by 12, provided, however, that (x) this number will be capped at
23% of your previous calendar year’s Gross Revenues, if they were less than or equal to $3 million,
or 20% of your previous calendar year’s Gross Revenues if they exceeded $3 million (as “Gross
Revenues” is defined in the Franchise Agreement), and (y) this subparagraph (iii) will not apply if (1)
in each month of the previous calendar year your monthly local advertising expenditure exceeded the
required minimum monthly advertising expenditure applicable to your franchised business in Exhibit
1-A of the Franchise Agreement by 15% if your Territory has fewer than 500,000 households; by
25% if your Territory has between 500,000 and 1,000,000 households; by 35% if your Territory has
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between 1,000,001 and 1,500,000 households; or, by 40% if your Territory has 1,500,001
households or more; or, by 35% if your Territory has 1,500,001 households or more and your
previous calendar year’'s gross revenue exceeded $6 million, and (2) in each month of the succeeding
calendar year your monthly local advertising expenditure equals or exceeds the applicable above-
specified percentage excess over the minimum monthly local advertising expenditure of your
franchised business required by the table below and Exhibit 1-A to the Franchise Agreement.

MINIMUM MONTHLY LOCAL ADVERTISING EXPENDITURE REQUIREMENTS (IN 000’S)

TOTAL HOUSEHOLDS LICENSED TO FRANCHISEE (IN 000’S)

FZ/:I‘:)r\‘;?:g 180- | 226- | 301- | 376- | 451- | 531- | 611- | 701- | 801- | 901- | 1001- | 1151- | 1301- | 1501- | 1701- 1901
Advertising | 225 | 300 | 375 | 450 | 530 | 601 | 700 | 800 | 900 | 1000 | 1150 | 1300 | 1500 | 1700 | 1900
Date
1-4 10 13 13 13 13 13 14 14 16 16 16 16 16 16 16 16
5-8 13 16 16 16 16 16 16 17 18 18 18 18 20 20 20 20
9-12 16 18 18 20 20 18 18 20 21 21 21 21 22 22 23 23
13-18 17 20 20 21 21 21 21 22 23 23 23 23 25 25 26 26
19-24 18 20 21 22 22 23 23 25 25 25 26 26 27 29 30 31
25-30 20 21 22 22 23 25 26 26 27 27 29 29 30 31 34 35
31-36 20 21 22 23 25 26 27 29 30 31 33 33 33 35 38 39
37-42 21 22 23 23 26 27 29 29 30 31 34 35 36 38 42 44
43-48 21 22 23 25 26 27 29 30 31 33 35 36 39 42 46 48
49-54 22 23 25 26 27 29 30 31 33 34 36 38 42 44 49 52
55-60 22 23 25 26 27 29 30 31 33 35 38 39 43 47 52 55
61-66 22 23 25 26 27 29 30 31 33 35 38 42 43 47 52 55
67-72 23 25 26 27 29 30 31 33 34 38 40 43 44 48 53 57
73-78 25 25 27 29 31 31 34 35 36 39 42 46 47 51 56 59
79-84 25 26 29 30 33 33 35 36 38 42 43 47 48 52 57 61
85-90 26 27 30 31 34 34 36 38 39 43 46 48 49 53 59 64
91-96 26 27 31 33 35 35 38 39 40 46 47 51 51 56 61 65
97-102 27 29 33 34 36 36 39 40 42 48 49 52 52 57 62 68
103-108 27 30 34 35 38 38 40 42 44 49 52 53 53 59 64 69
109-114 29 30 35 36 39 40 42 43 46 51 53 55 55 60 66 72
115-120 29 31 35 38 40 42 43 44 47 52 56 56 56 61 68 74

If franchisees owning 2/3 of all Closets By Design franchises agree in writing to special assessments
for specifically-designated advertising or promotional activities, you must pay us the special
assessments, in the amount and by the date approved by the franchisees. However, no special
assessment may be merely an increase in the National Promotion and Protection Fund Contribution
in name or substance, but rather must be intended and spent for specifically designated advertising
and/or promotional activities for a special purpose. These special assessments are in addition to, and
do not count towards, the advertising requirement described above. In addition, we may define regional
groupings of franchisees for the purposes of making special assessments for designated advertising
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or promotional activities (including, for example, placing group advertisements in newspapers and
magazines). If, from time to time, the franchisees owning 2/3 of all Closets By Design franchises of a
regional grouping agree in writing to a special assessment of this type, then you must pay us the
approved special assessment or, if we so instruct, you must pay the third-party provider of the
advertising or promotional activity. No Closets By Design Business operated by us or any affiliate of
ours will be considered a “franchisee” entitled to vote on, agree to or approve any of these activities.

Company-owned Closets By Design Businesses have no obligation to make any contributions to the
Closets By Design National Promotion and Protection Fund. In connection with any national
advertising, regional advertising or other advertising, promotional campaigns or marketing activities
from which Company-owned Businesses will benefit, they will pay their proportionate share based on
the distribution of the advertising, promotion or marketing campaign in geographic areas served by the
Company-owned Businesses.

(4) Presently we do not require you to purchase any proprietary products from us or our affiliates.
However, we reserve the right to require you to purchase from us or our affiliates any proprietary
products that we may develop in the future and which may comprise a part of our System.

(5) If you are operating two or more Territories and wish to sell, transfer or otherwise assign your rights
in all such Territories, we may (in our sole business judgment) require that you sell, transfer or
otherwise assign each Territory separately. In this instance, one Territory will be sold along with your
showroom. The other Territory(ies) will be sold individually with the understanding that the prospective
buyer will be required to build its own showroom(s) for the other Territory(ies).

ITEM 7: ESTIMATED INITIAL INVESTMENT
YOUR ESTIMATED INITIAL INVESTMENT

Type of Amount Method of When due To whom
Expenditure payment payment is to
be made
Initial Franchise Fee $20,000 Lump sum; non- When you sign the CBDF
See Note 1 refundable Franchise Agreement.
Territory Fee Greater of (i) Lump sum; non- When you sign the CBDF
See Note 1 $18,000 or (ii) refundable Franchise Agreement.
$1,000 for each
increment or portion
of 10,000
households in the

Territory.
Market Varies Lump sum; non- When you sign the CBDF
Development Fee refundable Franchise Agreement.
See Note 1
Travel/Living $2,500 As Incurred During training Travel and
Expenses for Initial to Lodging
Training $3,500 Vendors
See Note 2
Furniture, Fixtures $37,000 Lump sum or Before opening Approved
and Equipment to financed by Suppliers or
(including computer) $254,000 outside vendor Vendors
See Note 3
Grand Opening $30,000 Variable Before opening Advertisers
Advertising — 15t 3 to
months $45,000
Inventory and $10,000 Lump sum; usually | Before opening Approved
Supplies to non-refundable suppliers

$25,000
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Type of Amount Method of When due To whom
Expenditure payment payment is to
be made

Deposits for $1,000 Lump Sum Before opening Third Party

Vehicles to

See Note 4 $4,000

Interior/Exterior $500 Lump sum; non- Before opening Approved

Signs to refundable suppliers
$1,000

Licenses and $500 Lump sum Before opening Governmental

Permits to agencies
$1,500

Rent (excluding $2,000 Lump sum As agreed with Lessor | Lessor

Security to

Deposits) $12,000

Retail Shop Build- $5,000 Lump sum As agreed with Lessor | Lessor or Third

Outs and to Parties

Improvements $30,000

Business Insurance $1,500 Lump sum As required by Insurance

See Note 5 to insurance company company
$2,000 policy

Legal/Accounting $1,000 Lump sum As incurred Attorneys/Accou

to ntants

$3,000

Additional Funds — $25,000 As incurred As incurred See below

15t 3 months to

See Note 6 $75,000

TOTALS | $154,000 to $511,000
See Note 7
Notes:

(1) Fees received by CBDF under the Franchise Agreement are not refundable. With the
exception of providing financing of the Territory Fee (as described in more detail in Item 10
below) and the Marketing Fee, CBDF does not offer any financing of any fees. To be eligible
to sign the Franchise Agreement, you must provide us with reasonable proof of your financial
ability to make the initial investment described above and you must authorize us to conduct
a credit check to confirm your financial ability to purchase and develop the Location.

We have assumed, for purposes of calculating the total estimated initial investment in this
table, a Territory with 100,000 households on the low end of the range (which requires the
payment of an $18,000 Territory Fee) and a Territory with 350,000 households on the high
end of the range (which requires the payment of a $35,000 Territory Fee). Although this
rarely happens, your Territory may contain fewer than 100,000 households or more than
350,000 households.

If you are purchasing an unoccupied developed market area, you may be required to pay a
Market Development Fee in addition to the Initial Franchise Fee and Territory Fee. The
Market Development Fee will vary drastically based on, among other things, (i) the size of
the market area and (ii) the extent of development of the subject market area. The amount
of the Market Development Fee and the terms upon which the Market Development Fee is
payable will be individually negotiated. CBDF may (on a case-by-case basis) permit you to
finance a portion of the Market Development Fee at a compound interest rate equal to the
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greater of: (i) 9.50% or (ii) 3 points (3.0%) above the prime rate of interest identified by
Citibank, N.A. in New York City (or any successor to it) on the first day of each month
that an amount is past due. Last year (i.e., 2025), we imposed Market Development Fees
ranging from $$15,380.00 - $270,000.00. However, the Market Development Fee that
you and we negotiate may exceed the amount we charged last year.

(2) There is no separate fee for the Closets By Design training program for your General
Manager. The costs for the initial training program are a part of the Initial Franchise Fee
but you must pay all travel and lodging expenses of trainees. Additional trainees pay CBDF
up to $1,000 per person per day for training.

(3) It is your responsibility to lease, maintain, furnish, decorate and equip your Location. You
must have a showroom at your Location and at other sites in your territory as reasonably
determined by CBDF.

(4) You will be required to purchase or lease the number of vehicles that meets our minimum
specifications to transport the tools, equipment, supplies and materials that you may need
for closet installations. We suggest the Ford Transit Van-E250 (with 148"
wheelbase/hightop) or a Dodge Sprinter 2,500 Cargo Van. However, you are free to choose
whatever vehicle you deem appropriate for installations and whether you will purchase or
lease said vehicle.

(5) CBDF requires you to carry appropriate workers’ compensation insurance in the minimum
limits prescribed by law and comprehensive general liability coverage of at least $1,000,000
per occurrence and $3,000,000 in the aggregate with a reputable insurer. You must provide
CBDF with evidence of insurance and name CBDF as an additional insured under your liability
policy. You must also carry Fire and Extended Coverage Insurance on your Closets By
Design location, Business Interruption Insurance and motor vehicle liability coverage (see
section 9.1 A. of the Franchise Agreement).

(6) Although CBDF does not require minimum funds for you to start your business, there are
some expenses you will incur when you begin your franchise operations, such as inventory,
supplies and employees’ salaries. It is always a good idea to have some cash reserves
available to cover initial operating expenses.

(7) This estimates your initial start-up expenses. CBDF relied on over 40 years of experience
of our President in the space organizing business and our 25 years of experience in the
closet organization franchising business to compile these estimates. We recommend that
you use these categories and estimates as a guide to develop your own business plan and
budget and investigate specific costs in your area.

ITEM 8: RESTRICTIONS ON SOURCES OF PRODUCTS AND SERVICES
Required Purchases

Any materials containing the Closets By Design marks must be obtained only from designated
vendors or from suppliers we have approved. (Approved suppliers are listed in the
Confidential Operations Manual.) Presently, we do not require you to purchase any
proprietary products from us or our affiliates. However, we reserve the right to require you
to purchase from us or our affiliates any proprietary products that we may develop in the
future and which may comprise a part of our System.
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Required and Approved Suppliers

To secure system wide national advertising discounts, CBDF re-sells certain advertising
services to its franchisees. Except for the foregoing, CBDF does not sell or lease any goods,
services, supplies or equipment related to establishing operating the franchised business.
You will receive a list of approved suppliers at initial training and later updates to this list by
e-mail.

If CBDF enters into or arranges for any system wide supply contract, then immediately upon
notification of this, you and all Closets By Design franchisees must purchase the specified
products and/or services only from the specified vendor, unless you can reasonably
demonstrate that the prices under any system wide supply contract are more than 10%
higher than the market average for the product or service of equal or greater quality,
durability and availability as under the system wide supply contract supplied by
manufacturers or vendors (as applicable) of equal or greater reputation for reliability, integrity
and longevity as the manufacturer or vendor under the system wide supply contract. If at the
time of CBDF’s notification you are a party to a non-terminable pre-existing supply contract
with another vendor for the product or service in question, then your obligation to purchase
from CBDF’s designated supplier will not begin until the scheduled expiration (or earlier
termination) of your pre-existing agreement.

In addition, CBDF requires you to participate in consumer financing programs with its
designated third party financing supplier (currently, Wells Fargo). In connection with such
participation, you are required to enter into a contract with CBDF’s designated third party
financing supplier (currently, Wells Fargo), in the form attached as Exhibit J to this disclosure
document, and pay certain fees associated therewith.

One of our officers owns an interest in our affiliate Four Season, which provides us with
marketing, advertising, creative content, and content management services for the benefit of
our franchisees, who pay us directly for such services.

Approval of Alternative Suppliers

We have approved other suppliers of other components of Organizers and other items
you will need to operate your Franchise business. These suppliers are listed in the
Confidential Operations Manual. We approve suppliers after careful review of the quality of
the products they provide to CBDF and our franchisees. CBDF formulates standards and
specifications for products from approved suppliers based on the relevant business
experience of our executive officers. These standards and specifications, which we may
modify from time to time, are provided to potential suppliers when we begin the supplier
review process and to franchisees if requested in writing. If you would like us to consider a
new supplier, you must have the supplier provide us with samples of its work. If the supplier
meets our specifications for quality control and accurate reproduction of our Service Mark,
we will approve it as an additional supplier by written notification of our approval to the
supplier and you. A review of a proposed new supplier typically is completed within 30 days
and we will notify you of our decision within 5 business days after we complete our review.
No fees are payable to CBDF for this review. CBDF will not unreasonably withhold consent
of a proposed, new supplier. If an approved supplier no longer meets our standards, CBDF
may revoke its status as an approved supplier by written notification to the supplier and
notification to the system by e-mail and modification to the Confidential Operations Manual.
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Computer and Point of Sale System

You must procure and install the Computer System that we require. We will lease to you our
proprietary CBD Manager software program (“CBD Manager”), which you must install on your
Computer System.

Insurance

You must purchase and maintain the following insurance:

1.
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Broad form comprehensive general liability coverage and broad form
contractual liability coverage satisfactory to us of at least $1,000,000 per
occurrence and $3,000,000 aggregate. This insurance may not have a
deductible or self-insured retention of over $5,000.

Fire and Extended Coverage Insurance on your Closets By Design Location
and property in an amount adequate to replace them in case of an insured
loss.

Business Interruption Insurance in sufficient amounts to cover, for a period of
four months following the interruption of your Business, the rental of your
Closets By Design Location; Continuing Royalty, National Fund Contributions
and Software Maintenance Fees which would have been due were it not for
the interruption (calculated on the basis of the average monthly amount of
each such payment paid or payable by your Business over the twelve months
preceding the interruption of your Business but provided that the Continuing
Royalty component of this sum need not exceed $100,000); maintenance of
competent personnel; utilities; any and all debt obligations of your Business;
and, lease payments for vehicles, machinery and equipment utilized by your
Business. Your obligation to pay Continuing Royalties, National Fund
Contributions and Software Maintenance Fees in the amounts specified in the
preceding sentence will not be suspended or relieved by the occurrence of any
event of the type set forth in Section 19.01 (“Unavoidable Delay or Failure to
Perform [Force Majeure]”) of the Franchise Agreement.

Motor vehicle liability coverage, including coverage of owned, non-owned and
hired vehicles, with minimum limits of liability in the greater of (a) the amount
required by all applicable state and federal laws, or (b) $2,000,000 for each
person killed or injured, and, subject to that limit for each person, a total
minimum liability of $5,000,000 for any number of persons injured or killed in
one accident, and a minimum limit of $500,000 for injury, destruction or loss of
use of property of third persons as the result of any one accident.

Workers’ compensation and employer’s liability insurance (in statutory
amounts), unemployment insurance and state disability insurance (as required
by governing law), for your employees.

In connection with any construction, refurbishment or remodeling of the
Closets By Design Location, builders’ and/or contractor’s insurance (as
applicable) and performance and completion bonds in forms and amounts
acceptable to us.

Insurance coverage of such types, nature and scope sufficient to satisfy your
indemnification obligations (including, without limitation, insurance coverage
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to indemnify us from any claims alleging your violation of federal, state or local
labor and/or wage and hour laws, rules or regulations).

Revenue from Franchisee Purchases

We and/or our affiliates may derive revenue - - in the form of promotional allowances, volume
discounts, commissions, other discounts, performance payments, signing bonuses, rebates,
marketing and advertising allowances, free products, and other economic benefits and
payments - - from suppliers that we designate, approve, or recommend for some or all
Closets By Design Locations on account of those suppliers’ prospective or actual dealings
with your Location and other Closets By Design Locations. That revenue may or may not be
related to services we or our affiliates perform. All amounts received from suppliers, whether
or not based on your or other franchisees’ purchases from those suppliers, will be our and
our affiliates’ exclusive property, which we and our affiliates may retain and use without
restriction for any purposes we and our affiliates deem appropriate. Any products or services
that we or our affiliates sell you directly may be sold to you at prices exceeding our and their
costs.

In the fiscal year ended December 31, 2025, CBDF had total gross revenues of $143,539,985.
In the fiscal year ended December 31, 2025, CBDF (i) generated $491,764 in revenue from
required purchases made by franchisees (representing 0.342% of CBDF'’s total revenues) and
(ii) received $686,756 in rebates as a result of franchisee purchases (representing 0.478_% of
CBDF'’s total revenues). The amount in rebates that we received is principally attributable to a
systemwide percentage rebate (ranging from 1% - 5%) based on franchisee purchases of
products from certain approved suppliers.

We anticipate that the cost of our proprietary closet and home/office organizational materials
and other related products that you must purchase from CBDF or approved suppliers on an
ongoing basis will be approximately 10% to 30% of your monthly investment. Your purchases
from CBDF or approved suppliers to establish your business will range from 5%-30% of your
total investment.

Cooperatives
CBDF is not presently involved in any purchasing or distribution cooperatives.
Negotiated Prices

CBDF negotiates with suppliers for beneficial pricing for franchisees and company owned
stores. In the future, we will negotiate more with suppliers as more franchisees join the Closets
By Design system.

Material Benefits

CBDF does not provide material benefits to a franchisee based on a franchisee’s purchase of
specific products or services or use of specific suppliers.
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ITEM 9: FRANCHISEE’S OBLIGATIONS

This table lists your principal obligations under the franchise agreement and other agreements.
It will help you find more detailed information about your obligations in these agreements and

in other items of this disclosure document.

SECTION IN FRANCHISE ITEM IN
AGREEMENT DISCLOSURE
OBLIGATION DOCUMENT
a. Site selection and acquisition/lease 6.01,6.02 10, 11, 12
b. Pre-opening 7.02 7,8
C. Site development and other pre-opening 6.01, 6.02, 7.02, 8.01 6,7, 11
requirements
d. Initial and ongoing training 7.02-7.07 11
e. Opening 1.01, 5.02, 5.03, 5.05, 5,6, 11
5.07,7.02,7.03, 8.06 B.
f. Fees 3.03, 3.04, 4.04, 4.05, 56,7
5.01-5.10, 6.01, 6.03,
7.01,7.02,7.03, 7.05,
7.06, 8.04, 9.01,10.04,
10.06, 14.05.
g. Compliance with standards and 7.01, 8.01-8.19,9.01, 11
policies/Operating Manual 9.04,10.01-10.06, 12.01
h. Trademarks and proprietary information 1.02, 2.02, 12.01, 15.01- 13,14
15.08, Exhibit 2
i. Restrictions on products/services requirements 3.02, 3.03, 3.04, 3.05, 8
8.03, 8.04, 8.06, 8.07,
8.08, 17.08
j- Warranty and customer service requirements 3.03, 8.06, 17.08, 18.01 11,15
k. Territorial development and sales quotas 3.01, 3.04 12
l. Ongoing product/service purchases 5.04, 8.06 8
m. | Maintenance, appearance and remodeling 5.04, 8.03, 8.07, 9.01 11
requirements
n. Insurance 9.01-9.06 7,8, 11
0. Advertising 10.01-10.06 6, 11
p. Indemnification 8.10, 9.01, 14.05 C. 14
q. Owner’s participation/management/staffing 8.05 11,15
r. Records/reports 11.01-11.02 6
S. Inspections/audits 8.11,11.02 6, 11
t. Transfer 14.01-14.09 17
u. Renewal 4.02-4.07 17
V. Post-termination obligations 4.04,17.08, 18.01 17
W. Non-competition covenants 12.01, 13.01-13.06, 17
14.05, 18.01, Exhibit 4
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SECTION IN FRANCHISE ITEM IN
AGREEMENT DISCLOSURE
OBLIGATION DOCUMENT
X. Dispute resolution 13.04, 22.02, 23.01-23.04 17
y. Compliance with U.S. anti-terrorism and other 22.10 None
U.S. federal laws
z Guarantee 22.09, Exhibit 5 15
ITEM 10: FINANCING
Source of Financing From Us
Amount Financed’ Territory Fee (We do not provide financing for any other amount).
Up to the amount of $40,000.
Down Payment 10% of the amount financed.
Term' 12 months.
Interest Rate’ Greater of: (i) 9.50% or (ii) 3 points (3%) above the prime rate.
Monthly Payment’ Principal plus interest for the term compounded.
Prepay Penalty None
Security Required’ Promissory Note or Personal Guaranty by franchisee’s owners and
their spouses.
Liability upon default’ Loss of franchise; franchisor may declare entire amount due
immediately.
Loss of Legal Rights upon Default' |Waive presentment, demand, protest, notice, or protest or dishonor.

Explanatory Notes.

If you (i) are granted a Territory containing from 300,000 to 350,000 households and
(i) meet CBDF'’s credit standards, CBDF may (in its discretion) finance up to the amount by
which your Territory Fee exceeds $40,000. If CBDF grants you the right to finance a portion
of your Territory Fee, the term of the financing will be 12 months and the first payment will
be due 30 days after you sign the Promissory Note, a form of which is attached as Exhibit
|. During each month of the term, you will pay principal, plus compound interest at a rate
equal to the greater of: (i) 9.50% or (ii) 3 points (3.0%) above the prime rate of interest
identified by Citibank, N.A. in New York City (or any successor to it) on the first day of
each month that an amount is past due. We do not finance any other fee or amount. As
security, we require that certain individuals involved with the franchise sign a Guaranty,
agreeing to be personally bound. The Promissory Note can be prepaid at any time without
penalty. If you do not pay on time, we can call the loan and demand immediate payment of
the full outstanding balance without presentment, demand, protest, notice of protest or
dishonor, all of which you expressly waive. We can also terminate the Franchise
Agreement if you fail to pay as required under the Promissory Note. Should the
indebtedness evidenced by the Promissory Note be collected by action at law, or in
bankruptcy, receivership or other court proceedings, or should the Promissory Note by
placed in the hands of attorneys for collection after default, you shall be required to pay,
upon demand, in addition to the principal and interest due, courts costs, attorneys’ fees and
other collection charges.

If you are purchasing an unoccupied developed market area, you may be required to pay a
Market Development Fee. The amount of the Market Development Fee and the terms upon
which that fee is payable (including whether we will offer you the opportunity to finance the
Market Development Fee) are negotiable. If you are required to pay a Market Development
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Fee, we may permit you to finance a portion of the Market Development Fee at a compound
interest rate equal to the greater of: (i) 9.50% or (ii) 3 points (3.0%) above the prime rate
of interest identified by Citibank, N.A. in New York City (or any successor to it) on the
first day of each month that an amount is past due.

Other than the above, we do not offer direct or indirect financing. We do not guarantee your
note, lease or obligation. We and our affiliates have no past practice or future intent of
selling, assigning or discounting franchisees’ financing arrangements to a third party. We
and our affiliates do not currently receive any direct or indirect payments from any person
for the placement of financing with the lender.

ITEM 11: FRANCHISOR’S ASSISTANCE, ADVERTISING, COMPUTER SYSTEMS, AND
TRAINING

Except as listed below, CBDF is not required to provide you with any assistance.

Our Pre-Opening Obligations and Assistance:
Before you open your business, CBDF wiill:

(1) Train you (there is no fee for training your General Manager and 1 other person), using
the following training schedule (see section 7.02 of the Franchise Agreement):

TRAINING PROGRAM

sor T heor
SUBJECT CLASSROOM LOCATION
TRAINING JOB
TRAINING

Administration of the Closets By 8 0 Garden Grove, California, other

Design System designated training center or
virtually (if we deem necessary)
Marketing 8 0 Garden Grove, California, other

designated training center or
virtually (if we deem necessary)
Basic Operations 16 16 Garden Grove, California, other
designated training center or
virtually (if we deem necessary)

Sales and Sales Management 16 0 Garden Grove, California, other
designated training center or
virtually (if we deem necessary)

Design 16 0 Garden Grove, California, other
designated training center or
virtually (if we deem necessary)

Production and Shop Training 0 40 Garden Grove, California, other
designated training center or
virtually (if we deem necessary)

We hold our initial training program (“Initial Franchise Training”) as needed based on new
franchises joining the Closets By Design System. Our President determines the actual time
each day’s Initial Franchise Training begins. The instructional material will consist of
appropriate handouts and information directly from the Confidential Operations Manual.
Every instructor has between 1 and 25 years of experience with CBDF or its affiliates and
in the closet and cabinet business.
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CBDF does not charge for this Initial Franchise Training or service for your General Manager
(each additional trainee must pay CBDF $1,000 per person per day for training), but you are
responsible for all travel, lodging and other expenses of your trainees. Initial Franchise
Training is provided within 30 days before you open the Location. If CBDF representatives
train you at your Location, you must pay their travel and living expenses. CBDF may provide
you with proprietary information and related materials for use in training your staff. These
materials are the sole property of CBDF and must be returned to us when you are finished
with them. All classroom training occurs in Garden Grove, California, or another training
center designated by CBDF.

The successful completion of Initial Franchise Training by your General Manager to CBDF’s
satisfaction is a condition to your opening of a Location to the public. The failure of your
General Manager to complete the training in a manner satisfactory to CBDF may result in the
termination of your Franchise Agreement. In addition, if your General Manager or any other
attendee you send to the Initial Franchise Training fails to successfully complete our Initial
Franchise Training, then that person may re-enroll in another scheduled Initial Franchise
Training. CBDF may charge you $1,000 per person per day for each retraining attendee.
Any new or replacement General Manager later hired by you must also attend and
successfully complete our next scheduled Initial Franchise Training, and CBDF may charge
you $1,000 per person per day for this training.

(2) Lend you 1 copy of the Confidential Operations Manual and other applicable manuals
during initial training (section 7.01 of the Franchise Agreement). The Confidential Operations
Manual contains 201 pages, and a copy of its Table of Contents is attached to this disclosure
document as Exhibit G.

(3) In addition to Initial Franchise Training, we will provide a trainer at your Location for 1
to 2 weeks (at our option) of on-site training around the time of the date your Business
opens. We will determine the exact timing of this assistance (section 7.03 of the Franchise
Agreement).

(4) Provide you support (in person or by telephone, at our discretion) with installation of
the CBD Manager Database and client applications on your Computer System.

(5) Consult with you, to the extent we consider necessary, on the construction, equipping,
furnishing and decoration of the Location. Your Location and showroom(s) must conform
to any specifications for furniture, fixtures, equipment, signs and decor that we impose, in
our Manual, or otherwise. It will, however, be your sole responsibility to diligently design,
construct, equip, furnish, decorate ready and open the Location for business. We do not
deliver or install such equipment, signs, fixtures, opening inventory, or supplies (Section
6.05 of the Franchise Agreement).

(6) If we determine to do so, exercise rights concerning franchisee pricing of products and
services to the fullest extent permitted by then-applicable law. These rights may include,
for example prescribing the maximum and/or minimum retail prices which you may charge
customers; recommending the prices you charge customers; advertising specific retail
prices for some or all products or services sold by your franchised Business, which prices
you will be compelled to observe; engaging in marketing, promotional and related
campaigns which you must participate in and which may directly or indirectly impact your
retail prices; and, otherwise mandating, directly or indirectly, the maximum and/or minimum
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retail prices which your franchised Business may charge the public. We may do so only in
certain geographic areas (cities, states, regions) and not others, or with regard to certain
groups of franchisees and not others. Any maximum, minimum or other prices we prescribe
or suggest may or may not optimize the revenues or profitability of your franchised
Business. (Franchise Agreement, Section 7.09)

Our Post- Opening Obligations and Assistance
During the operation of the franchised business, CBDF:

(1) Will provide you access to an adequate supply of Closets By Design proprietary closet
materials, home/office organizational materials and other Closets By Design proprietary
products that you must purchase from our approved suppliers. Also, CBDF will continue to
develop new Organizers. (See section 8.06 C. of the Franchise Agreement; also see ltem 8
of this disclosure document for more proprietary product information.)

(2) Will expend National Promotion and Protection Funds collected from all Closets By
Design franchisees for the national promotion, enhancement and protection of the Closets By
Design system and the Closets By Design trademarks (the “Marks”), goodwill and reputation
of CBDF (section 3.03 of the Franchise Agreement). Franchisees’ contribution to the National
Promotion and Protection Fund is 2.25% of monthly Gross Revenues for calendar year
2026, 2.50% of your monthly Gross Revenues for calendar year 2027, and 2.75% of your
monthly Gross Revenues for calendar year 2028 and thereafter, unless otherwise modified
in accordance with the Franchise Agreement (see Item 6 and footnote 3 above). CBDF uses
the National Promotion and Protection Fund for preparation, production and distribution of
Closets By Design advertising (including print media pieces, brochures and collateral
materials), press releases and other point of sale materials. CBDF may also use the National
Promotion and Protection Fund to engage advertising agencies, public relations firms,
speakers and celebrity endorsers of Closets By Design products. (See section 10.04 of
the Franchise Agreement.)

In addition, CBDF may use the National Promotion and Protection Fund (i) to supplement
regional advertising efforts, including areas with few or no Franchises, (ii) to complete faulty
or abandoned work of Closets By Design franchisees, (iii) to defend (including payment of
related attorneys’ fees), prosecute or settle legal, arbitral or administrative actions by or
against CBDF or Closets By Design franchisees if the action or proceeding relates to,
contests, challenges or involves CBDF’s ownership of the Proprietary Marks (see limitation
below), CBDF’s or your right to use and display the Proprietary Marks, the goodwill associated
with the Proprietary Marks and/or any infringement of the Proprietary Marks, (including, any
action or proceeding which is likely to injure the reputation or goodwill of the Closets By
Design franchise system or the Marks, (iv) to finance litigation to protect the Marks, (v) to
reimburse CBDF for organizing and conducting national conferences and other special
events,(vi) to lend money to authorized Closets By Design regional advertising funds, (vii) the
creation, development, testing, optimization, and deployment of advertising concepts,
creative assets, campaigns, messaging, and media strategies, (viii) advertising-related
research and development, including consumer research, market research, competitive
analysis, brand research, testing, pilot programs, and experimentation with new advertising
formats, technologies, and channels, and (ix) data analytics, tracking, attribution modeling,
performance measurement, and other efforts to evaluate and enhance advertising
effectiveness. CBDF may make Fund expenditures in connection with legal, arbitral or
administrative actions or proceedings CBDF commences against, or are commenced against
CBDF by, terminated, expired or former CBDF franchisees, but CBDF may not make Fund
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expenditures in connection with actions or proceedings CBDF commences against, or are
commenced against CBDF by, any then-current CBDF franchisee.

You and all other Closets By Design franchisees contribute to the National Promotion and
Protection Fund based on monthly Gross Revenues (see section 5.05 of the Franchise
Agreement and Item 6 of this disclosure document). Company-owned Closets By Design
Businesses are not required to make any contributions to the Closets By Design National
Promotion and Protection Fund. In connection with any national or regional print advertising
engaged in by the Fund from which Company-owned Businesses will benefit, the
Businesses will pay their proportionate share based on the distribution of the print
advertising in geographic areas served by the Company-owned Businesses. Further, in
connection with any photographic media paid for by the Fund for use in Closets By Design
catalogues or sales aid materials, CBDF will reimburse the Fund its proportional share of
the expense, “proportional share” defined in this instance as the percentage of total system
wide CBD gross revenues (that is, the aggregate gross revenues of all Closets By Design
Businesses operated by CBDF, its affiliates and its franchisees) attributable to Closets By
Design Businesses which CBDF and/or its affiliates operate.

CBDF will determine the cost, form or media, content, format, production and timing, including
regional or local concentration and seasonal exposure, location and all other matters involving
advertising, public relations and promotional campaigns (see section 10.04 of the Franchise
Agreement). We intend to use the following advertising media: direct mail, print media and
electronic media where appropriate and cost effective. The media coverage may be local,
regional or national. We will be using in-house advertising personnel, but we also intend to
engage the services of advertising and public relations firms to assist in our advertising
program. We may but are not obligated to spend any National Promotion and Protection
Funds in the territory where you are located.

CBDF has the right to use any media, create any programs and allocate advertising funds
to any regions or localities in any manner it considers appropriate in its business judgment.
The allocation may include rebates to individual franchisees of some or all of their National
Promotion and Protection Fund contributions for local advertising expenditures if, in its
judgment, its national or regional advertising program or campaign cannot effectively
advertise or promote in certain regions or communities. If CBDF determines that the total
national Promotion and Protection Fund contributions collected from all Closets By Design
franchisees and company-owned Closets By Design Businesses is insufficient to sustain a
meaningful regional or national advertising campaign, CBDF may rebate all or a portion of
the Fund contributions to franchisees and our (or our affiliates’) company-owned Closets By
Design Businesses on a pro rata basis. Franchisees must expend any rebate on the types
of local advertising and media that CBDF determines. All rebate advertising expenditures
must be documented to us in a monthly rebate advertising expenditure report form which we
will furnish in our Manual or otherwise.

CBDF administers the National Promotion and Protection Fund and receives a fee of 15% of
the annual aggregate National Promotion and Protection Funds for doing so. National
Promotion and Protection Funds are deposited into our general operating account and no
interest is imputed for your benefit. CBDF is not presently involved in any advertising
cooperatives. However, the Franchise Agreement gives us the power to require advertising
cooperatives to be formed, changed, dissolved or merged.

You must make the Required Advertising Expenditures described in Iltem 6, footnote 3. All your
digital marketing campaigns must be conducted through (and managed by) us or our
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designated third-party supplier. We currently receive a percentage of the digital marketing
fees payable to our designated third-party supplier for its management of franchisees’ digital
marketing campaigns. We reserve the right, in the future, to conduct and manage your digital
marketing campaigns and to receive a fee for performing such services.

On a national or regional basis, CBDF may impose an additional assessment on all Closets
By Design Franchises for special advertising or promotional activities if Franchises owning 2/3
of all franchised Locations agree to this additional assessment, confirmed in writing by each
Franchise (see ltem 6, footnote 3 and section 10.06(F) of the Franchise Agreement). These
special assessments are in addition to, and do not count towards, the Required Advertising
Expenditures described in ltem 6, footnote 3. You may develop advertising materials for your
own use, at your own cost. But we must approve the advertising materials in advance and in
writing. You may not, without our prior written consent, advertise in any medium we have
not previously approved in writing or use any advertising outlet through which we maintain
a system-wide advertising program (e.g. Val Pak, Money Mailer and other outlets we identify
from time to time). Additionally, you may not, without our prior written consent, engage any
third-party marketing firm or consultant or disclose our advertising strategies or data to
anyone under any circumstance. If we do not expend all National Promotion and
Protection Funds collected for one year, the remaining monies are retained for future years.
We are not absolutely required to spend any National Promotion and Protection Funds in
your Territory; however, National Promotion and Protection Funds are spent to benefit all
Franchises, including you. National Promotion and Protection Funds are used to promote
Organizers sold by you and protect the Marks and the Closets By Design System. They are
not used to sell additional Franchises. While the National Promotion and Protection Fund will
not be used for any activity whose sole purpose is the sale of franchises, the design and
maintenance of our website, as well as the creation and placement of advertising and
marketing (whether via print, electronic, radio, etc.), for which Fund monies may be used,
may include information and solicitations for prospective franchisees and public relations
and community involvement activities which may result in greater awareness of the Closets
By Design brand and the franchise opportunity.

Other than the National Promotion and Protection Funds collected from all Closets By Design
franchisees that CBDF will expend on the national promotion, enhancement and protection of
the Closets By Design system, the Marks and CBDF’s goodwill and reputation, CBDF is not
required to spend any amount on advertising in the franchisee’s area or territory.

(3) Will provide you (when you send us your request for this accounting in writing) with an
unaudited statement describing the annual receipts and expenditures of National Promotion
and Protection Funds during the previous calendar year on or before each March 31 (section
10.04 C. of the Franchise Agreement).

In 2025, Promotion and Protection Funds in the amount of $16,145,591 were spent as follows:
0.629% on media production, 58.695% on advertising placement, 13.732% on administrative
expenses, 6.931% on conference expenses, 3.918% on brand protection legal expenses, and
16.095% on other expenses. Currently, CBDF does not have an advisory council specifically
devoted to advertising. However, the Closets by Design Fr